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Statement of the Management
Unibanka�s major target market � Latvia has already seen stable economic growth for several years, and the year
2002 is no exception in this respect. At the end of the year the key indicators of the Latvian economy testified
about convincing growth. Over nine months GDP improved by 5.4% (5.7% growth forecast for the entire 2002),
the annual average inflation in Latvia stood at 1.9%. For the Latvian financial sector the reporting year is
regarded as one of the most successful years since the restoration of Latvia�s independence. The profit of the
Latvian banking sector is likely to rank among the highest in the history of its operation. The level of the
population�s confidence in Latvia�s banks also was on the rise. Last year Latvia experienced important events
such as invitations to join the NATO and the EU - important factors strongly facilitating business development
across the entire country.

In terms of Unibanka�s development the year 2002 has been positive, the Bank has retained high earning
capacity. Given that in several significant market segments Unibanka�s business volumes have exceeded
expectations, its financial performance also has outpaced forecasts. On account of the new integrated
technological platform, on the whole Unibanka�s daily routines in the year 2002 have been smoother than in
previous years. Unibanka has successfully implemented its development strategy by continuous investments in
technological projects and new products, moreover the Bank launched co-operation with other banks providing
new possibilities for the customers.

Unibanka�s stable operation in 2002 was recognised also by the international credit rating agency Moody�s
Investors Service, which upgraded the Bank�s long-term deposit rating from A3 to A2 and the short-term rating
from Prime-2 to Prime-1, while the financial strength rating was approved at the C-level.

At the end of 2002 Unibanka provided services to its customers at 33 branches and 31 sub-branches, and also via
various distribution channels of e-services. One of Unibanka�s priorities in 2002 was further upgrading of the
quality and range of customer services.

Over the year 2002 Unibanka�s range of services has been enriched by new possibilities for its customers to
receive loans. Unibanka has launched a new type of the loan to cover the costs of the higher education fee - the
Master�s Loan, which is applicable to working students reading for a master�s or doctor�s degree, and also to
those working students who have undertaken the programmes of professional studies of the highest level.

In the lending business Unibanka in the reporting year focussed on mortgage lending. During the year there were
several successful sales actions of mortgage loans on attractive conditions. The year-end results show that these
actions were fruitful for the Bank, with more than a triple growth in mortgage loans made by Unibanka rising to
Ls 37.3 million, accounting for 7.0% of the total gross loan portfolio (2.6% at end-2001). Total amount of loans
made to private persons at the end of the reporting year grew to Ls 88.0 million (68% rise year-on-year),
accounting for 16.5% of gross loan portfolio (11.7% at end-2001).

Also Unibanka�s subsidiary Unilīzings, one of the largest and most rapidly growing leasing companies in Latvia,
over the year 2002 improved its range of services and successfully organised various sales actions of services, as
a result its lease portfolio put on 48% to Ls 61.0 milion.

Unibanka�s payment card business has undergone significant improvements. In early 2002 the Bank completed
implementation of the new payment card management system (CMS), allowing its customers to accelerate
transfers to their payment card accounts and receive more detailed information about transactions made via
various delivery channels of services. In the reporting year Unibanka expanded also its offer of payment cards, as
a result the customers enjoy the possibility to receive international Maestro debit cards and AC/MC credit cards,
whose transaction currency is the euro. In the year 2002 in the interests of customers the ATM network was
considerably expanded by efficient co-operation projects, firstly, within the SEB Group, secondly, on account of
Unibanka�s co-operation with several other leading Latvian banks Hansabanka, Latvijas Krājbanka and Pirmā
banka, instead of installing new cash dispensers. The cardholders can withdraw cash from the cash machines of
the mentioned banks without additional fee.

In the year 2002 Unibanka also upgraded the security solutions in the Bank�s ATM network, by introducing a
requirement for a repeated PIN code entry to execute several ATM transactions, including cash withdrawals.
Besides, the introduction of the new payment card risk management system - Transmaster Risk Management
System in Unibanka last year ensures the payment card transaction risk control, disclosure of suspicious
transactions, providing the Bank�s staff with vast possibilities to block and investigate fraudulent transactions.

In order to widen investment possibilities for its customers Unibnaka jointly with the investment company
Optimus Fondi last year launched the open-end investment fund Latu rezerves fonds (The Lats� Reserve Fund), a
new possibility to manage the investment portfolio risk alongside investments in deposits, fixed-income securities
and international investment funds. Furthermore, free cash funds are placed in the financial instruments known to
the local market and regulatory bodies.
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Statement of the Management (continued)
Unibanka�s subsidiary Unipensija in the reporting year launched the pension plan Eiropensija, where
contributions to and disbursements from the accrued pension extra capital will be made in euros. In terms of
investments in the system of pensions, in the reporting year Unibanka concluded a contract with the State Social
Insurance Agency on co-operation in servicing the 2nd level of the pension system, with Unibanka as the holder of
the pension capital and the Bank�s partner - Optimus fondi offering the placement of pension capital in
investment plans.

Last year Unibanka considerably lowered the fee for transfers via its e-channels (Ibanka and Telebanka) in order
to make such services economically more attractive.

The growing customer base calls for quick and multi-dimensional processing of transactions and information in
order to meet the increasing needs of customers. In the reporting year the existing situation was resolved by
starting the implementation of the software netSymbols, providing for data integration across all service delivery
channels. By introducing netSymbols the Bank acquires a stable and powerful instrument, ensuring additional
functionality to Telebanka and Ibanka and allowing to rapidly introduce new banking products needed for our
customers.

With the aim to continue active operations in the local treasury market and attract medium-term lat resources
Unibanka in the reporting year issued three-year bonds. The Bank registered these bonds in the Official list of the
Riga Stock Exchange and returned to the public market, where no active operations had been possible in the
name of Unibanka since the Spring of 2001, when Unibanka�s shares ceased to be quoted on the Riga bourse. In
addition, a closed issue of short-term certificates of deposit was launched in the amount of Ls 10 million in EUR
un USD.

Unibanka�s development strategy is focussed on banking services, as a result last year business processes were
undergoing further optimisation. At the beginning of the year Unibanka outsourced all its security staff and
functions (security- and CIT- related issues) to a/s Falck Apsargs.

Unibanka�s consolidated financial results for the year ended December 31, 2002 show stable year-on-year
growth. The assets of Unibanka�s Group in 12 months gained 20% to Ls 709.1 million. At the end of the
reporting year Unibanka was still servicing the largest loan portfolio among Latvian commercial banks, which
over the year added 19% to Ls 521.7 million (net), simultaneously retaining the level of good quality. The
customer deposits with Unibanka increased by 16% to Ls 384.2 million. Unibanka�s operating income (Ls 41.4
million) improved by 9%. The Bank�s net profit for the year 2002 amounted to Ls 13.6 million.

In the future Unibanka is expected to retain the current growth rates and the stable position in the Latvian banking
sector. The Bank will proceed offering its customers up-to-date and a quality range of services to be the leading
provider of financial services in the region together with the other banks of the SEB Group. Unibanka�s operating
results for 2002 are a good basis for successful implementation of its future plans.

We would like to take this opportunity and express our appreciation to all Unibanka�s customers and business
partners for successful co-operation, and to thank Unibanka�s staff for their contribution in the Bank�s further
development, and to wish everybody success in the future work.

Mats Kjaer
Chairman of the Council

Andris Bērziņ�
President/

Chairman of the Board

Riga,
31 January 2003
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The Supervisory Council and the Board of Directors of the Bank

As at 31 December 2002: Date of appointment

The Supervisory Council

Mats Kjaer Chairman of the Council Re-elected �
25/02/2002

Harald Fleetwood Member of the Council Elected �
25/02/2002

Ain Hanschmidt Member of the Council Elected �
25/02/2002

Julius Niedvaras Member of the Council Elected �
25/02/2002

Ann Karlsson Member of the Council Elected �
25/02/2002

The Board of Directors

Andris Bērziņ� Chairman of the Board and President Re-elected �
25/02/2002

Viesturs Neimanis Deputy Chairman of the Board and Executive Vice
President

Re-elected �
25/02/2002

Madeleine Soderqvist Member of the Board and Vice President Elected �
25/02/2002

Ainārs Ozols Member of the Board and Vice President Re-elected �
25/02/2002

Roberts Bernis Member of the Board and Vice President Elected �
25/02/2002

During the year 2002 there have been the following changes in the members of the Supervisory Council and the
Board of directors:

Supervisory Council:

As approved by the annual general shareholders� meeting on 25 February 2002 the following members of the
Supervisory Council resigned: Viktors Kulbergs, Tord-Martin Olofsson, Kristīne Čakste, Juris Padegs, Gundars
Strautmanis and Mikael Bjorknert.

Board of Directors:

On 21 November 2001 Pontus Sardal submitted his resignation from membership of the Board as of 1 January
2002.

Juris Jēkabsons has resigned from the Board on 18 January 2002 and left the Bank.

As approved by the annual general shareholders� meeting on 25 February 2002 Kazimirs �ļakota and Māris
Treimanis resigned from the Board.
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Statement of Responsibility of the Management

The Management of A/s �Latvijas Unibanka� (the Bank) are responsible for the preparation of the consolidated
financial statements of the Bank and its subsidiaries (the Group) as well as for the preparation of the financial
statements of the Bank.

The financial statements on pages 7 to 37 are prepared in accordance with the source documents and present
fairly the financial position of the Group as at 31 December 2002 and the results of its operations and cash flows
for the year ended 31 December 2002 as well as the financial position of the Bank as at 31 December 2002 and
the results of its operations and cash flows for the year ended 31 December 2002.

The financial statements are prepared in accordance with International Financial Reporting Standards on a going
concern basis. Appropriate accounting policies have been applied on a consistent basis. Prudent and reasonable
judgements and estimates have been made by the Management in the preparation of the financial statements.

The Management of A/s �Latvijas Unibanka� are responsible for the maintenance of proper accounting records,
the safeguarding of the Group�s assets and the prevention and detection of fraud and other irregularities in the
Group.  They are also responsible for operating the Bank in compliance with the Law on Credit Institutions,
regulations of the Bank of Latvia, Finance and Capital Market Commission and other legislation of the Republic
of Latvia applicable for credit institutions.

Mats Kjaer
Chairman of the Council

Andris Bērziņ�
President/

Chairman of the Board

Riga,
31 January 2003
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Auditors report
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Statement of Income
for the year ended 31 December 2002

2002 2001
Notes Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Interest income 2 42,770 38,336 39,347 36,177
Interest expense 2 (14,989) (14,937) (15,482) (15,433)
Net interest income 2 27,781 23,399 23,865 20,744

Commission and fee income 3 12,568 11,696 12,082 11,302
Commission and fee expense 3 (2,053) (1,922) (1,938) (1,894)
Net commission and fee income 3 10,515 9,774 10,144 9,408

Profit on securities trading and foreign exchange, net 4 2,271 2,339 3,415 3,324
Other operating income 5 825 692 469 396
Operating income 41,392 36,204 37,893 33,872

Administrative expense 6,7 (18,848) (17,935) (17,760) (16,999)
Amortisation and depreciation charge (5,045) (3,759) (4,256) (3,587)

Provision expense for loan impairment 8 (4,206) (4,206) (4,479) (4,479)
Release of previously established provision 8 1,657 1,657 3,809 3,421

Profit on revaluation of long-term investments, net (62) 2,475 (45) 2,291

Profit before corporate taxes 14,888 14,436 15,162 14,519

Corporate taxes 9 (1,337) (885) (3,462) (2,819)

Net profit for the year 13,551 13,551 11,700 11,700

Earnings per share (in lats per share) 10 0.365 0.365 0.315 0.315

The financial statements on pages 7 to 37 have been approved by the management of the Bank and signed on its
behalf by:

Mats Kjaer
Chairman of the Council

Andris Bērziņ�
President/

Chairman of the Board

Riga,
31 January 2003

The accompanying notes are an integral part of these financial statements.
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Balance Sheet and Memorandum Items
as at 31 December 2002

31/12/02 31/12/01
Notes Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Assets
Cash and deposits with the Bank of Latvia 11 43,259 43,259 34,235 34,235
Balances due from credit institutions 12 34,769 34,629 17,859 17,790
Originated loans and advances to non-banking

customers 13-16 521,676 521,348 437,582 434,211
Investment securities 17,18
    - available-for-sale 61,091 61,091 56,955 56,955
    - held-to-maturity 2,178 2,178 2,796 2,796
Derivative financial instruments 19 1,983 1,983 5,786 5,786
Investments in subsidiaries 20 324 8,482 324 6,008
Goodwill and other intangible assets 21 6,495 6,386 5,512 5,341
Property and equipment 22 28,141 20,986 23,473 20,980
Other assets 5,664 2,483 3,686 1,180
Prepayments and accrued income, including tax 23 3,732 3,153 3,128 2,590
Total assets 709,312 705,978 591,336 587,872

Liabilities
Bonds issued and other debt securities 24 15,610 15,610 - -
Balances due to credit institutions 25 214,269 214,269 173,557 173,557
Deposits from the public 26 384,176 384,890 332,250 332,505
Derivative financial instruments 19 5,229 5,229 6,557 6,557
Other liabilities 27 4,112 1,376 4,226 1,724
Accrued expense 28 3,916 3,004 4,119 3,077
Deferred tax liabilities 29 2,690 2,290 3,276 3,101
Subordinated liabilities 30 9,504 9,504 11,096 11,096
Total liabilities 639,506 636,172 535,081 531,617

Shareholders' equity
Paid-in share capital 31 37,106 37,106 37,106 37,106
Share premium 3,565 3,565 3,565 3,565
Legal and other reserves 203 203 203 203
Retained earnings 28,932 28,932 15,381 15,381
Total shareholders' equity 69,806 69,806 56,255 56,255

Total liabilities and shareholders' equity 709,312 705,978 591,336 587,872

Memorandum items
Funds under trust management 32 5,142 5,142 1,068 1,068
Contingent liabilities 32 13,435 13,435 9,350 9,350
Financial commitments 32 50,219 52,932 48,444 42,571
Foreign exchange transactions, net 35 (1,348) (1,348) 814 814

The financial statements on pages 7 to 37 have been approved by the management of the Bank and signed on its
behalf by:

Mats Kjaer
Chairman of the Council

Andris Bērziņ�
President/

Chairman of the Board
Riga,
31 January 2003

The accompanying notes are an integral part of these financial statements.
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Statement of Changes in Shareholders’ Equity (Bank and Group)
for the year ended 31 December 2002

Paid-in
share

capital

Share
premium

Legal and
other

reserves

Unappro-
priated

earnings

Total
shareholders’

equity
Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Balance at 1 January 2001 37,106 3,565 203 3,681 44,555
    Net result for the year - - - 11,700 11,700

Balance at 31 December 2001 37,106 3,565 203 15,381 56,255
    Net result for the year - - - 13,551 13,551
Balance at 31 December 2002 37,106 3,565 203 28,932 69,806

The accompanying notes are an integral part of these financial statements.
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Statement of Cash Flows
for the year ended 31 December 2002

2002 2001
Notes Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Cash inflow from operating activities

Profit before taxation 14,888 14,436 15,162 14,519
Amortisation and depreciation of intangible assets and property

and equipment 5,308 4,021 4,438 3,780
Increase in provision for loan impairment 2,549 2,549 670 1,058
(Profit) from revaluation of foreign currency 4 (2,773) (2,841) (694) (603)
(Profit) from revaluation of long-term investments - (2,536) (152) (2,381)
Loss from sale of tangible property and equipment 1,569 375 389 31
Profit from sale of associated entity - - (26) (26)
(Increase) in prepayments and accrued income (842) (1,064) (548) (465)
(Decrease) in accrued expense (203) (73) (616) (1,414))
(Increase)/ decrease in other assets (2,121) (1,446) (1,833) 419
Increase in other liabilities 2,929 2,337 1,406 851
Minority interest - - (32) -

Increase in cash and cash equivalents before changes in assets
and liabilities, as a result of ordinary operations 21,304 15,758 18,164 15,769

(Increase) in short-term investments (4,181) (4,181) (12,745) (12,745)
(Increase)/ decrease in balances due from credit institutions (3,219) (3,288) 23,751 23,669
(Increase) in loans and advances to customers (86,440) (89,483) (147,975) (146,738)
Increase in balances due to credit institutions 40,712 40,712 68,495 68,495
Increase in deposits from the public 51,926 52,385 55,029 53,756

Increase in cash and cash equivalents from operating activities
before corporate taxes 20,102 11,903 4,719 2,206

Corporate taxes
Corporate income tax paid (3,099) (2,250) (3,132) (2,786)

Net cash and cash equivalents from operating activities 17,003 9,653 1,587 (580)

Cash inflow/ (outflow) from investing activities
(Purchase) of property and equipment (12,446) (5,304) (8,361) (6,040)
Sale of equity investments in other entities and other long-term

investments 506 506 560 560
Sale of investments in associated entity - - 90 90
Sale of property and equipment 861 861 149 86

(Decrease) in cash and cash equivalents from investing activities (11,079) (3,937) (7,562) (5,304)

Cash inflow/ (outflow) from financing activities
Repayment of subordinated loan (11,096) (11,096) - -
Issue of subordinated loans 9,504 9,504 - -
Issue/ (refunding) of certificates of deposits 5,523 5,523 (5,453) (5,453)
Issue of bonds 10,087 10,087 - -

Increase/ (decrease) in cash and cash equivalents from financing
activities 14,018 14,018 (5,453) (5,453)

Net cash inflow/ (outflow) for the period 19,942 19,734 (11,428) (11,337)

Cash and cash equivalents at the beginning of the period 33 48,083 48,083 58,817 58,817

Profit from revaluation of foreign currency 4 2,773 2,841 694 603

Cash and cash equivalents at the end of the period 33 70,798 70,658 48,083 48,083

The accompanying notes are an integral part of these financial statements.
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Notes to the Financial Statements
(Figures in brackets represent the data as at 31 December 2001 unless stated otherwise)

Note 1 Summary of significant accounting policies

A summary of the principal accounting policies all of which have been applied consistently (unless otherwise
stated) throughout the years ended 31 December 2002 and 31 December 2001, is set out below:

a) Reporting Currency

The accompanying financial statements are reported in thousands of lats (Ls 000�s), unless otherwise stated.

b) Basis of Accounting

These financial statements are prepared in accordance with International Financial Reporting Standards. The
financial statements are prepared under the historical cost convention as modified by the revaluation of available-
for-sale investment securities, financial assets and financial liabilities held for trading and all derivative contracts.

The Group adopted IAS 39 �Financial Instruments: Recognition and Measurement� in 2001. The financial effects
of adopting IAS 39 were reported in the 2001 Annual Report.

c) Basis of Consolidation

Subsidiaries, which are those companies in which the Group directly or indirectly has the power to govern the
financial and operating policies, are consolidated.

Subsidiaries are consolidated from the date of on, which the control is transferred to the Group and are no longer
consolidated from the date that control ceases. The purchase method of accounting is used to account for
acquisition of subsidiaries. The cost of an acquisition is measured at the fair value of the assets given up, shares
issued or liabilities undertaken at the date of acquisition, plus costs directly attributable to the acquisition. The
excess of the cost of acquisition over the fair value of the net assets of the subsidiary acquired is recorded as
goodwill. See note n) for the accounting policy on goodwill. Intercompany transactions, balances and unrealised
gains on transactions between group companies are eliminated; unrealised losses are also eliminated unless the
cost cannot be recovered. Where necessary, accounting policies of subsidiaries have been changed to ensure
consistency with the policies adopted by the Group.

Investments in subsidiaries in the Bank�s financial statements are accounted for under the equity method. Under
this method, the Bank�s share of the post-acquisition profits or losses of subsidiaries is recognised in the income
statement. The cumulative post-acquisition movements are adjusted against the cost of the investment.

d) Income and Expense Recognition

Interest income and expense are recognised in the income statement for all interest bearing instruments on an
accrual basis using the effective yield method based on the actual purchase price. When loans become doubtful
(see paragraph i)) of collection, they are written down to their recoverable amounts and interest income is
thereafter recognised based on the rate of interest that was used to discount the future cash flows for the purpose
of measuring the recoverable amount.

Commissions incurred in respect of long-term funding provided by financial institutions are deferred and
recognised as an adjustment to the effective yield on the loan. Other commissions and fees are credited and/ or
charged to the statement of income as earned/ incurred.

e) Foreign Currency Translation

Transactions denominated in foreign currencies are recorded in lats at actual rates of exchange set forth by the
Bank of Latvia at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are
translated into lats at the rate of exchange prevailing at the end of the period. Any gain or loss resulting from a
change in rates of exchange subsequent to the date of the transaction is included in the statement of income as a
profit or loss from revaluation of foreign currency positions.
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Notes to the Financial Statements

Note 1 Summary of significant accounting policies (continued)

The principal rates of exchange (Ls to 1 foreign currency unit) set forth by the Bank of Latvia and used in the
preparation of the Bank�s balance sheet were as follows:

Reporting date USD EUR DEM SEK

As at 31 December 2002 0.594 0.610 - 0.067
As at 31 December 2001 0.638 0.561 0.287 0.059

f) Corporate taxes

Corporate income tax at the rate of 22% (25%) is calculated in accordance with Latvian tax regulations and is
based on the taxable income reported for the taxation period.

Deferred taxation arising from temporary differences in the timing of the recognition of items the tax returns and
these financial statements is calculated using the liability method. Deferred taxation relates to the future tax
consequences of all events that have been recognised in the Bank�s financial statements or tax returns. The
deferred taxation liability is determined based on the tax rates that are expected to apply when the temporary
timing differences reverse. The principal temporary timing differences arise from differing rates of accounting
and tax depreciation on buildings, transport vehicles and office equipment, as well as general provision created
for loan impairment and accruals for employee vacation expenses.

g) Earnings per Share

Earnings per share are calculated by dividing the attributable profit for the period by the weighted average
number of shares in issue during the period.

h) Cash and Cash Equivalents

For the purpose of presentation in the statement of cash flows, cash and cash equivalents are defined as the
amounts comprising cash and demand deposits with the Bank of Latvia and other credit institutions as well as
Latvian Treasury bills eligible for refinancing with the Bank of Latvia with maturity of 3 months or less from the
date of acquisition, excluding those bills which are placed as collateral security at the end of the reporting period.

i) Originated Loans and Advances to Non-Banking Customers and Provisions for Loan Impairment

Loans and advances to non-banking customers originated by the Group are carried at amortised cost, which is
defined as the fair value of cash consideration given to originate those loans as is determinable by reference to
market prices at origination date. All loans and advances are recognised when cash is advanced to borrowers.

For the purposes of these financial statements, finance lease receivables are included in loans and advances to
non-banking customers.

The Bank has granted commercial and consumer loans to customers throughout its market area. The economic
condition of the market area may have an impact on the borrowers' ability to repay their debts. The Management
of the Bank have considered both specific and general risks in determining the balance of provisions for loan
impairment. Non-performing loans and advances to customers including banking institutions are defined as loans
and other credit balances in which contractually due interest or principal is 30 days or more overdue, or the
Management otherwise believe that the contractual interest or principal due will not be collected according to the
original contractual terms of loans.

The specific element of the provision relates to credits that have been identified as potentially doubtful including
non-performing loans and higher risk loans. The specific provision is determined after individually reviewing all
significant loans for potentially uncollectable amounts.

The general element of the provision relates to the potential losses, which experience indicates are present in the
Bank�s portfolio of loans and advances to customers, but have not yet been specifically identified.
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Notes to the Financial Statements

Note 1 Summary of significant accounting policies (continued)

The amount of the provision is the difference between the carrying amount and the recoverable amount, being the
present value of expected cash flows, including amounts recoverable from guarantees and collateral, discounted
at the original effective interest rate. The level of the provisions is based on estimates considering relevant factors
including, but not limited to, the Bank�s past loan loss experience, known and inherent risks in the portfolio of
loans and advances, adverse situations that may affect the borrowers� ability to repay, the estimated value of any
underlying collateral and current economic conditions as well as other relevant factors affecting loan and advance
collectability and collateral values.  Ultimate losses may vary from the current estimates. These estimates are
reviewed periodically, and as adjustments become necessary, they are reported in earnings in the period in which
they become known. The Management of the Bank have made their best estimates of losses and believe those
estimates presented in the financial statements are reasonable in light of available information.

When loans and advances cannot be recovered, they are written off and charged against provision for loan
impairment losses. They are not written off until all the necessary legal procedures have been completed and the
amount of the loss is finally determined.

j) Leases - when the Group is a lessor

The rights and obligations from a finance lease at inception of the lease are recognised at the lower of the fair
value of the leased property or the present value of minimum lease payments.

Net investments in finance lease are recorded in the balance sheet net of interest, taxes and related provision for
impairment.

Assets under operating leases are recognised as fixed. The assets under operating lease are recognised at
historical cost net of accumulated depreciation. Depreciation of assets under operating lease is calculated on the
difference between historic cost and estimated residual value at the end of the useful life. Depreciation is
calculated on a straight-line basis over the estimated useful life of fixed assets.

Rentals receivable under operating leases are credited to the statement of income as interest income on a straight-
line basis over the lease term.

k) Sale and Repurchase Agreements

These agreements are accounted for as financing transactions. Under sale and repurchase agreements, where the
Bank is the transferor, assets transferred remain on the Bank�s balance sheet and are subject to the Bank�s usual
accounting policies, with the purchase price received included as a liability owed to the transferee. Where the
Bank is the transferee, the assets are not included in the Bank�s balance sheet, but the purchase price paid by it to
the transferor is included as an asset.  Interest income or expense arising from outstanding sale and repurchase
agreements is recognised in the statement of income over the term of the agreement using the effective yield
method.

l) Trading securities

Investments in listed shares and privatisation certificates are held by the Bank for trading purposes and recorded
at their fair value. All gains and losses from revaluation and trading in these securities are reported in the income
statement.

All purchases and sales of trading securities that require delivery within the time frame established by regulation
or market convention (�regular way� purchases and sales) are recognised at settlement date, which is the date
when the asset is delivered to or transferred by the Bank. Any change in the fair value of the asset during the
period between the trade date and the settlement date is recognised in the income statement in respect of trading
and available-for-sale assets. Otherwise such transactions are treated as derivatives until settlement occurs.

m) Investment securities

Treasury bills and other fixed income securities are held by the Bank for liquidity purposes, except for credit
linked notes and promissory notes which are held for investment purposes. Securities held for liquidity purposes
are classified as available-for-sale, and securities held for investment purposes where management has both the
intent and the ability to hold to maturity are classified as held-to-maturity.
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Note 1 Summary of significant accounting policies (continued)

Available-for-sale fixed income securities are stated at fair value based on quoted market prices. All gains and
losses from revaluation and trading in these securities are reported in the income statement.

Held-to-maturity fixed income securities are stated at cost plus amortised discount, less any provision, where, in
the opinion of the Management, an other than temporary diminution in value has occurred.

Investments in Short term money management account and in the open-end investment fund are held by the Bank
for liquidity purposes and classified as available-for-sale. These investments are stated at fair value and all gains
and losses from revaluation are reported in the income statement.

n) Goodwill and other intangible assets

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group�s share of the net
assets of the acquired subsidiary at the date of acquisition. Goodwill on acquisition is reported in the balance
sheet as an intangible asset and is amortised using the straight-line method over the estimated useful life of the
goodwill of five years.

Costs associated with maintaining computer software programmes are recognised as an expense as incurred.
Direct costs are directly associated with identifiable and unique software products controlled by the Group and
will probably generate economic benefits exceeding costs for longer than one year. These costs are recognised as
intangible assets. Such costs may include staff costs of the software development team and an appropriate portion
of relevant overheads.

Expenditure which enhances or extends the performance of computer software programmes beyond their original
specifications is recognised as a capital improvement and added to the original cost of the software. Computer
software development costs recognised as assets are amortised using the straight-line method over their useful
lives, not exceeding a period of 5 years. The exception is the Bank's acquired software product SYMBOLS
together with its unique modules that including costs recognised as assets is expected to generate economic
benefits over a period of 8 years.

o) Property and Equipment

All property and equipment is stated at historical cost less depreciation.

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written down
immediately to its recoverable amount. Gains and losses on disposal of property and equipment are determined
by reference to their carrying amount and are taken into account in determining operating income.

Depreciation is provided using the straight-line method to write off the cost of each asset to its residual value over
the estimated useful life of the asset. Assets under the course of construction and works of art are not depreciated.
The following depreciation rates have been applied:

Category Annual Rate Category Annual Rate

Buildings 2 % ATMs 12.5 %
Transport vehicles 20 % Furniture 10 % - 25 %
EDP equipment 25 % Other office equipment 14.29 %
Servers, POS Terminals 16.67 % Mobile phones 33.33 %

Maintenance and repair costs are charged to the statement of income as incurred.

p) Leasehold Improvements

Leasehold improvements are capitalised and depreciated over the remaining lease contract period on a straight-
line basis.
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Note 1 Summary of significant accounting policies (continued)

q) Borrowings

Borrowings are recognised initially at �cost�, being their issue proceeds (fair value of consideration received) net
of transaction costs incurred. Borrowings are subsequently stated at amortised cost and any difference between
net proceeds and the redemption value is recognised in the income statement over the period of the borrowings
using the effective yield method.

r) Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events,
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation,
and a reliable estimate of the amount of the obligation can be made. These provisions relate to the guarantees
issued and other off balance sheet items.

s) Derivative financial Instruments

Derivative financial instruments including foreign exchange contracts, currency and interest rate swaps, currency
options (both written and purchased) and other derivative financial instruments are initially recognized in the
balance sheet at cost (including transaction costs) and subsequently are remeasured at their fair value. Fair values
are obtained from quoted market prices, discounted cash flow models and options pricing models as appropriate.
All derivatives are carried as assets when fair value is positive and as liabilities when fair value is negative.

Changes in the fair value of derivatives are reported in the income statement.

t) Provision for Employee Holiday Pay

The provision for employee holiday pay is estimated for the Bank�s personnel based on the total number of
holidays earned but not taken, multiplied by the average daily remuneration expense for the preceding 6 months
including social security expense.

u) Off-balance Sheet Instruments

In the ordinary course of business, the Bank has been involved with off-balance sheet financial instruments
consisting of commitments to extend loans and advances, financial guarantees and commercial letters of credit.
Such financial instruments are recorded in the financial statements when they are funded or related fees are
incurred or received. The methodology for provisioning against off-balance sheet instruments is in line with
paragraph r) above.

v) Trust Activities

Funds managed by the Bank on behalf of individuals, trusts and other institutions are not regarded as assets of the
Bank and, therefore, are not included in the balance sheet.

w) Fair Values of Financial Assets and Liabilities

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable,
willing parties in an arm's length transaction.  Where, in the opinion of the Management, the fair values of
financial assets and liabilities differ materially from their book values, such fair values are separately disclosed in
the notes to the accounts.

x) Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in presentation in the current
year.
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Note 2 Interest income and expense

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Interest income:

- interest on balances due from credit institutions 1,087 1,087 1,401 1,401
- interest on loans and advances to non-banking customers 38,416 33,982 35,069 31,899
- interest on Treasury bills and other fixed income securities 3,267 3,267 2,877 2,877

Total interest income 42,770 38,336 39,347 36,177
Interest expense:

- interest on balances due to credit institutions (6,033) (6,033) (5,570) (5,570)
- interest on deposits from the public (7,702) (7,650) (8,673) (8,624)
- interest on subordinated liabilities (385) (385) (688) (688)
- interest on bonds issued and debt securities (411) (411) (204) (204)
- other interest expense (458) (458) (347) (347)

Total interest expense (14,989) (14,937) (15,482) (15,433)
Net interest income 27,781 23,399 23,865 20,744

Note 3 Commission and fee income and expense

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Commission and fee income:

- payment transfer fee 3,346 3,346 3,284 3,284
- fee for review of  loan applications 3,241 2,369 2,031 1,833
- service fee for account maintenance 1,695 1,695 1,591 1,591
- commission on cash operation 1,476 1,476 1,188 1,188
- commission on cash collection 67 67 524 524
- commission on transactions with settlement cards 2,310 2,310 2,453 2,453
- commission on financial instruments 128 128 117 117
- commission on guarantees 242 242 207 207
- other commission and fee income 63 63 687 105

Total commission and fee income 12,568 11,696 12,082 11,302

Commission and fee expense:
- correspondent bank service charges (143) (138) (208) (208)
- commission on settlement cards (1,454) (1,454) (1,339) (1,339)
- commission for attracted credit resources (192) (192) (196) (196)
- commission on securities (207) (81) (118) (95)
- other commission and fee expense (57) (57) (77) (56)

Total commission and fee expense (2,053) (1,922) (1,938) (1,894)
Net commission and fee income 10,515 9,774 10,144 9,408
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Note 4 Profit on securities trading and foreign exchange, net

Net profit on securities trading and foreign exchange represents the profit or loss from trading activities, changes
in fair value and revaluation of foreign currency positions, excluding net interest income or expense and
commissions and fees incurred in respect of those transactions.

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Profit from dealing with currency exchange 1,919 1,919 1,655 1,655
Loss from trading with other financial instruments (1,957) (1,957) (624) (624)
Profit from revaluation of foreign currency positions 2,773 2,841 694 603
Profit/(loss) from revaluation of other financial instruments (2,474) (2,474) 822 822

261 329 2,547 2,456

Profit from trading with securities 285 285 471 471
Profit from revaluation of securities 1,725 1,725 397 397
Profit on securities trading and foreign exchange, net 2,271 2,339 3,415 3,324

Note 5 Other operating income

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Rental income 159 159 115 115
Other operating income 659 526 335 262
Dividends income 7 7 19 19
Total other operating income 825 692 469 396

Note 6 Administrative expense

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Remuneration and related social security expense (see Note 7) 10,667 10,220 10,498 10,053
Utilities, repairs and rent 1,382 1,309 1,250 1,181
Communication expense 878 834 853 819
Office expense 1,613 1,586 1,456 1,433
Sponsorship and marketing 1,418 1,246 1,286 1,226
Transportation costs 539 471 550 550
Training and other staff costs 466 451 460 451
Consulting and professional fees 321 302 329 325
Insurance 381 380 351 351
Land and property tax 169 169 170 170
Security costs 689 688 170 170
Other administrative expense 325 279 387 270
Total administrative expense 18,848 17,935 17,760 16,999

The Group�s corporate income tax payable has been additionally reduced by Ls 510 thousand (Ls 451 thousand)
from the sponsorship expenses in the year 2002.
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Note 7 Remuneration and related social security expense

Remuneration and related social security expense includes remuneration to the Supervisory Council, the Board of
Directors and other personnel of the Group and the Bank as well as related social security payments and other
benefits costs.

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Remuneration to the Supervisory Council and Board of

Directors 747 747 891 891
Remuneration to other personnel 7,941 7,581 7,724 7,330
Social security payments 1,979 1,892 1,883 1,832
Total remuneration and related social security expense 10,667 10,220 10,498 10,053

The total number of personnel employed by the Group and Bank is specified as follows:

31/12/02 31/12/01
Group Bank Group Bank

Members of the Board of Directors 5 5 7 7
Other managing personnel 126 120 135 126
Staff personnel 1,047 1,016 1,164 1,136
Total number of personnel employed 1,178 1,141 1,306 1,269

During the period ended 31 December 2002, the Bank and Group had an average number of personnel of 1,147
(1,285) and 1,185 (1,347), respectively.

Note 8 Provision expense for loan impairment and release of previously established provision

The table below shows the split of the Group�s total impairment provision between loans and advances to non-
banking customers, investment securities, accrued interest income and other assets outstanding at the end of the
reporting period:

Loans and
advances

Investment
securities

Accrued
interest income

Other assets Total

31 December 2001 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Specific 7,311 1,416 220 67 9,014
General 1,991 - - - 1,991

9,302 1,416 220 67 11,005

Increase of specific 3,691 - 42 254 3,987
Release of specific (1,356) - (107) (25) (1,488)
Recovered from write-offs (119) - - - (119)
Net movement of general

provision 169 - - - 169
Charge to Income Statement 2,385 - (65) 229 2,549
Total reversal of specific

provision due to write-offs (1,750) - (30) (86) (1,866)
Foreign exchange difference (93) 157 (2) - 62
31 December 2002
Specific 7,803 1,573 123 210 9,709
General 2,160 - - - 2,160
Total 9,963 1,573 123 210 11,869



A/s Latvijas Unibanka
Annual Report

for the year ended 31 December 2002

19

Notes to the Financial Statements

Note 8 Provision expense for loan impairment and release of previously established provision
(continued)

The aggregated general provision for loan impairment on loans and advances to non-banking customers
represents approximately 0.4% (0.5%) of the Bank�s residual portfolio of loans and advances after deduction of
transit loans guaranteed by the Government of Latvia, loans fully secured by eligible Latvian Treasury bills and
loans and advances specifically provided for by the Bank. Total provision for loans and advances to non-banking
customers represents 1.5% (2.2%) of the Bank�s portfolio of loans and advances to non-banking customers,
excluding transit loans guaranteed by the Government of Latvia, loans fully secured by eligible Latvian Treasury
bills.

Note 9 Corporate taxes

Corporate taxes comprised of the following items:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Current tax 1,923 1,696 2,269 1,703
Provision for deferred taxation (see Note 29) (586) (811) 1,193 1,116
Total corporate taxes 1,337 885 3,462 2,819

The Bank�s tax charge on operating profit differs from the theoretical amount that would arise using the basic tax
rate as follows:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Profit before tax 14,888 14,436 15,162 14,519
Tax calculated at 22% (25%) 3,275 3,176 3,791 3,630

Tax effect of:
Expenses not deductible for tax purposes 240 236 241 234
Revaluation of balance sheet items:
  Revaluation of investment in subsidiary - (544) - (510)
  Other balance sheet items revaluation and not taxable
   expenses (418) (405) (119) (95)
Donations and gifts relief (510) (453) (451) (440)
Adjustment resulting from change in tax rate (1,250) (1,125) - -
Income tax expense 1,337 885 3,462 2,819

Corporate income tax is charged at 22% (25%) of taxable profit for the period calculated in accordance with
Latvian tax legislation. The deferred tax balance is calculated based on future applicable tax rates as disclosed
below:

Year Rate
2003 19%
2004 and further 15%

Note 10 Earnings per share

Earnings per share are calculated based upon the profit after taxation of Ls 13,551 thousand (Ls 11,700 thousand)
for the year ended 31 December 2002 and the average number of shares in issue during the year of 37,106
thousand (37,106 thousand).
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Note 11 Cash and deposits with the Bank of Latvia

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Cash 28,411 28,411 32,295 32,295
Correspondent account with the Bank of Latvia 14,848 14,848 1,940 1,940
Total cash and deposits with the Bank of Latvia 43,259 43,259 34,235 34,235

The correspondent account with the Bank of Latvia is non-interest bearing.

According to the resolution of the Council of the Bank of Latvia, banks should comply with minimum reserve
requirements. The reserve requirement must be exceeded by a bank�s monthly average LVL balance on its
correspondent account with the Bank of Latvia plus average cash in LVL during the maintenance period of
requirements.

The Bank was in compliance with the reserve requirement during the reporting period.

Note 12 Balances due from credit institutions
31/12/02 31/12/01

Group Bank Group Bank
Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

 Due from credit institutions registered in OECD area 12,220 12,220 4,769 4,769
 Due from credit institutions registered in Latvia 22,051 21,911 12,701 12,632
 Due from credit institutions registered  in other non-OECD

countries 498 498 389 389
 Total balances due from credit institutions 34,769 34,629 17,859 17,790

At 31 December 2002, the Bank had established correspondent relationships with 27 (27) credit institutions
registered in the OECD area and 6 (6) financial institutions incorporated in non-OECD countries.

At 31 December 2002, the Bank had balances due from 28 credit institutions registered in the OECD area and 7
credit institutions incorporated in Latvia, which comprised 35% and 63% of the total gross balances due from
credit institutions registered in the OECD area and Latvia, respectively. The largest placement with a single
correspondent credit institution at the end of the period was Ls 5,864 thousand representing total outstanding
balance held with a bank incorporated in Latvia.

At December 31 2002, effective interest rate of the Bank�s and Group�s balances due from credit institutions was
2.4%.

Note 13 Originated loans and advances to non-banking customers

Loans and advances to non-banking customers comprise the following:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
    Commercial loans 334,863 341,318 287,822 291,610
    Transit loans - 1,709 12 1,721
    Loans under reverse repurchase agreements 3,729 3,729 1,267 1,267
    Utilised credit lines 100,109 165,035 84,593 132,006
 Total gross loans to non-banking customers 438,701 511,791 373,694 426,604
    Finance leases 62,891 1,867 41,243 -
    Factoring 12,394 - 15,038 -
    Overdraft facilities on demand deposit accounts 12,825 12,825 12,573 12,573
    Credit balances on settlement cards 4,828 4,828 4,336 4,336
Total gross loans and advances to non-banking customers 531,639 531,311 446,884 443,513
    Less provision for loan impairment (see Note 8) (9,963) (9,963) (9,302) (9,302)
Total net loans and advances to non-banking customers 521,676 521,348 437,582 434,211
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Note 13 Originated loans and advances to non-banking customers (continued)

The extent of loan and advance concentration with respect to individual non-banking customers with total credit
exposures equal to or exceeding Ls 1,000 thousand is presented below:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
 Number of customers 74 68 68 64
 Total credit exposure of customers 244,147 306,193 224,449 271,158
 Percentage of total gross portfolio of loans and advances 45.9% 57.6% 50.2% 61.1%

At 31 December 2002 the top eight borrowers represented 15.2% of the total loan portfolio.

The Latvian banking legislation requires that any credit exposure to a non-related entity or group of non-related
entities may not exceed 25% of a credit institution�s equity  and the total credit exposure to all related parties may
not exceed 15% of equity. Finance and Capital Market Commission has agreed that these limits are not applicable
to the Bank�s credit exposure to its fully owned leasing subsidiary SIA �Unilīzings�.

As at 31 December 2002, the Bank was in compliance with the legal requirement set for the total amount of non-
zero risk credit exposure.

Finance leases by type of leased assets: 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
 Manufacturing and agricultural equipment 20,104 - 13,042 -
 Transport vehicles 32,511 1,825 21,930 -
 Real estate 1,980 - 348 -
 Medical equipment 492 - 141 -
 Other 7,804 42 5,782 -
Total finance leases 62,891 1,867 41,243 -

Finance lease receivables by maturity profile:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
 Overdue 416 7 489 -
 Not later than 1 year 22,423 673 15,601 -
 Later than 1 year and not later than 5 years 34,584 1,187 24,737 -
 Later than 5 years 5,468 - 416 -
 Total finance leases 62,891 1,867 41,243 -
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Note 14 Originated loans and advances to non-banking customers by interest accrual

The following table provides the division between loans where the original terms of payment are met and loans
where interest or principal is more than 30 days overdue at the end of the period:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Interest accrual profile:

Loans where the original terms of payment are met 517,249 516,921 433,052 429,681
Loans where interest or principal is more than 30 days

overdue 14,390 14,390 13,832 13,832
Total gross loans and advances to non-banking customers 531,639 531,311 446,884 443,513

Less provision for loan impairment (see Note 8) (9,963) (9,963) (9,302) (9,302)
Total net loans and advances to non-banking customers 521,676 521,348 437,582 434,211

At December 31 2002, effective interest rates of the Group�s originated loans and advances to non-banking
customers by currencies were 7.6% in LVL, 7.2% in EUR and 5.2% in USD.

Note 15 Originated loans and advances to non-banking customers by geographical and economic
profile

The following table presents geographical profile of the portfolio of loans and advances to non-banking
customers analysed by the place of customers� residence:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Geographical profile by the place of customers’ residence:

 Residents of Latvia 504,112 506,626 424,911 423,803
 Residents of other non OECD area countries 12,652 9,966 13,436 11,173
 Residents of OECD countries 14,875 14,719 8,537 8,537

Total gross loans and advances to non-banking customers 531,639 531,311 446,884 443,513
 Less provision for loan impairment (see Note 8) (9,963) (9,963) (9,302) (9,302)

Total net loans and advances to non-banking customers 521,676 521,348 437,582 434,211

Economic sector risk concentrations within the customer loan portfolio at 31 December 2002 and 2001 were as
follows:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
 Manufacturing 89,001 72,635 79,282 67,362
 Retail trade and wholesale distribution 96,852 80,969 93,683 78,983
 Transport, warehousing and communications 62,256 54,015 57,853 52,612
 Financial intermediaries 8,188 81,190 5,605 59,041
 Electricity, gas and water utilities 28,775 28,626 21,873 21,611
 Agriculture and forestry 42,640 33,040 30,245 23,502
 Construction 8,929 6,229 9,316 7,425
 Hotels and restaurants 12,087 11,967 11,818 11,755
 Other industries 54,662 41,393 48,288 36,790
 Municipal authorities 27,744 27,468 28,459 28,372
 Public and religious institutions 12,534 11,978 7,963 7,758
 Personnel employed by the Bank 3,293 3,260 2,082 1,906
 Other private individuals 84,678 78,541 50,417 46,396
 Total gross loans and advances to non-banking

customers 531,639 531,311 446,884 443,513
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Note 15 Originated loans and advances to non-banking customers by geographical and economic
profile  (continued)

As at 31 December 2002, the Bank had entered into reverse repurchase agreements regarding the purchase of
Government bonds and equity shares with a commitment to return these assets to the counterpart within 2 months
period. The Bank has recorded the purchase price of those securities totalling Ls 3,729 thousand (Ls 1,267
thousand), of which Ls 3,608 thousand is included in loans and advances to non-banking financial intermediaries
and Ls 121 thousand - loans and advances to private individuals.

Note 16 Unearned interest income from finance leases

For finance lease transactions, the Bank has introduced a combined interest rate that comprises a fixed rate and
floating rate (UNIBOR). Accordingly, the floating rate for unearned interest set forth as at year-end has been used
to determine unearned interest income for finance leases.

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
 Not more than 1 year 4,022 114 3,356 -
 More than 1 year but not more than 5 years 4,486 115 3,078 -
 More than 5 years 733 - 26 -
Total unearned interest income from finance leases 9,241 229 6,460 -

Note 17 Investment securities
 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Securities available-for-sale

Treasury bills 10 10 1,653 1,653
Government bonds 43,689 43,689 38,117 38,117
Corporate bonds 11,843 11,843 8,392 8,392
 Investments in a non-OECD open-end investment fund 2,316 2,316 3,275 3,275
 Short-term money management account 2,429 2,429 4,600 4,600
Equity shares 804 804 872 872
Latvian privatisation certificates - - 46 46

Total securities available-for-sale 61,091 61,091 56,955 56,955

Securities held-to-maturity
Public sector bonds 2,066 2,066 1,859 1,859
Corporate bonds 1,685 1,685 2,353 2,353

Total gross securities held-to-maturity 3,751 3,751 4,212 4,212
Less impairment provision (see Note 8) (1,573) (1,573) (1,416) (1,416)

Total net securities held-to-maturity 2,178 2,178 2,796 2,796
Total net Investment securities 63,269 63,269 59,751 59,751
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Note 17 Investment securities (continued)

 The following table shows the division of investments in investment securities held by the Group by listed and
unlisted securities:

31/12/02 31/12/01
Listed Unlisted Total Listed Unlisted Total

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Securities available-for-sale
Treasury bills

Latvian Treasury bills 10 - 10 1,653 - 1,653
10 - 10 1,653 - 1,653

Government bonds
Latvian government bonds 37,976 - 37,976 33,174 - 33,174
OECD government bonds 5,291 - 5,291 3,471 - 3,471
Non-OECD government bonds 422 - 422 1,472 - 1,472

43,689 - 43,689 38,117 - 38,117

Corporate bonds
    Latvian corporate bonds 5,490 - 5,490 3,954 - 3,954

OECD corporate bonds 2,165 3,872 6,037 2,627 1,522 4,149
    Non-OECD corporate bonds - 316 316 - 289 289

7,655 4,188 11,843 6,581 1,811 8,392
 Investments in a non-OECD open-end

investment fund  -  2,316
 

 2,316
  

 -
 

 3,275
 

 3,275
 Short-term money management account  -  2,429  2,429   -  4,600  4,600 
 Equity shares
    in OECD corporate entities  -  11  11   -  11  11
    in Latvian corporate entities  282  469  751   300  514  814
     in non-OECD corporate entities 42 - 42 47 - 47

324 480 804 347 525 872 
 Latvian privatisation certificates - - - - 46 46
Total securities available-for-sale 51,678 9,413 61,091 46,698 10,257 56,955

Securities held-to-maturity
Public sector bonds

Non-OECD public sector bonds - 2,066 2,066 - 1,859 1,859
- 2,066 2,066 - 1,859 1,859

Corporate bonds
    Non-OECD corporate bonds - 1,685 1,685 - 2,353 2,353

- 1,685 1,685 - 2,353 2,353
Total gross securities held-to-maturity - 3,751 3,751 - 4,212 4,212
    Less impairment provision (see Note 8) - (1,573) (1,573) - (1,416) (1,416)
Total net securities held-to-maturity - 2,178 2,178 - 2,796 2,796
Total net investment securities 51,678 11,591 63,269 46,698 13,053 59,751
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 Note 17 Investment securities (continued)
 
 Investment in a non-OECD open-end investment fund represents the Bank�s holdings in the fund incorporated
under the laws of the British Virgin Islands, which is managed by UBS Asset Management (New York) Inc. The
fund�s investments are made primarily in US dollar fixed income securities.
 
 As at 31 December 2002 the Bank has a short term money market account managed by a bank in the United
States of America. The assets from this account are repayable on request within 24 hours.

At December 31 2002, effective interest rate of the fixed income investment securities was 5.9%.

Note 18 Latvian treasury bills

Latvian Treasury bills and Government bonds held by the Bank on its own account represent Latvian government
securities eligible for refinancing with the Bank of Latvia acting as an agent of the Ministry of Finance. The Bank
of Latvia undertakes to redeem such securities in the primary market upon maturity, and may also purchase
securities from time to time on the secondary market, where required subject to prescribed dealing limits, in order
to provide additional liquidity. Correspondingly, Latvian Treasury bills and Government bonds represent
liquidity management instruments thereby ensuring the availability of short-term financing from the Bank of
Latvia of up to 80% of the nominal value of eligible bonds and bills held by the Bank.

Note 19 Derivative financial instruments

The Group utilises the following derivative instruments:
Currency forwards represent commitments to purchase foreign and domestic currency.
Currency and interest rate swaps are commitments to exchange one set of cash flows for another. Swaps result
in an economic exchange of currencies or interest rates (for example, fixed rate for floating rate).

The Group's credit risk represents the potential cost to replace the forward or swap contracts if counterparties fail
to perform their obligation. To control the level of credit risk taken, the Group assesses counterparties using the
same techniques as for its lending activities.

The notional amounts of certain types of financial instruments provide a basis for comparison with instruments
recognised on the balances sheet but do not necessarily indicate the amounts of future cash flows involved or the
current fair value of the instruments and, therefore, do not indicate the Group's exposure to credit or price risks.
The derivative instruments become favourable or unfavourable as a result of fluctuations in market interest rates
or foreign exchange rates relative to their terms.

The notional amounts and fair values of derivative instruments held are set out in the following table:

31/12/02 31/12/01
Fair value Fair valueContract /

notional
amount

Assets Liabilities
Contract /

notional
amount

Assets Liabilities

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Derivative financial

instruments:
- currency forwards 6,119 209 (263) 4,568 31 (191)
- currency swaps 112,396 1,725 (3,127) 183,592 5,755 (3,901)
- interest rate swaps 41,580 49 (1,839) 44,660 - (2,465)

Total 1,983 (5,229) 5,786 (6,557)
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Note 20 Investments in subsidiaries
 
 The Bank�s investments in subsidiaries are specified as follows:
 

  Business profile  Share
capital

Total
equity

 The
Bank’s

share

 Total
voting
rights

 Investment
value

 Investment
value

       31/12/02  31/12/01
   Ls ‘000  Ls ‘000  (%)  (%)  Ls ‘000  Ls ‘000        

 SIA �Unilīzings�  Leasing activities  2,400  7,899  100%  100%  7,899  5,363
 A/s �Unibankas
Investīciju Sabiedrība�

 Investment
management

 
 150

 
 150

 
 99.7%

 
 99.7%

 
 150

 
 150

 A/s public pension
fund �Unipensija�

 Pension fund  
 400

 
 319

 
 81%

 
 81%

 
 324

 
 324        

      8,373  5,837       
 Unamortised part of goodwill arising on acquisition      109  171
      8,482  6,008

 At 31 December 2002, the total assets of SIA �Unilīzings� reached Ls 85,345 (62,656) thousand.

 A/s �Unibankas Investīciju Sabiedrība� was founded on 3 November 1997 and no operations were commenced
by the Company by 31 December 2002. Accordingly, the Bank has accounted for this investment in its financial
statements at cost of Ls 150 thousand.
 
The Bank has an investment in the administrating body of pension plans A/s �Unipensija� (the company). In
accordance with the Law on Private Pension Funds the Bank has restrictions over this investment. Any surplus of
income over expenses of the company has to be transferred to pension plans and allocated to individual members
of those pension plans. Due to this long-term restriction, which limits the company�s ability to transfer funds to
the Bank, this investment is not consolidated within these financial statements.
 
 
Note 21 Goodwill and other intangible assets

The following is included in the net book value of goodwill and other intangible assets:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Software excluding prepayments 6,280 6,280 5,341 5,341
Prepayments for software 106 106 - -
Goodwill arising on acquisition 109 - 171 -

Total goodwill and other intangible assets 6,495 6,386 5,512 5,341

Goodwill amortisation charge for the year ended 31 December 2002 is Ls 62 thousand.
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Note 21 Goodwill and other intangible assets  (continued)

The following table presents changes in the Group�s software net book value, which took place during the year
ended 31 December 2002:

  Ls ‘000
 Historical cost
 As at 31 December 2001  6,129
 Additions  1,783
 As at 31 December 2002  7,912  
 Accumulated depreciation  
 As at 31 December 2001  788
 Charge for the period  844
 As at 31 December 2002  1,632  
 Net book value  
 As at 31 December 2001  5,341
 As at 31 December 2002  6,280

Note 22 Property and equipment
 
 The following are included in the net book value of property and equipment:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Land and Buildings 11,012 11,012 10,463 10,463
Leasehold improvements 454 439 896 873
Transport vehicles 834 834 1,056 1,056
Office equipment:
   EDP equipment 5,151 5,074 5,045 4,974
   Other office equipment, fixtures and fittings 2,749 2,706 3,576 3,529
Total office equipment 7,900 7,780 8,621 8,503

Assets leased out under operating leases 7,015 - 2,348 -

Total property and equipment excluding prepayments 27,215 20,065 23,384 20,895

Prepayments for property and equipment 926 921 89 85
Total property and equipment at net book value

including prepayments 28,141 20,986 23,473 20,980
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 Note 22 Property and equipment (continued)
 
 The following changes in the Group�s property and equipment took place during the year ended 31 December
2002:
 

 
 
 

 Land and
buildings

 Leasehold
improvements

 Transport
vehicles

   Office
  equipment

 Total
 property and

equipment
excluding

prepayments
  Ls ‘000  Ls ‘000  Ls ‘000  Ls ‘000  Ls ‘000
 Historical cost
 As at 31 December 2001  11,531  1,388  4,955  17,414  35,288
 Additions  837  222  7,186  2,418  10,663
 Disposals  (88)  (672)  (2,455)  (1,915)  (5,130)
 As at 31 December 2002  12,280  938  9,686  17,917  40,821
      
 Accumulated depreciation      
 As at 31 December 2001  1,024  492  1,649  8,739  11,904
 Charge for the period  262  207  1,458  2,475  4,402
 Reversal due to disposals  (79)  (215)  (1,050)  (1,356)  (2,700)
 As at 31 December 2002  1,207  484  2,057  9,858  13,606
      
 Net book value      
 As at 31 December 2001  10,507  896  3,306  8,675  23,384
 As at 31 December 2002  11,073  454  7,629  8,059  27,215

 The cost of buildings as at 31 December 2002 is based upon the book value of buildings as at the date of the
formation of the Bank on 28 September 1993 and the effect of subsequent additions, disposals and transfers.
 
 Leased assets included above where the Group is a lessor comprise assets leased by a Group company to third
parties under operating leases:
 
  Ls ‘000
 Historical cost
 As at 31 December 2001  3,000
 Additions  7,103
 Disposals  (1,663)
 As at 31 December 2002  8,440
  
 Accumulated depreciation  
 As at 31 December 2001  652
 Charge for the period  1,243
 On disposals  (470)
 As at 31 December 2002  1,425
  
 Net book value  
 As at 31 December 2001  2,348
 As at 31 December 2002  7,015

 
 The future minimum rentals receivable under non-cancellable operating leases at 31 December 2002 are as
follows:

31/12/02 31/12/01
 Group Group
  Ls ‘000  Ls ‘000   
 Not later than 1 year  2,104  764
 Later than 1 year and not later than 5 year  4,452  959
 Total minimum lease payments from operating leases  6,556  1,723
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Note 23 Prepayments and accrued income

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Prepaid corporate income tax 344 344 - -
Other prepayments 1,058 904 571 521
Accrued interest income 2,299 1,874 2,471 1,983
Other accrued income 31 31 86 86
Total prepayments and accrued income 3,732 3,153 3,128 2,590

 
 
Note 24 Bonds issued and debt securities
 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Bonds 10,087 10,087 - -
Certificates of deposits 5,523 5,523 - -
Total issued debt securities 15,610 15,610 - -

 On 5 August 2002, the Bank replaced Ls 20 million Certificates of deposits program available since December
2001 with a new one extending it to USD and EUR currencies as well. This program is permanent one and
doesn�t contain any specific termination date. On 18 January 2002 the Bank has registered a bond issue for total
amount Ls 25 million with maturity 28 January 2005.
 
 At December 31 2002, effective interest rate of the issued bonds and certificates of deposits was 4.8%.

Note 25 Balances due to credit institutions

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Due to credit institutions registered in OECD area:
    - funding for transit loans 1,709 1,709 1,725 1,725
    - other funding 194,222 194,222 146,056 146,056

195,931 195,931 147,781 147,781
Due to credit institutions registered in Latvia:

Bank of Latvia � funding for transit loans 145 145 133 133
Bank of Latvia � funding provided under repurchase
agreement 5,000 5,000 - -
Commercial banks registered in Latvia 11,553 11,553 24,631 24,631

16,698 16,698 24,764 24,764
Due to credit institutions registered in other countries 1,640 1,640 1,012 1,012
Total balances due to credit institutions 214,269 214,269 173,557 173,557

 
 Long-term syndicated loan facility with maturity 10 November 2004 is included in total balance due to credit
institutions. Residual amount of the aforementioned loan is EUR 4,444 thousand (equivalent to Ls 2,711
thousand).

Long-term borrowing from SEB amounting to EUR 80,000 thousand and USD 40,000 thousand (equivalent to Ls
72,560 thousand) is included in total balance due to credit institutions.

At December 31 2002, effective interest rate of the balances due to credit institutions was 2.3%.
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Note 26 Deposits from the public

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ’000 Ls ’000 Ls ’000
Sector profile:
Private companies 146,112 146,826 134,684 134,939
Private individuals 169,708 169,708 136,120 136,120
State owned enterprises 36,282 36,282 30,443 30,443
Government of Latvia 8,772 8,772 11,940 11,940
Municipal authorities 15,304 15,304 12,126 12,126
Public and religious institutions 7,998 7,998 6,937 6,937
Total deposits from the public 384,176 384,890 332,250 332,505

 
31/12/02 31/12/01

Group Bank Group Bank
Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Geographical profile:
Residents 366,065 366,803 300,283 300,538
Non-residents 18,111 18,087 31,967 31,967
Total deposits from the public 384,176 384,890 332,250 332,505

At December 31 2002, effective interest rate of deposits from public was 1.8%.

Note 27 Other liabilities

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Corporate income tax and other taxes payable 73 43 568 210
Other liabilities 4,039 1,333 3,658 1,514
Total other liabilities 4,112 1,376 4,226 1,724

 
 
Note 28 Accrued expense

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Accrued interest expense 1,419 1,405 1,535 1,440
Accrued remuneration costs and social security expense 1,011 924 1,168 999
Provision for employee holiday 424 412 478 459
Other accrued expense 1,062 263 938 179
Total accrued expense 3,916 3,004 4,119 3,077
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Note 29 Deferred tax liabilities

 Movements in the provision for deferred tax liability for the period comprise the following:
 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Opening balance 3,276 3,101 2,083 1,985
Increase / (decrease) in the deferred tax liability (586) (811) 1,193 1,116
Total provision for deferred taxation 2,690 2,290 3,276 3,101

 Deferred income tax assets and liabilities are attributable to the following items:
 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Deferred income tax liabilities: 3,230 2,830 3,933 3,717
Accelerated tax depreciation 3,171 2,771 3,887 3,671
Revaluation of balance sheet items 59 59 46 46

Deferred income tax assets: 540 540 657 616
General provision 410 410 438 438
Provision for employee holiday 78 78 142 101
Provision for bonuses 12 12 62 62
Other temporary differences 40 40 15 15

Total provision for deferred taxation 2,690 2,290 3,276 3,101
 

Note 30 Subordinated liabilities

 On 24 May 2002 the Bank prepaid subordinated floating rate debt totalling USD 17,391 thousand to
Skandinaviska Enskilda Banken AB. At the same date the Bank took out a new subordinated floating rate debt
totalling USD 16,000 thousand (equivalent to Ls 9,504 thousand at 31 December 2002) in accordance with the
subscription agreement signed by the Bank and Skandinaviska Enskilda Banken AB on 24 May 2002. The debt
matures in 2012. Effective interest rate of the aforementioned debt is 3.2%.

Note 31 Principal shareholdings

 At 31 December 2002, the Bank had the following principal shareholders:
 

  31/12/02   31/12/01
  Paid-in

share
capital

 % of total
paid-in
capital

  Paid-in
share

capital

 % of total
paid-in
capital

  Ls ‘000    Ls ’000        
 Skandinaviska Enskilda Banken AB  36,664  98.8   36,631  98.7
 Holders of GDRs issued in respect of the Bank�s

shares (depository - the Bank of New York)
 

 121
 

 0.3
  

 121
 

 0.3
 Other shareholders  321  0.9   354  1.0
 Total  37,106  100.0   37,106  100.0

 As at 31 December 2002, the issued and paid-in share capital is divided into 37,106 thousand (37,106 thousand)
ordinary shares with equal voting rights. All shares of the Bank have a par value of LVL 1 (LVL 1) each.
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Note 32 Memorandum items

 Memorandum items include the following contingent liabilities and commitments outstanding at the end of the
period:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Funds under trust management
    Investment funds 15 15 7 7
    Privatisation certificates 90 90 210 210
    Fixed income securities 4,959 4,959 838 838
    Equity shares 78 78 13 13
Total funds under trust management 5,142 5,142 1,068 1,068
Contingent liabilities
    Outstanding guarantees 11,996 11,996 7,807 7,807
    Irrevocable letters of credit 1,439 1,439 1,543 1,543
Total contingent liabilities 13,435 13,435 9,350 9,350
Financial commitments
    Credit commitments 45,741 48,454 48,392 42,519
    Commitments for capital expenditure under contracts 4,478 4,478 52 52
Total financial commitments 50,219 52,932 48,444 42,571

Note 33 Cash and cash equivalents
 
 The table below provides a breakdown of cash and cash equivalents:
 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Cash and demand deposits with the Bank of Latvia 43,259 43,259 34,235 34,235
Demand deposits with credit institutions 27,539 27,399 13,848 13,848
Total cash and cash equivalents 70,798 70,658 48,083 48,083

Note 34 Capital adequacy
 
 Capital adequacy refers to the sufficiency of the Bank�s capital resources to cover the credit risks and market
risks arising from the portfolio of assets of the Bank and the memorandum items exposure of the Bank.
 
The Group�s international risk based capital adequacy ratio as at 31 December 2002 was 12.8% (12.3%) and for
the Bank 12.8% (12.6%), which is above the minimum ratio recommended by the 1988 Basle Committee
guidelines of 8%.  At the same time, in accordance with the Financial and Capital Market Commission�s
requirements, the Bank�s risk based capital adequacy ratio was 12.6% (13.4%).  The Financial and Capital
Market Commission requires Latvian banks to maintain a capital adequacy ratio based on Latvian financial
statements prepared under Latvian accounting standards of 10% of risk weighted assets and the memorandum
items.
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Note 35 Currency analysis

The Group takes on exposure to effects of fluctuations in the prevailing foreign currency exchange rates on its
financial position and cash flows. The Group seeks to match assets and liabilities denominated in foreign
currencies in order to avoid foreign currency exposures. The Board of Directors has set limits on the level of
exposure by currency, which is monitored on a daily basis. The Latvian banking legislation requires that open
positions in each foreign currency may not exceed 10% of the Bank�s equity and that the total foreign currency
open position may not exceed 20% of the equity. During the year 2002 the Bank was in compliance with those
limits.

The following table provides the analysis of the Bank�s assets, liabilities and shareholders� equity as well as
memorandum items outstanding as at 31 December 2002 by currency profile:

Ls USD EUR Other
currencies

Total

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Assets
Cash and deposits with the Bank of Latvia 34,929 3,861 3,015 1,454 43,259
Balances due from credit institutions 14,569 14,119 3,865 2,076 34,629
Originated loans and advances to non-banking customers 275,793 169,719 72,386 3,450 521,348
Investment securities
     - available-for-sale 46,044 10,003 3,429 1,615 61,091
     - held-to-maturity - 1,685 - 493 2,178
Derivative financial instruments 1,376 564 43 - 1,983
Investments in subsidiaries 8,482 - - - 8,482
Goodwill and other intangible assets 6,386 - - - 6,386
Property and equipment 20,986 - - - 20,986
Other assets 2,182 192 71 38 2,483
Prepayments and accrued income 2,385 438 277 53 3,153
Total assets 413,132 200,581 83,086 9,179 705,978

Liabilities and shareholders’ equity
Bonds issued and other debt securities 13,865 1,514 231 - 15,610
Balances due to credit institutions 15,133 120,511 72,023 6,602 214,269
Deposits from the public 258,542 95,918 27,105 3,325 384,890
Derivative financial instruments 3,856 1,373 - - 5,229
Other liabilities 713 267 141 255 1,376
Accrued expense 2,094 633 276 1 3,004
Deferred tax liabilities 2,290 - - - 2,290
Subordinated liabilities - 9,504 - - 9,504
Shareholders� equity 69,806 - - - 69,806
Total liabilities and shareholders’ equity 366,299 229,720 99,776 10,183 705,978
Net long/ (short) position on balance sheet 46,833 (29,139) (16,690) (1,004) -

Off-balance sheet claims arising from  foreign exchange
Spot foreign exchange receivable 5,640 484 1,363 357 7,844
Forward foreign exchange receivable 34,323 62,667 19,380 2,145 118,515
Total foreign exchange receivable 39,963 63,151 20,743 2,502 126,359

Off-balance sheet liabilities arising from foreign exchange
Spot foreign exchange payable 176 4,218 2,719 789 7,902
Forward foreign exchange payable 78,009 35,570 4,577 1,649 119,805
Total foreign exchange payable 78,185 39,788 7,296 2,438 127,707
Net long/ (short) position on foreign exchange (38,222) 23,363 13,447 64 (1,348)
Net long/ (short) position 8,611 (5,776) (3,243) (940) (1,348)

As at 31 December 2001
Total assets 330,140 173,510 72,769 11,453 587,872
Total liabilities and shareholders’ equity 302,268 178,640 96,766 10,198 587,872
Net long/ (short) position on balance sheet 27,872 (5,130) (23,997) 1,255 -
Net long/ (short) position on foreign exchange (32,912) 8,016 25,614 96 814
Net long/ (short) position (5,040) 2,886 1,617 1,351 814
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Note 36 Liquidity risk and analysis of assets and liabilities by maturity profile

The group is exposed to daily calls on its available cash resources from short-term liquid investments. The
relationship between the maturity of assets and liabilities is indicative of liquidity risk and the extent to which it
may be necessary to raise funds to meet outstanding obligations. The mismatching and controlled mismatching of
the maturities of assets and liabilities is fundamental to the daily management of the Group.

The table below allocates the Bank�s assets and liabilities to maturity groupings as at 31 December 2002 based on
the time remaining from the balance sheet date to the contractual maturity dates.

Overdue
Within

1 month
1 – 3

months
3 - 6

months
6 -12

months
1-5

years

Over 5
years

and
undated

Total

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Assets

Cash and deposits with the Bank of
Latvia - 43,259 - - - - - 43,259

Balances due from credit institutions - 27,399 1,692 425 884 4,046 183 34,629
Originated loans and advances to non-

banking customers 2,913 15,267 42,996 45,676 123,705 262,524 28,267 521,348
Investment securities
   - available-for-sale - 781 1,006 7 9,347 39,427 10,523 61,091
   - held-to-maturity 493 43 87 130 259 1,166 - 2,178

Derivative financial instruments - 768 747 81 308 79 - 1,983
Investments in subsidiaries - - - - - - 8,482 8,482
Goodwill and other intangible assets - - - - - - 6,386 6,386
Property and equipment - - - - - - 20,986 20,986
Other assets - - - - - - 2,483 2,483
Prepayments and accrued income - - - - - - 3,153 3,153
Total assets 3,406 87,517 46,528 46,319 134,503 307,242 80,463 705,978

Liabilities and shareholders’ equity
Bonds issued and other debt securities - 231 4,294 - 998 10,087 - 15,610
Balances due to credit institutions - 52,441 47,242 21,613 2,587 90,386 - 214,269
Deposits from the public - 255,142 48,820 22,768 34,291 17,189 6,680 384,890
Derivative financial instruments - 1,180 2,100 916 1,028 5 - 5,229
Other liabilities - - - - - - 1,376 1,376
Accrued expense - - - - - - 3,004 3,004
Deferred tax liabilities - - - - - - 2,290 2,290
Subordinated liabilities - - - - - - 9,504 9,504
Shareholders� equity - - - - - - 69,806 69,806
Total liabilities and shareholders’

equity - 308,994 102,456 45,297 38,904 117,667 92,660 705,978

Net liquidity 3,406 (221,477) (55,928) 1,022 95,599 189,575 (12,197) -

As at 31 December 2001

Total assets 4,993 63,381 31,132 46,230 102,739 261,369 78,028 587,872

Total liabilities and shareholders’
equity - 277,028 49,650 23,858 52,436 103,609 81,291 587,872

Net liquidity 4,993 (213,647) (18,518) 22,372 50,303 157,760 (3,263) -
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Note 37 Re-pricing maturity of assets and liabilities

Interest rate risk is the sensitivity of the financial position of a bank to a change in market interest rates. In the
normal course of business, a bank encounters interest rate risk as a result of differences within maturities or
interest re-fixing dates of respective interest-sensitive assets and liabilities. The Bank seeks to control this risk
through the activities of the Bank�s Treasury and Asset and Liability management, for example setting limits on
the level of mismatch of interest rate repricing that maybe undertaken, which is monitored on a monthly basis by
the Risk management department.

The table below allocates the Bank�s assets and liabilities to maturity groupings as at 31 December 2002 based on
the time remaining from the balance sheet date to the re-pricing dates.

Within
1 month

1-3
months

3-6
months

6-12
months

1-5
years

Over
5

years

Non-
interest
bearing Total

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Assets
Cash and deposits with the Bank of

Latvia - - - - - - 43,259 43,259
Balances due from credit

institutions 30,958 1,938 425 375 750 183 - 34,629
Originated loans and advances to

non-banking customers 174,200 243,868 26,960 46,967 12,592 7,776 8,985 521,348
Investment securities
      - available-for-sale 781 1,322 7 9,347 39,285 4,800 5,549 61,091
      - held-to-maturity 1,685 - - - - - 493 2,178
Derivative financial instruments 660 623 81 541 78 - - 1,983
Investments in subsidiaries - - - - - - 8,482 8,482
Goodwill and other intangible assets - - - - - - 6,386 6,386
Property and equipment - - - - - - 20,986 20,986
Other assets - - - - - - 2,483 2,483
Prepayments and accrued income - - - - - - 3,153 3,153
Total assets 208,284 247,751 27,473 57,230 52,705 12,759 99,776 705,978

Liabilities
Bonds issued and other debt

securities 231 4,294 - 998 10,087 - - 15,610
Balances due to credit institutions 52,441 127,612 34,016 200 - - - 214,269
Deposits from the public 258,849 47,803 22,085 32,942 16,493 6,680 38 384,890
Derivative financial instruments 1,019 1,910 916 1,379 5 - - 5,229
Other liabilities - - - - - - 1,376 1,376
Accrued expense - - - - - - 3,004 3,004
Deferred tax liabilities - - - - - - 2,290 2,290
Subordinated liabilities - 9,504 - - - - - 9,504
Total liabilities 312,540 191,123 57,017 35,519 26,585 6,680 6,708 636,172

Shareholders' equity - - - - - - 69,806 69,806

Total liabilities and shareholders’
equity 312,540 191,123 57,017 35,519 26,585 6,680 76,514 705,978

On balance sheet interest
sensitivity analysis (104,256) 56,628 (29,544) 21,711 26,120 6,079 23,262 -

As at 31 December 2001
Total assets 115,696 285,777 15,407 29,368 46,137 12,748 82,739 587,872
Total liabilities and shareholders’

equity 309,092 124,914 33,235 37,519 12,085 6,826 64,201 587,872

On balance sheet interest
sensitivity analysis (193,396) 160,863 (17,828) (8,151) 34,052 5,922 18,538 -
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Note 38 Related party transactions

Related parties are defined as shareholders who have significant influence over the Bank, members of the
Council and Board of Directors, their close relatives and companies in which they have a controlling interest as
well as associated companies and the parent company.

The following balances were held with related parties at 31 December 2002 (except for those which are disclosed
elsewhere in these financial statements):

31/12/02 31/12/01
Terms Group Bank Group Bank

% Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Total credit exposure to related parties
(excluding intragroup transactions):
Loans and advances to related parties:
- legal entities in which Management of

the Bank own shares 4.75-11.0 746 746 673 673
Total credit exposure to related parties 746 746 673 673

 
 Balances due from related credit institutions are analysed as follows:
 

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000
Correspondent accounts with Bank�s parent bank 149 149 63 63
Correspondent accounts with other group credit institutions 350 350 344 344
Total correspondent accounts 499 499 407 407
Term deposits at Bank�s parent bank 1,693 1,693 915 915
Total balances due from related credit institutions 2,192 2,192 1,322 1,322

 
 
 Balances due to related credit institutions are analysed as follows:

31/12/02 31/12/01
Group Bank Group Bank

Ls ‘000 Ls ‘000 Ls ‘000 Ls ‘000

Parent�s correspondent accounts with Bank 56 56 123 123
Correspondent accounts of other group credit institutions 994 994 790 790
Total correspondent accounts 1,050 1,050 913 913
Parent�s term deposits 100,683 100,683 54,144 54,144
Other group deposits 526 526 190 190
Long-term borrowing from parent bank 72,560 72,560 70,388 70,388
Total balances due to related credit institutions 174,819 174,819 125,635 125,635

The Bank�s income / expenses transactions with the governing company are analysed as follows:

31/12/02 31/12/01
Ls ‘000 Ls ‘000

Skandinaviska Enskilda banken AB
Interest income from money market transactions 432 272
Service fee income for securities account maintenance 54 66
Interest expense on subordinated liabilities (385) (688)
Interest expense on credit resources (4,730) (1,401)
Fee for consultations, seminars, training courses (81) (193)
Subtotal (4,710) (1,944)
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Note 38 Related party transactions (continued)

On 27 December 2001 the Bank and its subsidiary SIA "Unilīzings" signed agreement according to which the
Bank every quarter carries out assessment of the leasing and factoring portfolio. SIA "Unilīzings" will then sell to
the Bank the lost leasing and factoring receivables. The bank has provided Ls 1,426 thousand of provisions in
year 2002 to meet its obligation to SIA �Unilīzings� under this agreement.

Note 39 Contingent assets

During 2002 the Cabinet of Ministers of the Republic of Latvia approved the Bank�s investment plan. The
approved plan determines that the Bank will invest in development of its information technology systems within
the time period from January 2002 till December 2004 of total amount Ls 13.2 million. The decision by the
Cabinet of Ministers envisage that the investment plan is in line with the governmental support program for large
corporate entities and as a result the Bank will be entitled to tax credit of Ls 5.2 million. The Bank will have
rights to use this tax credit within next five years after the completion of the project.

Note 40 Credit risk

The Group takes on exposure to credit risk which is a risk that counterparty will be unable to pay amounts in full
when due. The Group structures the levels of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of related borrowers, and to industry segments. Such risks are
monitored on revolving basis and are subject to monthly or quarterly and annual reviews. See Note 13 on Group�s
exposure to individual borrowers of groups of related borrowers. There are also limits set for credit risk by
products.

The Group�s principles in measuring, monitoring and accepting credit risk is set out in the general Credit Policy
of AS Latvijas Unibanka. This policy relates to all of the Group�s products where the credit risk is embedded. All
loan approvals and any changes to existing loan contracts are authorised by the relevant level of management in
accordance with the authorisation limits set in the Credit Policy.

The main principles set out by the policy are:
•  all loans should be issued in line with the credit policy;
•  all loan approvals should be based on analysis;
•  the basis of lending is credibility;
•  the purpose of each loan should be fully understood;
•  the loan principal has to be in line with the borrowers� ability to repay it;
•  the borrower should have an identified source of income and an alternative for repayment;
•  the borrowers� investment has to be a significant proportion of the loan;
•  the loan assessment has to consider potential adverse business cycle effects;
•  the lending activity has to be in line with the Group�s objectives in relation to profitability.

Credit risk exposures are on revolving basis monitored through regular assessments of borrowers� ability to meet
interest and capital repayments and changing the limits set as appropriate. Exposure to credit risk is also
significantly managed and minimised by obtaining collaterals and guarantees against credit exposures. The fair
values of those are also reviewed on a regular basis.
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