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Are the projects co-financed by the European Regional Development Fund 

sustainable and do they promote the attainment of objectives of the European 

Regional Development Fund? 

 

Legal Basis of Audit 

1. Pursuant to Section 2 of the State Audit Office Law and audit task No. 2.4.1-

21/2014 of the Fourth Audit Department of the State Audit Office dated May 19, 

2014, and amendments to the audit task
1
, the performance audit “Are the projects 

co-financed by the European Regional Development Fund sustainable and do they 

promote the attainment of objectives of the European Regional Development 

Fund?” was carried out. 

2. The audit was performed by the head of the audit group — State Auditor Vineta 

Šņepste, State Auditor Roberts Jumiķis, State Auditors/Lawyers Daina Baha and 

Ilze Ozoliņa, and Information System Auditor Līga Nagle. 

Goal of Audit 

3. The goal of the audit was to gain assurance regarding the following: 

3.1. whether within the planning period of 2007–2013: 

3.1.1. the recipients of European Regional Development Fund financing ensured 

that no crucial changes were made to the project and the projects were 

sustainable within three (five) years after the last support financing 

payment was made
2
; 

3.1.2. the Ministry of Economics and the Investment and Development Agency of 

Latvia ensured the sufficient and effective
3 

supervision of projects financed 

by the European Regional Development Fund within three (five) years after 

the last support financing payment was made; 

3.2. whether the recipients of European Regional Development Fund financing, 

which implemented projects within the planning period of 2004–2006, 

continued their activity after the end of the supervision period 

Responsibility of State Audit Office Auditors 

4. State Audit Office auditors are responsible for the provision of a report based on 

respective, sufficient and credible audit evidences acquired during the audit. 

                                                 
1
 Amendments of 20.10.2014 to audit task No. 2.4.1-17/2014 No. 2.4.1-17/2014-gr 20.10.2014; 

Amendment of 21.01.2015 to audit task No. 2.4.1-17/2014 No. 2.4.1-17/2014-gr 21.01.2015; 

Amendment of 09.03.2015 to audit task No. 2.4.1-17/2014 No. 2.4.1-17/2014-gr 09.03.2015. 
2
 See Annex 2 for the explanation of interpretations used in the Audit Report. 

3
 Regulation (EU, EURATOM) No. 966/2012 of the European Parliament and of the Council of 

25 October 2012 on the financial rules applicable to the general budget of the Union and repealing 

Council Regulation (EC, Euratom) No. 1605/2002, Article 30. (“Effectiveness” — the attainment of the 

specific objectives set and the achievement of the intended results). 



Responsibility of the Ministry of Economics and the Investment and Development 

Agency of Latvia 

5. The Ministry of Economics and the Investment and Development Agency of Latvia 

are responsible for the observation of regulatory enactments and accuracy of the 

information provided to auditors. 

Scope of Audit 

6. The audit has been carried out according to the international audit standards 

acknowledged in the Republic of Latvia. The audit is planned and carried out so as 

to gain sufficient assurance regarding the fact whether the actions of the Ministry of 

Economics and the Investment and Development Agency of Latvia have promoted 

the attainment of objectives of the projects financed by the European Regional 

Development Fund and ensuring their sustainability. 

7. The audit has been carried out for the projects financed by the European Regional 

Development Fund, which were implemented within the planning periods of 2004–

2006 and 2007–2013. 

8. Within the planning period of 2004–2006, the projects implemented within four
4
 

activities administered by the Investment and Development Agency of Latvia in the 

facilitation of business and innovations have been verified to gain assurance whether 

the recipients of grant financing, which are implementing projects, continue to carry 

out economic activities. 

9. Within the planning period of 2007–2013, the projects implemented within four
5
 

activities/sub-activities administered by the Investment and Development Agency 

of Latvia within the framework of the Second Action Programme “Business and 

Innovations” have been verified to include the projects implemented by merchants 

in the scope of the audit. 

10. The scope of the audit includes only the activities/sub-activities of the Investment 

and Development Agency of Latvia, within the framework of which implemented 

projects can be verified and assessed — sufficient number of projects within the 

framework of a activity/sub-activity, for which the last support financing payment 

was made and the support financing was granted for investments in current assets, 

for research and experimental developments. 

11. Within the framework of the audit, the activities carried out by the recipients of 

financing and audited entities after the last financing payment was made, i.e. during 

the project supervision period, have been verified: 

11.1. by carrying out the administrative inspections of project cases included in the 

selection; 

11.2. by carrying out the analysis of data of the State Support Programme 

Information System (SSP IS) and management information system of 

European Union Structural and Cohesion Funds (EU SCF MIS) regarding the 

                                                 
4
“Investments in private infrastructure for the modernisation of production processes and products”, 

“Support for private infrastructure investments for ensuring the availability of networks of public use”, 

“Support for private infrastructure investments in the equipment of common use”, “Support for the 

development of samples and models”. 
5
 Sub-activity 2.3.2.2.1 “Support for investments in micro, small and medium enterprises in specially 

supported territories”; Sub-activity 2.1.2.2.2 “Development of new products and technologies — support 

for the introduction of new products and technologies into production”; Sub-activity 2.1.2.2.1 

“Development of new products and technologies”; Sub-activity 2.1.2.4 “High added value investments” 

(1st stage). 



deviations, discrepancies established and financial corrections performed 

during the supervision period; 

11.3. by assessing the achievement of planned indicators specified in project 

applications, comparing them to the actual indicators; 

11.4. by verifying whether the recipients of financing carry out economic activities 

after receiving support financing; 

11.5. by verifying whether the received support financing has significantly 

promoted the growth of recipients of financing; 

11.6. by visiting the recipients of financing at the place of project implementation 

to gain assurance regarding the conformity of their activities to the conditions 

of project implementation during the supervision period; 

11.7. by assessing the activities of the Ministry of Economics and the Investment 

and Development Agency of Latvia in supervising projects after the last 

support financing payment was made. 

12. Taking into account that the activities/sub-activities of the planning period of 2007–

2013 to be verified: 

12.1.  do not cover all the priorities and activities of the Second Action Programme 

“Business and Innovations”, the main conclusions will be made only at the 

level of projects, activities and sub-activities included in the scope of the 

audit; 

12.2. are implemented at several stages of project selection and at each next stage, 

assessing the deficiencies established at the previous stage, changes have 

been introduced to the selection of projects. In turn, it was possible to assess 

the impact of changes on the results of projects only in the activities/sub-

activities, in which the last support financing payment was made and the 

supervision period had started for the projects of the particular project 

selection stage. 

13. Institutions included in the scope of the audit are the Ministry of Economics and the 

Investment and Development Agency of Latvia.  

14. The audit covered the period from 01.01.2007 to 31.10.2014; the period from 

01.01.2004 was covered in relation to the projects financed by the European 

Regional Development Fund within the planning period of 2004–2006. 

15. Since the audited period included the change of the national currency of the 

Republic of Latvia from lat to euro, all the numeric values included in the audit 

report are expressed in euro, applying the exchange rate EUR 1 = LVL 0.702804. 

16. Annex 2 to the Audit Report includes the definitions, interpretations and 

abbreviations of the concepts used in the Report. 

17. During the preparation of the Audit Report, changes to the introduction of 

European Union funds in the new planning period (2014–2020) were taken into 

account, including changes to the institutions involved in the management of 

European Union funds — instead of six agencies, which fulfilled the functions of 

cooperation institutions, these functions will be further fulfilled only by the Central 

Financial and Contracting Agency; hence, recommendations, which the Ministry of 

Economics will be unable to implement within the new planning period, will be 

addressed to the leading institution with an invitation to implement them.  

  



Summary 

18. The European Regional Development Fund (hereinafter referred to as “ERDF”) 

supports the strengthening of competition and growth of innovations, constant 

creation and preservation of jobs, as well as ensuring sustainable development
6
.  

19. The financing of the Action Programme “Business and Innovations” co-financed by 

the ERDF
7
 in the amount of EUR 696.3 million is planned in order to (1) promote 

the possibilities of the science and research sector to offer new ideas; (2) stimulate 

cooperation between research and business, as well as (3) encourage the creation of 

new merchants and improve the competitiveness of existing merchants within the 

period of 2007–2013. 

20. Taking into account that EUR 497.4 million
8
 of the referred to financing would 

have to ensure the business development of supported merchants in the medium- 

and long-term, thus facilitating the development of national economy in general, 

the State Audit Office verified the activities of the supported merchants and the 

achievement of planned development indicators after receiving the last ERDF 

support financing payment in four activities/sub-activities included in the scope of 

the audit. 

At the same time, the State Audit Office assessed the sufficiency of actions of the 

Ministry of Economics and the Investment and Development Agency of Latvia in 

order to ensure that supported projects had ensured and kept ensuring contribution 

to the development of national economy. 

The State Audit Office also assessed whether in planning and implementing the 

projects of the planning period of 2007–2013, the mistakes made within the 

planning period of 2004–2006 had been eliminated. However, taking into account 

the goal of the audit, it was unable to assess all the activities/sub-activities included 

in the scope of the audit, since in one of the activities
9
, only the projects from the 

first
10

 project selection stage could be included in the selection for performing 

detailed inspections. 

                                                 
6
  Regulation (EC) No. 1080/2006 of the European Parliament and of the Council of 5 July 2006 on the 

European Regional Development Fund and repealing Regulation (EC) No. 1783/1999, Article 2. 
7
 One of two Action Programmes, by which the investments of the European Regional Development Fund 

are managed in Latvia. 
8
 The financing of EUR 198.9 million was excluded from the financing of the Action Programme 

“Business and Innovations” of EUR 696.3 million for the activity “Science, research and development”. 
9
 Activity 2.1.2.4 “High added value investments”. 

10
 There were four project selection stages in total. 



 

 

21. For the recipients of ERDF financing within the period of 2007–2013, which failed 

to achieve planned results in the amount of 100%, the level of achievement thereof 

was radically different — there are recipients of financing, which achieved at least 

75-80% of planned results, while there are recipients of financing with particularly 

weak achievements, for instance: 

21.1. the production output of the recipient of financing within three years after 

receiving the last support financing payment reached only 3.6% of the 

planned target; moreover, the recipient of financing implemented another 

three projects just as unsuccessfully, in total receiving support financing of 

EUR 4.8 million; 

21.2. in at least five of the verified projects, the net turnover of the recipient of 

financing increased; however, after receiving support financing, it did not 

ERDF support within the period of 2007–2013 in the field of business and 

innovations is not considered as ensuring the maximum impact on the development of 

national economy, since no sufficient attention is paid to ensuring the sustainability 

of supported projects —  

 out of ERDF-supported projects included in the audit selection, only in 20% of 

cases, the planned results specified in project applications were achieved; in 

68% of cases, planned results were not achieved or were achieved partially; 

while in 12% of cases, the achievement of planned results could not be assessed; 

 17% out of all ERDF-supported financing recipients included in the scope of the 

audit were liquidated or were in difficulty; these projects received support in the 

amount of EUR 3.7 million.  

In turn, the net turnover of every third recipient of financing decreased after 

receiving support financing; as a result, the State Audit Office gained no assurance 

that ERDF support would have significantly promoted the growth of supported 

merchants. 

In turn, out of the projects supported by ERDF within the period of 2004–2006 in the 

field of business and innovations, at least 30% of merchants, which received support 

of EUR 50.5 million, do not continue their activities or there are doubts regarding the 

possibilities of continuing them in the future — the recipients of financing are 

undergoing insolvency proceedings or comply with the status of a merchant in 

difficulty.  

The Ex-post assessment of the results of the planning period of 2004–2006
 
confirms 

that similarly to merchants, which have not received ERDF support, ERDF-supported 

merchants experienced the significant deterioration of financial indices during the 

crisis; therefore, it was not established that the latter would have been more resistant 

to crisis impact and, hence, more competitive. 

Hence, it is to be concluded that the deficiencies of the period of 2004–2006 had the 

tendency of recurring at the project selection stages implemented at the beginning of 

the next period, i.e. 2007–2013, gradually introducing changes to project selection 

during the planning period. 



reach even the amount of ERDF support, reaching only 25% of the received 

ERDF support within two years in one of the projects; 

21.3. one recipient of financing was paid support financing of EUR 50,553, but it 

had no net turnover at all within three years after ERDF support was paid. 

 

22. In the sub-activity “Development of new products and technologies”, the objective 

of which is to support the development of new products and technologies, the 

support financing paid until 31.10.2014 amounts to EUR 7.08 million. The 

following was established within the framework of the audit:  

22.1. 80% of the financing recipients included in the selection failed to achieve 

planned results, since they had introduced new products and technologies in 

production partially or failed to introduce them at all, despite that it was 

planned in the project application; 

22.2. 15 recipients of financing, i.e. 19% of the total number of recipients of 

financing, do not continue their activities or there are doubts regarding their 

continuation in the future;  

22.3. by assessing the activities of 31 recipients of financing, for which the 

supervision period had ended at the moment of the audit, it was established 

that for only 10% of them, all crucial indicators of economic activities had 

significantly improved, while all the performance indicators of 26% of 

financing recipients had worsened; 

22.4. there is a risk that the projects implemented within the framework of the sub-

activity will be unable to ensure positive impact in the short-term for attaining 

objectives; there are also doubts that the developed new products and 

technologies will keep their innovation potential in the long-term and will be 

improved in the future. 

23. Thus, despite that support was provided for the development of new products and 

technologies, as determined by the objective of the sub-activity, without ensuring 

further improvement of developed products or technologies and their introduction 

into production, it is impossible to promote the attainment of all the objectives 

defined in policy documents. 

24. The attainment of objectives has not been ensured in the Sub-activity “Support for 

investments tot micro, small and medium merchants in particularly supported 

territories”, in which the amount of support financing paid until 31.10.2014 is 

EUR 7.4 million and the objective of which is to facilitate the development of 

economic activities in specially supported territories and to reduce unfavourable 

differences between planning regions and territories. The following was established 

within the framework of the audit: 

24.1. 80% of the financing recipients included in the selection failed to achieve 

planned results; 

In two out of four sub-activities of the ERDF Business and Innovations Programme 

2007–2013 included in the scope of the audit, the implementation of supported projects 

was practically finished, which allows for making final conclusions on their effectiveness. 

Project inspections carried out by auditors allow for concluding that ERDF support of 

EUR 14.5 million was not used in an effective way, i.e. the used financing did not fully 

ensure the attainment of objectives determined in planning documents. 



24.2. the support financing, which was actually paid to the recipients of financing, 

amounted to 19.4% of the initially planned amount
11

; only 15% of the applied 

projects were implemented. 

24.3. 15 financing recipients, i.e. 15% of their total number, do not continue their 

activities or there are doubts regarding their continuation in the future;  

24.4. projects were implemented in 36 regions, including in 16 regions, only one 

project was implemented in each of them; and even in the regions
12

, in which 

several projects were implemented, there was no significant improvement of 

the territorial development index. 

25. As a result of the audit, the State Audit Office draws attention to the following 

reasons for the ineffective use of ERDF financing, which are referable to the 

activities/sub-activities supporting business and innovations, which are included in 

the scope of the audit. 

25.1. supervision indicators determined in planning documents at the level of 

ERDF activities/sub-activities do not characterise the objectives to be 

attained; thus, the possibility of determining indices to be achieved for the 

projects, which would support common objectives, is limited;  

25.2. in supervising the introduction of activities, the Ministry of Economics does 

not analyse the results of each project, but rather assesses the impact of the 

fund support by carrying out studies
13

; 

25.3. at the beginning of the planning period, no selection of the projects aimed at 

the sustainability of projects was ensured; 

25.4. legal acts and agreements signed with a recipient of financing do not 

unambiguously determine the recipient’s duty to attain the objective of the 

project and achieve the results promised in the project application, thus, not 

motivating the recipient of financing to ensure the sustainability and impact 

of the project. In cases, when planned indices are not achieved, LIAA asks 

the recipient of financing to provide explanations, prolongs the project 

supervision period or applies a financial correction. 

I 

 

26. During the audit, no assurance was gained regarding that the Ministry of 

Economics had carried out target activities in facilitating the attainment of 

objectives of priorities and activities determined in ERDF planning documents, 

since: 

                                                 
11

 The financing of structural funds indicated in the initial version of the appendix to the Action 

Programme “Business and Innovations” is EUR 36,480,000. 
12

 For instance, in Alūksne County in 2009 (-0.592) and 2013 (-0.682), available on: 

http://raim.gov.lv/pub/#/ (Resource retrieved on 13.03.2015). 
13

 For instance, a study was carried out in 2013, as well as the assessment of impact of the business and 

innovations support programmes and development of recommendations for the improvement of the 

support system. 

Without determining supervision indices characterising the objectives to be attained at 

the level of activities/sub-activities, no preconditions are ensured for the selection and 

implementation of sustainable projects facilitating the development of national economy, 

and the possibility of carrying out the appropriate supervision of the attainment of 

objectives is limited.  

http://raim.gov.lv/pub/#/


26.1. supervision indicators determined for ERDF activities/sub-activities are 

mostly aimed at using the available amount of fund financing and are not 

related to the objective to be attained; according to them, it is impossible to 

assess the return of the provided support, i.e. whether improvements are 

achieved by means of fund support in the relevant sector and, hence, in 

national economy in general, for instance, according to the number of 

merchants, which have received fund financing, it is impossible to assess 

whether the business with high added value is promoted; 

26.2. despite that the Ministry of Economics regularly assesses the progress of 

implementation of activities after every project selection stage and problems 

related thereto, as well as the amount of financing used within the framework 

of activities and the need to carry out its re-distribution, and introduces 

changes to project selection stages, these activities in general are not aimed at 

analysing the achievement of results planned in projects and assessing the 

attainment of objectives defined in planning documents. 

II. 

 

27. During the audit, it was established that several recipients, which had stopped their 

activities or there were doubts regarding their continuation in the future, were 

observed with the signs of an undertaking in difficulty already during the 

assessment of the project application or during project implementation, or financial 

indicators suggested significant risks of activity continuation. For instance, - 

27.1. out of seven liquidated financing recipients, at least two were observed with 

long-term gradual deterioration of financial indicators and they were 

considered to be undertakings in difficulty; 

27.2. at least three out of 12 recipients of financing, for which insolvency 

proceedings had been announced already prior to the approval of the project, 

financial indicators suggested the risk of project viability. 

28. In the activity “High added value investments”, in order for the project application 

to be approved, project applicants must plan and substantiate the added value per 

employee, which conforms to at least the minimal value determined in legal acts; 

however, the higher added value is planned and can be substantiated by the project 

applicant, the greater the possibilities of obtaining support financing are. 

29. Added value per employee during project selection is assessed only during the first 

full year after the termination of the project; therefore, without taking into account 

the specific nature of the field or any particular project, there is a risk that project 

applicants are “motivated” to plan the results, which cannot be actually achieved, 

Project selection at the beginning of the planning period was not aimed at ensuring 

the sustainability of the project — no consequence was observed in setting 

requirements for the planned impact of projects within the framework of different 

activities; during project selection, project applicants showing overly optimistic and 

unbelievable development forecasts had not been sorted out. 

 Such an approach had already caused unjustified advantages for project applicants 

over other project applicants, which planned realistic results to be achieved. 

The procedure for project selection and payment of support financing allows that 

ERDF support financing was received by the merchants, the financial indicators of 

which caused doubts regarding the continuation of activities in the future. 

 



already during the first year after receiving the last payment, since, thus, there is 

greater probability that the project is approved. 

30. A similar situation is also in other sub-activities included in the scope of the audit
14

, 

since, despite that they do not define planned results, for which points are granted 

during project selection by assessing the contribution of the project in a complex 

way, the planned impact on economic activities has a crucial significance for the 

project application to be approved. Legal acts, which govern the introduction of 

sub-activities, do not determine how important the impact on economic activities 

must be for the project application to be approved. 

31. There is a possibility that in order to ensure the approval of the project application, 

several project applicants have planned an overly optimistic increase in the net 

turnover — up to 10 times already during the first year after the termination of the 

project. By verifying the projects included in the audit selection, the applications of 

which planned increasing the net turnover several times, the result was not achieved 

in either of them. 

The aforementioned suggests that by improving selection criteria, the assessment of 

the financial position of financing recipients and obtaining certification for the 

financing recipient’s possibility of continuing economic activities, there is a 

possibility of increasing the number of sustainable projects and simultaneously 

maximising the effectiveness of use of the available support financing. 

III. 

 

32. From the legal regulation and provisions of agreements signed by the Investment 

and Development Agency of Latvia with the recipients financing, it follows that the 

Investment and Development Agency of Latvia must assess whether the recipient 

of financing respectively carries out activities provided for in the project, yet it is 

not clearly specified whether and in what amount it would be necessary to ensure 

the achievement of indicators planned in the project to confirm that no significant 

changes have occurred to the project. 

33. By carrying out inspections during the supervision period, the Investment and 

Development Agency of Latvia establishes deviations from the conditions of 

project implementation, including failure to achieve planned results; however, in 

certain cases, it occurs with a certain time delay, for instance, the recipients of 

financing, which do not carry out economic activities for more than a year, are 

established. 

34. After establishing deviations, the Investment and Development Agency of Latvia 

assesses whether failure to achieve planned results is considered as non-compliance 

and whether financial corrections must be made, it must reclaim the financing 

granted by ERDF. It is to be noted that in certain cases, the assessment of 
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 Sub-activities: 2.1.2.2.1, 2.1.2.2.2 and 2.3.2.2.1. 

The findings of the inspections carried out by auditors suggest that legal regulation and 

the actual actions of the Investment and Development Agency of Latvia in verifying the 

achievement of project results ensures no preconditions for the recipients of ERDF 

support financing to implement projects in an effective way. 

As a result, the recipients of financing perceive the promises made in project 

applications only as a necessary “formality” for the approval of the application, rather 

than as undertaking to achieve promised results. 



deviations due to limited human resources occurs for a long period — longer than 

one year. 

35. However, none of the projects included in the selection was identified with a case 

when financial corrections would be made due to failure to achieve planned results 

regardless of the planned level of achievement of planned results. 

Financial corrections are applied in cases such as the partial or full discontinuation 

of financing recipient’s economic activities, while the support financing paid in 

cases of insolvency announcement is recovered by pursuing a creditor’s claim. 

36. The achievement of planned indicators in the verified activities/sub-activities has 

particularly great significance for national economy, since during project 

implementation, the recipients of financing mostly purchase foreign technologies 

and equipment, “heating” the economies of other countries, and only by 

commencing production, is it possible to ensure the resolving of problems 

determined in planning documents and attainment of objectives. 

37. Without drawing necessary attention to the need of achieving planned results, the 

liability of recipients of financing for the conformity of information specified in 

project applications to the actual situation is not promoted, as a result of which the 

recipients of financing perceive the results planned in project applications as a 

selection criterion for the approval of the application, rather than as an undertaking 

to use the paid support financing in an effective way, attaining own objectives of 

the project and promoting the attainment of objectives determined in planning 

documents, as well as positively affecting the development of national economy. 

38. As a result of the audit, 11 recommendations have been provided and the 

implementation of these recommendations will promote the impact of projects 

supported during the ERDF period of 2014–2020 on the development of national 

economy in general. It will be implemented: 

38.1. by improving legal regulation, including providing for the financing 

recipient’s duty to achieve planned results and ensure clear delegation to the 

administration authority to assess failure to achieve the results; 

38.2. by improving the project selection process, eliminating unjustified advantages 

to the merchants, which have submitted unrealistic forecasts, and ensuring the 

selection of sustainable projects; 

38.3. by promoting the cost-effective operation of the administrative authority in 

the future, obtaining and “processing” information from the recipients of 

financing, as well as using it in the assessment of achieved results and making 

appropriate decisions. 

 


