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This article provides a brief look at the situation in the field of telecommunications in Latvia, focusing on the analysis of financial reports from telecommunications organizations and on forecasting their operations. The Latvian public telecommunications network operator Lattelekom is used as an example.

The successful development of Latvia's economy cannot be imagined without modern telecommunications. Only the broader use of communications resources that conform to modern-day requirements allows for faster and more precise business transactions, and this has a key influence on GDP growth in the country.
The coalition-based Cabinet of Ministers that was formed in Latvia in 1998, taking into account the long-term development prospects of Latvia and the situation that exists in the country today, have declared the following goals with respect to the telecommunications market:
• Liberalization of the market in the year 2002, when the monopoly of SIA Lattelekom will end; TULKS: VISUR CITUR GAN IR TEIKTS, KA MONOPOLS BEIGSIES 2003. GADĀ
• Attraction of foreign investments and international aid;
• Upgrading of the privatization principles applied to the country's large enterprises.
In order to ensure the development of telecommunications and the attraction of investments, it is necessary to analyze these principles in a systematic way. Such an analysis is of interest to creditors, investors and, of course, potential competitors in the Latvian telecommunications market - companies that are now looking at opportunities to work in the Baltic region.
Telecommunications are an important segment of the Latvian economy. Modernization is proceeding at a constant pace, with analogue lines being replaced with more progressive digital lines. An increasing range of new services is being made available. The number of telephone lines per 100 residents has also increased steadily (Table 1). 

Table 1. Telephone lines per 100 residents in the Baltic States
PRIVATE
 
<small>1993 </small>
<small>1994 </small>
<small>1995 </small>
<small>1996 </small>
<small>1997 </small>
<small>1998 </small>
<small>1999</small>

<small>Latvia </small>
<small>25.4 </small>
<small>26.4 </small>
<small>28.1 </small>
<small>29.7 </small>
<small>29.8 </small>
<small>31.1 </small>
<small>31.7</small>

<small>Lithuania </small>
<small>22.1 </small>
<small>23.1 </small>
<small>24.5 </small>
<small>25.4 </small>
<small>26.8 </small>
<small>28.3 </small>
<small>31.4</small>

<small>Estonia </small>
<small>23.0 </small>
<small>23.4 </small>
<small>24.5 </small>
<small>27.6 </small>
<small>29.8 </small>
<small>32.0 </small>
<small>34.0</small>

Since 1994, when an agreement was concluded between Tilts Communications, the Latvian government and SIA Lattelekom, telecommunications technologies that are used in Latvia have been modernized very quickly, and this has served to alter the range of services available in Latvia and the Baltic States very radically. Mobile network operators have taken over a significant share of the overall service market, as have Internet service providers, pager companies and cable television firms.
At the same time, however, the number of mobile telephones per 100 residents in Latvia, for example, lags far behind the level in many other European countries (Table 2). 

Table 2. Mobile telephone clients per 100 residents (1998) 
PRIVATE
<small>Finland </small>
<small>50.1</small>

<small>Sweden </small>
<small>44.5</small>

<small>Norway </small>
<small>42.5</small>

<small>Great Britain </small>
<small>17.0</small>

<small>Turkey </small>
<small>14.0</small>

<small>Germany </small>
<small>13.5</small>

<small>Estonia </small>
<small>13.9</small>

<small>Lithuania </small>
<small>8.0</small>

<small>Latvia </small>
<small>5.5</small>

Although it enjoys monopoly status in Latvia, SIA Lattelekom can no longer forecast its operational abilities unilaterally. The company must take into account the abilities of new operators in the market, as well as the desire of these operators to provide new and more modern telecommunications services to their clients.
A research project conducted in 1998 [9] showed that in economically more developed countries such as Sweden, Great Britain, Austria and others, advertisers often use contemporary telecommunications and computer resources (E-mail, the Internet, etc.) for their communications needs. In Latvia, Lithuania and Estonia, by contrast, advertisers more often resort to the traditional forms of communications - the telephone and the fax. This suggests that the kinds of telecommunications resources that are used in a country can be seen as an indicator of the respective country's level of economic development and technological progress.
On the basis of audited annual reports from SIA Lattelekom from 1994 to 1997, let us look at a few aspects of the company's financial statements and operations forecasts, insofar as these apply to the fixed public telecommunications network.
Indicators used to describe a fixed public telecommunications operator include:
• The number of telephone lines per 100 residents (density);
• Income per client line;
• Expenditures per client line;
• Personnel per 1,000 client lines;
• Capital investments per client line;
• Profits per client line;
• Profits per employee;
• Recoupment period, etc.
If we look at these data in the Baltic region, we find that all of the indicators [2,3,4,5] which operators provide in their statements indicate positive changes in the telecommunications field.
One of the most important indicators in terms of the recoupment of capital investments is the time that is needed for this process [9]. At the Telecommunications Congress of 1994, which was held in Buenos Aires, it was noted that capital investments per new client line in the industry were averaging USD 1,000-2,000 - a sum that was similar in developed countries and in those countries which were still facing the need for telecommunications development. The fact is that contemporary technologies were not different from one country to the next. It is also true, however, that income per client line varies radically in different countries, and this is where the time needed for recoupment of capital investments can also vary.
In Eastern Europe, including in Latvia, the recoupment time has been much longer than in developed countries. In 1994, for example, income per client line averaged approximately Ls 70, and in 1997 the figure had risen to Ls 128 [2]. Compared to 1991-1992, when income per client line averaged USD 28, it is obvious that the abilities of operators have expanded. 
Because of the long time frame for recoupment of capital investments, telecommunications operators could not afford normal operational expenditures, and the condition of communications systems deteriorated. It was only the attraction of significant investments - a process that began in 1992 and 1993 - that saved the situation.
Calculations concerning specific operational indicators suggest that SIA Lattelekom's operations have generally been positive (Figure 1), but it is important to provide a critical analysis of the overall financial results of the company, the goal being to forecast the company's operational prospects so that steps in avoiding negative trends can be elaborated and implemented in a timely way and so that the company can improve its financial situation. Such forecasts are fundamentally important not only to the company itself, but also to its investors, banks, etc.
The literature provides us with several methods and procedures for evaluating and forecasting financial operations results for a company [6,7,8]. A model developed by Professor Edward I. Altman [7,6] has allowed us to calculate the following indicators for SIA Lattelekom with respect to the time period between 1994 and 1997 (with data from the financial reports of the company for those years):
• Working capital/Total assets, X1;
• Retained earnings/Total assets X2 and Pre-tax profits/Total assets X3;
• Sales/Total assets X4;
In addition to these indicators, there are others than can be used to forecast a company's financial condition - the relationship between a company's stock market value and its borrowed capital, for example, if the company floats shares on an exchange.
The highest absolute values assigned to these indicators suggest that the company's financial situation is becoming increasingly stable (Table 3). 

Table 3. Indicators used to evaluate and forecast Lattelekom's financial situation [6]
PRIVATE
<small>Indicator </small>
<small>1994 </small>
<small>1995 </small>
<small>1996 </small>
<small>1997</small>

<small>X1 </small>
<small>- 0.029 1) </small>
<small>- 0.118 1) </small>
<small>- 0.014 1) </small>
<small>0.014</small>

<small>X2 </small>
<small>- 0.001 2) </small>
<small>- 0.045 </small>
<small>0.021 </small>
<small>0.061</small>

<small>X3 </small>
<small>- 0.001 2) </small>
<small>0.045 </small>
<small>0.021 </small>
<small>0.062</small>

<small>X4 </small>
<small>0.519 </small>
<small>0.429 </small>
<small>0.405 </small>
<small>0.490</small>

1) Indicator X1 is negative, because liquid assets between 1994 and 1996, inclusive, did not cover short-term obligations.
2) Indicators X2 and X3 are negative because there were no profits in 1994, with the company accumulating a loss of Ls 87,000.
Because indicators X1; X2; X3; un X4 have a differing impact on the forecasting the company's financial condition, each of them is multiplied by a certain correlation coefficient. The model that is obtained as a result of this procedure (Z) can be stated in the following way in evaluating and forecasting the company's financial situation:
Z = 1,2 . X1 + 1,4 . X2 + 3,3 . X3 + 1,0 . X4 
Calculations about the financial operations results of Lattelekom are seen in Table 4. 

Table 4. An integrated description of Lattelekom's financial situation
PRIVATE
 
<small>1994</small>
<small>1995 </small>
<small>1996 </small>
<small>1997</small>

<small>Z </small>
<small>0.480 </small>
<small>0.498 </small>
<small>0.438 </small>
<small>0.797</small>

If Z is greater than 3, then there is little possibility of the company's going bankrupt. If, on the other hand, Z is lower than 1.8, then, according to foreign specialists and our own calculations, insolvency and all of the related consequences are a potential threat. Radical steps must be taken in order to improve the financial condition of a company that is in this situation. 
In order the provide for the further development of telecommunications, and first and foremost of the fixed public telecommunications network, in Latvia, the following steps must be taken immediately:
• Laws concerning the telecommunications sector must be reformed so as to underpin free competition in the sector; the telecommunications market must be demonopolized;
• The range of services must be expanded and modernized, especially in the area of multimedia technologies;
• Tariffs must be balanced.
One of the most radical ways of obtaining additional financing for SIA Lattelekom (as is noted in the Cabinet of Ministers declaration) would be to privatize the company. 
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