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Borenius
Baltic Law unto itself

Times have been hard in the Baltics since the crash
last Autumn. However, there’s plenty of evidence
to suggest the good times will soon return to the
three independent Baltic States and Finland. We
conference called business law specialists working
for Borenius Group, the most trusted practice in
the FennoBaltic region to canvass their thoughts
on the subject.
The results were rather encouraging. ..

1. Does business law differ greatly
between the Baltic States?

Peeter Kutman - Estonia: Although there
are a lot of differences in details, in general the
three legal systems are still based on similar prin-
ciples due to having gone through the harmonisa-
tion process within the EU.

Dalia Foigt - Lithuania: Lithuania, Latvia,
Estonia stem from the legal traditions of Conti-
nental Europe and are in accordance with the EU’s
acquis communautaire. So, the main principles of
business law in three Baltic States are the same.
Of course, certain differences exist in the particu-
lar fields of business law, e.g. company law, bank-
ruptey law could be found.

leva Azanda - Latvia:

That is rather hard to compare since lawyers are
normally trained and allowed to practise in a spe-
cific country. Overall, however, the Baltic coun-
tries have implemented most of the EU
requirements affecting the way business is done
and the overall business law framework. The
Baltic countries are borrowing from similar his-
torical foundations of their legal systems.

That said, it should not be automatically be as-
sumed that what can be accomplished legally in
one of the Baltic states automatically transforms
also to the others. While the general principles are
rather similar, there are always small technical de-
tails distinguishing the solutions.
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Ari Kaarakainen - Finland: Regulation
concerning real estate, tax legislation and insol-
vency law vary a great deal from country to coun-
try. However, the Baltic countries have been very
rapidly implementing the EU legislation which
has lead to harmonisation of business law.

2. Do the laws here vary much from
what our readers are used to in
Western Europe?

PK: The laws don’t vary substantively because
we were in a situation to establish our new legal
system within a very short time and did not have
time to “reinvent the wheel”. Therefore our leg-
islators have borrowed a lot of Western experience
as a model, drafted and implemented the laws to
suit the local context in order to build up our own
system.

For example, Estonian private law, including

real estate law, as well as company law is based on
and similar to the principles of German law. How-
ever, one can still notice differences in general
business ethics - although the development in
business ethics has undergone wide-ranging im-
provements in Estonia, the difference between
Nordic and Western climate is still visible.
DF: Due to the very rapid and complex transfor-
mation from soviet laws based on planning econ-
omy and state ownership to the western style laws
based on market economy and private ownership
our laws are more balanced and modern compare
this the laws of Western Europe.

The problem is that the legal culture, law en-
forcement and practise are very much behind
those in Western Europe. E.g. Lithuanian busi-
nessmen are not used to consulting lawyers be-
forehand. Instead they come to them when the
problem has become huge and almost impossible
to solve!

IA: Most of the law is harmonised with the EU

requirements, so, again,
technically it should be
similar to Western Euro-
pean countries. From the
“user” perspective, how-
ever, it has to be noted that
many changes take place
rapidly and are not always
accompanied by a proper
prior discussion and evalua-
tion of the effects.
Therefore, the main differ-
ence from the Western European
approach is that Business has to fol-
low very closely what happens to leg-
islation in the particular area.
AK: There are still differences compared
to the Western legal environment. In my expe-
rience at least insolvency legislation and the reg-
ulation governing ownership of land differ a great
deal compared to the regulation in Western Eu-
rope.

3. Your company is at the sharp end of
inward investment into the region.
How has the recent downturn affected
business in the region - both new and
existing?

PK: In recent years, our firm has been kept very
active and busy in the local M&A market. The be-
ginning 0f 2009 has been very quiet in this market
as sellers expectations have not yet “come down”
and the buyers are waiting for changes in prices.
The trend for 2009 suggests that there will be more
transactions from strategic investors and also more
mergers between competitors.

However, as bank finance is still very limited
the opportunities are increasing for private equity
companies to be more competitive.

DF: Sectors like the automotive industry, con-
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struction, real estate and transport have been af-
fected most by the crisis. Pharmaceuticals, agri-
culture, and the food industry less so. Sales and
revenues dropped by up to 30 —40 %, investments
are frozen mainly due to the changing policy of
the banks to lend to business as well as to private
individuals.

Companies have adopted the strategy of cut-
ting costs by dispensing with employees, and re-
ducing salaries. The number of insolvencies and
bankruptcies has increased dramatically
IA: The region has specific segments which have
been hit hardest in the downturn. Primarily that
concerned the real estate market, both primary in-
volving construction and the secondary, involving
sale and lease of both business premises and resi-
dential property.

In addition, the financial sector is reporting
losses for the second quarter of 2009, mostly
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caused by aggressive lending during the boom
years. That said, there are also segments of the
economy showing slow signs of recovery - for ex-
ample, forestry and the timber industry, which is

one of Latvia’s primary exports.
AK: We have seen a substantial drop in new pri-
vate equity investments, real estate invest-
ments and financing deals in the region.
On the other hand, we expect to gain
some finance-related restructuring
work and insolvency work in the

near future.

4. What type of com-
panies have you
been dealing with re-
cently and has their
mood been wary or
bullish?

PK: In recent years the
majority of M&A assign-
ments came from foreign
firms/investors — both fi-
nancial and strategic. Today,
with few exceptions like
EBRD (European Bank for
Reconstruction and Develop-
ment), most of the deals we have
been involved in are between local
players.

There are also some examples and
signs of the strategic investors buying local
companies to gain larger market share but not
many of such transactions are signed or closed yet.
It is clear that for 2009 and probably even longer

the markets remain turbulent.
DF: Among our clients are very different types of
companies — from multinational large enterprises
(MNESs), to banks and to small local family busi-
nesses. A great majority of them are very much
concerned about the business downturn, huge
problems of payment of invoices, and disputes of

different kinds.

Some companies use the momentum and proj-
ect decent investments, create new products, serv-
ices, new lines of business, restructure their
business internally.

IA: Liepa, Skopina/Borenius has always had
many different types of clients. The generally ten-
dency has been much less transaction work and
much more restructuring, debt collection and dis-
pute resolution work. We recently advised Nedela
S.A. during the acquisition of AS Diena and “Di-
enas Bizness”, one of the most influential Latvian
newspapers.

With regards to the general mood of the compa-

nies, it has to be noted that it generally depends on
the business sector they are in. Some companies
are taking advantage of the cheap assets on the
market, some are more cautious and others are de-
fending themselves from creditors trying to sur-
vive.

AK: In the past we have been dealing from
Finland with commercial banks, private equity in-
vestors and real estate investors having business
in the Baltic Region. All of these clients are cur-
rently very cautious in relation to the region.

5. What incentives are there in terms of
atiracting new business into the
region?

PK: Lot of companies are put on sale or need extra
equity capital but only a few investors are around
who have money to invest. The main subject re-
mains to be the pricing as it is very difficult to pre-
dict the future and therefore also “what is the right
price” as the expectations of sellers and buyers are
still different.

However, many investors still believe that

2009/2010 could be one of the best years to invest
in the region, provided that one selects investments
carefully.
DF: Lithuania’s proximity to the markets of the
CIS and the EU, the country’s excellent infra-
structure (EU recognized Lithuania as a prime
transport centre in the region), competitive living
and operating costs and a highly skilled workforce
offer great opportunities to foreign investors.

Investment laws conform to EU standards.
Leading business sectors at the moment are: com-
puter software and hardware, energy and power
generation, pollution control, environmental serv-
ices, building materials, and the agricultural sector.
IA: The biggest incentive could be the fact that the
labour costs have now reached a reasonably low
level. Also, the new government in place could po-
tentially be more open and understanding towards
foreign investors wishing to commence business
in the region.

6. How was news of the IMF’s recent
€7.5 billion bailout received by
investors?

IA: 1t is hard to comment on the overall investor
sentiment. Judging from the exchange indices of
the Scandinavian banks having presence in the re-
gion, most of the times the news about further IMF
involvement were received with positive reaction;
any news of the government not being able to ful-
fil the requirements of IMF with negative down-
turn. >

Summer 09 35

Baltics




& B
b= | G
i - !
i . .
i = .
. | " .
i i = T .
| . Gt o B e, __.-'"
| - T i
X | L]
e e Lo .—. 1ra i
- L]
/ Wi i
= s
ro— = )
ims It
¥ L |
| o sl
s i AerE , 'F.' To—
T ] =l
‘_j: - = rI e
. R —_ - il "
; et (i g |
47 pramasr IE - 3 § . P
== : LT S

7.The IMF believes recovery for the re-
gion will kick in next year. What ad-
vice would you give to investors
looking at moving in on the Baltics?

PK: Most of the companies in the region proba-
bly have gone through restructuring, mergers, and
re-financing. Many shareholders have been
forced to sell their shareholding. Therefore while
making deals in the region, the key words and
main principles should be:
o careful due diligence of the target;
« guarantees from the banks to be issued or
« retention amounts to be retained by the sellers as
often the sellers’ financial background does not
cover the risks related to the target and their rep-
resentations and warranties could be worthless;
There is not a market practice in times like
these — everything is market practice!
DF: Do not miss the momentum! Lithuania ex-
pects to receive approximately 12,5 billion EUR in
EU Structural, Cohesion and other funds in the pe-
riod of 2007 — 2013 to implement infrastructural
projects.

Major infrastructure projects currently pend-
ing or underway include: decommissioning of Ig-
nalina nuclear power plant, construction of
Visaginas nuclear power plant, construction of
electrical power lines to Poland and Sweden, con-
struction of Via Baltica highway and Rail Baltica
line to connect the Baltic countries to the rest of
Europe, expanding and modernizing the Klaipeda
sea port facilities, building a natural gas storage
facility, and construction of an LNG terminal.

Consulting a local lawyer and conduct due dili-
gence of potential business partner is always ad-
visable.

IA: Judging from the news coming from the real
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estate market, it is showing some fragile stabilisa-
tion signs. This autumn should reveal what influ-
ence the drastic budget cuts the government of
Latvia had to take in the beginning of the summer
will have.

However, the overall situation seems that be
that if any of the potential investors were waiting
not to “catch a falling knife”, the time to stop wait-
ing could be rather close.

8. Finally, what sets you apart from
other business solution providers in the
region - what would our readers gain
from employing your services?

PK: The mission of Borenius Group is to provide
a full range of tailored business and corporate law
services in the Baltic region and Finland. Our
clients have benefited through easy access to
Fenno-Baltic know-how and integrated standards
of legal assistance.

DF: All the top legal firms provide excellent pro-
fessional service. Borenius Group law firms
strongly believe that an idea—driven approach
brings clients added value. We are not purely serv-
ice providers, but aim to provide ideas that open
new opportunities for clients to explore.

IA: Our main values are responsiveness, effi-
ciency and speed of reaction to the requests and
needs of the clients. We are accessible and at the
same time providing quality services within a very
short time frame.

AK: Borenius Group is a transaction oriented firm
active in all the three Baltic countries and Finland
having in each of the countries a top-tier business
law practice. Therefore, we are very well posi-
tioned to advice in any transactions which have
connections to all or some of these countries.

Ifthe customer so wishes, we can provide one con-
tact person within any of the four Borenius offices
and he or she can manage the whole transaction or
other assignment in each of the countries. This
means, among others, that the customer will re-
ceive only one joint invoice from all the Borenius
Group offices. m

Borenius Group is the alliance of law
firms Borenius & Kemppinen in Finland,
Luiga Mody Hé&dl Borenius in Estonia,
Liepa Skopina / Borenius in Latvia and
Foigt & partners / Regija Borenius in
Lithuania.

Borenius Group provides easy and
reliable access to seamless full-scale
business law advice covering the
whole Fenno-Baltic region. Borenius
Group firms are known by their cre-
ative approach to business law which
- in addition to solving problems - also
tends to find new business opportuni-
ties.

The member firms of Borenius Group
are independent and separate legal
entities practising advocacy on their
own account and following their re-
spective local Bar rules.

www.boreniusgroup.com
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