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AUDITORS' REPORT

To the shareholders of
of a/s Ventspils nafta

We have audited the accompanying consolidated financial statements of als Ventspils nafta (a joint stock company registered
in the Republic of Latvia) and its subsidiaries (the Group) for the year ended 31 December 2003. We have also audited the
financial statements of a/s Ventspils nafta (the Parent company) for the year ended 31 December 2003. The financial
statements, set out on pages 12 through 58, comprise the balance sheet, the statements of income, cash flows and changes
in equity and the related notes. These financial statements are the responsibility of the Parent company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing issued by the International Federation of
Accountants. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above give a true and fair view of the financial position of Group and Parent
company as of 31 December 2003, and the results of the Group's and the Parent company's operations and cash flows for the
year then ended in accordance with Intemational Financial Reporting Standards issued by the International Accounting
Standards Board.

Without qualifying our opinion, we draw your attention to the fact that ais Ventspils nafta subsidiary SIA LatRosTrans since
2002 has incurred substantial physical losses of cil products. This may result in additional tax liabilities, as the Tax Authorities
believes that the lost quantities have to be declared by 514 LatRosTrans as their own impert. As further described in note 34,
this issue is referred by court and the management and the council of SIA LatRosTrans as well as a/s Ventspils nafta strongly
believes that the ruling will be in favour of SIA LatRosTrans and has therefore not recorded any provisions in 1A LatRosTrans
financial statements in respect of such additional taxes.

Without qualifying our opinion, we draw your attenfion fo the fact that a's Venispils nafta subsidiary SIA LatRosTrans in 2003
has incurred substantial losses due to physical losses of ol products as described above and due to the decision of Transneft
to suspend transportation of crude oil to Ventspils terminal through SIA LatRosTrans pipeline as further described in note 13.
The management and the council of SIA LatRosTrans and also als Ventspils nafta believe that the current situation is
temporary and is taking actions aimed at renewing the delivery of crude oil to Ventspils terminal. Consequently, no adjustment
for impaimment of the above fixed assets has been recorced as of 31 December 2003. Should the current situation become
permanent and alternative use of the pipeline can not be established, an impairment adjustment would have to be recorded in
the future in the financial statements of SIA LatRosTrans.

Ernst & Young Baltic SIA

License MNo. 17
B .55 e
ﬁ d_ﬂ-f-h::'—v’?;_:;‘./ﬂ,)i_.
Per Moller Diana Krisjane
Personal ID code: 0B0567-14676 Personal 1D code; 250873-12964
Member of the Board Latvian Sworn Auditor

Certificate No. 124

Riga, 19 July 2004
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From 22 January 2004:
Ostas street 23, LV-3600,
Ventspils, Republic of Latvia

SIA LatRosTrans (66%)
7 Balvu street, L.V-5043, Daugavpils

SIA Ventspils nafta terminals (100%)
75 Talsu street, LVV-3600, Ventspils

Als Preses nams (92.61%)
3 Balasta damtis, LV-1081, Riga

SIA under liguication Nafta Holdings (98%)
& Doma square, C450, LV-1885, Riga

Afs Rietumu caurulvadu sistéma (52.54%)
22 Dzintaru iela, LV-3602, Ventspils

SIA Rigas Licis VN (100%)
51 Dubultu prospekts, LV-2015, Jarmala

SIA Mediju nams (99.28%)
3 Balasta dambis, LV-1081, Riga

SIA Nekustamiz Tpasumi VN (100%)
3 Balasta dambis, LV-1081, Riga

SIA Mediji un Foligrafija (32.05%)
3 Balasta dambis, LV-1081, Riga

SIA Ventshoes (21.01%)
6 |.Miéurina iela, LV-3601, Ventspils

SIA Futhola klubs Ventspils (30%)
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SIA Darfjumu centrs Daugava (100%)
3 Balasta dambs, LV-1081, Riga

SIA Namserviss VN (100%)
3 Balasta dambis, LV-1081, Riga

SIA Ventspils biznesa centrs (100%)
3 Balasta dambis, LV-1081, Riga

SIA Maikapara nams (100%)
3 Balasta dambis, LV-1081, Riga

SIA Lejastiezumi (100%)
3 Balasta dambis, LV-1081, Riga

SIA Parventas sporta centrs (100%)
3 Balasta dambis, LV-1081, Riga

1 January - 31 December 2003

Diana Krisjane SIA Emst & Young Baltic
Swomn auditor Kronvalda bulvans 3 - 5, Riga
Certificate Nr. 124 Latvia, LV - 1010

License Nr. 17
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Council of als Ventspils nafta as at the date of signing the opinion

Chairman of the Council:
Mamerts Vaivads

Deputy Chairman of the Council:
Janis BlaZevics

Deputy Chairman of the Council:
Vladimirs Solomatins

Members of the Council:
Eizens Cepurnieks

Viadimirs Krasting
Uldis Pumpurs
Ansis Sormulis
Martin$ Jansons
Romans MezZeckis
lvars Paze

Voldemars Strikis

The changes in the Council during the period from 1 January 2003 to 19 July 2004 were as follows:

Elected Dismissed Name Position held
31/07/2003 Gints Laivins-Laivenieks Member of the Council
31/07/2003 Juris Lorencs Member of the Council
31/07/2003 Olegs Stepanovs Member of the Council
31/07/2003 Zor#s Tikmers Member of the Council
31/07/2003 Agris Eglitis Member of the Council
01/08/2003 Marting Jansors Member of the Council
01/08/2003 Romans MeZeckis Member of the Council
01/08/2003 Ivars Paze Member of the Council
01/08/2003 Viadimirs Solomatins Member of the Council
01/08/2003 Yoldemars Strikis Member of the Council
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Board of als Ventspils nafta as at the date of signing the opinion
Chairman of the Board:
Olga Petersone
Deputy chairman of the Board:
Aldis Akis
Member of the Board:
liva Puréna
Member of the Board
Guntis Tirmanis

The changes in the Board during the period from 1 January 2003 to 19 July 2004 were as follows:

Elected Dismissed Name Position held
13/09/2003 Janis Adamsors Chairman of the Board
13/09/2003 Ritvars Priekalns Deputy chairman of the Board
31/08/2003 Rolands Kalning Member of the Board
31/08/2003 Aleksandrs Antipins Member of the Board
01/08/2003 22/01/2004 Renars Urbancvits Member of the Board
01/09/2003 llva Puréna Member of the Board
22/01/2004 Olga Pétersone Chairman of the Board
22/01/2004 Antons Petrovekis Member of the Board
22/01/2004 Guntis Tirmanis Member of the Board
22/01/2004 Renars Urbancvids Member of the Board
22/01/2004 231022004 Antons Petrovekis Member of the Board
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The audit commitee of a/s Ventspils Nafta

According to the decision the shareholders from 30 July 2003, the Audit Committee has dismissed as the Council of the

Company has reorganized the internal audit function in th: Compnay.

The changes in the Audit Committee during the period from 1 January 2003 to 19 July 2004 were as follows:

Elected Dismissed
31/07/2003
31/07/2003
31072003
310712003
310712003

Name

Vladimirs Solomating
Dzintars Kass

Eva Jurkevica

llona Pavare

Dace Kanepe

Position held

Chairman of the Audit Committee
Member of the Audit Committee
Member of the Audit Committee
Member of the Audit Committee
Member of the Audit Committee
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Management and consolidated report

Dear shareholders, clients and cooperation partners,

The most important event for the Joint Stock Company Ven'spils nafta in 2003 undoubtedly was the improvement of a/s Ventspils
nafta management system focused on a long-term future development perspective. It resulted in optimisation of als Ventspils
nafta structure in line with the basic principles of a multi-branch group of companies, encompassing the segregation of the holding
company’s functions and dividing all the entities belonging to afs Ventspils nafta group by their respective business segments.

The goal of the restructuring process commenced in the beginning of 2003 s to ensure the optimisation of the group's operations
and investments, facilitate the successful development of ndustries involved, and, hence, also create an added value to each
business entity and the Group in general. Thus, the Group will be able to increase the management capacity in each particular
entity, improve the transparency of finance matters and efficient consumption of resources.

Although the core activity of ais Ventspils nafta until recent time has been transhipment of oil and oil products imported from
Russia in Ventspils port, for a few years already and following the recommendations of international auditors, the company has
exercised an active political and economic risk diversifization policy through acquiring the shareholdings in a number of
companies non-related to transit business.

Thus als Ventspils nafta, which iniially comprised only the oil and oil products terminal and one subsidiary - the owner and
operator of the oil and oil products pipeline SIA LatRosTrans, now has grown into a group of companies operating in five different
business areas: transit, prinfing, publishing, hotel services and real estate management.

In 2003, the terminal of a/s Ventspils nafta dealing with franshipment of cil and oil products worked stably, receiving raitway
cargoes and employing its high-level technological capacities and the favourable location of the ice-free port in Ventspils, despite
of the administrative and political pressure which resulted in discontinuation of oil export from Russia via pipelines to Ventspils
direction.

In 2003, the terminal of a/s Ventspils nafta transhipped in fotal 10.7 million tons of oil and oil products delivered by railway, thus
the total amount of railway cargoes transshipped at the terminal, compared with 2002, has increased by 4.3 million tons or B8%.
The terminal's share in the total transshipment of gas oil transported by railway from Russia and other CIS countries, in 2003
reached 22.2%, whereas in oil transshipment it reached 7.5 % .

The technical capacity and technological equipment of a/s Ventspils nafta in 2003 enabled the company to expand the range of
transshipped products, and underiake transshipment of oil and low sulphur gas oil (0,035%) transported by railway. With
maximum utilization of the terminal's capacities and plannng to increase the number of railway cargoes, in 2003 the Company
commenced construction of a railway rack that would meet the latest modern technology requirements.

The railway rack is expected to be launched in 2004, its capacity will be 4.5 million tons of oil or 5,5 million tons of gas oil per
year. The new railway rack will be able to accept 66 railzars simultaneously, thus significantly expanding SIA Ventspils nafta
terminals capacity of accepting and servicing the oil and oil product cargoes transported by railway. The investments in the
construction of the railway rack are estimated at LVL 12 million.
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Management and consolidated report (cont'd)

On 1 October 2003, a new Group's subsidiary SIA Ventspils nafta terminals (100% owned by a/s Ventspils nafta) started its
operations by taking over the oil and oil products transhipment functions from the Parent company a/s Ventspils nafta,

Due to the circumstances beyond the Company's control ie., decrease in Russia's oil and oil products export in Ventspils
direction in the last months of 2003, the turnover in the reporting period (only a three-months period for SIA Ventspils nafta
terminals) had a material impact on the financial results of SIA Ventspils nafta terminals, and on the results of the entire als
Ventspils nafta Group.

Although in 2003 the artificial pressure posed by the Russian administrative and monopolistic structures and discontinuation of oil
and oil piping in Ventspils direction had a material affect on the results of the Latvian — Russian joint-venture SIA LatRosTrans,
the operator and owner of cil fransportation pipelines in Latvia, due to a maximum utilization of gas oil transportation pipeline, the
company’s net turnover for the year reached LVL 13.5 million.

With the view of future increase of gas oil piping volumes, 314 LatRosTrans in 2003 invested LVL 15 million in modernization of
the pipelines and pumping stations, as well as in increasing of oil products transportation capacities.

SIA LatRosTrans has taken appropriate steps in elimination of excessive oil product losses not only by its own resources, but also
informing and involving the governmental bodies. SIA LatRosTrans has initiated the claim against collection of taxes in relation to
the aforementioned oil product losses that have materia impact on the company's results, and is convinced in a positive
settlement of the matter,

Year 2003 has been successful also for als Preses nams, which focused on development of prinfing business. The company's
profit for the reporting year amounted to LVL 0.7 million, whareas the net turnaver for the period reached LVL 18.6 million. 70% of
the high-quality printing services provided by als Preses nams were for the customers in Latvia, whereas 30% - the export
production. The investment in upgrading and renovation of technical supply of als Preses nams in 2003 amounted to LVL 1.7
million.

In 2003, operations were commenced by SI& Mediju narns, a publishing company established in the result of the structural
changes in a/s Preses nams. The new company continued the publishing of four newspapers and two magazines, as well as got
actively involved in the development and implementation of new projects aimed at strengthening of the company's position in the
market.

Risk diversification policy exercised by als Ventspils naftz over a past few years, has resulted in a number of liquid financial
investments in several real estate objects in Riga (vila Maikapara nams, Preses nams building, the office building at Palasta
Street in the Old town of Riga), Jarmala (former health rescit Rigas licis), Ventspils and other regions (conference and recreation
centre Lejastiezumi near the Usmas lake). The favourable developments in the real estate market characterised by ongoing price
rise over the previous years and the reporting period, have resulted in continuous growth of the market value of the real estate

owned by afs Ventspils nafta, thus ensuring a/s Ventspils nafta a stable return on investment, and hence, an additional income
reserve.

The value of a short-term investment of afs Ventspils naftz in the shares of a/s Latvijas kugnieciba (Latvian Shipping Company)
has not decreased as als Latvijas kugnieciba ended the year with the profit of LVL 6.7 million.

Taking into account the above described operations and cicumstances in 2003, which for SIA Ventspils nafta terminals and SIA
LatRosTrans to a large extent were determined by external factors, and which were taken into account already when working out
the budget forecasts for 2003, a/s Ventspils nafta net turnaver for the reporting year amounts to LVL 18.2 million, whereas the
company's net losses amount to LYL 9.3 million. The net turnover of a/s Ventspils nafta Group in 2003 was LVL 55.4 million,
whereas the net losses of the Group amount to LVL 9.4 millian.

10
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Management and consolidated report (cont'd)

Als Ventspils nafta faces the future with a reasonable hape. The financial results for the first three months of year 2004
demonstrate stability and profitability of a/s Ventspils nafla. Subsequent to the year-end, already since January 2004, the
President of als Ventspils nafta is Olga Pétersone, who has an extensive experience in the management of large-scale
companies. Her main objective is an ongoing increase of the value of a/s Ventspils nafta Group.

In 2004, all the companies of als Ventspils nafta Group will continue their operations and work on facilitation of the growth,
development and improvement of financial results of each particular entity, as well as on the group level. Afs Ventspils nafta will

continue analysing the options for appropriate and efficient investments in new business areas in compliance with the interests of
als Ventspils nafta's shareholders.

19 July 2004
o
N
A
Vladimirs Solomatins Olga Pétersone
Deputy Chairman of the Council Chairman of the Board
7
/

The annual report approved in the shareholders' meeting of 30 July 2004,
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Annual and consolidated annual report
for the year ended 31 December 2003

Incomie Statement
Group Parent company _
2003 2002 2003 2002
Mote  thous, of LVL thous. of LVL thous.of LVL  thous. of LVL

Met sales 4 55,361 65,865 18,176 28,122
Cost of sales 3.8 (51,27T4) {52,850) (14,382) (18,537)
Gross profit 4,087 13,015 3,794 9,585
Sales and distribution expense 8 {1,460) (452) - =
General and administrative expense 38 {7,499 (10,162 {4,537) (7477)
Other operating income/ (expense), net 7 (883} {2,245) 3135 (238)
Result from operating activities (5,855) 156 2,392 1,872
Met result/(loss) in subsidiaries and associated enfities, net 16 (52) (107} (7,437) 1,376
Mon-operating expense g (368) (232) (368) (232)
Financial income/ (expense), net 10 (1,729) {4,609) (362) (2,326)
Result before taxes (8,004) (4.792) (5,775) 690
Corporate income tax 11 (2,979) 5015 (2,652) 2,767
Other taxes 33 {1,331) {1,104} (843) (728)
Met result before minority interest {12,314) (881) (9,270} 2,729
Minority interest 2,872 214 - -
Net result for the year (9,442) (667) (9,270) 2729
Earnings per share

in lats per share 78 (0.090) (0.006) (0.089) 0.026
Diluted earmings per share

in lats per share 28 (0.090) (0.006) (0.089) 0.026

The accompanying notes are an integral part of these financial statements.

i
/4

Jlf r,

—

Vladimirs Solomatins
Deputy Ghairman of the Council

Clga Pétersone
Chairman of the Board
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Annual and consolidated annual report
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Balince sheet
ASSETS

Group Parent company
31.12.2003. 31.12.2002. 31.12.2003. 31.12.2002.

Mote  thous.of LVL thouws. of LVL thous. of LVL  thous. of LVL

NON CURRENT ASSETS
Intangible assets 12 37,505 39,654 . 1,696
Property, plant and equipment
Land, buildings and networks 13 110,506 115,498 - 70,580
Machinery and equipment 13 43,070 30,927 108 10,632
Other property, plant and equipment 13 B164 10,024 742 8,248
Construction in progress 13,14 12,554 11,779 164 2775
Prepayments for property, plant and equipment 14 4,003 6,730 1 932
TOTAL 178,297 174,958 1,012 93,167
Investment properties 15 2612 - 5,868 -
Investments
Investments in subsidiaries and associated enfities 16 162 248 162,439 104 518
Long-term loan to related parties 17 - - 4,758 2460
Other long-term loans fo corporate entities 18 835 594 - Bo4
Other non-current financial invesiments 19 - 19 - -
TOTAL 1,087 1,162 167,194 107,872
TOTAL NON CURRENT ASSETS 219,511 215,774 174,074 202,735
CURRENT ASSETS
Inventory 20 10,026 14,682 2,520 3,195
Fixed assets for sale 21 - - 21,713 -
Current portion of long-term receivables 17 140 397 - oy
Short-term loans to related parties 17,25 5,733 13,068 787 -
Trade accounts receivable 22 6,578 6,110 - 2461
Accounts receivable from related party 17 - - 1,229 5
Corporate income tax receivable 33 1,663 7.831 - 3,339
Cther accounts receivable 23 1,421 4,131 1,375 430
Prepaid expense 24 1675 1,472 103 981
Own shares 28 80 60 80 &0
Accrued income 465 - - -
Trading investments 26 34,999 35,016 34,997 34,997
Cash and cash equivalents 27 8330 10,211 460 3,881
TOTAL CURRENT ASSETS 71,120 92978 63,274 49,746

TOTAL ASSETS

290,631 308,752 237,348 252,481

The accompanying notes are an integral part of these financial statements.

Off-balance sheet assets: see note 35,

-

/)
[ 4

W Solomatins
Deputy Chairman of the Council

[t
QOlga Pétersone
Chairman of the Board
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LIABILITIES ANI) SHAREHOLDERS' EQUITY

Group Parent company
3122003,  31.12.2002. 31122003  31.12.2002.
SHAREHOLDERS' EQUITY Mote thous.of LVL  thous. of LVL thous. of LWL  thous. of LVL
Share capital 28 104 479 104 479 104 479 104,479
Share premuim 42,343 42,343 42,343 42,343
Long term assets revaluation reserve - 712 -
Restricted reserves 28 11,210 9404 11,210 9,404
Cther reserves 28 81,221 84 738 84 617 B4,738
Current year unappropriated rasult (9.442) {667) (9.270) 2,729
TOTAL SHAREHOLDERS'EQUITY 229,811 240,297 234,091 243,693
MINORITY INTEREST 45,318 48,202 - -
PROVISIONS
Deferred corporate income tax 1 3,852 2,749 2216 1.441
Other provisions 29 80 5,698 - 3,607
KOPA UZKRAJUMI 3,932 8,447 2,216 5,048
LIABILITIES
Long-ferm liabilities
Long-term portion of financial lease liability H 1,587 1,236 - -
Long-term loan from cradit institution 30 80 451 - -
TOTAL 1,687 1,687 - -
Current liabilities
Short-term portion of long-term loan 30 2,004 1713 3
Financial lzase liabilities A 890 786 - -
Advances from customers 1 172 37 T
Trade accounts payable 379 421 55 2,188
Accounts payable to related party 2 - 17 B
Corporate income tax payable 33 548 - 548 -
Accrued liabilities 23 1,768 3,199 354 1,499
Cther liakilities 4m 17 - 10
Deferred income 247 11 ? 2
TOTAL 9,883 10,118 1,041 3,740
TOTAL LIABILITIEES 11,570 11,806 1,041 3740
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 290,631 308,752 237,348 252,481
The accompanying notes are an integral part of these financial statements.
Off-balance sheet liabilities: see note 35.
4 T
" / "
ﬁ é’?’i‘fﬁm
Vlajifnirs Solomatins Olga Pétersone
Deputy C}jéinnan of the Council Chairman of the Board

v
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Annual and consolidated annual report
for the year ended 31 December 2003

Statement of cash flows
Group Parent company
2003 2002 2003 2002
thous. of LVL thous. of LVL thouws. of LVL thous. of LVL
Cash flow from/ (to) operating activities
Met result 19,442} (4,792) (9,270} 690
Adjustments
{Profit)/ loss in subsidiaries and associated enfities, net . 107 7437 (1,376)
(Increase)/ decrease in provisions {5,350 1,271 {3,665) {775
Megative goodwil - (216) - (216)
Adjustment to als Preses nams goodwill . - {60) (9%}
Amortisation and depreciaiton 17.621 17,2498 7,732 8,530
Interest income (588) (1,681) {101) (248)
Impairment loss . 108 - .
Minarity interest {2,872 214 - -
Interest expense 268 391 13 36
Loss on disposals of tangible assels 521 3717 68 17
Fair value adjustments {48) 275 - 275
Other adjustments 102 (238) - -
Operating profit/ (loss) before changes in current assets
and liabilities 214 16,475 2,154 6,936
Decrease/ (increase) in inventory 4874 {554 861 (14)
Decreasel/ (increase} in frade accounts receivable (535) 6,002 2,461 3,947
Decrease/ (increase) in other actounts receivable 14,893 (5,008) {1,821} (1,228)
Increase/ (decrease) in current liabilities 2543 3,317 (241) 89
Net cash from/ (to) operating activities 21,989 20,234 3414 9,732
Taxes paid 183 G133 {2,193) (2,731)
Net cash from/ (to) operating activities 22,172 14,101 1,221 7,001
Cash flow from/ (to) investment activities
Purchase of fixed assets (21,950) [32,517) {2,382) {9.327)
Income from proceeds from sale of fixed assets - 7.646
Decrease! (increase) in invesiments - (180) (8,920 {1,404
Interest received 588 1,661 101 248
(Increase)f decrease in frading investments - (34.948) - {34,946)
Dividends (paid)/ received {1,044) (340) {1,044) 660
Net cash flow from/ (to) investment activities (22,406) (66,322) (4,599)  (44,771)
Cash flow froml (to) financing
Increase in own shares (30) 9 {30) a0
Finance lease payments (1.349) (1,992) - -
Interest expense (268) (391) (13) {36)
Met cash from/ (to) investment activities {1,647) (2,292) (43) 54
Net increase in cash (1,881) (54,513) 53,421! (31,716)
Cash at the beginning of the year 10,211 64,724 3,581 41,597
Cash at the end of the year 8,330 10,211 460 3,881

The accompanying notes are an integral part of these financial statements.
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Statement of changjes in shareholders’ equity

Parent company
WG Current year
Share capital Share assets Restricted Oher it :Iliat ) Total
? caplta premium  revalustion  reserves [BSEIVES resupl'rt
rEsarye
Balance as of 1 January 2002 104 474 42343 - 4,595 Bd, 831 24,716 240,964
Transfer of 2001 net result . 2 - 4 809 19,807 {24.718) -
Current year profit . - 2,729 2729
Balance as of 31 December 2002 104,479 42 343 - 9,404 84,738 2719 243,693
Transfer of 2002 net result - - - 1,306 - (1,8086) -
Distributed dividends . : g . {121) (523) {1,044)
Lang-term assets revaluation - - 712 - - - 712
Current year loss - - - - - (9,270} {9,270}
Balance as of 31 December 2003 104,479 42,343 2 11,210 84,617 (9,270) 34,091

During the restructuring process the new company SIA Ventspils nafta terminals was established. (see also note 2 Group restructuring)
The investment in SI4 Ventspils nafta terminals is comprised of cash and fixed assets. The fixed assets were invested at fair value in the
amount of LVL 53,918 thousand. The value of the invested fixed assets exceeded the net book value for LVL 712 thousand, that
consequently is represented as long tarm assets revaluation reserve (see also Note 13 Property, plant and equipment).

Group
Long-term Previous
_ Shere  assel Resticted Ofher  yeas  Cororyed
Share capital | : unappno- Total
premium revaluation reserves resenves | unappro- .
; priated result
ressre priated result
Balance as of 1 January 2002 104,479 42343 - 4585 6483 - 24716 240,964
Transfer of 2001 net result - - - 4309 19907 - (24,716) -
Current year consolidated profit - - - - - - (BE7) (66T
Balance as of 31 January 2002 104479 423483 - 9404 84738 - {667) 240,297
Transfer of 2002 net consolidated result - - - - - (66T) 6av -
Transfer of 2002 net result of Parent - - - 1,806 - {1,806) -
Distributed dividends by Parent - - - - {121) (923) - {1,044)
Current year consolidated profit - - - - - - (9.442) (9.442)
Balance as of 31 December 2003 104,479 42343 - 1210 84817 (3,396) (9,442) 229811
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Notes

1. Corporate information and significant accounting policies
The parent company afs Ventspils nafta at the end of the year 2003 is operating as the holding company of a/s Ventspils nafta Group.
Als Ventspils nafta Group is operating in the following industries:
Oil and oil products reloading,
Cil and oil product transporting via pipelines,
- Media & Publishing,
Resal estate,
Shipping.

During the year 2003 the management and the council of the Company has decided to restructure als Ventspils nafta Group (see Note 2
Group restructuring).

The consolidated financial statements of the Ventspils nafta group were authorized for issue in accordance with resolution of the Board
of directors on 189 June 2004,

A summary of the principal accounting policies all of which have been applied consistently (unless otherwise stated) throughout the
years ended 31 December 2003 and 2002, is set out below:

Reporting currency and units of measurement
The accompanying financial statements are reported in thousands of lats {LVL 000's), unless otherwise stated.

Form and contents of the financial stafements

The Parent company and the Group's financial statements arz prepared in accordance with law of the Republic of Latvia On Financial
Statements of Companies and On Consolidated Financial Statzments, and International Financial Reporting Standards (IFRS) issued by
the International Accounting Standards Board.

Basis of consolidation

The financial statements of a/s Ventspils nafta and its subsidiaries SIA Ventspils nafta terminals, SIA LatRosTrans, als Preses nams,
SIA Mediju nams, SIA Nafta Holdings, SIA Rigas Licis VN, SIA Darfumu centrs Daugava. SIA Mekustamie Tpasumi VN and the
indirectly controlled entity a/s Rietumu caurulvadu sistéma are: consolidated in the Group financial statements on a line by line basis by
adding together like items of assets and liabilities as well £5 income and expenses. For the purposes of consolidation, unrealized
internal profit, inter-group balances, internal sharehaldings, intemal dividends and ofher internal transactions are eliminated in the
Group's financial statements.

Revenue recognition

Revenues represent the total invoiced value of goods and sarvices supplied, excluding sales discounts and other granted discounts,
VAT and other taxes directly related to the sales. Revenues of the subsidiary a’s Rietumu cauru|vadu sistéma are recognized based on
the completed contract method, |.e., that revenues are recogn zed upon completion of each individual contract and related expenses are
capitalized until completion of the confract, at which time expe1ses incurred are charged to cost of sales in the statement of income.

Interest income is recognized as the inferest accrues.
Income from dividend is recognized when the shareholders’ rignt to receive the payment is established,

Accruals and deferrals
Accruals and deferrals are recorded to recognize revenues and expenses as they are eamed or incurred.

The amount billed by the newspaper distributors in relation to the subscription of the newspapers not delivered during the reporting
period has been recognized as trade accounts receivable and defarred income.
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1. Corporate information and significant accounting policies (cont'd)

Foreign currency transactions
A significant majority of the Parent company's and the Group’s revenues are denominated in USD.

Goods and services invoiced or payable in foreign currencies are recorded at the official exchange rate applicable at the date of
fransaction.

Monetary assets and liabilities denominated in foreign currencies are stated at the official currency exchange rate set by the Bank of
Latvia at year end. Any gain or loss resulting from a change in the currency rates of exchange is included in the statements of income.

311212003 3111272002 31122001

usD 0.541000 0.594000 0.638000
DEM - - 0.286761
GBP 0.960000 0.946000 0.924000
EUR 0.674000 0.610000 0.560856
SEK 0.074000 0.066800 0.059000

Intangible assets

Intangible assets consist of goodwill, land use rights and other intangible assets related to the business of the Parent company and its
subsidiaries.

Goodwill recognized on the acquisition of shares in subsidiarie:s are capitalized as intangible assets and amortized over 10 years using
the straight-line method.

Land use rights are stated at confributed value as agreed by “he subsidiary's founders, and amoriized over 25 years using straight-line
method.

QOther intangible assets are stated at cost value and amortizer over their useful life using the straight-line method. Amortization rates for
those intangible fixed assets vary between 10% and 35% per annum.

Property, plant and equipment

The cost of property, plant and equipment comprises its purchase price, including import duties and non-refundable purchase taxes and
any directly attributable costs of bringing the asset to its working condition and location for its intended use. Expenditures incurred after
the assets have been put into operation, such as repairs and maintenance and overhaul costs, are normally charged to statement of
income in the period the costs are incurred.

In situations where it can be clearly demonstrated that the expenditures have resulted in an increase in the future economic benefits
expected to be obtained from the use of an item of propery, plant and equipment beyond its orginally assessed standard of
performance, the expenditures are capitalized as an additional cost of property, plant and equipment.

The Group estimates the recoverable amount of an asset wheever there is an indication that the asset may be impaired. An impairment
loss is recognized whenever the carrying amount of an asset exceeds its recoverable amount.

Cansfruction in progress represents assets under construction and is stated at historical cost . This includes the cost of construction and
other direct costs. Construction in progress is not depreciated as long as the respeclive assets are not completed and put into
operational use.

SIA LatRosTrans property, plant and equipment are stated at contributed values as agreed by the subsidiary's founders in 1995, and
subsequent additions are stated at cost.

The following depreciation rates have been used:

%
Buildings and networks 1-10
Machinery and equipment 8.3-50
Other property, plant and equipment 10-50
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1. Corporate information and significant accounting policies (cont'd)

Investment properties

Investment properties consist of investments in land and buildings that are held to eam rentals or for capital appreciation, rather than for
use in the production or supply of goods or services or fo- administrative purposes or sale in the ordinary course of business.
Investment properties are stated at cost less accumulated deprciation and any accumulated impairment losses.

Finance lease

Assets held under finance lease are iritially recorded at the fai- value of the asset, with an equivalent liability under long and short-term
liabilities. The assets are depreciated over their estimated usef | life. Rentals are apportioned between finance charges and reduction of
the liability. Finance charges are allocated to accounting periotls over the period of the lease to produce a constant rate of return on the
outstanding balance, and included in financial expenses in the statements of income.

Investments and consolidation
Investment assets represent investments in subsidiaries, associated entities and other investments,

Investments in subsidiaries and associated entities

Investments in subsidiaries (i.e. where the Parent company hclds more than 50% interest of the share capital or otherwise confrols the
company} and associated entities (i.e. where the Parent company or the Group holds 20 to 50% interest of the share capital of the
entity) are stated in accordance with the equity method, so tht the Parent company/ Group includes its proportionate post-acquisition
share of the results of operations of such entities in its statemants of income. Further, the investment in subsidiaries is adjusted for the
Parent company’s proportionate share of post-acquisition movements in the subsidiary's equity by a charge to the Parent company's
equity. As a result, the recorded value of the investment corresponds to the Parent company’s proportionate share of the equity of the
subsidiaries, and the consolidated net result and equity correspond to those of the Parent company.

As of 31 December 2003, a/s Ventspils nafta has investments in the following subsidiaries:

Subsidiary Ownership
SIA Ventspils nafta terminals 100.00%
SIA LatRosTrans a limited liability company 66.00%
Als Rietumu cauru]vadu sistéma, a joint stock company * 52.54%
Afs Preses nams, a joint stock company B2.61%
Sl4 Mafta Holdings, a limited liability company 98.00%
SlA Rigas Licis WN, a limited liability company 100.00%
SIA Mediju nams ™ 09,28%
SIA Mekustamie Tpasumi VN 100.00%
514 Darfjumu centrs Daugava 100.00%
SIA Mamserviss WM *** 100.00%
SIA Ventspils biznesa centrs ™ 100.00%
SIA Maikapara nams *** 100.00%
SIA Lejastiezumi = 100.00%
SIA Parventas sporta cenfrs ™ 100.00%

All subsidiaries are registered in the Republic of Latvia.

* As of 31 December 2003, a's Ventspils nafta has a 40% shareholding of as Rietumu caurulvadu sistéma, a joint stock company
registered in the Republic of Latvia. At the same time, SIA _atRosTrans owns 19% of the share capital of a/s Rietumu caurulvadu
sistema. As such, the Group's ownership share is 52.54% and the financial statemenis of a's Riefumu caurulvadu sistéma are
consolidated in the Group financial statements.

** As of 31 December 2003, a/s Ventspils nafta has a 90.23% shareholding of SIA Mediju nams, a limited liability company registered in
the Republiz of Latvia. At the same time, a's Preses nams owns 9.77% of the share capital of SIA Mediu nams. As such, the Group's
ownership share is 99.28% and the financial statements of 512 Mediju nams are consolidated in the Group financial statements,

** These companies are 100% subsidiaries of SIA Nekustar ie Tpadumi VN, According to Latvian legislation, SIA Nekustamie Tpasumi
WN issued consolidated annual report, which was further consolidated in the Group.
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1. Corporate information and significant accounting policies (cont'd)

Investments and consolidation (cont'd)

The main aclivities carried out by the companies within the Group:

SIA LatRosTrans - transporting oil and oil products via pipelines;

Sl& Ventspils nafta termindls — reloading and storage of oil and oil products;
Als Preses nams — providing printing services and publishing;

SIA Nafta Holdings — investment management and control of the Parent company {in areas other than oil and oil products), performing
feasibility studies for new investments, project analysis;

SI4 Rigas Licis YN - recreational centre;

Afs Rietumu cauruivadu sistéma - project management;
SIA Darfjumu centrs Daugava - real estate management;
SIA Nekustamie Tpasumi VN - real eslate management,
S|A Namserviss VN- real estate management;

514 Ventspils biznesa centrs— real estate management;
SIA Maikapara nams— real estate management;

SlA Lejastiezumi - real estate management;

SIA Mediju nams - publishing;

SlA Parventas sporta cenfrs - real estate management.

QOther investments
Investments of the Group are classified into the following cate ories: held-to-maturity, rading and available-for-sale.

Investments with fixed or determinable payments and fixed maturity that the company has the positive intent and ability to hold to
maturity other than loans and receivables originated by the Company are classified as held-to-maturity investments. Held-to-matunity
investments are included in non-current assets unless they mature within 12 months of the balance sheet date.

Investments acquired principally for the purpose of generatirg a profit from short-term fluctuations in price are classified as trading.
Investments held for trading are included in current assets.

All other investments, other than loans and receivables originated by the Company, are classified as available-for-sale. Available-for-
sale investments are classified as current assets if managemetintends to realize them in the near future.

All purchases and sales of investments are recognized on th: trade date. Investments are initially measured at cost, which is the fair
value of the consideration given for them. Trading investments are subsequently carried at fair value without any deduction for
fransaction costs. The fair value of rading investments is based on quoted market prices at the balance sheet date. Changes in the fair
values of trading investments are included in financial expense. Held-to-maturity investments are carried at amortized cost. Other
investments are reviewed for impairment whenever events or changes in circumstances indicate that their carrying amount of an asset
may not be recoverable. Whenever the carrying amount of an asset exceeds its recoverable amount, an impairment loss is recognized
in statement of income. Reversal of impairment losses recognized in prior years is recorded when there is an indication that the
impairment losses recognized for the asset no longer exists or has decreased. The reversal is recorded as income. The increased
carrying amount of an asset due to the reversal of an impairment loss is recognized to the extent it does not exceed the carrying amount
that would have been determined (net of depreciation or amoriization) had no impairment loss been recognized in prior years.

The investments for which the fair value cannot be determined are carried at cost value.

Inventory

Inventories are stated at the lower of cost and net realizable value where costs are based on the following principles:

Qil and oil products
il and oil products stocks in the Parent company are stated using the weighted average cost method.

The value of oil products included in inventory caption represents the oil and oil products held in the technological facilities and pipeline
of the Parent company and subsidiary SIA LatRosTrans, used to ensure oil and oil product transportation process and not intended for
sale.

20



Als Ventspils Nafta Annual and consolidated annual report

Address: 75 Talsu street LV-3600, for the year ended 31 December 2003
Ventspils, Republic of Latvia
Registration number; 000300309

1. Corporate information and significant accounting policies (cont'd)

Inventory (cont'd)

Materials

The cost of materials and supplies in the Parent company &nd in the subsidiaries are determined using the weighed average cost
method. These materials are recorded as inventory when curchased and then expensed or capitalized fo long-term assets, as
appropriate, when installed. The Company writes off unrealizable inventory and records a allowance for obsolete inventory as such
items are identified.

Unfinished inventory
Unfinished inventory is stated at direct cost, including raw materials and remuneration for work.
Finished inventory

Finished inventory is stated at direct cost with addition of indir=ct costs related to production. Indirect production costs consist of labor,
energy, depreciation and other production costs.

Finished inventory is stated at the lower of cost or net realizatlz value. Allowances for slow moving items are established on the basis
of individual evaluation of each inventory item.

Accounts receivable

A allowance has been made for potential losses on uncollectitle and doubtful accounts receivable, based on an evaluation of individual
receivable balances, to state the accounts receivable at their esimated net realizable value.

Cash and cash equivalents

Cash includes cash on hand and cash with banks, Cash equivalents are shori-term, highly liquid investments that are readily
convertible into known amounts of cash with original maturitie:s of three months or less and that are subject to an insignificant risk of
change in value.

Taxes

Corporate income tax

The Parent company and its subsidiaries are subject to 19% corporate income tax on taxable income reported for the taxation period in
accordance with Latvian tax legislation.

Deferred corporate income tax

Corporate income tax is calculated at the rate defined in accordance with Latvian tax regulations and is based on the taxable income
reported for the taxation year. The standard Latvian corporate income tax in accordance with Latvian tax regulations may be specified
as follows:

- uniil 1 January 2003 - 22%,

= until 1 January 2004 = 19%;

- starting from 1 January 2004 — 15%.
Deferred corporate income tax, arising from temporary differeces in the timing of the recognition of items in the tax returns and these
financial statements, is calculated using the liability method. The deferred taxation liability is determined based on the tax rates expected

when the asset is o be realized, The principal temporary timing differences arise from differing rates and methods of accounting and tax
depreciation on property, plant and eguipment , allowances, provisions and accurmulated tax losses,

VAT proportion

A part of revenues of the subsidiary a/s Preses nams are exempted from VAT (newspaper sales). As a result, the Company’s purchase
VAT is recoverable proportionally to the sales subject to VAT

Ventspils tax free port

On 19 December 1996, the Latvian Parliament passed the Law On Ventspils Free Port that came into force on 1 January 1997 and
provides VAT and excise tax exemptions for the companies that perform business activities in Ventspils port. Before 1 October 2003, afs
Ventspils nafta was located in the territory of the free-port and had obtained the permit to perform its operations in Ventspils free-port,
while starting from 1 October 2003, SIA Ventspils nafta terminils has obtained the permit for operation within Ventspils free-port.
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1. Corporate information and significant accounting policies (cont'd)

Conti ;
Contingent liabilities are not recognized in the financial statements. They are disclosed unless the possibility of an outflow of resources
embady economic benefits is remote. A contingent asset is not recognized in the financial statements but disclosed when an inflow of
economic benefits is probatble.

Use of estimates

The preparation of financial statements in conformity with ntemational Financial Statement Reporting Standards (IFRS) requires
management to make eslimates and assumptions that affect cartain reported amounts and disclosures. Accordingly, actual results could
differ from those estimates.

Subsequent evenis

Post year end events that provide additional information abo it the Group's position at the balance sheet date (adjusting events) are
reflecied in the financial statements. Fost year end events that are not adjusting events are disclosed in the notes when material.

Earnings per share

Eamings per share are calculated by dividing the net result after taxation for the year by the average number of shares in issue during
the year. The average number of the shares in issue during the year has been weighted to take into account the fiming of the issue of
new shares.

2. Group restructuring

In 2002, the subsidiary a/s Preses nams commenced the optimization of organizational structure to focus on its core activity — printing.
On 2 January 2003, the a/s Preses nams announced the dec sion of its Board of Directors to divest of its publishing operations. As at
31 December 2002, the carrying amount of the assets of publishing was LVL 140 thousand and there were no liabilities related to
publishing. The separate operations are effective starting from 1 January 2003, As at 31 December 2003, the a/s Preses nams had no
assets and liabiliies related fo publishing operations.

On 7 January 2003, it was publicized that real estate operations have been discontinued, too. On 12 December 2002, the als Preses
nams signed a contract to sell real estate located on Balasla dambis 3. Riga to Group compnay SIA Darfumu centrs Daugava for
LWL 6,800 thousand. There are no assets and liabilities relatzd to the real estate operations as at year-end. The separate operations
are effective starting from 1 January 2004,

During the year 2003 the management and the council of the Company decided to restructure afs Venstpils nafta Group in order to
improve the legal structure of the Group as well as fo support the attraction of business pariners for oil and oil products reloading
business.
During the Group the restructuring the following businesses were separated from the parent company a's Venstpils nafta:
a.  Oil and oil products reloading business
The new company SIA Venstpils nafta terminals has been established with the share capital of LVL 30 thousand, which
in Cclober 2003 was increased to LVL 53,948 ‘housand.
b. Real sstafe business
The following companies were established:
SIA Darfjumu cenirs Daugava
S1& Ventspils biznesa centrs
514 Maikapara nams
SIA Mamserviss VM
S|A Parventas sporta centrs
SIA Lejastiezumi
The aforementioned real estate management campanies are consolidated in the als Ventspils nafta related company SIA
Nekustamie Tpagumi VN.

The restructuring process is still continuing as afs Ventspils nafta during the year transferred the remaining oil and oil business related
assets to SlA Ventspils nafta terminals and furthermore haz intention to sell als Ventspils nafta owned real estates fo real estate
management companies. (see also note 21 Fixed assefts for sale)

The parent company of the Group started to operate as a holding company from Cctober 2003 as the majority of the restructuring
related transactions were held during September 2003.
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2. Group restructuring (cont’d)

The income statement for the year ended as of 31 December 2203 of als Ventspils nafta split by business activities can be presented as
follows:

For the 9 month period with the core business of oil and oil product reloading discontinued and transferred to the newly established
subsidiary SIA Ventspils nafta terminals as at 30 September 2023
Linaudited 9 month period ended as of 30

Septermber 2003
Met sales 18,178
Cost of sales (13.747)
Gross profit 4,429
General and adminisirative expense {4.277)
Other operating income/ (expense), net - 3,026
Result from operating activities 3,178
Met resulti(loss) in subsidiaries and associated entities, net @ -
Non-operating income/ (expense), net (528)
Financial income/ (expense), net {297
Result before taxes 2,355
Corporate income tax ® {1,584)
Other taxes (737}
Net result for 9 month period 34

For the 3 month period as holding company
Unaudited 3 month period ended as of
31 December 2003

Dividends and other cperating income receivable -
Administrative expenses (260)

Operating loss (260)
Financial income/ (expense), net (85)
Share of subsidiaries profits (7.377)
Other non-operating income/ (expenses) net i (534)
Profit on ordinary activities before taxation (8,236)
Taxation on profit on ordinary activities o (1,068)
Met result for 3 month period (9,304)

a) The results of the subsidiaries were not accounted in the 9 month period accounts.
b) The corporate income tax calculated for @ month period was based on the prepayment made to state authorities for that period.
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3. Segment information
The Group has presented the information by sach separate business segment.
The below table presents the breakdown of income statement item, as well as assets and liabilities by business segments:

Real estate
Oil and il products  Publishing and printing  management Cther Consolidated
2003 2002 2003 2002 2003 2002 2003 2002 2003 2002
MNet sales 35,269 47,385 19,949 18,188 143 281 - - 55,361 65,865
Cost of sales (33481) (34,981) (17.496) 175910 (287) (258) - (20 (51,274) (52,850)
Sales and distribution
expense . - (1.460) (452) . - - - (1,480) (452)
General and
administrative
expense (5,310 (9,035) (1,018 (1,009  (169) (108} (2) (10) {7,495 {10,162)
Other operating
income! (expense) (1,068) (2113 66 (73 18 {7) 1 3 (883) (2,190
Segment result  (5588) 1,256 4 (926) (305) (92) (1) (27)  (5.853) 211
Mon-operating
expense, net (368) (287)
Revaluation of
investments {52) {107)
Financial income, net {1,729) (4,609)
Corporate income tax (2,979) 5015
Real estate tax (1,331) (1,104)
Minority interest 2872 214
Net result  (5,588) 1,256 # (926) (303)  (92) 1 (27) (9,442) (667)
Segment assets 216,302 235303 17,821 16,450 18167 3,135 18 20 250,308 254 908
Unallocated asseals 41,035 53,844
Total consolidated
assets 291,343 308,752
Segment liabilities 4,186 11,116 4,902 2,561 467 45 1 3 9,556 13,725
Unallocated segment
lighilities 5,045 6,528
Total consolidates
liabilities 15,502 20,253
Capital expenditure 21,389 30,109 2337 633 o018 3,03 - 1 24 654 33,774
Amortization and
depreciation 15,838 15,460 1,660 1,816 123 19 - 3 17,621 17,208
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3. Segment information (cont'd)
The management considers that the preparation of business segment cash flow is not practical.

Since all the operations as well as the all the material assels cf the group are located in Latvia the management considers irrelevant to
prepare the secondary segment reporting format according to ceographical locations.

The descriptions of the segments:
Qil and oil products:

The revenues in ol and oil product business segment mainly czme from the transporting, storage and reloading of oil and cil products in
Latvia.

Publishing and printing:

The revenues in this business segment make charge for printing service to Latvian residents and non-residents, as well as, income from
newspaper publishing and advertising services related o it.

Real estate management:
Collected rent charges and other income related to real estate management make the revenues in this business segment.

4. Netsales
Group Parent company
2003 2002 2003 2002

Reloading the oil and oil products from the shore to ships = 21,737 28,065 18,116 28,085
Printing services 16,535 14,844
Transportation of oil & 7,503 13,669 - -
Transportation of oil products 5,974 5,608 - -
Mewspaper sales 1,975 1,776 - =
Advertisements 738 41
Rental income 527 867
Loading of rail and road tankers 43 38 43 3a
Other services related to reloading 10 7 15 19
Hotel services g 143
Cther 32 209 2

TOTAL: 55,361 65,865 18,176 28122

a) Net sales from reloading the oil products from the shore fo ships in year 2003 for the parent company consist of the tumover for the
8 month period ended as of 30 September 2003, (See also Ncte 2 Group restructuring)

b) At the end of 2002, fransportation of crude oil through the Company's pipeline in Ventspils direction was fully ceased by the Russian
suppliers. As further described in Note 13 Property, plant and equipment the management and the Council of the Parent company and
the subsidiary SIA LatRosTrans are working on plans how to rzsume oil transportation to the Ventspils direction.
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5. Cost of sales

Group Parent company
2003 2002 2003 2002
Amortization and depreciation 16,494 16,085 5,658 7441
Raw materials 9,469 8,730 '
Remuneration for work 8,101 8,461 1,555 2,038
Insurance expenses 2436 2,388 1,322 1,312
Utilities 2,339 2,596 932 1,072
Malerials and spare parts 1,744 1,707 445 LRy
Social security contributions 1,738 1,994 381 534
Railway charges 1,512 656 1,356 656
Transit development 1,252 1493 - -
Utilization of piers 978 1,382 B41 1,382
Treatment of technological waste watar ass 1,385 765 1,395
Security 870 830
Land rent 689 968 522 959
Environment protection expense 578 501 47 B2
Services received from other companies 43 a04 272 295
Repair works done by other companiss 384 706 226 351
Processing works 254 303
Helicopter services 239 247
Communication expense 214 270
Mon-deduciible VAT 136 456
Changes in inventory 12 (130) 44 {18)
Allowance for obsolete and slow moving inventory - 283 - 186
Cther 515 625 15 41
TOTAL: 51,274 52,850 14,382 18,537

The costs of sales for the Parent company in year 2003 mair ly consist of the costs for the 9 month period ended as of 30 September
2003. {See also Note 2 Group restructuring)
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6. General and administrative expense

Group Parent company
2003 2002 2003 2002
Remuneration for work 3,265 3812 1,984 2755
Amortization and depreciation 686 713 580 601
Social security confributions 640 764 401 569
Advertising and marketing 527 772 400 800
Research and development costs 416 87 416 75
Professional charges and legal cosls 338 392 108 232
Allowance for doubtful and bad debls 254 387
Insurance 185 Bdd 178 631
Communication expense 152 207 17 181
Business trips 145 268 83 200
Rent of premises 125 162 169 162
Other personnel expense 120 k2| 64 258
Vehicle maintenance expense 118 155 106 147
Bank charges 87 69 48 42
Representation expense T4 90 38 73
Social infrastructure expense 52 - - -
Security 39 112 17 90
Conferences, seminars and training 7 133 25 124
Fair value adjustment for long-term advance * (46) 275 {275) 275
Prior years (income)/ expense, net (108) 23 {108) 235
Other expense 392 548 176 247
TOTAL: 7,499 10,162 4537 7477

The general and administrative costs for the parent company in year 2003 mainly consist of the costs for the 9 month period ended as of
30 Septernber 2003. (See also Note 2 Group restructuring)

* The reversal of fair value adjustment is the reversal for allowance for Parventas siltums. (See also note 18)
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7. Other operating income/ (expense), net

Group Parent company
2003 2002 2003 2002
Purification of piers @ 3,191 - 3,353
Provision for oil products compensation to clients 2,091 {2,091) -
Release of accrued expenses J64 - 364
Income from rent of fixed assets 54 1,289
Depreciation and insurance expense related to rented fixed assats - - (1,163)
Penalties received, net 20 (15) 1 {18)
Release of allowances for doubtful and bad debt 3 30 3 310
Amortization of negative goodwill - 216 - 216
Negative goodwill of a/s Preses nams . - 80 94
Depreciation (160) (225) (150) (213)
Personnel expenses (181) {124 (82 {114)
Payments to local municipality {200) (303) (200) {303)
Amortization of goodwil (271} (271) (271) (271)
VAT and excise tax according to the ruling of the court (1,208)
Qil product losses & (4,645) . 2 5
Other, net {31} 258 (69) 56
TOTAL: (983) (2,245) 3,135 {236)

a)  After the reorganization of the Compnay by transferring the oil and oil product reloading business to subsidiary SIA Ventspils nafta
terminals, the Company released the remaining provision for purification of piers. The management of a/s Ventspils nafta believes that
the majority of the needed purification work has been done and fatherly the Company will not need any further significant investments in
purification works. {See also Mote 28 Provisions).

b) In 2002, the subsidiary 514 LatRosTrans incurred losses of oil products, which exceeded the loss rate agreed with the clients
(0.15% of total ransported volume) by 15.3 thousand tons. The subsidiary SIA LatRosTrans established a provision of LVL 2,091
thousand for the aforementioned losses, calculated using the market price of oil products. In 2003, the management and the Council of
the subsidiary 514 LatRosTrans has reviewed the treatment cf such losses and determined that it is more appropriate to write off any
excessive oil product losses from the subsidiary SIA LatRosTrans own oil products at the weighted average cost of oil products.
Accordingly, the provision established in 2002 has been reversed and the 15.3 thousand fons excess losses for 2002 and 30.6 thousand
tons for 2003 amounting to LVL 1,550 thousand and LVL 3,085 thousand respectively have been written off from the subsidiary’s
SIA LatRosTrans own oil product.

c) According to the agreement between als Ventspils nafte and Ventspils City Council. a/s Ventspils nafta pays annually not more
than 10% of the Parent company's net result after tax adjustad for bonuses to Ventspils City Council for development of the social
infrastructure of Ventspils City. According to the special agreament, it was agreed that for year 2003 the payment to Ventspils City
Council for development of the social infrastructure of Ventspils City will be LVL 200 thousand.
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7. Other operating income/ (expense), net (cont’d)

d) In 2002, the Customs Control Department performed =n audit of the compliance of the transit procedure in the subsidiary
SIA LatRosTrans for the years ended 31 December 2001 and 2000, As a result, the authorities imposed customs duties payable in
respect of the excise tax in the amount of LVL 635 thousand and LVL 247 thousand, for 2001 and 2000 respectively, as well as in
respect of valug added tax in the amount of LVL 249 thousand and LVL 78 thousand, respectively. Therefore, the total customs duties
claim for the year ended 31 December 2001 amounted to LVL. 883 thousand and for the year ended 31 December 2000 - to LVL 325
thousand. The claims for additional tax paymenis were made i1 respect of oil product losses based on the assumption that oil products,
that the subsidiary SIA LatRosTrans has accounted as los, have to be reated as subsidiary's SIA LatRosTrans own import in
accordance with the Law on Customs. The subsidiary SIA LatRosTrans settled the duties as described above and at the same time
appealed against the State revenue service decisions in the court, The court ruling in relation to the year 2000 was completed by the
highest court institution in Latvia and was unfavorable to the subsidiary SIA LatRosTrans. The verdict issued by the Senate is final and
cannot be appealed. The subsidiary SIA LatRosTrans is expetring a court ruling in October 2004 to determine whether the Latvian Tax
Authorities must cancel their claim for additional taxes related to 2001, This ruling can be used to determine the appropnate tax
treatment of physical losses also for the years 2002 and 20103. The management and Council of the subsidiary SIA LatRosTrans
strongly believes that the ruling will be in favor of the subsidiary SIA LatRosTrans and has therefore not recorded any provisions in these
financial statements in respect of such additional taxes relaed to the years 2002 and 2003. The subsidiary SIA LatRosTrans has
established a provision for the full amount of the claim in relaticn to the duties related to year 2000 and 2001 (see also Note 34)

8. Personnel expenses

Group Parent company
2003 2002 2003 2002
Average number of employees 24932 2,447 593 828
Remuneration for work and social security expense
Group Parent company
2003 2002 2003 2002
Remuneration for work 10841 11,259 3,041 4115
Social security contributions 2,323 2,675 732 1,059
Other expense 150 290 66 215
Members of the Board of Directors
Remuneration for work 473 4493 308 447
Social security contributions 43 28 14 18
Other expense 27 B85 23 85
Members of the Council
Remuneration for work 518 620 237 322
Social security contributions az 79 45 49
Other expense 10 12 g 7
TOTAL: 14,267 15,541 4475 6,317

29



Als Ventspils Nafta

Address: 75 Talsu street LV-3600
Ventspils, Republic of Latvia
Registration number: 000300309

8. Personnel expenses (cont'd)

Personnel expense is included in the following captions of the balance sheet and statement of income:

Annual and consolidated annual report
for the year ended 31 December 2003

Group Parent company
2003 2002 2003 2002
Cost of sales 9,851 10,488 1,958 2,605
Selling expenses 215
General and administrative expenses 3,947 4528 2426 3,597
Other operating expenses 247 125 B4 115
Mon-operating expenses 2 3
Construction in progress 4 - 4 -
TOTAL: 14,267 15,541 4,475 6,317
9. Non-operating expense
Group Parent company
2003 2002 2003 2002
Sponsorships 364 223 364 223
Other income/ (expense), net 4 g 4 9
TOTAL: 368 232 368 232
10. Financial income/ (expense), net
Group Parent company
2003 2002 2003 2002
Foreign currency exchange gain 21M 2472 393 1,083
Interest income on loans 483 869 88 246
Interest income from bank account balances and deposits 105 792 13 488
Income from trading investments 4 2 2 -
Interest expense (268) {391) {13} (36)
Fareign currency exchange loss (4,254) (8,353) (B45) {4.107)
TOTAL: (1,728)  (4,609) (362) (2,326)
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11. Corporate income tax

Group Parent company
2003 2002 2003 2002
Current income tax
Current income tax 1,878 - 1878
Income tax correction from previous year - (66) - 23
Deferred tax
Relating to origination and reversal of temparary differences 3,695 (7,460) 3,095 {5,590)
Relating to change on the opening balance of the deferred income tax
from used income tax rates in year 2003 (1,729) - (1,729)
Relating to change in income tax rates (BES) 2,511 (581) 2.800
Income tax reported in income statement 2.979 (5,015) 2,652 (2,767)
Deferred corporate income tax:
Parent company:
Balance shest Income statement
Deferred income tax liability 2003 2002 2003 2002
Accelerated depreciation for tax purposes 2,216 8727 (3,826) 553
Change on the opening balance of the deferred income tax from used - - {2,094}
income tax rates in year 20032
{Gain)/Loss from change of income tax rates B . - (591) 3,087
Gross deferred tax liability 2,218 8,727 (6.511) 3,640
Deferred income tax asset
Tax losses carmied forward - (618) 436 (618)
Deferred tax assets related to other temporary differences - (302) 685 240
(Gain)/ loss from change of income fax rates ¥ - - - {287)
Change on the opening balance of the deferred income fax fron used . . 365
income tax rates 8
Other - - 34
Income tax discounts on investments in Ventspils free port # - {5,766) 5766 {5,766)
Gross deferred tax assef - (7,286) 7,286 {6,431)
Met deferred income tax liability 2,216 1,441 775 (2,791)
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11. Corporate income tax (cont'd)

a)  On 1 January 2002, the law on taxation in free ports anc special economic zones came in force, as a result the Parent company
applied 25% income tax rate, at the same time the Parent company receives income tax rebate on 80% of amount invested starting from
the effective date of the law. Due to performed restructuring tansactions in year 2003 the parent company afs Ventspils nafta did no
classify under the law on taxation in frae ports and special economical zones thus the Company uses 19% corporate income tax rate for
year 2003 and 15% starting from year 2004. Respectively the Company is not entifled on the tax discount on investments in Ventspils
free port

b) Due to changes in tax legislation that projected decrease of income taxes for the following years: 2002: 22%, 2003: 19% and
starting from 2004 13%.

Deferred corporate income tax:

Group:
Balance sheet Income statement

Deferrad income tax liability 2003 2002 2003 2002
Accelerated depreciation for tax purposes 6,828 12,310 (2,340) 1.018
Unrecorded release of deferred tax liability - 65 (85)
Change on the opening balance of the deferred income tax from - - (2,094)
used income tax rates in year 20032
Deferred tax (income)/ loss due to change in tax rale . - (1,048) 2,798
Gross deferred tax liability 6,828 12,375 (5,547) 3818
Deferred income tax asset
Tax losses carried forward (1.041) {1,065) {1.478) {B04)
Deferred tax assets related to other temporary differences (B0} (902 661 240
Ceferred tax income due to change in tax rate - - 183 [28T)
Change on the opening balance of the deferred income tax fram - - 365 -
used income tax rates in year 20032
Income tax discounts on investments in Ventspils free port - (5,766) 5,766 {5,766)
Tax losses offset within the group - 1,073 -
Cther : E 34 &
Tax rebate on investment projects above LWL 10,000 thousand & {4,168) (4,168) - {2,149)
Less valuation for allowance for tax asset 2,311 2,273 45
Gross deferred tax asset (2,976) (9,626) 6,649 (8,766)
Net deferred income tax liability 3,852 2,749 1,102 (4,950)

See comment on Parent company's deferred corporate income: tax disclosure.

According to the decision of the Cabinet of Ministers No. 613, dated 30 October 2002, subsidiary SIA LatRosTrans has been granted a
tax rebate of 40% of the planned investment value or LVL 4,16 thousand to reduce corporate income tax for the purpose of supporting
the investment projects amounting to LVL 10,415 thousand.
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11. Corporate income tax (cont'd)

The subsidiary SIA LatRosTrans can use the rebate against future taxable profit, if it fulfils the above mentioned investment plan within
the period 17 July 2000 through 31 December 2004. The management believes that the above mentioned investment plan will be
fulfiled and tax asset will be utilized.

Group tax losses carried forward expira as follows:

Year 2006 252 thousand LVL
Year 2007 1,241 thousand LVL
Year 2008 8,602 thousand LVL
Total 8,095 thousand LVL
Effective tax rate:
Group Parent company
2003 2002 2003 2002
Income! (loss) before taxes {15,367) (4,792) (5,775) 690
Real estate tax {1,331} {1,104 (843) (728}
Profitf (loss) before corporate income tax {16, 658) {5,896) {6,618 {38)
Corporate income tax 19% (2002 - 22%) (3,168 {1,297 {1,257} (8)
Increased corporate income tax applicable for the parent company
(25%) z (2) 4 (2)
Decrease in corporate income tax applicable for the parent company 2 {1,729) - (1,729) -
Permanent differences including the effect of intra-group transactions 1.627 2262 320 186
Increase of income tax rate effect on the closing balance of thz
deferred income tax 36 2,798 581 2,800
Tax losses offset within the group - ’ (1,073)
Income tax rate decrease and tax discount effect on the closirg
balance of deferred income tax @ 5,766 {10,218 5,766 (5,766)
Unrecognized tax losses 83 2,031 - -
Utilized previously unrecognized tax 'osses - (597) - -
Other 87 76 34
2978 {4,349) 2,652 {2,780
Adjustments of previous years (B6) 23
Corporate income tax included in the income statement 2979 (5,015) 2,652 (2,767)

a) See Parent company’s deferred income tax note,
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12. Intangible assets

Broap Parent company
Land use Qs :
: Goodwill  infangible Total Goodwill
rights
assels
Cost value as at 01/01/2003 49 654 2,740 4 52.403 2713
2003 Additions . - 23 23 -
Transfers to assets for sale . . - - (2,713)
Cost value as at 31/12/2003 ; 49,859 2,740 27 52426 - -
‘Accumulated amortisation 11,720 1,025 4 12,749 1,017
2003 Amortisation for the year 1,897 273 2 2172 271
Transfers to assets for sale - - - - (1,288)
Balance as at 31/12/2003 13.61" 1,298 6 14,921 -
Net book value 01/01/2003 37,9349 1,715 - 39,654 1,696
Net book value 31/12/2003 36,04 1,442 21 37,505 -
Amortisation rate (siraight line method) 4% 10% 10-35% 10%
(a)

Management of SIA Latrostrans and A/s Ventspils nafta has considered the need for a allowance for impaimment of intangible fixed
assets and decided that such allowance was not required Jsing the same rationale as described in Mote 13 Property, plant and
equipment.

a} In connection with the subsidiary's SIA LatRosTrans founcation, the Republic of Latvia, represented by a/s LaSam, contributed use
rights to the land, where the subsidiary's SIA LatRosTrans transmission pipelines are located at a value of LVL 49,659 thousand. The
contribution value was agreed by the founders of the subsidiary SIA LatRosTrans according to agreement dated 29 September 1995.

The subsidiary's SIA LatRosTrans right to the contributed lanc use rights is based on Law On Restriction Zones dated 5 February 1997
and Latvian Civil Law, according to which subsidiary SA LatRosTrans has use rights to the land where the subsidiary's
SIA LatRosTrans existing pipelines are located. In case of repairs or similar activilies on the pipelines. any damage to the land must be
compensated to the owners. Further, use of land for new pipelines must be compensated to the owners, new pipelines being defined as
pipelines being established after the law came into force,

The subsidiary SIA LatRosTrans has registered restriction zcnes on the land plots, where it has land use rights, in the Latvian Land
Reqister.

Given that the ownership to the land use rights is granted to tha existing pipelines only and given the level of competition in the indusiry
in general, the subsidiary SIA LaiRos Trans amortizes the valus of the land use rights over the remaining lifetime of the existing pipelines
estimated to be 25 years.

b) The goodwill in the Parent company's accounts was recogized during the transaction of the acquisition of a/s Naftas parks assets.
The goodwill related to the oil and oil products reloading businass therefore the Parent company has made agreement on the transfer of
the asset to SIA Ventspils nafta termindls.

Amortization expenses have been included in the following caplions of the statements of income:

Group Parent company
2003 2002 2003 2002
Cost of sales 1,800 1,902
Other operating expenses 272 271 27 271
TOTAL: 2172 2173 an 27
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13. Property, plant and equipment

Parent company
g Total, excluding
Land i Machinery and O POPEY: oonctructionin prepayments for
buildings and equipmant pla_nt and progress property, plant and
networks equipment equipment
Cost value as at 01/01/2003 80,829 26,110 20,341 2,775 130,055
Additions 3 194 86 3,033 3313
Disposals (58,675) (10,503) {3,550) (2,247) (74,975)
2003  Transfers 1219 1,507 581 {3,397) -
Transfered to assets for sale ™ (17,037) (17,126) (15,727) . (49.910)
Transfered to investment properties (6,316) - - - {6.316)
Costvalue asat 3111212003 et a2 1731 L S 2,167
Accumulated depreciation as at 01/01/2003 10,2449 15478 12,093 - 37,820
Depreciation for the year 2029 2,456 2,996 . 7461
Disposals (8,010) (4,495) (1,550) : (14,055)
2003 Jransfered to assets for sele ¥ (3810)  (13272)  (12.550) (29,622)
Transfered to investment properties (448) . - (448)
Accumulated depreciation as at 31/12/2003 : 167 989 - 1,156
Net book value as at 01/01/2003 70,560 10,632 8,248 2,775 92,235
Net book value as at 31/12/2003 - 105 T42 164 1,011
Diepreciation rate (straight-ling) 1-10% 10-33% 10-50%

a) Disposals includes fixed assets transferred to subsidiarizs SI4 Rigas Licis WN, SIA Ventspils nafta termindls and SIA Ventspils
hiznesa centrs with the book values of LVL 2,136 thousand, LVL 53,206 thousand and LVL 3,825 thousand, respectively, as well as
assets sold to subsidiary SIA Ventspils nafta terminls with the book value of LVL 1,685 thousand,

b)  According to the restructuring process the Parent company had remaining assets related to oil and oil product reloading business.
As mentioned in the Note 39 Subsequent events, at the beginning of 2004, the Parent Company sold to subsidiary SIA Ventspils nafta
termindls fixed assets, with the net book value at 31 December 2003 of LVL 20,238 thousand. The payment for the assets is fatherly
intended to additionally capitalize in SI4 Ventspils nafta terminéls. Accordingly for the stand alone Parent company financial statements
the assets are disclosed as current, however in the Group financial statements the assets are treated as non-current. (see also Nole 21
Fixed assets for sale and Note 2 Group restructuring) .

¢) The Parent company owns plots of land in Kuldiga distrizt and two in Riga. The cadastral value of land as of 31 December 2003
amounts to LVL 17 thousand, LVL 112 thousand and LVL 105 thousand, respectively.

d)  As at the end of 2003, part of the real estate owned by /s Ventspils nafta is recognised as investment properties.(See also Note
15. Investment properties)
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13. Property, plant and equipment (cont'd)

Annual and consolidated annual report
for the year ended 31 December 2003

Group
Total, excluding
Land, bulldir gs Machinery and m“;;ﬁt”:}ned””' Constructionin prepayments for
and networlcs  equipment i progress property, plant and
equipment :
equipment
Cost valug as at 01/01/2003 213479 58177 26,371 11,779 309,806
Additions 475 2,309 1,312 20,538 24 654
ago3  Disposals (5ti4) (1,598) (701) (12) (2,875)
Transfers 3,945 15,190 570 (19,771} (B8]
Transfered to investment properties (2.718) - - - (2,718)
Cost value as at 31/12/2003 214817 TAQT8 27882 12554 328,801
Accumulated depreciation as at 01/01/2003 97,881 27,250 16,347 - 141,578
Depreciation for the year 6,359 5,330 3,760 = 15,440
2003 Disposals (1:23) {1,572) (659) - {2,354)
Transfers . : (80) (B0)
Transfered to investment properties (118) - . (106)
Accumulated depreciation as at 311122003 104,111 3,008 19,388 - 154,507
Net book value as at 01/01/2003 115,438 30,927 10,024 11,779 168,228
Net book value as at 3112/2003 110,516 43,070 8,164 12,554 174,294
Depreciation rate (straight-line} 1-10% 8.3-50% 10-50%

All fixed assets invested in subsidiary SIA Ventspils nafta terminals with the net book value of LVL 53,206 thousand as at 1 October
2003 were revaluated for the purpose of in-kind investment before the transaction. The valuation was done by SIA Emst & Young Baltic,
Reg. No. 000359345 and technological experts afs IzstradajLmu bistamibas novértéSanas agentlra (IBNA) Reg.No. 000313042 and
SIA Firma L4, Reg. Mo. 000323600 The value for the purpose of in-kind investment was assessed as LVL 53,818 thousand as at
1 September 2003,

In 2002 transportation of crude oil through the subsidiary's 5 A LatRosTrans pipeling to Ventspils direction was fully ceased (see also
Note 4 Net sales). The Parent company's and the subsidiar,'s SIA LatRosTrans management is in the process of negotiations with
various parties aimed at restoring the flow of crude cil to the Ventspils direction. Currently the Parent company’s and the subsidiary's
SlA LatRosTrans management and the Council strongly believes and is working on two possible scenarios how to resume crude oil
transportation in Ventspils direction. Therefore, also taking in to account developments in relation to the global cil market, the
management and the Council of the the Parent company and the subsidiary SIA LatRosTrans believes that the current situation is
temporary and that the fransportation of crude oil will resume in the foreseeable future. The aggregate net book value of tangible and
intangible fixed assets related to crude oil transportation in Ventspils direction approximates LVL 18 million,

As further described in Note 34 the subsidiary SIA LatRosTrans since 2002 has incurred substantial physical losses of oil products. This
may result in additional tax liabilities and penalties, which mev lead to a negative cash flow related to oil product transportation in the
Ventspils direction. The subsidiary SIA LatRosTrans is expecting a court ruling in October 2004 to determine whether the Latvian Tax
Authorities must cancel their claim for additional taxes relatzd to 2001, This ruling can be used to determine the appropriate tax
treatment of physical losses alsa for the years 2002 and 2003.The management of the the Parent company and the subsidiary
SIA LatRosTrans strongly believes that the ruling will be in favor of the subsidiary SIA LatRosTrans. In addition the Council of the
subsidiary SIA LatRosTrans has created working group consisting of shareholder representatives and various other parties in order to
work out a positive solution in relation to the reduction of oil product losses and related tax consequences. The management and the
Council of the Parent company and the subsidiary S1& LatRecsTrans believe that these issues will be resolved by the end of year 2004,
The aggregate net book value of tangible and intangible fixed assets related fo the oil product transportation in Ventspils direction
approximates LWL 60 million.

Due to the factors described above, the management and the Council of the Parent company and the subsidiary SIA LatRosTrans
strongly believe that no adjustment for impairment of the above fixed assets related to crude oil and oil product transportation in the
Ventspils direction amounting to approximately LVL 78 millior should be recorded as of 31 December 2003. If the current situation will
become permanent and altemative use of the pipeline will not be established and oil product losses and related tax consequences will
not be reduced, an impairment adjustment will be recorded in ‘he future in the financial statements of the subsidiary SIA LatRosTrans.

As of 31 December 2003, the cadastral value of the land ow1ed by the subsidiary SIi4 Preses nams is LVL 132 thousand (2002: LVL
123 thousand).
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13. Property, plant and equipment (cont'd)

As of 31 December 2003, the subsidiary a/s Preses nams had pledged its real estate in Cesis and production equipment acquired under
financial lease contracts with the total net book value of LVI. 3,680 thousand (2002: LVL 4,092 thousand) in order to secure credit
faciliies from als Latvijas Unibanka. (See Note 30 Long term kcans from credit institutions)

As of 31 December 2002, the net book value of property, plant and equipment acguired by the subsidiary a/s Preses nams under
financial lease confracts amounted to LVL 4,737 thousand (2002: LVL 4,462 thousand), but cost value amounted to LVL 4,462
thousand.

As at 31 December 2003 the cadastral value of land owned by the subsidiary SIA Rigas Licis VN is LVL B12 thousand.

During 2003 the subsidiary SIA Rigas Licis VN has temporzrily ceased the construction works for the planned hospitality building in
Jurmala. It is the intention fo continue these works at later stage, and therefore the unfinished building under reconstruction has been
classified as construction in progress in these financial statements {see also Note 34 Contingent liabilities).

As at 31 December 2002 the cadastral value of land and twildings owned by the subsidiary SIA Mekustamie TpaSumi VM and its
subsidiaries is LVL 4,565 thousand and LVL 1,867,

During the reporting year, the building of the Group's subsidiary SIA Darfumu centrs Daugava at Balasta dambis 3, Riga and the
adjacent land plot was held as an investment property of SIA Carfjumu centrs Daugava for the purposes of generating the rental income.
On 21 February 2004, independent realty appraisers performed the evaluation of the property to state the fair value of the land plot. The
evaluation was performed on the assumption that the building is demolished and that the said land plot is a vacant site. The fair value of
the land plot as stated by the independent appraiser amounts to LVL 4,97 million, which approximates the book value of the land plot.

During the reporting year, the building of the Group's subsidiary SIA Ventspils biznesa centrs at Ostas iela 23, Ventspils and the
adjacent land plot was held as an investment property of SIA 'Jentspils biznesa centrs for the purposes of generating the rental income.
On 3 March 2004, independent realty appraisers performed the evaluation of the property to state the fair value of the business centre
buildings and the land plot. The fair value of the building and the land plot as stated by the independent appraiser as at 3 March 2003
amounts to L'VL 3.34 million, which approximates the book value of the land plot and the buildings.

As disclosed in Note 30 Long term loans from credit institutions, all tangible fixed assets of the subsidiary SIA Ventspils nafta terminals
with book value of LVL 57,687 thousand as at 31 December 2003 are pledged as security for credit lines granted by a's Hansabanka
and als Latvijas Unibanka,

The cadastral value of the subsidiary's SIA Ventspils nafta terminals real estate located at Talsu iela 75, Ventspils, as at 31 December
2003 amounted to LVL 38 thousand.

Depreciation expense have been included in the following captions of income statement.

Group Parent company

2003 2002 2003 2002

Cost of sales 14,594 14,183 5,659 7.441
Selling expenses 10 ¢ .
General and administrative expenses 686 713 580 801
Other operating expenses 159 225 1,222 213
Mon-cperating expenses - 4 - 4
TOTAL: 15,449 15,125 7,461 8,259
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14. Construction in progress and prepayments for property, plant and equipment
Group Parent company

3MM22003 3111272002 311202003 31122002

Communication system reconstruction 4188 1,751 - -

Projection and construction of lopping 1,972 - -

Construction of new pipeline coridor 1,875 1,290 - 1,280

Reconstruction of real estate Rigas Licis in Jurmala 1,768 - 160

Construction of railway tank filing/reloading platform Nr, 4 1,485 176 - 176

Reconstruction of tank filling platform Mr. 1 410 410 - 410

Projection of main pump station at lldkste 281 - s -

Technology modemization - 4,182 - -

Construction of pump station in DZlkste - 1,268 - -

Reconstruclion of automation system in Skrudaliena and Dzukste - 1,164

Construction of pump station - 886 - 886

Other objects 573 652 4 13
TOTAL: 12,554 11,779 164 2,775

Please see Note 34 Contingent liabilities for commitments for capital expenditure.

As of 31 December 2003 the main part of prepayments for tangible fixed assets relates to the subsidiary's SIA LatRosTrans payments
to the construction company SIA Baltijas InZenierbdve for construction of oil product looping and to construction company SIA Qlimps for
montage of an oil product accounting system amounting to LVI. 1,273 thousand and LVL 729 thousand respectively.

Prepayments for tangible fixed assets as of 31 December 2003 also includes the subsidiary's SIA Ventspils nafta terminals payments to
als Venceb for development and implementation of the technical construction project of railway lank filling/ reloading platform No. 4,
amounting to LVL 1,488 thousand.

15. Investment properties

Parent Valuation
Group company Fair value date

3M212003 311272003

Conference and recreation cenire on Lake Usma,

Lejastiezumi, Kuldigas disctrict, Latvia - 2,366 2,095  03/04/2004
Representation house, Bridna sireet 3, Riga, Latvia 1,978 1,578 2336 03/04/2004
Sports centre, Talsu street 75, Ventspils, Latvia - 830 a22 030372004
Office building, Palasta street 10, Riga, Latvia 634 634 1,340 221032004
Other - 10

TOTAL: 4612 5,868 6,593

Investment properiies belonging to the Parent company was valuated at market value by SIA Biznesa Konsultantu Grupa, Reg. No.
40003394250,

The real estate Office building at Palasta sireet 10 is managec by the subsidiary SI4 Nafta holdings,

As a part of Group restructuring, on 1 October 2003 real estate Lejastiezumi at Kuldigas disctrict was transferred under the management
of the subsidiary SIA Rigas Licis VN, but real estate Sports centre at Talsu iela 75, Ventspils and Representation house at Briéna iela 3,
Riga was transfemed under the management of SIA Namserviss VN, a subsidiary of SIA Nekustamig Tpasumi VN,
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15. Investment properties (cont'd)

As providing of hotel, conference and recreations service is a core business of the subsidiary SIA Rigas Licis VN, the real estate is not
considered as an investment property for the Group as at 31 Dzcember 2003.

During the year 2003, the real estate Sports centre at Talsu izla 75, Ventspils was mostly rented to the subsidiary SIA Ventspils nafta
terminals, accordingly it not considered as an investment property for the Group as at 31 December 2003

16. Investments in subsidiaries and associated entities
The following table summarizes ownership of the Parent compzny and the Group in subsidiaries and associated enfities:

Group Parent company Legal address
Ownership (%) 311212003 31120002 311202003 3111212002
Subsidiaries
SIA LatRosTrans 66.00 660 66.00 66.00 B""‘g‘ ai‘;;i;ﬁs'fafﬁf
Als Preses nams 9261 9220 92,61 92.20 Ba‘iﬁgﬁ?ﬂﬂ; 3, LY-1031,
5'%3%:;"“””"’”"” i 9800 98.00 9800  98.00 D“T%{?’éggf”;igﬁﬁia
Als Rietumu caurdvadu sistema 5254 5244 40.00 40.00 Dz":ﬂfgﬂﬁ;ﬁ?&ﬁf¢“=
SIA Rigas Licis VN 10000 100.00 10000 100.00 D””;é?ﬁ?rfusﬁn&:]‘:ﬂhﬂ'
SIA Nekustamie Toasumi VN 10000  100.00 10000  100.00 Ba'?g;?_gﬁ‘;;- ENZI0RE,
SIA Mediju nams 9928 9220 90.23 Ba'ﬁ‘;";'ir:ﬂi?a?" Lv-1061,
SIA Ventspils nafta terminals 100,00 : 100.00 : T"“S,:f ;t{:;: ‘T’_ a't':j‘jﬁm’
Associated enfities
SIA Medij un Poligrafia 3205 3205 ) : Bf"ﬁ:ﬁfﬂﬂ: SLY-A0H,
SIA Ventshoes 2001 2101 : ; L Mﬁ:{j&iiﬁ"ﬁﬂ:’ﬁm -
SIA Futbola Klubs Ventspils 3000 3000 3000 30.00 Dren; ook e Ly

3602, Ventspils, Latvia
Subsidiaries of SI4 Nekustamie Tpasumi Vi

Balasta dambis 3, LV-1081,

SIA Darfjlumu centrs Daugava 100.00 100.00 - 100.00 Riga, Latvija

SlA Ventspils biznesa centrs 100.00 - Baiﬂ;:;;f:a;‘ﬁl;:. Lv-1081,
SIA Namserviss VN 100.00 . a Balaﬁsrl;u:la-r;:’i;aﬂ. LV-1081,
SIA Maikapara nams 100.00 = . Bal{:it;;irg;ii?al L\v-1081,
SIA Lejastiezumi 100.00 . i ) Bal?itga‘.j?.rant?rii?a& Lv-1081,
514 Parventas sporta centrs 100.00 BalaRsitgaaﬁrggiTaB. Lv-1081,
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16. Investments in subsidiaries and associated entities (cont'd)
The following table presents investments in subsidiaries and associated entities:

Group Parent company
31M202003 31212002 3MM2/2003 311212002
Subsidiaries
SIA LatRosTrans - - 88,577 92,138
SIA Ventspils nafta terminals - - 52822 -
Als Preses nams - - 12 660 11,950
SIA Rigas Licis VN : : 2,304 81
1A Mekusiamie fpasumi VN - - 7,685 19
S14 under liquidation Mafta Holdings * - - 289 323
A/s Rietumu caurulvadu sistéma = i 7 7
SIA Mediju nams - 34 85 -

SIA Darfjumu centrs Daugava E i 5 i

Associated enfities
SIA Mediji un Poligrafija BA 78
SlA Ventshoes 86 137 Z
SIA Futbola klubs Ventspils . . - 4
TOTAL: 162 249 162,439 104,518

* The company under liquidation - SIA Nafta holdings is consnlidated and treated as non-current asset, given that as stated in Note 30
Events after balance sheet date, all assets of SIA Mafta holdings under liquidation in 2004 will be assigned to a/s Ventspils nafta.
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16. Investments in subsidiaries and associated entities (cont'd)

Group Parent company
IMM22003 322002 322003 31122002
Balance at the beginning of the year 249 76 104,518 102,258
Acquisitions
SIA Ventspils nafta terminals - - 53,048
SIA Nekustamie Tpasumi VN - - 7,795 20
SIA Rigas Licis VN - - 2,340 200
SIA Mediju nams . 36 1,200
Afs Preses nams - - 15 1,182
514 Darfumu centrs Daugava - - . 2
S1& Ventshoes - 140
SIA Mediji un Poligrafija - 8 - -
Total acquizitions: - 184 65,298 1,404
Revaluation and dividends received
Megative goodwill of a's Preses nams - - &0 o9
Dividends from SIA LatRosTrans - - - (860)
Total revaluation and dividends received: - - G0 (561)
Propartional share of profit/ {loss)
SIA LatRosTrans - - (5,561) (143)
A5 Preses nams . - 635 1,806
SIA under liquidation Nafta Holdings - - (34) (116}
Afs Rietumu cauruvadu sistéma - 5 . (2)
SIA Rigas Licis VN . . (117) (166)
SIA Mekustamie Tpagumi VN consolidated . - (129} (2)
SIA Darfjumu centrs Daugava < s " (1)
Sla Mediju nams (34) (2) (1,108) -
SIA Mediji un Poligrafia (12) (6) .
SlA Ventshoes {41) (3
SIA Ventspils nafta termindls = - {1,126) -
Total proportional share of profit/ loss): (87} {11) (7,437 1,376
Balance at the end of year 162 249 162,439 104,518

A proportional share of the profiti{loss) in subsidiaries and associated entiies has been included in the result from subsidiaries and
associated entities caption in the Group's and the Parent company’s statements of income for 2003 and 2002.
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17. Long-term loans to related parties

Group Parent company
IMAX2003 22002 HMNM22003  3MM22002
Loan subsidiary SIA Nekustamie ipasumi VN # - . 111 2,460
Less current portion S B _ o | Tt
Long fterm portion - - - 2460
Loan to subsidiary SIA Ventspils nafta terminals & - - 676
~ Less cument portion ) - - (B76)
Long term portion o - - -
Long-term receivable from subsidiary SIA Ventspils nafta - - 4 755
terminals =
TOTAL: - . 4,755 2,460

a) On 15 September 2002 the parent company concluded loan agreement with subsidiary SIA Nekustamie Tpasumi VN for LVL 6,630
thousand. In accordance to the agreement the loan is issued gradually starting from 18 December 2002 till 20 September 2004. The
interest on the loan is 7% per annum and the maturity date is 31 December 2004. During year 2004 the long term loan to Nekustamie
Tpasumu VN was capitalized.

b}  In accordance with the loan agreement with /s Ventsgils nafta, dated 26 September 2003, the subsidiary SIA Ventspils nafta
terminals may use a credit facility in the amount of LVL 1,000 tousand, which is fully repayable by 31 January 2004. As agreed by the
parfies on 27 November 2003, the loan has been disbursed in USD. As at 31 December 2003 the outstanding amount of loan was
USD 1,250 thousand.

¢) Receivable from subsidiary SIA Ventspils nafta termindls includes the following:

Maturity 3412 ;géﬂ Long-term  Short-term
For purchase of assets IN2z007 2,350 2,350 -
For fransferred advances paid 3032014 2,084 2,084 -
For lease of tangible fixed assets 30/068/2008 1,357 31 1,046
For other goods and servicas 311212003 49 - 49
TOTAL: 5,850 4,755 1,095

Receivable from subsidiary SIA Ventspils nafta terminals includes receivable for the purchase of assets in the total amount of LVL 2,350
thousand. Under the additional agreement, dated 26 May 2004, the above amount is repayable by 31 December 2007 and the
repayment shall be commenced on 10 January 2006, The intzrest will be calculated as 6 months USD LIBOR + 1.9% as of 30 June
2004

In accordance with the decision of the subsidiary’s SIA Ventspils nafta terminals Board, dated 10 June 2004, on increase of the share
capital by capitalizing a part of the payable to als Ventspils nafta, including the compensation for fransferred advances amounting to
EUR 378 thousand and LYL 1,833 thousand {in total LVL 2,094 thousand as at 31/12/2003), this payable as at 31 December 2003 is
included in the subsidiary's SIA Ventspils nafta terminals balar e sheet under long term liabilities.

Receivable from subsidiary SI4 Ventspils nafta termingls also include receivable for the lease of fangible fixed assets amounting fo
LVL 1,357 thousand. On 26 May 2004, the agreement was raached on the payment schedule, where LVL 1,046 thousand should be
paid during the year 2004,
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18. Other long-term loans to corporate entities

Group Parent company
22003 322002 22003 31122002

SIA Parventas Siltums ¥ 1,214 1,308 - 1,309
Adjustment to fair value (229) (275) - (275)
Less current portion (140) (140) - {140)
Long term portion 845 894 - 894
Ventspils Free Port : 257 . 257
Less current portion - (257) - {257)

Long term portion
Other receivables 80 i . z
TOTAL: 935 894 - 894

a) This caption includes the outstanding long-term advance fo 3|A Parventas siltums in the amount of LVL 1,309 thousand. This amount
is repaid by SIA Parventas siltums by supplying heat thus ersing the outstanding amount at the rate of 3.65 LVL/Mwh. The current
portion of this loan is esfimated in the amount of LVL 140 thousand.

The advance payment is stated at fair value revaluating its amortized cost applying 6% discount rate.

Since the Parent company during the restructuring process has intended to transfer the amount to its subsidiary SIA Ventspils nafta
termindls the amount has been accounted as curent (see MNote 23 Other accounts receivable) and no fair value adjusiment has been
made in the Parent Compny's books.

19. Other investments

Group Parent company
Investments held to maturity 322003 322002 3MM272003  3112r2002
Als Venttopaz (13.05%) 359 159
Impairment loss (359) (359)
Als Lauma (0.09%) " 19 . "
TOTAL - 19 -

During year 2003, there were no changes in the shareholdirg percentage of equity investments made by the subsidiary SIA Naftas
Holdings.

On 16 December 2002 share holders of als Venttopaz decided on the liquidation of the company. Therefore the subsidiary S1A Naftas
Holdings made impairment write-off of all of the carrying value of this investment
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20. Inventory
Group Parent company
322003 3122002 INM22003 311272002
Materals:
Materials, spare parts and low value items 1,352 1,929 1 934
Raw materials 1,797 1,326 - -
Other 1 B 1 ]
3,150 3,261 12 840
Cil and oil products 2 6.742 11,275 2,608 2,440
Finished inventory and goods for sale 31 526
Unfinishad inventory 153 118 - -
Prepayments for materials 162 112 - 1
Allowance for obsolete materials and finished goods (492) {710) - [186)
TOTAL: 10,026 14,682 2,520 3,195

As mentioned in MNote 30 Long-term loans form credit institufions, all inventories of the subsidiary SIA Venispils nafta terminals
amounting to LVL 806 thousand as at 31 December 2003 have been pledged as a security for the credit line granted by afs
Hanzabanka. In 2004, the loan was repaid and the pledge released.

The value of oil and oil products included in the inventory caption represents the cil and oil products held in the technological facilities
and pipeline of the Parent company and its subsidiaries SIA \'entspils nafta ferminéls and SIA LatRosTrans, used to ensure oil and oil
product transportation process and not intended for sale.

a) The subsidiary's S|A LatRosTrans management has decided to write off excess losses of il product incurred during the years
2002 and 2003 from the Company's inventory at the weighted zverage cost of il products (see also Note T Other operating income and
expenses, net),

The subsidiary SlA LatRosTrans has calculated, that the minimum technological reserve of cil products needed for the oil product
transportation network amounts to 87 400 tons. As of December 2003 the subsidiary SIA LatRosTrans owns 41,443 tons of oil product,
Thus, currently products owned by its clients are used as a renaining part of minimum technological reserve of oil products needed for
the transportation network amounting to 45,951 tons. The approximate cost of restoring the minimal reserve of oil products used as
technological reserve for the oil product transportation networ ¢ enfirely on the own resources is estimated in the amount of LVL 7,849
thousand using an average market prce of LVL 170.8/ ton (USD 313.4/ fon) effective as at 7 June 2004.

21. Fixed assets for sale

According fo the resiruciuring process the Parent company hed remaining the property, plant and equipment and geadwill related to oil
and oil product reloading business. As mentioned in the Note &9 Subsequent events, at the beginning of 2004, the Parent company sold
to subsidiary SIA Ventspils nafta termindls fixed assets, with the net book value at 31 December 2003 of LVL 20,288 thousand and
goodwill for LVL 1,425 thousand respectively. The payment for the property, plant and aquipment is intended to additionally capitalize in
SIA Ventspils nafta termindls. Accordingly for stand alone Parent company financial statements the assets are disclosed as current,
however for Group financial statements the assets are treated as non-current. (see also Mote 12 Intangible assets, Mote 13 Property,
plant and equipment and Mote 2 Group resfructuring).
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22, Trade accounts receivable

Group Parent company

MM2/2003  3112/2002 MM22003 M 202002

For printing services 3,807 2,400 - -
For reloading services 1,800 1736 - 1,639
For transporting of oil and oil products 1,029 1,673 - B22
For other services 42 301 . -
Doubfful debts 1,397 1,355 23 261
Allowance for doubtful debts (1,397) (1,355) (234) (281)
TOTAL: 6,578 6,110 - 2,461

Trade account receivables of subsidiary als Preses nams have been pledged to als Latvijas Unibanka to secure a loan in the amount of
LWL 165 thousand and a credit line in the amount of LWL 1,700 thousand received from the bank.

23. Other accounts receivable
Group Parent company

3MNM272003 311272002 IM22003  3112/2002

VAT and excise tax due from state @ 1,208 1,208
Provision for VAT and excise tax due from state & (1,208) - - -
VAT receivable (Mote 33) 718 1,232 - 275
Defarred VAT 482 B4 16 a0
Fersonal income tax 52 208 - -
Advances for services to be provided 44 24 44 58
Real estate tax (Mote 33) 4 4 4 =
Social security confributions - 227 - s
Cther accounts receivable o 24 407 1,311 17
Doubtful debts 6,207 6,364 961 1,221
Allowances for doubiful debis (8,110) (6,364) {961) (1,221)
TOTAL: 1,421 414 1,375 430

a) The subsidiary SIA LatRosTrans made a provision for VAT and excise tax calculated by tax authorities in relation to oil product
losses previously stated as accounts receivable from tax authrities. The respective provision is made due to the Supreme Court ruling
(see also Note 7).

b) Other accounts receivable of the Parent Company includes LWL 1,304 thousand representing a sum of advances paid for fixed
assets and goods and receivable from SIA Parventas Siltums, which were transferred to the subsidiary SIA Ventspils nafta terminals
subszequently fo year end.

A significant part of deferred VAT relates to VAT receivablz on advance payment for construction works made by the subsidiary
SlA LatRosTrans.
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24. Prepaid expense

Group Parent company
3122003 3122002 3122003 31122002,
Insurance 1,457 1,262 98 854
Overpayment to Ventspils Municipality - 122 - 122
Other prepaid expense 218 a8 5 5
TOTAL: 1,675 1,472 103 981
25. Short-term loan
Group
Interest rate Maturity A22003  3MM22002
Loan to a/s Latvijas Naftas Tranzits 10,596  USD 000 5% 31/12/2004 5,733 13,068
TOTAL: 5,133 13,068

On 16 March 1998 the subsidiary SIA LatRosTrans issued a short-term loan of USD 17,000 thousand to a significant shareholder of its
parent company. The loan, which matured on 16 March 1999, was secured by 6,000 thousand shares of as Ventspils nafta. The above
shares, with nominal value of LVL 1 each, are closed issue shares {i.e. are not publicly traded). The pledge agreement also stipulated
that the number of shares pledged might be changed if the market price of the respective shares significantly changes.

The above-mentioned loan and related collateral agreement were prolonged several imes in 2000, 2001, 2002 and 2003 for one more
year on the same terms whereas the collateral amount was increased. According to the respective loan agreement, the loan does not
have a fixed repayment schedule and it bears an interest rate of 5% {changed in 2002) per annum payable quarterly.

&s of 31 December 2003 the balance outstanding in respect of the above loan was USD 10,596 thousand (LVL equivalent
5,733 thousand) (2002: USD 22 000 thousand (LVL equivalen: 13 068 thousand)). During 2002, the pledge amount has been increased
to 31,200 thousand shares of a/s Ventspils nafta. The pledge is registered with the Latvian Enterprise Register.

As further disclosed in the Note 3%, on 29 January 2004 and 28 April 2004 als Latvijas Naftas Tranzits has partly repaid the loan by
installments amounting to USD 1,754 thousand and USD 1,404 thousand, respectively.
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26. Trading investments

Group Parent company
HMZ2003 31202002, 322003, 311202002
Shares and GOR of JSC Latvijas kugniecTba (62,5 million shares
and 1.5 million GOR) 34,048 34,048 34,546 34,946
Other shares 53 70 51 51
TITAL: 34,999 35,016 34,997 34,997

The management of the Parent company considers that the shares of the joint stock company Latvian shipping company are traded in
small volumes relative o the number of the trading units at the Parent company's possession, therefore the quoted market prices are
not indicative of the fair value of the investment, therefore it wes decided fo carry the investment at cost value as at acquisition date,

The management of the Company is holding the negotiations regarding the possible trade of the investments.

27. Cash and cash equivalents

Group Parent company
. MM22003 3122002 INM22003  AMN22002
Term deposits 2 7,101 8672 247 2941
Current bank accounts 1,169 1,392 213 814
Accrued interest on deposit 27 123 - 123
Cash on hand 33 24 - 3
TOTAL: 8,330 10,211 460 3,881

a) The interest on bank account balances is accrued on the basis of floating rates established by respective banks. Short-term deposits
are made for various periods ranging from one day to one month, depending on the Company's cash requirements. Interest on short-
term deposits is calculated on the basis of the respective interest rates applicable to short-term deposils.

Effective inferest

rate (%) Maturity M 22003

5 January 2004 through
AJs Latvijas Unibanka a010 Thous., USD 1,02% to 1,55% 30 January 2004 4334

8 January 2004 through
As Latvijas Unibanka Thous., LvL 3,60% to 3,62% 14 January 2004 2500
Als Hansabanka 0.25% Cwernight deposits 247
Other 20
TOTAL: 7101
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28. Share capital, reserves and sarnings per share

Moverments in share capital and number of shares among sharzholders may be specified as follows:

In thousands Closed emission shares
Fublic
Afs Latvilas  Board of offering
State  naftas tranzits Directors’  Own shares
shares shares shares shares Total
Decembear 31, 2001 5,224 38,857 150 150 60,298 104,479
Shares purchased by the Board members - - g0 {90) - -
December 31, 2002 5,224 38,657 240 60 60,298 104,479
;&;li ns;n:res purchased by als Latvijas Naftas (5,224) 5.224
Shares purchased from the former Board members - - (90) B0 - -
Shares purchased by the Board members - - 80 {60} - -
December 31, 2003 - 43,881 210 90 60,298 104,479
322001, 5.00% 37.00% 0.145% 0.145% 57.71% 100.0%
3122002, 5.00% 37.00% 0.230% 0.060% 57.71% 100.0%
31.12.2003. - 42.00% 0.201% 0.0868% 57.71% 100.0%

a) According to the letter dated 16 July 2003, a/s Latvijas laftas Tranzits informed the Parent Company on 5,224 thousand share
transfer from the Republic of Latvia, represented by Latwian Privatization Agency, to afs Latvijas Naftas Tranzits according to the
inseparable share package instalment purchase agreement dzted 16 July 2003.

Ajs Ventspils nafta possesses own ordinary shares without woting rights that should be acquired by the members of the Board of
Directors.

All shares are authorized, issued and fully paid.

Eamings per share are calculated by dividing the net result for the peried of LVL (9,270) thousand (2002: LVL 2,729 thousand) by
weighted average number of shares during the year, adjusted oy own shares, of 104,329 thousand (2002: 104,329 thousand).

According to the decision of the shareholders of a/s Ventspils ~afta dated 30 July 2003, it has been decided to divide the 2002 net result
of LVL 2,729 thousand as follows:

a) transfer to restricted reserves LVL 1,806 thousand;
b)  remaining LVL 823 thousand distribute to dividends,

c]  in order to ensure, that there is paid dividend of LVL 0.01 per share, additionally distribute LVL 121 thousand in dividends from
other reserves.

According to Latvian Law On Financial Staternents of Companies, if the revaluation of investment in the subsidiary exceeds the paid
dividends, the difference should be fransferred to resiricled resarve.

Met result after restricted reserves and dividends is allocated 1o other reserves and used for further development of the Company,
The nominal value of each share is LVL 1.
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29. Provisions

Annual and consolidated annual report
for the year ended 31 December 2003

Group

31M2/2003  31/12/2002

Parent company

3MN22003  3112/2002

Balance at the beginning of the year.

5,698 4,568 3,607 4,568
(Decrease) of provisions for completed treatment works 2 {336) (961) (254) (961)
Release of the provision for pier purification = {3,353) - {3,353}
Increase of the provision for piers purification 162
Increase in provisions for oil products compensation fo clients - 2,091
Release of provisions for oil products compensation fo clients (2,091) -
Balance at the end cf year: BO 5,698 - 3,607

al Tl 1 October 2004 the Parent company and after the date of restructuring the subsidiary SIA Ventspils nafta terminals performs
the treatment of piers for purification from oil and oil products pollution at Ventspils port. After the reorganization, the Parent company
released the remaining balance of the provision. Given that d ring the previous years the oil and oil products have accumulated at the
piers and the subsidiary SIA Ventspils nafta terminals has tzken over the function of cil and oil product reloading terminal from a's
Ventspils nafta, thus the provision needed for purification works has been established in SIA Ventspils nafta terminals accounts under

the caption other operating expense.
b) Please see Note ¥ Other operating income/ (expense), niat.
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30. Long-term loans from credit institutions

Annual and consolidated annual report
for the year ended 31 December 2003

Laan amount Effactive inferast
Current portion: {thou ) rate (%) Maturity 31/12/2003 3N 202002
Afs Preses nams
Imonths Unibor
Loan from als Latvijas Unibanka LWL 1,985 +2.3% 01.05.2004. 715 1,273
2 months Unibor
Loan from afs Latvijas Unibanka LWL 1,643 +24% 28.02.2005, 361 361
¢ months Unibor
Loan from a/s Latvijas Unibanka LVL 165 +3.0% 02.05.2003. - 79
314 Venispils nafta terminals
AJs Latvijas Unibanka credit line Ush1.715 1.90% 17.12.2004, 928 -
TOTAL: 2,004 1,713
Loan amount t:ffective interest
Non-current: (thou.) rate (%) Maturity 311202003 3112/2002
Afs Preses nams
2 months Unibor
Loan from a/s Latvijas Unibanka LWL 1,643 +2.4% 28.02,20085. 80 451
TOTAL: 90 451

To secure the loans received, the subsidiary a's Preses nams has pledged the following assets:

- the loan in the amount of LVL 1,643 thousand has been secured by a morigage of the subsidiary's a/s Preses nams real estate
in Césis and pledge of production equipment purchased under the finance lease with the total net book value of LVL 3,287
thousand (2002; LVL 3,628 thousand) as at 31 December 2003;

- the credit line in the amount of LVL 1,985 thousand has been secured by pledging all trade accounts receivable and inventory.

Under the Agreement with a/s Unibanka, dated 18 December 2003, the bank has granted the subsidiary SIA Ventspils nafta terminals a
credit line with the total limit of USD 3,600 thousand. As a security for the aforementioned credit line, the subsidiary SIA Ventspils nafta
terminals has mortgaged its real estate located at Talsu iela 75, Ventspils,

Under the Agreement signed with a/s Hansabanka on 14 November 2003, the bank has granted the subsidiary SIA Ventspils nafta
termindls a credit line with the total limit of USD 1,800 thcusand. As a security for the aforementioned credit line, the subsidiary
SIA Ventspils nafta termindls has pledged all of its fixed assets, except for the real estate, as well as all accounts receivable and

inventories for the total amount of LVL 2,117 thousand.
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31. Financial lease liabilities

Man-current Current  Net book value
Date of Lease am>unt  Effective inferest  portion portion of lease items
maturity (thou, rate (%) {thou LVL.) {thou. LVL)  (thou. LWL}
3 months
SlA Unilizings 1501/2007 1,354 LVL  Unibor + 1.95% 488 235 1,249
3 months
SIA Unilizings 25/08/2008 693 LWL Unibor + 1,95% 439 119 BEY
3 months
SIA Unilizings 25/08/2008 487 LVL  Unibor + 1.95% 309 84 482
3 months
SiA Unilizings 251072006 4851LVL  Unibor +1.95% 202 133 471
3 months
S1& Unilizings 25/06/2005 1,034 LWL Unibor + 3.0% 88 177 758
3 maonths Rigibor
S1A Vereins Leasing 01/08/2005 158 LVL +1.95% 43 43 149
3 months Rigibor
SIA Vereins Leasing MH2/2005 BY LWL +1.95% 23 23 21
3 months Rigibor
SIA Mordea Finance Latvia a0M1/2006 210 +1.75% ] 3 8
& months
SlA Hansa Lizings 15/07/2004 3,225 UR  Eurobir + 2.9% - 128 B&Y
3 months
SlA Unilfzings 10/08/2004 263 VL Unibor + 3.0% - 45 263
Total 31M2/2003 1,597 890 4,737
Total 311212002 1,236 786 4,462
Future minimum lease payments for the above finance leases can be specified as follows:
Mon-current portion Current portion
[thousand) {thousand)
Total minimum |lease payments 1728 1,106
Less amounts representing finance charge (131) (118)
Present value of minimum lease payments 1,597 990

All lease agreements are with maturity date within five years' period.
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32, Accrued liabilities

Annual and consolidated annual report
for the year ended 31 December 2003

Group Parent company
IMM22008  3N22002 MM22003 M 22002
Accrued vacation pay reserve 328 426 25 174
Accrued expenses for transit development 244 -
Social security contributions (Mote 33) 194 227 10 116
VAT payable (Note 33) 181 110 167 -
Remuneration for work 138 99 35 567
Personal income tax (Note 33} 130 2m 13 114
Accrued insurance expense for former members of the Board K 380 77 380
Accrued bonuses and related social security contributions 72 122 3 81
Accrued electricity expenses g1 -
Accrued Rigas Licis reconstruction expenses 32 -
Real estate tax (Mote 33) 25 B 3
Matural resources tax (Note 33) 2 3 2
Accrued expense for pipeline diagnostics 237
Other accrued liabilities 278 566 ) 62
TOTAL: 1,769 3,199 384 1,499
33. Taxes
Parent company 3122003 Calculated Paid (Refunded) M1 22002
Social security contributions {10) {1,205) 1,365 (54) {116)
Personal income fax (13) (816} 1,017 {114}
Corporate income tax @ (548) (1,891} 1,343 {3,339) 3,339
Value added tax (187) (342) 628 (729) 275
Real estate tax 4 {843) 850 - (3)
Nature resource tax 10 12 - (2)
TOTAL: (734) (5,207) 5216 (4,122) 3,379

a) The calculated and paid amount includes LVL 13 thousand withholding tax,

Due to the effective Latvian tax legislation, the corporate incor e tax according to a specific calculation is paid in advance. After the year
end, when the actual tax has been calculated, corporate income tax payable or overpayment is determined.

The movement of taxes calculated/paid is prepared in accordance to Latvian legislation and the disclosure of tax movement form the

Group is not relevant,
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34, Contingent liabilities

Customs and value added tax payable

As described in Note 7, in 2002, the Customs Control Departmant performed an audit of the compliance of the transit procedure in the
subsidiary SIA LatRosTrans for the years ended 31 December 2001 and 2000. As a result, the authorities imposed customs duties
payable in respect of the excise tax and value added tax for th: year ended 31 December 2001 amounted fo LVL 883 thousand and for
the year ended 31 December 2000 — to LVL 325 thousand, The claims for additional tax paymenis were made in respect of oil product
losses based on the assumption that oil products, that the subsidiary SIA LatRosTrans has accounted as lost, have fo be treated as
subsidiary's SIA LatRosTrans own import of oil products releaszd for free circulation in accordance with Law on Customns. In accordance
with the prudence principle, the subsidiary SIA LatRosTrans hzs established a provision for the full amount of the claim in relation to the
duties related to year 2000 and 2001.

The subsidiary SIA LatRosTrans settled the duties as described above and at the same time challenged State revenue service decisions
in court. The court verdict in relation to the year 2000 was completed by the highest court institution in Latvia and was unfavorable to
the subsidiary SIA LatRosTrans. The verdict issued by the Senate is final and cannot be appealed. The subsidiary SIA LatRosTrans is
expecting a court ruling in October 2004 to determine whether the Latvian Tax Authoriies must cancel their claim for additional taxes
related to 2001. This ruling can be used to determine the appropriate tax treatment of physical losses also for the years 2002 and 2003.
The management and the Council of als Ventspils nafta and t"e subsidiary SIA LatRosTrans strongly believes that the ruling will be in
favor of the subsidiary Sl LatRosTrans and has therefore nol recorded any provisions in these financial statements in respect of such
additional taxes related to year 2002 and 2003,

Subsequently to the year end the Customs Control Department performed an audit of the compliance of the transit procedure in the
subsidiary SIA LatRosTrans for the year ended 31 December 2002. As a result, the authorities imposed customs duties payable in
respect of the excise tax and value added tax for the year ended 31 December 2002 amounted to LVL 757 thousand and LVL 305
thousand respectively and 100% penalties amounting fo LVL 1,062 thousand. The subsidiary SIA LatRosTrans seffied the duties and
related penalties as described above and at the same time has submitted claim to the State revenue service for appeal. In case if the
decision made by State revenue service will be negative to the: subsidiary SIA LatRosTrans, the subsidiary SIA LatRosTrans will initiate
the court case against State revenue service.

However, if the Supreme Court Senate ruling is unfavorable for the subsidiary SIA LatRosTrans, the subsidiary SIA LatRosTrans is
subject to liability in respect of excise tax and value added tzx arising from the losses of oil products during all years following 2001.
During the years 2002 and 2003, the actual oil product losses zmounted to 22 and 37 thousand tons, respectively. Accordingly, as at 31
December 2003, the potential additional tax liability (including 100% tax penalties) is estimated to be approximately LVL 17 million. As
described above the management and the Council of afs Venispils nafta and the subsidiary SIA LatRosTrans strongly believes that the
court ruling in relation to year 2001 will be in favor of the sutsidiary SI4 LatRosTrans and as such the positive outcome in relation to
year 2001 is sufficient not to incur tax duties related o subseuent years. Therefore the subsidiary SIA LatRosTrans has not recorded
any provisions in these financial statements in respect of such additional taxes related to year 2002 and 2003,

Commitments for capital expenditure

As at 31 December 2003, the subsidiary SIA LatRosTrans had entered into general agreements on construction works amounting to
LWL 73,784 thousand, providing that the construction works will be camied out in several stages. The subsidiary SIA LatRosTrans is
entitied to renounce the agreement prior to the commencement of the next construction stage.

Total commitments for capital expenditure under contracts in the Group as of 31 December 2003 are LVL 8,992 thousand (2002:
LWL 17,746 thousand).

Group Parent company
IMMA2003 MM22002 IMHA2003 31122002
Concludes contracts 19,808 43,991 - 10,867
Prepayments made (5,154) {12,301) . -
Finished works (5,660) (13,844) - (1.231)
TOTAL: 8,992 17,746 - 3,636

The above general agreements comprise commitments in ‘he amount of 29,475 to SIA Baltijas InZenierblve for the design and
construction of a pipeline looping. The construction is planned ‘o be carried out in several stages, and the costs for 2004 are planned for
the amount of LVL 2,868 thousand,
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34. Contingent liabilities (cont'd)

According to the Council decision as of 30 June 2004 in the nearest future the subsidiary SIA LatRosTrans will revise its long term
investment plans so that it would be able to full fill cash outilow cbligations related to the consequences in refation to excessive oil
praduct losses, if any.

On 13 August 2003 the subsidiary SIA Rigas Licis VN has signed an agreement with SIA Skonto Bdve on the reconstruction works for
hospitality building in Jurmala. According to the agreement th total value of reconstruction works amounted to LVL 3.9 million. The
agreement provides for 10% from contract value penalties payable to construction company in case of termination of the agreement. At
the end of 2003 reconstruction works have been temporary ceased with the approximate value of unfinished construction works of
LVL 3.4 million. The subsidiary SIA Rigas Licis VN has reached an agreement with SIA Skonto Bave that no penalties are due till
1 January 2005, at which date either reconstruction works should continue or new agreement with SIA Skonto Blve should be reached.

Payments to local authorities

Under the agreement between SIA Ventspils nafta termindls a1d Ventspils City Council dated 19 September 2003, on transportation of
oil and oil products via Ventspils city. and supplementary agreement thereto, dated & December 2003, SIA Ventspils nafta terminals
undertakes to transfer the following amounts to Ventspils City Council to safisfaction of the city's social infrastructure needs:

In 2004 - LWL 800 thousand plus the amount not exceeding 1% of the forecasted net tumnover of SIA Ventspils nafta termindls for the
current year,

In years 2005, 2006 and 2007: LVL 700 thousand each year, plus the not exceeding 1% of the forecasted net turnover of SIA Ventspils
nafta terminals for the current year;

Prior to the date of signing these financial statements, SIA Ventspils nafta terminals has executed payments for the year 2004, in total
amounting to LVL 400 thousand.

Litigation

The subsidiary SIA Mediju nams s involved in several litigation processes regarding slander admitted in its publications. The major are
the claim of Amolds Laksa amounting to LVL 100 thousand ard the claim of Andris Mitkus where the claimed compensation amounts to
LWL 150 thousand. The total amount of the rest of the claims i LVL 28 672,

35. Off balance sheet assets

Qil and oil products

Basing on the physical inventory counts of oil and oil products the company has 31 thousand tons of oil and 11 thousand tons of oil
products not accounted on the Company's balance sheet, Currently the company is clarifying the legal aspects for recognizing the
assets in its balance sheet. The approximate market value of the not accounted assets based on the average market prices on 11 July
2004 (356%/ton for oil products and 273%/on for oil) is LVL 10.2 million.

Afs Ventspils nafta shares

As of the date of signing this annual report the subsidiary $IA LatRosTrans held 31,200 thousand shares of als Ventspils nafta as
security for the loan issued to a significant shareholder of the Parent company. The above shares, with a nominal value of LVL 1 each,
are closed issue shares (i.e., are not publicly traded). The plecge is registered with the Latvian Enterprise Register (see also Note 25).

Tax rebate

According to the decision of the Cabinet of Ministers No. 613, Jated 30 October 2002, the subsidiary 514 LatRosTrans has been granted
a tax rebate of 40% of the planned investment value or LVL 4,166 thousand to reduce corporate income tax for the purpose of
supporting the investment projects amounting to LVL 10,415 thousand. The subsidiary SIA LatRosTrans can use the rebate against
future taxable profit, if it fulfils the above mentioned investment plan within the peried 17 July 2000 through 31 December 2004, By the
end of year 2003 the Company has completed investments according to the business plan submitted to the government institutions.

36. Political risks

In 2003, a/s Ventspils nafta and SIA Ventspils nafta termindls have operated under continuous impact of adverse external pressure,
mainly imposed by the administrative resolutions of the Russian oil piping monopoly Transneft and the Russian Federal Energy
Commission. The aforementioned resolutions were aimed at not allowing Russian oil exports via Ventspils transit corridor and directing
of as much exports as possible via Primorsk oil terminal owned by AK Transneft. Due to the aforementioned reasons no oil
transportation via pipelines has been preformed in the last yeer.
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37. Related party transactions

In providing and receiving the services from the related parties the pricing policy of the Group is the same as the transactions would
have been performed with third parties.

For the purpose of these financial statements, the entities that are part of the a/s Ventspils nafta Group, ie., SIA Ventspils nafta
terminals, SIA LatRosTrans, a/s Preses nams, SIA Mediju nams, SlA Rigas Licis VN, a's Rietumu caurulvadu sistéma, SIA under
liquidation Nafta Holdings and its associated companies SIA Mediji un Poligrafija and SIA Ventshoes, SIA Nekustamie Tpasumi VN and
its subsidiaties SIA Darflumu centrs Daugava, SIA Namserviss VN, SIA Ventspils Biznesa Centrs, SIA Maikapara nams, SIA Parventas
Sporta Centrs and SIA Lejastiezumi, are considered to be related entities of the Parent company. In addition, significant shareholders of
als Ventspils nafta i.e. a/s Latvijas naftas tranzits and its sgnificant shareholder als Ventbunkers, including its subsidiaries and
associated entities, and the state of Latvia are considered relatzd parties to the Group.

As is described in Mote 25, the subsidiary SIA LatRosTrans has issued a loan to a major shareholder of als Ventspils nafta — als
Latvijas naftas tranzits, During the reporting the subsidiary SIA LatRosTrans has recorded interest income for the als Latvijas naftas
tranzTts loan in the amount of L\ 483 thousand (2002: LVL 784 thousand).

Based on a co-operation agreement concluded between a/s Vantspils nafta, a/s Ventbunkers and SIA LatRosTrans, als Ventspils nafta
on reloading diesel fuel, revenues were generated for a/s Ventspils nafta in the amount of LVL 675 thousand (2002: LVL 143 thousand).
After restructuring on 1 Octaber 2003, the above mentioned sgreement was signed by subsidiary SIA Ventspils nafta terminals, which
generated revenue in the amount of LYL 250 thousand for the last quarter of 2003,

During the reporting year als Ventspils nafta has been charged LVL 785 thousand (2002: LVL 1,362 thousand) by a's Ventbunkers for
treatment of technological waste water. After restructuring on 1 October 2003, the subsidiary SIA Ventspils nafta terminals has been
charged LVL 136 thousand by a's Ventbunkers for treatment o technological waste water.

During the reporting period a/s Ventpils nafta has been charged LVL 841 thousand (2002: LVL 1,382 thousand) by a/s Ventbunkers for
utilisation of piers rented by als Ventbunkers, After restructurng on 1 October 2003, the subsidiary SIA Ventspils nafta terminals has
been charged LVL 137 thousand by a's Ventbunkers for utilisaion of piers rented by afs Ventbunkers.

During the year ks Ventbunkers logistika kis charged a/s Venispils nafta for railway and information services in aggregate amount of
LWL 1,352 thousand (2002: LVL 509 thousand). After restructuring on 1 October 2003, ks Ventbunkers logistika kis charged the
subsidiary SIA Ventspils nafta ferminals for railway and information services in aggregate amount of LVL 156 thousand. Accounts
payable o ks Ventbunkers logistika k/s per subsidiary's SIA Vantspils nafta terminls accounts as of 31 December 2003 amounted to
LWL 67 thousand.

During the year als Ventspils nafta has charged ks Ventspils ekspedicija logistika KS for reserving, transporting and reloading of oil and
oil products for the amount of LVL 13,390 thousand (2002: LVI. 1,150 thousand), Subsequent to the restructuring of 1 October 2003, the
above agreement has been novated by SIA Ventspils nafta te minals, and for the 4% quarter of year 2003 SIA Ventspils nafta terminals
invoiced the limited partnership Ventspils ekspedicija logistika KS for the storage, transportation and reloading of oil and oil products for
the amount of LVL 1,445 thousand.

During the year afs Ventspils nafta has been charged LVL 375 thousand (2002 LVL 451 thousand) by SIA Vats for electricity. After
restructuring on 1 October 2003, the subsidiary SIA Ventspis nafta terminals has been charged LVL 94 thousand by SIA Vats for
electricity. Accounts payable fo SIA Vats per subsidiary's SIA Ventspils nafta terminals accounts as of 31 December 2003 amounted to
LWL 30 thousand.

During the year als Ventspils nafta has been acting as interrnediary between SIA Ventspils Ekspedicija, that is a related party to a/s
Ventbunkers and one of Parent company's major clients Transoilsystems (UK) Ltd. for transportation of oil by pipeline from Polocka to
MaZeiki. The total amount of invoices received from SIA Vertspils Ekspedicija and re-charged to Transoilsystems (UK) Ltd. for 2003
amounted to LVL 5,029 (2002: LVL 5,068). The intermediary t-ansaction is not included in the Group's turnover. After restructuring on 1
October 2003, the subsidiary SIA Ventspils nafta termindls took over the intermediary functions and the total amount of invoices
received from SIA Ventspils Ekspedicija and re-charged to Transoilsystems (UK) Ltd. for last quarter of 2003 amounted to LVL 1,038
thousand. Accounts payable to SIA Ventspils Ekspedicija pe- subsidiary's SIA Ventspils nafta terminals accounts as of 31 December
2003 ameounted o LVL 560 thousand.

During the reporting year the subsidiary SIA LatRosTrans has performed transactions with SIA Ventspils ekspedicija that was a major
customer of the subsidiary SIA LatRosTrans. Accounts receivable from SIA Ventspils ekspedicija per the subsidiary SIA LatRosTrans
accounts as of 31 December 2002 amounted to LVL 1,026 trousand (2002: LVL 929 thousand). The total turnover with SIA Ventspils
ekspedicija during the reporting year was LVL 12,832 thousani (2002: LVL 16,751 thousand).

Based on the security agreement concluded between the subsidiary SIA LatRosTrans and SIA Venta (a subsidiary of als Ventbunkers),
the subsidiary SIA LatRosTrans has been charged for security services rendered by SIA Venta in the amount of LVL 830 thousand in
2003 (2002: LVL 800 thousand).
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38. Financial instruments

The main financial instruments of the Enterprise are short-lerm loans, cash and short-term deposits. The main purpose of these financial
instruments is to ensure the financing of the operations of the Enterprise. The Enterprise also deals with several other financial
instruments, which are a result of its operafions, for exampe, frade accounts receivable, other debtors, frade payables and other
payables,

Financial risks

The main financial risks related to the financial instruments of he Enterprise are credit risk, currency risk, interest rate risk and liquidity
rigk.

Credit risk

The Parent company and the Group is exposed to credit rsk through trade receivables, long-term and short-term loans and cash and
cash equivalent. The Group's cash equivalents have been invested in highly secure financial institutions. Accounts receivable of the
Parent company and the Group are stated net of the allowances for doubtful debts.

As of 31 December 2003, the subsidiary SI4 Ventspils nafta te'minals credit risk conceniration to a single customer amounted to 76% of
total trade receivables.

s of 31 December 2003, the subsidiary’s SIA LatRosTrans credit risk concentration fo a single customer amounted to 99.7% of total
frade receivables (2002: 91%).

The subsidiaries a/s Preses nams and SIA Mediju nams rmanages its credit risk by continuously assessing the credit history of
customers and assigning credit terms on individual basis. In aadition, receivable balances are monitored on an ongoing basis to ensure
that the subsidiary's a/s Preses nams and SIA Mediju nams exposure to bad debts is minimised. The subsidiary afs Preses nams and
SIA Mediju nams has no significant concentration of credi: risk with any single customer or group of customers having similar
characteristics.

Foreign currency risk
The Group's financial assets and liabilites exposed to foreign currency risk comprise cash and cash equivalents, trade receivables,
prepayments for construction, short-term loans, trade payables, long term loans payable to financial institutions and leasing companies.

The Parent company financial assets and liabilities exposed to foreign currency risk comprise of cash and cash equivalents, trade
receivables and prepayments for construction. The Parent corspany is mainly exposed fo foreign currency risk of U.S. dollars.

The subsidiary SI& LatRosTrans's financial assets and lisbilities exposed to foreign currency risk comprise of cash and cash
equivalents, trade receivables. prepayments for construction, short-term loans and trade payables. The subsidiary is mainly exposed to
foreign currency risk of U.S. dollars.

The Parent company and subsidiaries do not use any financial instruments to manage their exposure to foreign currency rigk,

Interest rafe risk

The Group is exposed to the interest rate risk, mainly through its liabilities to financial institutions and leasing companies and short term
loan issued to significant shareholder of the Parent company

Management believes that he exposure fo interest rate risk of financial assets and liabilities as of 31 December 2002 was minimal as
their deviation from their respective fair values was not significant,

Liquidity risk
As of 31 December 2003, the Group does not have significant lquidity risk, except for as described in the Note 40.
Fair value

The carrying amounts of financial assets and financial liabilit s not carried at fair value — cash, accounts receivable, other accounts
receivable, loans issued and received, frade accounts payablz and other payables are carried at amortized cost which approximate fo
their fair value.
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39, Subsequent events

In the period from February to May 2004, the subsidiary SIA Ventspils nafta terminals has purchased from als Ventspils nafta real estate
and other fixed assets, which previously have been rented and for which rent agreement matured on 31 march 2004. The following
agreements have been signed.

- On 27 February 2004 for purchase of the real estate ocated at Sunu iela 3, Ventspils at the price of LVL 39,

- On 31 March 2004 for purchase of real estate located at Dzintaru iela 90E, Ventspils for the price of LVL 35 thousand;
On 25 May 2004 for purchase of real estate located &t Talsu 75E, Ventspils for the price of LVL 6,247 thousand;

= On 25 May 2004 for purchase of fixed assets for the “ofal price of LVL 13,742 thousand.

According to the above mentioned agreements, dated 25 May 2004, for the total amount of LVL 19,988 thousand, the payments should
be started on 10 January 2006, and are repayable by 31 Marct 2014

In accordance with the agreement with a/s Venispils nafta, dated 26 May 2004, the subsidiary SIA Ventspils nafta terminals will also
have to compensate the additional advances paid transferred to the balance sheet of the subsidiary's SIA Ventspils nafta terminals,
amounting to LVL 1 523 thousand, including VAT. The payments should be started on 10 January 2006 and are repayable by 31 March
2014,

On 1 July 2004, the Council of a's Ventspils nafta passes th: resolution on increase of the share capital of subsidiary SIA Ventspils
nafta terminals by LVL 23,369 thousand, or 233,694 shares through capitalisation of the debt for the sale of fixed assets and paid
advances to SIA Ventspils nafta terminals

On 29 January 2004 and 28 April 2004 afs Latvijas Naftas Tranzits has partly repaid the loan to the subsidiary as LatRosTrans by
installments amounting to USD 1,754 thousand and USD 1,404 thousand, respectively.

Subsequently to the year end the Customs Control Department performed an audit of the compliance of the fransit procedure in the
subsidiary a/s LatRosTrans for the year ended 31 December 2002. As a result, the authorities imposed customs duties payable in
respect of the excise tax and value added tax for the year ended 31 December 2002 amounted to LVL 757 thousand and LVL 305
thousand respectively and 100% penalties amounting to LVL 1 062 thousand. The subsidiary a/s LatRosTrans settled the duties and
related penalties as described above and at the same time has submitted claim to the State revenue service for the appeal. In case if
the decision made by State revenue service will be negative o the subsidiary a/s LatRosTrans, the subsidiary a/s LatRosTrans wil
initiate the court case against State revenue service [see also Mote 34),

On 14 July 2004 the Company received the nofification frorm Customs Control Department on the inspection of transit procedure
compliance for year 2003.

In the period from 1 January 2004 to 30 June 2004, the subsidiary a/s LatRosTrans incurred losses of oil products, which exceeded the
rate for wastages agreed with the clients (0.15% of total transported volume) by approximately 11 thousand tons.

On 1 Cctober 2003, the Group company SlA Ventspils Biznesa centrs purchased the real estate at 23 Ostas iela, Ventspils. As a result
of the real estate purchase, the SIA Ventspils Biznesa centrs had value added tax receivable in the amount of LVL 671 thousand. As at
31 December 2003, the Company had recovered LVL 488 thousand of the above receivable. The outstanding amount of LVL 183
thousand was recovered on 13 April 2004,

In 2004, SIA Mediju names discontinued the issue of the newsoaper Vechemiaya Riga, and sold the copyrights thereto.

Due to the restructuring of the Group which took place at the end of 2003, the functions of SIA Nafta holdings under liquidation were
taken over by a/s Ventspils nafta. On 3 November 2003, the board of a/s Ventspils nafta resolved to exercise the pre-emptive rights of
the company and to purchase the 2% of shares held in SIA nafta holdings by Ventspils City Council, and thus becoming the sole
shareholder of the said company, to start its liquidation process. On 6 February 2004, as Ventspils nafta was registered with the
Commercial Register as a sole shareholder of SIA Nafta holcings, and on 13 February 2004 passed the resolution on commencement
of SI& Nafta holdings liquidation, which was accordingly registzred with the Commercial Register on 20 February 2004. In its letter dated
22 June 2004, a's Ventspils nafta has confirmed that after the liquidation of SIA Mafta holdings, during 2004, it will take over the
investments of SIA Nafta haldings in the associated companies SIA Mediji un Poligrafija and SIA Ventshoes at their audited book value
of LVL 66 thousand and 96 thousand, respectively, as at 31 December 2003,

Except for the above as of the last day of the reporting year through the date of signing these financial statements there have been no
significant events requiring adjustment of or disclosure in the financial statements or notes thereto.
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40. Going concem of the subsidiaries

SIA Mediju nams closed the year 2003 with the loss of LVL 1,222 thousand, and had negative cash flows from the operating activities.
Substantial losses are as well budgeted for the year 2004, In o-der to provide the required financing for S1A4 Médiju nams operations, the
said company in March and April 2004 entered the loan agreement with its major shareholder a's Ventspils nafta for the total amount of
LWL 300 thousand. The management of SIA Mediju nams belisves that with continuation of its operations, development of the existing
and establishment of new publishing issues, the cash flow in 2004 can be improved. However, the above mentioned factors require
additional sources of financing. According to the estimates o’ SIA Mediju nams management, the company would require additional
financing for its further operations. Afs Ventspils nafta, the sole: shareholder of SIA Mediju names, has confirmed in its letter of support,
that it will provide the adeguate financing to SIA Mediju nams to ensure continuation of its operations at least until 31 December 2004.

The subsidiary's SIA Ventspils nafta terminals shareholder a/s Ventspils nafta has provided a letter of financial support dated 10 June
2004, confirming that where the subsidiary SIA Ventspils naftz terminals is not able to make payments for the lease of tangible fixed
assets according to the agreed schedule, as Ventspils nafta will extend the payment term according to the situation, in order not to
cause financial liquidity issues to the subsidiary SIA Ventspils nafta terminals. Afs Ventspils nafta has also confirmed that it will provide
the subsidiary SIA Ventspils nafta terminals with additional fina-cing for continuing its operations in the foreseeable future, if necessary.

As described before the subsidiary als LatRosTrans in 2003 tas incurred substantial losses due to physical losses of oil products and
due io the decision of AK Transneft to suspend transpaortation of crude oil to Ventspils terminal through the subsidiary's als LatRosTrans
pipeline. The management and the Council of the subsidiary a/s LatRosTrans believes that the current siluation is temporary and is
taking actions aimed at renewing the delivery of crude oil to Ventspils terminal and also to reduce excessive oil product losses and
related tax consequences, Should the current situation becom: permanent and oil product losses cannot be prevented financial support
for the subsidiary a/s LatRosTrans might be needed. The subsidiary a/s LatRosTrans has obtained a guarantee from its majonty
shareholder a/s Ventspils nafta dated as of 30 June 2004 should financial support be needed for the subsidiary afs LatRosTrans to meet
its financial obligations as they fall dus.
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