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Republic of Latvia

Cabinet

Regulation No. 111

Adopted 3 February 2009
Procedures by which Guarantees for Bank Loans 
shall be Issued and Monitored
Issued pursuant to

Section 37, Paragraph six of the

Law on Budget and Financial Management

 

I. General Provisions

1. This Regulation prescribes the procedures by which the Minister for Finance in the name of the State shall issue guarantees for loans of banks registered in the Republic of Latvia (hereinafter – bank), in order to reduce general economic risks, avoid a socio-economic crisis or reduce the impact thereof and to ensure the availability of financial resource in emergency situations, as well as the procedures for servicing and monitoring the guarantees.

 

2. Guarantees may be issued for existing loans of the bank, whose remaining time period is not longer than three years, and for loans taken for the re-financing of such loans, whose time period is not shorter than six months and longer than three years, if the bank observes the requirements specified in regulatory enactments regarding capital adequacy and liquidity.

 

3. Guarantees shall not be issued for inter-bank deposits, subordinated liabilities and collateralized liabilities.

 

4. This Regulation shall not apply to:

4.1. Latvian branches of banks registered in the European Union or the European Economic Area States or in third countries; or

4.2. banks which have been recognised as banks to be liquidated, insolvent or bankrupted, up to the date of the coming into force of this Regulation.

 

II. Documents Required for Receipt of a Guarantee

5. In order to receive a guarantee the bank shall submit to the Ministry of Finance the following documents: 

5.1. an application for the issuing of a guarantee;

5.2. a copy of the existing loan agreement for which a guarantee is to be issued, or a copy of the existing loan agreement which is meant to be re-financed, and a draft of the new loan agreement for which a guarantee is to be issued;

5.3. a financial report of the last year with the opinion of a sworn auditor;

5.4. a financial report of the last quarter;

5.5. an irrevocable statement of the bank shareholders (owning not less than 51 percent of voting shares) regarding the preparedness to pledge not less than 51 percent of the bank’s voting shares as the first commercial pledge rights;

5.6. an irrevocable statement of the bank shareholders (owning not less than 51 percent of voting shares) regarding the determination not to perform the payment of dividends without the consent of the Minister for Finance during the period of operation of the guarantee, as well as not to perform financial transactions (including the entering into agreements on options) with bank shares without the consent of the Minister for Finance; and

5.7. a bank confirmation (Annex). 

[22 December 2009]
 

III. Evaluation of Documents, Determination of Remuneration and 
the Entering into Agreements

 

6. The Minister for Finance shall, within ten working days following receipt of the documents referred to in Paragraph 5 of this Regulation: 

6.1. evaluate the documents submitted;

6.2. request from the Financial and Capital Market Commission and evaluate the information regarding:

6.2.1. the capital adequacy of the bank;

6.2.2. indicator of the bank’s liquidity;

6.2.3. the implementation of special measures of monitoring (if any have been specified);

6.2.4. the validity of the credit institution licence (permit);

6.2.5. the weighting of the mortgage crediting portfolio of the bank in the total mortgage crediting portfolio of the banks;

6.2.6. the weighting of the crediting portfolio of the bank in the total crediting portfolio of the banks; and

6.3. based on consultations with the Bank of Latvia and the Financial and Capital Market Commission, prepare a draft decision regarding the issuing of a guarantee or the refusal to issue a guarantee.

 

7. The Minister for Finance shall inform the Bank of Latvia and the Financial and Capital Market Commission regarding the draft decision immediately, but not later than within the time period specified in Paragraph 6 of this Regulation.

 

8. If a draft decision is prepared regarding the issuing of a guarantee, the Minister for Finance shall, within one working day following the preparation of the draft decision, send it for harmonisation to the Budget and Finance (Taxation) Committee of the Saeima. 

 

9. If the Budget and Finance (Taxation) Committee of the Saeima does not object to the issuing of a guarantee the Minister for Finance shall inform the Bank of Latvia, the Financial and Capital Market Commission and the bank thereof (sending the decision), as well as sign the guarantee agreement with the credit institution. The Minister for Finance and the bank shall concurrently sign a commercial pledge agreement, as well as a guarantee servicing and monitoring agreement. 

 

10. If the Budget and Finance (Taxation) Committee of the Saeima does object to the issuing of a guarantee, the Minister for Finance shall, within three working days following the receipt of the objection of the Budget and Finance (Taxation) Committee of the Saeima, send the bank the decision regarding the refusal to issue a guarantee, appending the decision of the Budget and Finance (Taxation) Committee of the Saeima. 

 

11. During the period of operation of the guarantee servicing and monitoring agreement regarding the loan guaranteed by the State but unpaid the bank shall pay a servicing fee to the State Treasury in the amount of 0.1 percent per year from the balance of the State guaranteed loan. 
 

12. The bank shall pay the annual risk interest rate of the guarantee for the guarantee issued (except the case referred to in Paragraph 12.1 of this Regulation), the amount of which shall be determined as that specified by the European Central Bank, valued with a credit rating A of banks in the Eurozone with a sum of median value of the five year credit default swap spread during the time period between January 2007 to August 2008 in the amount of 0.448 percent and remuneration in the amount of 0.9 percent.

[22 December 2009; 6 July 2010]
 

12.1 If the decision of the European Commission is accepted regarding the provision of support (including a guarantee) to a specific bank, the bank shall pay a rate for the guarantee issued which shall be specified taking into account the conditions of the decision taken by the European Commission.

[22 December 2009]
 

13. The amount of the risk interest rate and servicing fees shall be included in the guarantee servicing and monitoring agreement.

 

IV. Servicing and Monitoring of a Guarantee

 

14. The following conditions shall be included in the guarantee servicing and monitoring agreement:

14.1. the bank has a duty to submit the following information to the Ministry of Finance:

14.1.1. two working days prior to the expiration date for the repayment of the principal amount and the interest or other payments connected to the loan to send a written confirmation that the bank will implement the loan liabilities in the amount indicated;

14.1.2. regarding the repayment of the principal amount and interest of the loan performed by the bank or other payments connected to the loan (including a copy of the document certifying a payment) – immediately following the performance of the payment referred to;

14.1.3. not later than within one working day following the performance of the payments referred to in Sub-paragraph 14.1.2 of this Regulation – confirmation of the lender regarding the implementation of the bank liabilities referred to;

14.1.4. if the bank will be unable to completely or partially perform any payment in accordance with the loan agreement or guarantee servicing and monitoring agreement – not later than 60 days prior to the duty to perform the relevant payment;

14.1.5. the annual report of the previous year inspected by a sworn auditor - each year by 30 April;

14.1.6. the operational results of the quarter – balance, profit or loss calculation, a cash flow report, a summary report of equity capital and minimum capital requirements and a calculation of the liquidity indicator of the banks – each year by 30 April, 31 July and 31 October;

14.1.7. additional information regarding the financial condition of the bank (at the request of the Ministry of Finance);

14.1.8. regarding any claim brought in court by a person against the bank, if the claim amount exceeds three percent of the amount of the bank’s capital and reserves - immediately following the receipt of such information;

14.1.9. if the Financial and Capital Market Commission has established the actual insolvency of the bank or the probability of the occurrence thereof – immediately following the receipt of such information; and
14.1.10. an assessment of the viability of the bank in accordance with the example indicated in the statement of the Commission on regeneration of the viability of the financial sector and the evaluation of the measures for restructuring thereof in the current conditions of economic crisis in conformity with the conditions for State support, if the issued guarantee exceeds 5 percent of the total bank liabilities or EUR 500 000 000 and the bank does not have an obligation to submit a restructuring plan to the European Commission – within three months from the day of the receipt of the guarantee;
14.2. in order to change the provisions of the loan agreement guaranteed by the State, the bank shall harmonise the amendments with the Minister for Finance beforehand.
[6 July 2010]
 

15. During the period of operation of the guarantee agreement, the State Treasury shall organise the recording of the guarantee finances, register all settlements and financial liabilities in accordance with the provisions of the guarantee and the guarantee servicing and monitoring agreement.

 

V. Closing Provisions

 

16. Sub-paragraphs 5.5 and 5.7 of this Regulation shall not be applied to a bank in which more than 51 percent of the capital belongs to the State or to a capital company of the State.

 

17. This Regulation is in force until 31 December 2010.

[22 December 2009]
 

 

Prime Minister 


I. Godmanis

 

Minister for Finance 


A. Slakteris

Annex

Cabinet Regulation No.111

3 February 2009

.

 

Bank Confirmation for the Receipt of a Guarantee

	Bank
	_________________________________________________________ 


Registration No. _________________

Legal address___________________

in the person of_____________________________________________ confirms that:

 

1) the bank has no tax debts, the tax declarations have been submitted on time and the tax payments have been performed on time;

2) on the date of the signing of the bank confirmation it is not involved and does not anticipate being involved in legal proceedings, in which the total claim amount against the bank may negatively impact upon the activities thereof and during the period of guarantee servicing cause losses which exceed three percent of the amount of the bank’s capital and reserves;

3) there are no incidents or circumstances which in accordance with any agreement or transaction binding to the bank is a violation of the provisions of these agreements or transactions, which may negatively impact upon the activities of the bank and during the period of guarantee servicing cause losses, which exceed three percent of the amount of the bank’s capital and reserves;

4) the commercial companies controlled by the bank have no such lawful or contractual relations which may negatively impact upon the activities of the bank and during the period of guarantee servicing cause losses, which exceed three percent of the amount of the bank's capital and reserves;

5) during the period of operation of the guarantee the bank or the services provided thereby shall not be advertised with the reference to the guarantee received, as well as the annual gross remuneration of the Board members, including the mandatory payments of State social insurance, shall not be specified as greater than 150 000 lats for one Board member;

6) prior to the repayment of the guaranteed loan, the bank shall not extinguish the subordinated loans issued thereto prior to the expiry of the time period;

7) during the period of operation of the guarantee servicing and monitoring agreement, the bank shall ensure the accessibility to the loan for the national economy in accordance with the conditions of this agreement; and

8) all the information provided is complete and true and all bank liabilities referred to in this confirmation shall be implemented.

 

	 
	 

	 
	 (given name, surname, signature, date)


 

 

Minister for Finance 


A. Slakteris
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