	
	

	
	



INDEPENDENT AUDITORS’ REPORT

To the shareholders of AS „Talsu Mežrūpniecība”
Report on the Financial Statements
We have audited the accompanying financial statements of AS „Talsu Mežrūpniecība”. The audited financial statements on pages 5 to 18 comprise the balance sheet as of December 31, 2008, and the income statement, statement of changes in equity and cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.
Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with Law of Republic of Latvia on Annual accounts. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. Except as discussed in the paragraph below, we conducted our audit in accordance with International Standards on Auditing applicable in Latvia. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement. An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Support for qualified opinion
We did not observe the counting of the physical inventories at the beginning of the reporting period, since that date was prior signing the audit agreement with the Company. We were unable to satisfy ourselves as to inventory quantities by other audit procedures. Taking into account that opening inventory balance significantly influence operating results and cash flows for 2008, we could not assess, if there was a need to correct the opening balances for operating results and accumulated profit.  Our report on 2008 financial statements is correspondingly modified.
Qualified opinion
In our opinion, except for the effects of such adjustments, if any, as might have been determined to be necessary had we been able to satisfy ourselves as to physical inventory quantities at the beginning of the reporting period, the financial statements gives a true and fair view of Company’s financial position as of December 31, 2008 in accordance with Law of Republic of Latvia on Annual accounts.
Emphasis of matter
Without qualifying our opinion, we would like to draw your attention to the fact that the Company second year in a row is operating with major losses. For the second year the Company’s net revenues are not exceeding the cost of goods sold, and the Company has gross operating loss. In addition, as disclosed in note 21 of the financial statements, the Company has high debt concentration risk. The Company’s ability to successfully continue its operations and to ensure required liquidity depends on wood price changes, which would influence profit measures of the Company, as well as ability of the partners of the Company to settle their invoices. These financial statements do not include any adjustments related to this matter. 
Report on Management report
We have also reviewed the management report for 2008 as set out on page 4 of the attached financial statements, and have not noted any material discrepancies between the financial information presented in the management report and that of the financial statements for 2008.
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