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Why and how this investigation was conducted 

Dear Members of the Saeima committees for Sustainable Development, for the National 

Economy, Agrarian, Environmental and Regional Policy, on Budget and Finance (Taxation) 

and for Public Expenditure and Audit,  

Dear Representatives of the Government, 

When conducting a financial audit of the Consolidated annual financial statement of the 

Republic of Latvia for 2021 on the state budget outturn and municipal budgets, the State Audit 

Office assesses the activities related to the drafting and implementation of the Recovery and 

Resilience Facility (hereinafter – RRF) plan as significant in scope and nature.  

As a Member State of the European Union (hereinafter - the EU), Latvia enjoys the rights to which 

the Member States are entitled to in full by receiving certain amounts of financial resources from the 

EU budget for the implementation of various investment projects. To help curb the economic and 

social damage caused by the COVID-19 pandemic and to help make the transition to a modern, 

sustainable, green and digital1 Europe, the EU’s long-term budget for 2021-2027 stipulates a new 

temporary instrument for funding - the European Recovery and Resilience Facility - 

NextGenerationEU (hereinafter - NGEU) with a fund of 750 billion euros2. The RRF is a new budget 

instrument managed centrally by the European Commission (EC), which provides the bulk of the 

NGEU’s funds – 672.5 billion euros3. 

Support from the RRF will take the form of grants4, and loans5 if requested by a Member State. The 

Member States will be able to spend RRF funding for the implementation of reforms or investment 

projects from 1 February 2020 (with retroactive effect) to 31 August 20266. The amount of the RRF 

grant component allocated to Latvia is 1.82 billion euros7 while the indicative amount of loans 

available is around 2 billion euros8. 

In order to receive funding, each EU Member State had to draft and submit to the EC for approval a 

reform and investment plan (hereinafter referred to as the RRP), including planned reforms and 

investments, as well as achievable goals, in accordance with the reform and investment criteria set in 

the regulation on the RRF9 and taking into account recommendations made in the context of the 

European Semester10.   

As the implementation of the RRP has a positive impact on the development of the economy of Latvia, 

but decision-makers and those involved in the investment planning and implementation process must 

also anticipate significant risks and challenges, the State Audit Office has elaborated this investigation 

report summarizing comprehensive information (facts) on the drafting process of Latvia’s RRP, its 

content, the financing intended for the implementation of the measures included in the plan, including 

impact on the state budget. This report also summarizes information on the control measures for the 

implementation of  Latvia’s RRP and the risks associated with its implementation. This investigation 

report does not analyse the reforms and investments included in the RRP or the feasibility of the 

required response and spending contained therein. 

The State Audit Office hands over the investigation report to you and expects you to monitor the 

implementation of Latvia’s RRP and to, within your capacity, invite the responsible authorities to 
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report regularly on progress made in the implementation of the RRP in orderto address the risks and 

challenges identified in the investigation report. 

Taking into account the significant financial resources of the RRF, which will flow into Latvia’s 

economy and for the relevant acquisition of which the ministries will be responsible, the State Audit 

Office plans to start audits on the implementation of the reforms and investments included in Latvia’s 

RRP11 in 2022. 

 

Summary: what challenges do we face in drafting and implementing 

Latvia’s RRP? 

A new long-term programming period began in Latvia and the EU in 2021, and Latvia needed a clear, 

balanced, thorough, and well-founded vision on its national development to achieve the improvement 

of the quality of life of society, as  a substantial amount of EU and state budget funds is be invested 

in the implementation of this vision over the next seven years. Therefore, there was a medium-term 

development planning document adopted on 2 July 2020 in Latvia, that is, the National Development 

Plan of Latvia for 2021–2027 (hereinafter - NDP2027)12. NDP2027 was developed with broad public 

participation by covering all regions of Latvia, and its strategic environmental impact assessment has 

been performed. During the elaboration of NDP2027, discussions took place among MPs and experts 

in the Saeima Committee for Sustainable Development, other Saeima Standing Committees and 

various fora on NDP2027 priorities, sectoral analysis and their development perspectives. 

In turn, the development of the current EU long-term budget for 2021-2027 began in 2018 and it was 

approved on 17 December 202013. Yet, while drafting the budget (May 2020), in response to the 

COVID-19 pandemic, a proposal was made for a new recovery instrument, the NGEU of 750 billion 

euros, wherefrom the majority of NGEU funds of 672.5 billion euros, was intended for grants and 

loans to the Member States under a new, centrally managed EC budget instrument for the RRF to 

help address the economic and social damage caused by the COVID-19 pandemic and to make the 

transition to a modern and sustainable Europe. Therefore, when planning NDP2027 activities and 

resources for their financing, the planned EU funding available to Latvia in 2021–2027 was taken 

into account whereas RRF funding for NDP2027 activities was not planned. 

Latvia drafted its RRP on 27 April 2021 and submitted it to the EC on 30 April 2021. In general, 

Latvia’s RRP includes 85 measures (24 reforms, 61 investments) with a specific required response in 

each component and a total funding of 1.82 billion euros14. Although the EC has assessed 10 out of 

11 criteria of Latvia’s RRP with the highest rating A and only one criteria under the criterion cost 

justification was scored B, several questions arose regarding the drafting and implementation of 

Latvia’s RRP during the investigation, the answers to which are crucial especially for decision-

makers and those involved in the investment planning and implementation process. 
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Are we satisfied that we base our public investment planning on political choices rather 

than on social and economic benefit analysis? 

The development of Latvia’s RRP started in August 2020: 1) The Coalition Council adopted decisions 

at the political level on the six components of Latvia’s RRP (climate change and environmental 

sustainability, reduction of inequality, digital transformation, economic transformation and 

productivity, health, rule of law) and the percentage distribution of funding among the components; 

2) further development of Latvia’s RRP was coordinated by the Ministry of Finance and organized 

at the government level in six thematic working groups, developing a vision for the reforms and 

investments to be included in Latvia’s RRP and stipulating that the line ministries were responsible 

for selecting reforms and investments for inclusion in Latvia’s RRP15 by 15 January 2021. 

The social and co-operation partners, as well as the rest of society, were also involved in the 

development of Latvia’s RRP. However, dissatisfaction and criticism expressed by the social and co-

operation partners indicate a delayed, fragmented and insufficient involvement of these partners, as 

well as the lack of an integrated approach to gain confidence that all available financial resources will 

contribute to the NDP2027 objectives.  

The expert group of the Fiscal Discipline Council and Latvia’s Productivity Council generally praised 

the work of the Ministry of Finance, noting that Latvia’s RRP was drafted in difficult circumstances 

and the procedure for developing the plan was democratic - with broad involvement of social partners. 

At the same time, experts have pointed to the following shortcomings: 1) Latvia’s RRP is fragmented 

and based  strongly on a sectoral approach; 2) a closer link between Latvia’s RRP and other national 

planning documents is required, especially with NDP2027; 3) Latvia’s RRP lacks the ambition of a 

“top goal” that would have a significant impact on the sustainable economic and social development 

of the country, as well as on each component separately. 

In the process of elaborating Latvia’s RRP, the initial reform and investment proposals submitted by 

the ministries amounted to more than 7.5 billion euros16 , which significantly exceeded the amount of 

RRF funding intended for Latvia. In such circumstances, when the demand for investments 

significantly exceeds opportunities, transparency and traceability of the investment planning process 

assures critical preconditions for supporting the most important investment projects (to achieve the 

objectives of the NDP2027). However, the facts gathered during the investigation show that the 

process of selecting reform and investment proposals for inclusion in Latvia’s RRP was not 

transparent and traceable because there is no documented justification that any of the submitted 

reform and investment proposals was more appropriate for inclusion in Latvia’s RRP and its 

impossible to determine whether the funds are allocated to those projects that meet the national 

development priority needs.   

Due to the limited financial resources available for public development expenditure, it is essential 

that their planning and use be as efficient and transparent as possible and that they serve as a tool for 
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national development. Therefore, the issue of development expenditure has been relevant in several 

audits where we have reached similar conclusions regarding the public investment planning process: 

1) “the process of evaluating applications for priority measures and selecting eligible measures is not 

transparent, as 40% of all supported measures (worth 66 million euros) are those which have not been 

made in the procedure for the submission of proposals for priority measures provided for by law”17; 

2) “There is no management system for large public investment projects in Latvia, including 

purposeful, systemic planning of public investment expenditures, which would ensure that funds are 

first allocated to those projects that meet the priority development needs of the country”18. It is 

possible that the lack of integrated investment planning, without a vision of how all available financial 

resources (EU funds and other foreign financial instruments, basic and development state budget 

expenditures) will contribute to the implementation of the National Development Plan, is one of the 

reasons for the conclusion in the recent ex-post evaluation of the implementation of the National 

Development Plan 2014-2020 that “only slightly more than a third of the targets set have been fully 

met, [..] Some of the targets have not been adequately funded”19.  

 

Are we aware what the impact on the state and municipal budgets will be if the interim 

indicators and targets of the reforms and investments envisaged in Latvia’s RRP are not 

achieved 100%? 

  

One intends to implement Latvia’s RRP in the period until 2026. Effective administration, control, 

and supervision of Latvia’s RRP is essential for its successful implementation. This is even more 

important because the conditions for disbursement of RRF funds to Member States differ from other 

EU funds. The disbursements of RRF funds are envisaged when the interim indicators and targets for 

specific reforms set out in the RRPs that the Member States have committed to meet are actually met, 

and not disbursed for investments made, as is the case with other EU funds. 

Failure to meet interim indicators and targets for reforms and investment in Latvia’s RRP, i.e., if they 

are not achieved 100%, will have great consequences - the funds spent on the implementation of those 

reforms and investments will have to be covered from state or municipal budgets, as the RRF shall 

not finance them20.  

 

  



 

 

7 

R E C O V E R Y  A N D  R E S I L I E N C E  P L A N  

Are we aware of the additional impact on the state and municipal budgets that the 

implementation of the reforms and investments envisaged in Latvia’s RRP will have? 

The expert group of the Fiscal Discipline Council and Latvia’s Productivity Council forecasts that 

the implementation of Latvia’s RRP from 2022 to 2026 could increase budget revenues by more than 

500 million euros, reduce the investment gap by at least 25-30% over the next five years and increase 

productivity by 3.5% per year from 2022 to 202921.  

However, the implementation of Latvia’s RRP also causes costs to the state budget of at least 32.3 

million euros. Although the RRF funds from the EU are received as EU grants and the implementation 

of the projects included in the RRP does not require state co-financing22, the implementation of 

Latvia’s RRP will result in costs that will not be covered from RRF funds following the scope of 

Regulation (EU) 2021/241 of the European Parliament and of the Council establishing a Recovery 

and Resilience Facility (hereinafter - the RRF Regulation) and according to the information provided 

by the Ministry of Finance.23 Such costs include costs of administration, control and monitoring of 

Latvia’s RRP (including adjustment and maintenance of the Cohesion Policy Fund Administration 

Information System), VAT and other expenditures such as translation and publicity expenditures. 

Although there are cases when VAT is covered from private funds or is recoverable (depending on 

the project implementer)24, VAT shall be covered from the state budget for some of the measures of 

Latvia’s RRP25. Information on VAT costs and potential impact on the state budget is not known, and 

ministries and the State Chancellery must reserve these expenses by preparing and submitting relevant 

legislation to the Cabinet of Ministers for specific reform and investment projects in Latvia’s RRP 

according to the information provided by the Ministry of Finance. 

Sanctions for breaches of sound economic governance26, the quality of implementation of measures 

and project management, overlapping project implementation27, inaccurately planned reform and 

investment costs28, as well as the current tense international situation, etc. might have an adverse 

effect on the state budget.  

Since 1 May 2004, Latvia as a full-fledged EU Member State enjoys all the rights of the Member 

States, while undertaking certain responsibilities at the same time. Latvia’s net balance amounted to 

1 billion euros in 2020; it means that Latvia receives more funds from the EU budget than it pays into 

it. In 2020, Latvia paid 323.5 million euros to the EU general budget but the country received 1 323.5 

million euros29 during the year under various programs. 

Expenditure in the EU budget is planned according to a multiannual financial framework (MFF), 

known as the financial framework (formerly the financial perspective). EU long-term budgetary 

regulation for 2021-2027 was adopted on 17 December 202030. The EU’s long-term budget for 2021-

2027 of 2.018 trillion euros31 is the largest to date, which includes the temporary recovery 
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instrument (NGEU) in the amount of 750 billion euros introduced in parallel apart from the EU’s 

own resources (see Table 1). 

Table 1 

The EU 2021-2027 long-term budget by expenditure categories and funding sources (BEUR) 

Expenditure categories /source of funding  MFF NGEU TOTAL 

Single market, innovation and digitalisation  149.5 11.5 161.0 

Cohesion, resilience and values  426.7 776.5 1203.2 

Natural resources and environment  401.0 18.9 419.9 

Migration and border management  25.7  25.7 

Security and defence  14.9  14.9 

Neighbourhood and the world  110.6  110.6 

European public administration  82.5  82.5 

TOTAL 

(expressed at 2018 prices)                                                                                                                                    

 1210.9 

1074.3 

806.9 

750.0 

2017.8 

1824.3 

The NGEU funds of the temporary recovery instrument will be32,33 invested in several programs 

(instruments) under the EU 2021-2027 long-term budget and will be earmarked for EU Member 

States and beneficiaries as grants and loans (see Table 2). 

Table 2 

Temporary Recovery Facility NGEU resources as per funds and programs (BEUR) 

 
At 2018 

prices  

Actual prices 

as of Nov 

2020.3435 

Recovery and Resilience Facility 672.5 723.8 

including grants 312.5 338 

incl. loans 360 385.8 

REACT EU 47.5 50.6 

European Agricultural Fund for Rural 

Development 

7.5 8.1 

Just Transition Fund 10 10.9 

Programs InvestEU 5.6 6.1 

RescEU 1.9 2 

Horizon Europe 5.0 5.4 
TOTAL 750.0 806.9 

  

/Prices in 2018 (in MEUR); Actual prices (in MEUR);  REACT EU, EAFRD, Just Transition Fund/ 

Figure 1. Funding available to Latvia from NGEU 2021–2027 (excluding RRF)36, 37 by funds and programs. 
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451.1 MEUR 

487.1 MEUR 

Total 
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RRF policy areas (pillars) 

 

Latvia has not earmarked funding in InvestEU, RescEU and Horizon Europe programs, as their 

regulation does not provide for the distribution of funding among countries or regions. Additional 

funding is available for those programs under the NGEU, but is not earmarked at the national level38. 

Most of the NGEU funds, 672.5 billion euros will be spent through the Recovery and Resilience 

Facility program. It should be noted that the Member States could use the funding from the Recovery 

and Resilience Facility to implement reform or investment projects from 1 February 2020 (with 

retroactive effect) to 31 August 202639. Funding is provided for six policy areas (pillars) of European 

interest40 with the aim of promoting economic, social and territorial cohesion in the EU (See Figure 

2). 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

Figure 2. RRF policy areas (pillars) and objectives. 

The Recovery and Resilience Facility is a new, centrally managed EC budget instrument in the EU’s 

long-term budget for 2021-202741 where the EC directly monitors its implementation. The amount of 

RRF funds currently available to Latvia is 1.82 billion euros42. The final calculation of the amount of 

RRF funds available to each EU Member State will be made by the EC by 30 June 202243. 
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In order to receive financial support from the RRF, each Member State must draft a reform and 

investment plan (RRP), which the EC assesses and the European Council (hereinafter - the Council) 

approves. 

See Annex 1 of the Investigation report for a more detailed description of the EU budget for 2021-

2027 (MFF and temporary recovery instrument NGEU, Recovery and Resilience Facility and RRP). 
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