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A. Introduction

a) Preface

In Agenda 2000, the Commission said it would report regularly to the European Council on
progress made by each of the candidate countries of Centrd and Eastern Europe in
preparations for membership, and that it would submit its first Report at the end of 1998.

The European Council in Luxembourg decided that

“From the end of 1998, the Commission will make Regular Reports to the Council, together
with any necessary recommendations for opening bilaterd intergovernmental  conferences,
reviewing the progress of each Central and Eastern European gpplicant State towards
accesson in the light of the Copenhagen criteria, in particular the rate a which it is adopting the
Union acquis’ ... “The Commission’'s reports will serve as the basis for taking, in the Council
context, the necessary decisions on the conduct of the accession negotiations or their extension
to other applicants. In that context, the Commission will continue to follow the method adopted
by Agenda 2000 in evauating gpplicant States ability to meet the economic criteria and fulfil
the obligations deriving from accesson.”

On this basis, the Commission presented a first series of Regular Reports in October 1998, a
second seriesin October 1999, and a third in November 2000. The Commission has prepared
this fourth series of Regular Reports with a view to the Laeken European Council in December
2001.

The gructure followed for this Regular Report is the same as that used for the 2000 Regular
Report. In line with previous Regular Reports, the present Report:

- describes the relations between Lavia and the Union, in particular in the framework of the
Association Agreement;

- andyses the gdtuation in respect of the politica criteria set by the 1993 Copenhagen
European Council (democracy, rule of law, human rights, protection of minorities);

- assesses Latvia s stuation and prospects in respect of the economic criteria defined by the
Copenhagen European Council (a functioning market economy and the capacity to cope
with competitive pressures and market forces within the Union);

- addresses the question of Latvia's capacity to assume the obligations of membership, that
is, the acquis as expressed in the Tresties, the secondary legidation, and the policies of the
Union. This part gives specid attention to nuclear safety standards, as underlined by the
Cologne and Hesnki European Councils. It encompasses not only the adignment of
legidation, but aso the development of the judicial and adminigtrative capacity necessary to
implement and enforce the acquis, as emphasised by the Madrid European Council in
December 1995, and confirmed by the Gothenburg European Council in June 2001. At
Madrid, the European Council underlined the necessity for the candidate countries to adjust
their adminigrative structures, so as to create the conditions for the harmonious integration
of those States. The Gothenburg European Council emphasised the vitd importance of the
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candidate countries capacity to effectively implement and enforce the acquis, and added
that this required important efforts by the candidates in strengthening and reforming their
adminidrative and judicid dructures.

This Report takes into consideration progress since the 2000 Regular Report. It covers the
period until 30 September 2001. In some particular cases, however, measures taken after that
date are mentioned. It looks a whether intended reforms referred to in the 2000 Regular
Report have been carried out, and examines new initiatives. In addition, this Report provides
aso an overdl assessment of the global Stuation for each of the aspects under consideration,
setting out for each of them the main steps which remain to be taken by Latviain preparing for
accesson.

In accordance with this gpproach, the assessment of progress in meeting the political and
acquis criteria (including Latvia s adminidirative capacity to implement the acquis) focuses on
what has been accomplished since the last Regular Report, complemented with a view of the
globa situation for each of the aspects discussed. The economic assessment, for its part,
provides, besides an assessment of progress made over the reference period, aso a dynamic,
forward-looking evaluation of Latvia s economic performance.

The Report contains a separate section examining the extent to which Latvia has addressed the
Accesson Partnership priorities.

As has been the case in previous Reports, “progress’ has been measured on the basis of
decisons actudly taken, legidation actudly adopted, international conventions actualy ratified
(with due attention being given to implementation), and measures actualy implemented. As a
matter of principle, legidation or measures which are in various stages of ether preparation or
Parliamentary approva have not been taken into account.  This approach ensures equa
treatment for al the candidate countries and permits an objective assessment of each country in
terms of its concrete progress in preparing for on.

The Report draws on numerous sources of information. The candidate countries have been
invited to provide information on progress made in preparations for membership since the
publication of the last Regular Report. The Nationd Programmes for the Adoption of the
Acquis of each of the candidate countries, as well as the information they have provided in the
framework of the Association Agreement and in the context of the andytical examination of the
acquis (screening) and the negotiations' have served as additiona sources. Council
deliberations and European Parliament reports and resolutions’ have been taken into account in
the preparations. The Commission has dso dravn on assessments made by various
internationa organisations, and in particular the contributions of the Council of Europe, the
OSCE and the Internationa Financid Inditutions, as wel as that of non-governmenta
organisations.

1 Asin previous years, the Report does not mention any commitments undertaken or requests made in the context of the

accession negotiations.
For the European Parliament the rapporteur is E. Schroedter.
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b) Relationsbetween the European Union and L atvia

Recent developments under the Association Agreement (including bilateral
trade)

Latvia has continued to implement the Europe Agreement and has contributed to the smooth
functioning of the various joint ingtitutions.

The fourth meetings of the Association Council and the Association Committee were held in
February and June 2001 respectively. The systemn of sub-committees continues to function as a
forum for technica discussion.

Since the Commission’s last Regular Report, the Joint Parliamentary Committee comprising
representatives of the Latvian and European Parliaments met in January and September 2001.

Latvia s trade with the EC has continued to increase, both in asolute terms and in its rate of
growth. Latvia s exports to the EC accounted for 64.6 % of total exports during 2000. Imports
from the EC amounted to 52.4 % of tota importsin 2000. Latvia s main export to the EC was
wood, while the most important imports from the EC to Latvia were machinery and agricultural
goods.

Regarding agricultural products, a new agreement on reciprocal concessions with Latvia entered
into force in July 2000 on an autonomous basis, pending the concluson of an Additiond
Protocol to the Europe Agreement. As a consequence of this agreement, approximately 76 %
of traditiond EC agriculturd imports from Latvia are duty-free, while 24 % of EC agricultura
exports to Latvia are exempted from duties. A second round of bilateral negotiations for trade
liberdisation is presently being prepared and will cover more sendtive sectors, in which current
trade is low, in particular due to a high degree of tariff protection. For processed agricultura
goods, an agreement between the negotiating parties a technical level was reached in July
2000, and an Association Council decison is in preparation. Negotiations with Latvia
concerning new reciproca concessions in the field of fish and fishery products were concluded
between the negotiating parties at technica level in November 2000, and an Association
Council decisonisin preparation.

The implementing rules for state aid and anti-trust measures under the Europe Agreement
entered into force in March and April 2001 respectively.

Since July 2001, the direct investment regime applicable for security services has been in line
with the Europe Agreement. However, legidation concerning the acquistion of land is dill not in
line with the Europe Agreement.

In the area of conformity assessment and acceptance of industria products, a Framework
Agreement for a Protocol on European Conformity Assessment (PECA) had been initidled in
July 2000. Negotiations on sectora annexes continued, and annexes for four sectors (electrica
safety, eectromagnetic compatibility, toys and congtruction products) were initidled in April
2001.

During the last year, Latvia has continued to work towards meeting the commitments made in
the Joint Assessment on medium-term economic policy priorities, which was concluded

between the Commission and Latviain February 1999.
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Accession Partnership / National Programme for the Adoption of the Acquis

A revised Accesson Partnership was adopted in December 1999. Its implementation is
reviewed in Chapter D of this report. This Regular Report is accompanied by a proposa from
the Commission to update the Accession Partnership.

In July 2001, Latvia presented a revised National Programme for the Adoption of the Acquis
(NPAA), in which it outlined its strategy for accesson, including how to achieve the priorities of
the Accession Partnership (see Chapter D below).

Community aid

There are three pre-accession instruments financed by the European Community to assst the
gpplicant countries of Central and Eastern Europe in their pre-accesson preparations. the
Phare programme; SAPARD, which provides aid for agriculturd and rurd development; and
I SPA, which finances infrastructure projects in the fields of environment and transport. These
programmes concentrate their support on the Accesson Partnership priorities that help the
candidate countries to fulfil the criteria for membership.

For the years 2000-2002 tota financia assistance to Latvia amounts annualy to &t leest € 30
million from Phare, € 22.2 million from SAPARD, and between € 36.4 and 57.2 million from
ISPA.

The Phare programme has been providing support to the countries of Central and Eastern
Europe since 1989, heping them through a period of fundamenta economic and socid
trangtion and political change. Its current “pre-accession” focus was put in place in 1997, in
reponse to the Luxembourg European Council’ s launching of the present enlargement process.

Phare provides the applicant countries of Centrd and Eastern Europe with support for
inditution building (around one third of the Phare dlocation), investment to drengthen the
regulatory infrastructure needed to ensure compliance with the acquis (equaly around one third
of the dlocation), and investment in economic and socid coheson (the remaining one-third of
the Phare dlocation). This support comprises co-financing for technica assstance, “twinning”
and investment-support projects, to help these countries in their efforts to adopt the acquis and
srengthen the ingtitutions necessary for implementing and enforcing the acquis. This dso helps
the candidate countries develop the mechanisms and inditutions that will be needed to
implement the Structurd Funds after accesson and is supported by a limited number of
measures (investment or grant schemes) with aregiona or thematic focus.

The Phare programme dlocated to Latvia commitments of € 248.2 million during the period
1992-1999 and € 34.8 million in 2000°. The 2001 Phare Programme for Latvia consgsts of an
alocation of € 31.4 million for the Nationa Programme, concentrated on the following priorities:

- priority 1: Political Criteria € 2 million), including Promation of Integration of Society in
Lavig

3 Thisincludes an allocation of €3 million to Cross-Border Co-operation (CBC) Programmes.
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- priority 2. Reinforcement of Inditutiond and Adminigrative Capacity (€ 5.4 million),
including Strengthening Tax and Customs Adminigration, Development of CAP
Management Mechanisms, and Maritime Transport;

- priority 3: Employment and Socid Affairs (€ 2.2 million), including Promotion of Bi-Partite
Socid Didogue, and Development of Civil Society;

- Priority 4: Jugtice and Home Affars including Border control € 10.6 million), indluding
Inspection Infrastructure a Seaports and Railroad Border Crossings, Asylum and Migration
Management System, and Prevention and Combatting Organised Crime;

- Priority 5: Economic and Socid Cohesion € 9 million), incduding Development of the
business environment in Latvig;

- Priority 6: Participation in Community Programmes and Agencies (€ 2.2million).

An additiond € 3 million has been dlocated for the Bdtic Cross Border Co-operation
Programme.

Latvia dso participates in and benefits from Phare funded multi-country and horizontal
programmes, such as TAIEX and the Smdl and Medium-sized Enterprises Facility.

Furthermore, Latvia participates in the following Community programmes. Leonardo da Vinci
I1, Socrates 11, Youth, Life Il1, Culture I, Small and Medium-Sized Enterprises and the Fifth
Framework Programme on Research and Technologicd Development. Following the
ratification and entry into force of the agreement, the forma participation Latvias in the
European Environment Agency will gart in January 2002. In order to streamline Community
legd procedures and thus facilitate future participation in Community programmes, a Decison is
in the process of being adopted by the EU-Latvia Association Council establishing the generd
principles for such participation. Overdl, the impact of Phare has been postive. Effective
transfer of know-how, equipment and financid resources has taken place in a number of
important fields, such as the Economic and Finance sector, including datigtics, the Internd
Market and Justice and Home Affairs, including Eastern Border Management. In the aress of
trangport and environment, important infrastructure projects have been completed. In Latvia,
Phare for example played a particularly important role in:

— Training and Expert Assstance for the Latvian Border Guard € 1.0 million). The project
implemented by way of Twinning focused on very practical matters, such as development of
effective document control. It provided subgtantid training for the Latvian Border Guard's
adminigration in terms of budget planning, human resource management and drategic
planning. About one third of the Border Guard participated in this project, which has
sustainably improved the capacity of the State Border Guard.

- In the area of socid integraion, Phare has been the biggest supporter of the Latvian
Language Training Programme (€ 3.2 million since 1996), amulti donor programme hitherto
administered by the United Nations Development Programme, but due to be fully managed
by the Latvian authorities in the future. The programme has focused on enhancing Latvian
language training in minority schools, providing language training opportunities for targeted
groups of adults and promoting socid integration & community level.
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The Phare Review for 2000 confirmed the accesson-driven approach and emphasised the
importance of helping countries to prepare for the Structural Funds. The Review foresees the
possihility that management of the Phare funds can be fully decentrdised from 2002 if the strict
pre-conditions set down in the Co-ordination Regulation 1266/99 are met. Second, Phare
programming can be moved onto a multi-annua basis if supporting strategies are in place. Third,
the trends introduced in 1997 continue with an increased role for Deegations, further
dreamlining of procedures and, ladly, increasng emphasis on rasng the verifiable and
quantifiable impact of Phare's projects in ingditution building, invesment in compliance with the
acquis and economic and socia cohesion.

Sgnificant further efforts are required from the Latvian authorities to ensure that sufficient
qudified staff and resources are available for the management of the pre-accession funds. The
ability to programme and monitor, especialy in connection with Phare, are in particular need of
srengthening. Developing a culture of co-ordination and co-operation among the various
authoritiesinvolved is essentidl.

As regards SAPARD, the Latvian Rurd Development Plan was given a favourable opinion
from the STAR Committee (EC Management Committee on agricultural structures and rurd
development) in September 2000. The plan was approved by the Commission in October
2000.

The plan is basaed on three priorities, namey, the development of sustainable agriculture (54%
of EC funds), integrated rurd development (36% of EC funds), and improvement of the
environment (4% of EC funds). The average annud dlocation will amount to € 54.8 million
during the period 2000-2006, of which € 22.2 million (at 2000 prices) represent the
Community contribution. In January and March 2001, the multi-annud financing agreement and
the annua financing agreement for 2000 were Sgned.

The Rura Support Service has been established and preparations for its accreditation as the
SAPARD Agency are ongoing. In July 2001, the procedures for nationd accreditation in Latvia
were completed, and the necessary procedures on the Community side are underway.

As concerns the | SPA programme, the Latvian government has drew up strategy papers for
trangport and environment, which were completed in 2000. For transport, the emphasis is put
on the rehabilitation of TINA Road Corridor | (Via Bdtica) and the modernisation of the East-
West ralway link. In the area of the environment, the Lavian government has defined
wastewater and drinking water (in the 7 biggest cities, as well as for the mgor river basns) and
waste management (closure of old landfills and opening of new Sites that meet EC standards) as
the priorities for ISPA financing.

By the end of 2000, four transport projects had been approved (upgrading of the Gauja-Lilaste
section of the Via Bdticawith an ISPA contribution of € 4.7 million; upgrading of arport access
road, (€ 5.9 million); Rezekne Rall Reception Yard, (€ 10.5 million); supply of turnouts on the
East-West link, € 43.6 million); and technicd assstance for project preparation in the rall
sector, (€ 0.4 million), as well as three environment projects (dl three related to water services
in Riga, JHgava and Ventspils, with atota vaue of € 37.7 million). So far in 2001, four projects
in the field of the environment were gpproved (solid waste management in Ventspils, € 6.2
million; Ziemdvidzeme, € 8.8 million; and Liepaa, € 14.4 million; as well as technicd assstance
of € 4.5 million). More projects are under preparation.
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Implementation of the ISPA projects follows the same indtitutiona framework as for the Phare
programme, with the Nationd Fund & the Minisry of Finance being in charge of overdl
financid management and Implementing Agencies being respongble for the technica
implementation. All necessary documents and structures for a successful implementation of
ISPA are now in place.

For the programming and financid management of SAPARD, a different sysem will apply
which reflects the EAGGF (European Agriculturd Guidance and Guarantee Fund) rules and is
based on afully decentraised gpproach through an accredited paying and implementing agency.

Twinning

One of the main chalenges the candidate countries continue to face is the need to strengthen
thelr adminigtrative capacity to implement and enforce the acquis. As of 1998, the European
Commission proposed to mohilise sgnificant human and financid resources to help them in this
respect, through the process of twinning of adminigtrations and agencies. The vast body of
Member States expertise is now being made available to the candidate countries through the
long-term secondment of civil servants and accompanying short-term expert missons and
traning.

To dart with, twinning focused primarily on the priority sectors of agriculture, environment,
public finance, justice and home affairs and preparatory measures for the Structurd Funds. It
now covers al sectors pursuant to the acquis.

A totd of 373 twinning projects, primarily in the fidds of agriculture, environment, public
finance, judtice and home affairs and preparation for the management of Structural Funds, have
been funded by the Community between 1998-2000. These represent the principal priority
sectors that have been identified in the Accesson Partnerships. But aso other important
sectors of the acquis have been addressed through twinning, for example, socid policy, fight
againg drugs, trangport, and telecommuni cations regulation.

Thanks to the strong support and response from EU Member States 103 twinning partnerships,
funded by Phare 1998 and involving dl candidate countries and dmost al Member States are
coming to an end or have been concluded. Under Phare 1999 a further 124 projects are being
implemented and the programming exercise for Phare 2000 includes a further 145 twinning
projects. The 2001 programming exercise foresees 131 twinning projects across dl Phare
beneficiary countries, as well as Cyprus and Madta. Furthermore, the candidate countries are
being offered the possbility of drawing on Member States' expertise through "Twinning light”, in
order to address wdl-circumscribed subjects of limited scope which emerge during the
negotiation process as requiring adaptation. It is estimated that around 250 twinning projects
are operationd throughout the candidate countries at any onetime.

For Latvia, there are currently eight projects being implemented by twinning. They include
support to enhance the capacity of the tax and customs adminigtration in the State Revenue
Sarvice with partners from Sweden (together with Belgium). In the fidd of agriculture, the issue
of food control at nationd and regiond leve is being addressed with the participation of
Germany. One project addresses various issues of law gpproximation, such as industrid policy,
intellectud property rights and agriculture, with the participation by a team from Sweden. One
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project under Consensus 1l is assding the rdlevant Latvian authorities in the area of
occupationa hedth and safety a work with the help of a counterpart from Spain.

Under the Phare 2000 programme, partners from Finland and Sweden have been providing
support to the Latvian border authorities to help them to develop an integrated border
management srategy. Finland is dso leading a project with a partner from Sweden to enhance
the adminigrative capacity of the Centrd Statistical Bureau. Experts from Sweden and the
United Kingdom are providing support to strengthen the Latvian Fisheries Adminigration. A
team from the United Kingdom is providing Sgnificant assistance for the Minigtry of Finance and
related bodies in fields such as public procurement and externa audit.

Further projects for twinning financed under the 2000 programme are being prepared and are
scheduled to dart soon. They include, for example, support to develop drategic and
adminigrative capacity in the area of drug control and drug prevention, with Spanish
counterparts.

Negotiations/ screening

The andyticd examination of the acquis (screening) has taken place in the context of meetings
of the Association Committee and the sub-committees.

Since the opening of the accesson negotiations, subgtantid discussons on the individua
chapters of the acquis have been launched, and by June 2001, negotiations on al chapters
(with the exception of Chapters 30 — Indtitutions and 31 — Other) had been opened.

By the end of September 2001, the following 16 negotiation chapters had been provisondly
closed: Free movement of goods, Free movement of persons, Free movement of services,
Movement of capital, Company law, Economic and monetary union, Statistics, Socid policy
and employment, Indugtria policy, Smdl and medium-szed enterprises, Science and research,
Education and training, Culture and audiovisual, Consumers and hedlth protection, Externd
relations and Common foreign and security policy.
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B. Criteriafor membership

1. Political criteria

Introduction

The politicd criteria for accesson to be met by the candidate countries, as laid down by the
Copenhagen European Council in June 1993, dtipulate that these countries must have achieved
“gability of ingtitutions guaranteeing democracy, the rule of law, human rights and respect for
and protection of minorities.™

Inits 2000 Regular Report on Latvia s progress towards access on, the Commission concluded
that:

“Latvia continues to fulfil the Copenhagen politicd criteria The last year saw progress in
carrying forward the Public Adminigtration Reform process, including the adoption of a new
Civil Sarvice Law; in improving the functioning of the judicdd sysem; and in desgning the
framework for the fight against corruption. Severd important steps were taken to support the
integration of non-citizens into Latvian society, including the adoption of a Language Law and
implementing regulations that essentidly comply with Latvia's internationd obligations and the
Europe Agreement, as well as a Programme for the Integration of Latvia's Society. Latvia has
thereby advanced in addressing the short-term priorities of the 1999 Accession Partnership.

"It will be necessary to continue and accelerate the Public Adminigtration Reform process, in
particular with the adoption of key legidation; to further strengthen the judicid system; and to
continue the fight againgt corruption on a broad scde. On the basis of the new Civil Service
Law, Latvianeedsto develop aprofessona and stable civil service and to improve the capacity
of the public adminigration to implement and manage the acquis, as suggested by the reevant
medium-term priorities of the 1999 Accession Partnership.

"To facilitate and promote the integration of non-citizens, the effectiveness of the Naturalisation
process needs to be maintained and Latvian language training needs to continue and be
expanded in accordance with the rdevant medium-term priority of the 1999 Accesson
Partnership. It will aso be important to ensure that sufficient resources are alocated to
measures promoting the integration of non-citizens. The Language Law and its implementing
regulations need to only be applied and enforced to the extent required by a legitimate public
interest, having regard to the principle of proportiondity and in conformity with Latvias
international obligations and the Europe Agreement.”

The section below ams to provide an assessment of developments in Latvia since the 2000
Regular Report, as well as of the overal dtuation in the country, seen from the perspective of
the politicd Copenhagen criteria, including as regards the overdl functioning of the country’s
executive and its judicid system. Developments in this context are in many ways closdly linked
to developments regarding Latvid s ability to implement the acquis, in particular in the domain
of judice and home affairs. Specific information on the development of Latvids ability to

*  These principles have been emphasised in the Charter of Fundamental Rights of the European Union, that was

proclaimed at the Nice European Council.
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implement the acquis in the fidd of justice and home affairs can be found in the relevant section
(Chapter 24 — Co-operation in the field of justice and home affairs) of part B.3.1. of this
Report.

Recent devel opments

No mgor shift in government policy has taken place over the last year, and EU membership is
gill among the government’ s key objectives.

In March 2001, municipa eections took place. The participation rate was 62%, representing a
5% increase compared to the 1997 municipa dections. Countrywide, the Social Democratic
Party received the strongest support. The eection results led to a shift in power in some of
Latvids bigger cities, including the capitd Riga, where a Socid Democratic Mayor was
subsequently eected by the new Riga City Council.

1.1. Democracy and therule of law

As mentioned in the previous Regular Reports, Latvia has achieved gability of inditutions
guaranteeing democracy and the rule of law. This section focuses on the most sgnificant
developments of the past year.

The parliament

The Parliament continues to operate smoothly. As had been foreseen, it amended its rules of
procedure in February 2001 to specify its competencies in EU matters, thereby codifying
dready exigting practice. The changes mean tha, as concerns accesson negotiations, the
Parliament’s European Affairs Committee reviews and endorses the Latvian podtions on the
individua negotiation chapters before they are submitted to the EU.

The changes in the rules of procedure aso foresee that the government is to report to
Parliament twice a year on its achievements and future plans as concerns EU issues. So far, the
government has submitted two such reports to the Parliament, and in May 2001, a debate on
the state of the implementation of the « Strategy of the Republic of Latviafor the Integration into
the European Union », which Parliament had adopted in February 2000, took place in the

plenary.

Since last year, a new annotation system for draft laws and legd acts has been introduced in
Parliament with a view to providing legd, financia, economic and socid impact assessment of
draft legidation.

The executive

During the last year, two important pieces of legidation to provide the lega framework for the
public adminigtration were adopted, namely the Civil Service Law and the Law on Agencies,
and preparations for their implementation started. A new Strategy for Reform was adopted, and
further practica measures to improve the functioning of the administration were aso introduced.

Under the 1999 Accession Partnership, short-term priorities include to “accelerate reform of
the public adminigration including strengthening of the relevant adminidrative sructures' and to
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"adopt a new civil service law”. Medium-term priorities are to “develop a professona and
dable civil service including strengthening of policy analys's and impact assessment capacity of
Minigtries, as well as human resource management a al levels of government” and “improve the
capecity of the public adminigtration to implement and manage the acquis, in particular through
ensuring minimum gaffing leves and training”.

At the conceptud level, a new Public Administration Reform Strategy for the years 2001-2006
was adopted in July 2001 together with an implementing programme. The new Strategy
concentrates  on increasing accountability, efficiency, and impartidity of the Public
Adminigtration and aso foresees the establishment of a central co-ordinating council involving al
minisries

So far, the absence of an adequate dtatus for civil servants, as well as the lack of career
prospects and the low sdaries in the public sector, resulting in a high turnover of gtaff, have
made it difficult to retain qudified staff. This has been one of the mogt important obstacles
hampering the effective functioning of the public adminigtration. In September 2000, the legd
bass for the status of civil servants was findly created with the adoption of the new Civil
Service Law.

The Law itself came into force in January 2001. It establishes the scope of the civil service,
which includes the generd service and various speciaised groups of civil servants, and defines
the main duties of cvil servants. The totd number of cvil servant pods in the public
adminigration is 27 831. The process of awarding civil service saus is ongoing. For the
moment, 25 508 have been filled. The adoption of secondary legidation and its implementation
has sarted. So far, new procedures for the nomination and sdlection of civil servants, the
determination of civil servant grades, the regular evaudion of performance, disciplinary
surveillance and career development have been introduced. Since January 2001, a Civil Service
Code of Ethicsisaso in force, which lays down principles of behaviour for civil servants.

As concerns the establishment of a unified remuneration system, for which the new Civil Service
Law dso provides the legal basis, a conceptual document of January 2000 had foreseen its
introduction by the end of 2000. A new conceptua document of January 2001 now foresees
the completion of pay reform within three years. In the meantime, no provisons for the
implementation of the Civil Service Law were made in the nationd budget 2001, and it remains
to be seen to what extent the government’s commitment to reform the civil service will manifest
itsdlf in the 2002 national budget.

As concerns further framework legidation, in March 2001, a Law on Agencies was adopted
with the objective of improving the trangparency and accountability of the public sector
agencies. The Law came into force in April 2001, and preparations for its implementation are
underway, including drawing up a clear set of criteria for establishing public sector agencies,
implementation of internd audit, financid management and accountability, as wdl as a
programme for transforming the legd status of the around 200 exiding agencies, which is
expected to be carried out during 2002. The Framework Law on the Public Adminigtration is
gill pending in Parliament, asisaLaw on Adminigtrative Procedure.

A policy planning unit was set up in the State Chancdlery in mid-2000 to improve policy co-
ordination & central level. During its first year of existence, the unit concentrated on improving
the policy-making process in general and assessing cross-sectoral issues. In April 2001, the
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government adopted methodology guidelines for integrating medium-term policy prioritiesin the
nationa budgetary process, which dso am & fadilitating policy planning.

As concerns practicd measures to rationdise the functioning of the Public Adminidration, a
methodology for carrying out horizontal functiond reviews of individua minisiries was adopted
in November 2000. While functiona reviews had aready been carried out since 1999, two
further reviews were completed in 2000 (Ministries of Economy and Justice).

Training of civil servants is mainly carried out by the Latvian School of Public Adminigtration.
During the year 2000, 7472 civil servants attended training courses there, and during the first
haf of 2001, over 5000 civil servants benefited from training. Training priorities include EU
policies, legdl drafting, adminidirative procedures, prevention of corruption, strategic planning
and personnd management.

While Latvia has continued to address the issue of Public Adminigration Reform both a the
level of framework legidation and of carrying out practical measures, the legd framework il
needs to be completed and enforced, and concrete results on a broad scale, such as the
implementation of pay reform, have yet to be achieved.

Thejudicial system

During the lagt year, some limited further progress has been made in advancing with the reform
of the judicid system, both a the conceptud levd and with the adoption of framework
legidation and the pursuit of practical measures.

The need for areform of the court system has been endorsed at the highest palitical level. At the
end of 2000, the Minigry of Justice completed an evauation of the functioning of the court
system and concluded that reforms needed to concentrate on four areas, namey the
enforcement of court decisons, speeding up court proceedings, modernising the courts and
traning judges. The provison of increased funds to implement the reforms congtitutes a priority
for the 2002 nationa budget.

The legd basis of the judicia system is the Law on Judicia Power of 1992. While the Latvian
Condtitution provides for an independent judiciary, the executive, in particular the Ministry of
Justice, has retained extensive authority over judicid administration, finances and career paths.

Concerning the legd framework, in April 2001, the government adopted a Law on Sworn
Court Bailiffs, which had been pending for severd years, but still needs to be adopted by
Parliament. So far, court baliffs do not conditute an independent professon, and serious
difficulties exist concerning the enforcement of court decisons, which has aso been due to
insufficient co-ordination between the court system and court balliffs. A new Law on Crimind
Procedures and amendments to the Law on Judicia Power gtill remain to be adopted.

During the last year, 6 podtions as judges were filled, and 16 of 333 reman vacant, as
compared to 24 of 325 at the same time last year (and 26 in July 1999). The overdl levd of
sdaries for judges remains comparatively low. Sdaries will be raised in the framework of the
generd reform of the remuneration sysem of the public adminidration (see above, “ The
executive”).
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Efforts to raise the professona qudifications of judges continued. During the lagt year, the
Judicid Training Centre continued to carry out its training plan 2000-2002, which foresees two
weeks of training for al judges each year and includes training in nationd, internationa, and EC
Law, as wdl as good judicid practices and human rights. Despite the availability of increased
funds in 2000 and again in 2001, resources continued to be too scarce, and some important
training activities could only be carried out with external assstance, including Phare. Training
continued to be available for legd professons other than judges, including bailiffs, prosecutors,
notaries and attorneys-at-law. Generaly, the level of qudification of judges continues to be
comparaively low, and it will be important to reinforce the training of judges in the coming
years, especialy as concerns EC law, in order to be able to enforce the acquis upon accession
to the EU.

A limited improvement in the backlog of court cases could be observed, as the implementation
of the Law on Civil Procedures of 1999 started to show first results, and amendments to the
existing Law on Crimina Procedures of February 2001 provided for the transfer of competence
on crimind cases to the regiond courts. In mid-2001, the total number of pending crimina court
cases amounted to 5 028 and of pending civil cases to 24 002, as compared to 5 906 crimina
and 24 467 civil cases in mid-2000. To improve the Stuation, eight additiond posts for judges
were created in 2000 for the Riga Digtrict Court, where an important part of the backlog is
Stuated. However, delays in court proceedings continue to pose a serious problem, especialy

in Riga

A related problem stemming from the backlog of court casesis the resulting length of pre-trial
detention, which has received important internationd criticism, especidly as concerns juveniles,
for whom the length of pretria detention is not dways in conformity with internationa
standards (see also below, section “ Civil and political rights’). Initid improvements can be
reported as concerns dternative pendties, including for juveniles, instead of imprisonment, and
further changes are planned with the revision of the Law on Criminal Procedures. In 2000, 596
cases of sentencing to Community service were registered, as compared to 183 in 1999. A
probation service has till not been established.

Based on its guidelines of March 2000, the Minigtry of Justice continued to work towards
improving the infrastructure of court buildings with a view to preventing corruption, improving
public service, and ensuring the protection of witnesses. Also with a view to ensuring the
security of court buildings, new premises for the Riga Regiond Court are presently being
condructed, and two further courts in Riga and Daugavpils are being renovated. The
computerisation of courts has continued, and dl five regiond as well as 22 of 34 locd courts

are now fully equipped.

Overdl, while severd of the deficiencies of the judicid system have been identified and continue
to be addressed, efforts in this area need to be reinforced, and sufficient funding needs to be
secured. The legd framework ill needs to be completed (including adoption and
implementation of laws on court bailiffs and on crimind procedures), the de facto independence
of the judiciary reinforced, the training of judges expanded, and the backlog of court cases and
pre-trid detention periods need continued attention. In addition, the upgrading of the
infrastructure of courts needs to be completed.
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Anti-corruption measures

The last Regular Report stated that corruption continued to pose a serious obstacle to the
proper and efficient functioning of the public adminigration in Latvia. Since then, the government
has remained committed to the fight againgt corruption. Some positive steps could again be
noted, including a the conceptud levd, in darifying the indtitutional set-up and in implementing
practica measures to counter corruption.

After the adoption in 2000 of an anti-corruption programme and a conceptua document
foreseeing lega and indtitutiona changes, three working groups were established at the end of
2000 to draft legidation on palitica party financing and a new Anti-Corruption Law, aswdl as
on the cregtion of a new anti-corruption ingtitution. While the government decided in September
2001 to set up the Corruption Prevention and Combating Bureau, the respective Law still needs
to be adopted by Parliament. The ingtitutional set-up for the fight against corruption had aready
been enhanced with the creation of a Secretariat for the Corruption-Prevention Council in
December 1999; however, many different ingtitutions maintained responsibilities in the area of
anti-corruption. In May 2001, the government adopted a revised Corruption Prevention
Programme, which includes measures such as protection of whistleblowers, improvement of
crimina procedures, internd audit and the system of financing of politica parties.

Changesin severd pieces of sectord legidation have dso been made with aview to introducing
more trangparency, thereby helping prevent corruption. These include amendments to the Public
Procurement legidation, foreseeing the publication of dl offers on the internet, and amendments
to the legidation covering Sate enterprises, providing that dl state proxies must be nominated in
an open competition. In April 2001, new rules concerning the remuneration system for state
proxiesin state-owned companies entered into force.

Specific measures are being implemented in various parts of the adminisiration. The State Police
is carrying out a drategy for fighting corruption amongst public officids and esablished a
database in October 2000 to register dl violations, while the State Revenue Service dso
continued its own programme. In the Customs authorities, a rotation principle for officids is
being enforced.

Since January 2001, a Civil Service Code of Ethicsis in force, which adso contains provisons
related to conflicts of interest. The training courses for civil servants a the Latvian School of
Public Adminigration contain some anti-corruption eements, and seminars for judges,
prosecutors, policemen and representatives of the mass media were dso held. The government
aso co-operates with the Foreign Investors Council on matters related to the fight againgt
corruption.

In 2000, 34 cases of passive bribery and 9 cases of active bribery were detected in State
ingtitutions, as well as 42 cases of abuse of official status. In these cases, 5 sentences for
passive bribery (compared to 23 in 1999) and 6 sentences for active bribery (compared to 9 in
1999) were handed down; 13 persons were sentenced for abuse of officid status. During the
first half of 2001, 99 cases of passive and active bribery were registered, and 28 persons were
sentenced. During the year 2000, 4.8% of public officid’s declarations were reviewed instead
of the obligatory 2%, and as aresult, 287 public officias were held liable.
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Latvia rdified the Council of Europe Convention on Laundering, Search, Seizure and
Confiscation of proceeds from crime in 1998 and the Council of Europe Crimind Law
Convention on Corruption in December 2000. The necessary changes to the Latvian Crimina
Law remain to be adopted by Parliament. Latvia joined the Council of Europe Group of States
Agang Corruption (GRECO) in June 2000. Furthermore, Latvia, jointly with Estonia and
Lithuania, is developing the Bdtic Anti-Corruption Initigtive with the support of the OECD
Secretariat. The initiative focuses on legidative improvements, capacity building, and
community involvement in order to better tackle corruption. The Council of Europe Civil Law
Convention on Corruption has not yet been signed (see Chapter 24 — Co-operation in the
field of Justice and Home Affairs).

Despite continued efforts during the last year to advance at conceptud leve, with the legd
framework and with the implementation of various anti-corruption initigtives, it gopears that
these measures have not yet trandated into concrete results on a broad scae. While it is difficult
to quantify the leve of corruption in any country, the perceived level of corruption in Latvia
continues to be rdatively high. Further sustained efforts are therefore gill needed to complete
the legd framework and to ensure effectiveness in the fight againgt corruption. This will dso be
vitd in the context of overcoming the mistrugt of the public in the public adminigtration and in
earning private investors confidence.

1.2. Humanrightsand the protection of minorities

As mentioned in the previous Regular Reports, Latvia continues to respect human rights and
freedoms. The following section concentrates on mgor developments since the last Regular
Report.

Latvia has acceded to most of the mgor international human rights instruments. The Council of
Europe Framework Convention for the Protection of Nationa Minorities and the European
Socid Charter have il not been ratified.

In November 2000, Latvia sgned Additiona Protocol N° 12 to the European Convention on
Human Rights prohibiting discrimination on any ground. No other important new developments
regarding the trangpogition of the anti-discrimination acquis can be reported. (see Chapter 13 -
Social policy and employment).

In early 2001, and dso following recommendations by the OSCE, discussons were launched to
trandform the exising Nationd Human Rights Office (NHRO) into an ombudsman inditution
with a broader mandate. At the initiative of the Latvian President, aworking group was set up in
early 2001 to study different options. In May 2001, international experts submitted a report on
possihilities for transforming the Office. The report recommended short-term measures to
drengthen the exiding Office and legidaive and inditutiond changes in the long term to
drengthen the overal regime for the protection and promotion of human rights. The NHRO
subsequently started to implement some of the short-term recommendations with a view to
improving co-ordination and avoiding duplication between dl state bodies reviewing complants.
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Civil and political rights

Since the last Regular Report, postive developments included rendering the Condtitutiona
Court accessible to individua complaints and some improvements in prison conditions, whereas
the Situation concerning pre-trid detention remains serious.

Following amendments to the Law on the Condtitutional Court of November 2000, which
entered into force in July 2001, individuas have been granted the right to turn to the
Condtitutional Court regarding violations of ther basic rights. Previoudy, only the President,
some Parliamentarians, the government, the plenum of the Supreme Court, the Council of State
Control, the National Human Rights Office and city councils could turn to the Court.

As concerns trafficking in human beings, Latvia remains a country of origin. The trafficking in
women and children for progtitution abroad continues to be reported as widespread. The
Criminal Law has not yet been amended to introduce crimind lidbility for trafficking in human
beings.

Thelength of pre-trial detention remains a serious concern. The share of pre-tria detainees
has risen to 44% of the tota prison population. The Situation continues to be especidly serious
for juveniles, who congtitute 70% of the pre-trial detainees. The length of pre-trid detention for
juveniles is not dways in conformity with internationd dandards. At the inititive of the
Presdent, aworking group was set up in 2001 to improve legidation in this area.

As during the previous year, efforts continued to improve prison conditions. Construction
work was carried out on prisons in severd cities and was completed for one building of Riga's
Centrd Prison in April 2001. However, less funding than in 2000 was foreseen in the public
Investment programme for 2001. In 2001, the Dobele short-term police detention centre was
closad due to unsatisfactory conditions, and congtruction work on a new facility continued. The
number of tuberculosis cases in prisons has further decreased. However, the Situation in prisons
and detention centres continues to be reported criticd as concerns hedth and sanitary
conditions, overcrowding, and the need for renovation of many buildings. There ppearsto be a
lack of occupation posshbilities for inmates, and socia-rehabilitation programmes need to be
further developed. Some structura problems have till not been resolved, and the guarding of
prisons is gill partidly caried out by a specid regiment of the Ministry of Interior, which
continue to guard seven out of the totd of 15 inditutions, instead of professond guards.
However, a conceptua document to address thisissue has been adopted.

The process of aligning refugee and asylum legidation to international standards as well as the
acquis continued with the drafting of new legidaion. Due to the inhumane living conditions, one
of the centres for illegd immigrants in Riga was closed in mid-2000. Work on improving the
gtuation in the centre for illegd immigrantsin Olaine is ongoing.

Freedom of expression and freedom of religion are enshrined in the Congtitution of Latvia,
and no particular problems have been reported in this regard.

Economic, social and cultural rights

Since the last Regular Report, positive developments in the area of equa opportunities and
unemployment benefits took place.
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As concerns equal opportunities, important progress in trangposing the acquis was made with
the adoption of the Labour Code and the Law on Labour Protection. A conceptual document
on gender equality was adopted by the government. NGOs active in the fidd have formed an
NGO Cadition for Gender Equdity in order to raise public awareness. The number of femae
Members of Parliament is 21 out of 100. A firgt court case held in 2000 concerning equa
treatment, and in particular equa pay, had been appeded againgt by the employer. The Appedls
Court findly upheld the decision that the employer had treated the female employee unfairly (see
Chapter 13 - Social policy and employment). However, it appears that women continue to
face discrimination in the workplace in terms of hiring and pay.

In the area of children’s rights Latvia ratified the European Convention on the Exercise of
Children’s Rightsin May 2001.

As to the treatment of disabled persons, legidation to protect the rights of the mentaly ill has
dill not been adopted. The conditions in some of the facilities for the mentdly ill remain sub-
standard.

The 1999 and 2000 Regular Report had referred to the problem of unemployment benefits,
whereby a very high number of employees would not have been digible for benefits because no
socid tax had been paid by their employers. To address this problem, legidation was adopted
in June 2001, entitling employees to socia insurance benefits even if the employer failed to pay
the required contributions.

Latvia has not yet ratified the European Social Charter.

Minority rights and the protection of minorities

Latvia Sgned the European Convention on Nationality in May 2001 but introduced reservations
on certain aspects related to the acquisition of Latvian citizenship. Latvia acceded to the 1954
UN Convention Relating to the Status of Stateless Persons in September 1999, but has
introduced reservations concerning the application of the Convention's provisons on socid
security and identity papers. In March 2001, the Latvian Parliament rgected a renewed
proposd to ratify the Council of Europe Framework Convention for the Protection of National
Minorities. The Parliament had previoudy decided in May 2000 not to ratify the Convention for
the moment due to incondgencies of Lavian legidation with certain provisons of the
Convention.

Since the last Regular Report, postive developments included further smplifications of the
naturdisation procedure and the adoption of the long verson of the Society Integration
Programme, as well as legidation to set up a Socid Integration Foundation. Further
implementing legidation for the Language Law was adopted, as wdl as legidation specifying
possible violations for which fines are to be levied.

The naturalisation procedure

Of Latvia s total population of about 2.37 million, around 534 000 persons were ron-citizens
resdents in mid-2001. While Latvian citizenship had previoudy been rather difficult to obtain,
amendments to the Law on Citizenship entered into force in November 1998 following a
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referendum. Practicaly al non-citizens resdents of Latvia are now entitled to apply for
citizenship.

In 2000, 14 900 persons were naturalised as compared to 12 427 in 1999. However, while
15 170 persons agpplied for citizenship in 1999, the number of agpplications received in 2000
was congderably smaller (10 700). Altogether, since 1995, around 47 000 persons have been
naturalised to date.

Severd important measures to further amplify the naturalisation procedures were taken this year
concerning language tests, naturalisation fees, language training and information. Concerning
language tests, graduates (12" grade) of minority schools who pass the centralised Latvian
language graduation exam no longer have to take the compulsory naturdisation language test or
date language tests for the purpose of employment. The latter dso applies for pupils leaving
school after 9" grade. For technical reasons, no decision has yet been taken to also accept the
“civic education” graduation exams from minority schools as equivaent to the history test of the
naturdisation exams. In summer 1999, some pilot projects on this had been carried out. In
August 2001, the government adopted amendments concerning the naturdisation history test,
changing the format to replace some of the multiple choice questions with direct questions.

Because it appeared that the naturalisation fee represented an important obstacle for many
potential gpplicants, the government decided in early June 2001 to reduce the standard
naturaisation fee by 33% to € 35.77 (20 LVL) and to enlarge the number of persons eligible
for a 50% reduction of the fee to include university students and al groups of the disabled that
had not been exempted from the requirement. Low-income gpplicants will ether be exempted
or pay a further reduced fee. Previoudy, pensoners, most categories of disabled persons,
secondary school students, orphans and severa other groups aready benefited from exemption
or reduced fees.

A further very important reason why many non-citizens did not gpply for naturdisation in the
past was the lack of information on procedures. With internationd help, the Naturdisation
Board garted to prepare a large-scae information campaign to promote naturaisation, to be
carried out in the second haf of 2001. In addition, information is provided through, for example,
“Information days’, during which interested persons can take sample tests free of charge, the
Board's website, a free telephone hotline and the distribution of information materias, to which
EC Phare dso contributes financidly, at severd locationsin Latvia

One of the most important obstacles remains the lack of Latvian language proficiency among
potentia gpplicants. With international support, the Naturdisation Board is continuing to carry
out a project to provide free language training for naturaisation candidates. In 2000, 830
persons benefited from this programme, and for the year 2001, the number of alocated places
IS 2000 (see also below, section ‘ Integration of minorities’).

In 2001, the government reversed its earlier decison of 2000 and increased the funding of the
Naturdisation Board again to cover the sdaries of additional employees and to continue
computerisation. Once this process has been completed both in Riga and in the regiond offices
of the Board, it is expected that waiting times to obtain Latvian citizenship will be further
reduced. For the moment, the naturalisation process continues to take gpproximately sx to
seven monthsin Rigaand four to five monthsin al other parts of Latvia
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As concerns sateless children, even though dl children born after August 1991 are digible, the
number of applications has remained low. Altogether, 660 children had been granted citizenship
by mid-2001, as compared to 437 in mid-2000. This is mostly because parents wish to
neturaise at the same time as their children.

Latvia continues to follow al recommendations expressed by the OSCE in the area of
citizenship and naturdisation. In the coming period, continued attention should be paid to the
issues mentioned above, and activities to encourage naturaisation should be continued and
enhanced. To maintain the momentum in the process, it will dso be important that adequate
funding for the Naturdisation Board continues to be available in order to permit the proper
implementation of dl its responghilities

Special passportsfor non-citizens

The total number of specia passports issued since 1997 amounted to 586 994° by  September
2001, representing 99% of eligible non-citizens (compared to 97.9% in mid-2000).

During the last year, the Latvian authorities continued their efforts to assst with the procedures
for exchanging old Soviet passports that had expired at the end of March 2000. Despite the
introduction by Russia of visas for Latvian non-citizens in January 2001, travelling to Russais
dtill eeser with a non-citizen passport than with a Latvian passport, as the cost and nature of the
visas differ.

Integration of minorities

In the 1999 Accession Partnership, the short-term priorities included “dign the Language Law
with international standards and the Europe Agreement” and the medium-term priorities
included " pursue integration of non-citizens in particular by extending language training
programmes for non-Latvian speskers’. During the last year, a number of important
developments have taken place in this regard.

In February 2001, the long version of the Programme “The Integration of Society in Latvia’
was finally adopted by the government. The Programme is based on a framework document of
December 1999. Together with the earmarking of funds in the national budget, this represents
consderable progress as a statement on government policy towards socid integration. The
document covers civic participation and politica integration, socid and regiond integration,
education, language and culture, as well as information, and contains three separate categories
of projects, namely projects that are aready being implemented, projects which should be
implemented as soon as funding had been secured, and possible future projects. In November
2000, a department was set up within the Ministry of Jugtice to co-ordinate activities, and an
advisory council on socid integration issues was established. The new indtitutional set-up aso
foresees the creation of a Socid Integration Foundation (in charge of sdecting projects and
securing financing), and the Law providing for the creation of the Foundation was adopted by
Parliament in July 2001. Following the entry into force of the Law in September 2001, work
darted to sat up the Foundation, including the nomination of representetives from loca
governments, non-governmental organisations and others to the Foundation’s Council. Some
Initiatives were also launched a regiona and loca level, where severd regions and cities started

®  Thetotal number of passports printed is higher than the current number of non-citizens mostly due to naturalisation.
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to develop their own integration programmes. By mid-2001, integration councils or working
groups had been established in 18 didricts of Latvia, including severd big cities.

At present, about 42% of the population has a language other than Latvian as ther firg
language. Language training will therefore remain one of the key insruments for the integration
of the society in the years to come. By mid-2001, more than 45 000 persons had benefited
from the Latvian Language Training Programme (1996-2006). The programme aso includes
activities to promote integration a the community level (summer camps, youth clubs, etc) and
the provison of modern teaching materias. EC Phare continues to be one of the most important
contributors to this multi-donor programme. Demand for training is expected to remain high in
the coming years, and there continues to be a dgnificant shortage of teachers. Since the
beginning of 2001, the Ministry of Education and Science has taken over respongbility for the
Latvian Language Training Programme, which was previoudy adminigered by the UNDP. In
2001, the government alocated direct state funding to the programme for the first time with an
amount of € 765 000 (428 000 LVL). It will be important that this support be maintained and
increased in the coming years.

During the last year, and as foreseen by the Education Law of 1998, the government continued
to implement the trangtion to bilinguad education. Teachers a minority schools had to
demondrate a certain level of proficiency in Latvian. As of 2004, dl state-funded schools will
have to provide secondary education (from 10" grade onwards) in the state language only.
Minority language education will continue to be available a public schools until 9" grade. Some
problems have been encountered in the trangtion, induding the lack of sufficient training for
teachers, aswdll as of teaching materias. As had been done in 2000, increased additiona funds
were again dlocated in the 2001 national budget to alow for increases in the sdaries of
language and bilingua teachers. This is a welcome step. In continuing with the educationd
reform, it will be important to ensure that the confidence in the process is maintained, that the
qudity of ingtruction does not suffer as a result of the rgpid converson to Latvian as the
language of ingruction and that the use of minority languages is maintained at al schools as far
aspossible.

In November 2000, further amendments to the implementing regulations of the Language Law
were adopted as foreseen. Following recommendations by the OSCE, the amendments aimed at
further defining the scope of language requirements for the performance of professond duties
and aso contained a ligt of professons where the legitimate public interest criterion can be
invoked.

As daed in the last Regular Report, the Language Law (of 1999) and the implementing
regulations are essentialy in conformity with Latvia's internationd obligations. Furthermore,
neither the Language Law itsdf nor the implementing regulations contain provisons that are
manifestly incompatible with Latvid s obligations under the Europe Agreement. However, some
of the provisons are worded in such away that they could give rise to different interpretations.

In June 2001, amendments to the Adminigtrative Violations Code were adopted, which foresee
fines for eeven different violaions rdated to the implementation of the Language Law. They
include, anongst others, signing awork contract with an employee whose Latvian proficiency is
insufficient for performing hisher professond duties, falure to use the sate language on the
level necessary to perform on€'s professond duties; failure to provide trandations in meetings,
failure to ensure the use of Latvian in office records; failure to use the state language in contracts
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on the provision of medicd treatment, hedth care, public safety and other public services, failure
to creste titles and names in the State language; failure to observe the regulations on providing
information to the public; and “ disrespect towards the Sate language.” The maximum fine will be
upto € 447 (250 LVL), the minimum € 36 (20 LVL). Some of these criteria are not covered
by the Language Law itsdf. To ensure tha the principle of proportiondity is repected, a
revison of some of the provisons of the Adminigtrative Violations Code would be appropriate,
for example, as concerns violations due to “disrespect towards the State language’. It should be
noted that the Adminigtrative Violations Code specifies that any such violation would have to be
established by acourt.

It has been reported that the State Language Centre, which is in charge of enforcing the
Language legidation, has, in some cases, taken a rather redrictive pogtion. Preparations to
establish guidelines for language inspectors on how to gpply the Language Law have started in
co-operation with the OSCE and the Council of Europe. Further, the requirement to submit
documents to state and municipdities in the state language only or else accompanied by a
notarised trandation has been reported to pose certain difficulties for some groups of the
population, including pensioners, the unemployed, and prisoners, given the cost of officia
trandations. A congructive gpproach was taken in the city of Daugavpils, which employed a
full-time trandator to asss the public in preparing documentsin Latvian.

In July 2001, the first court case brought by an individua was opened a the Condtitutiona
Court. The clamant contested the compliance of certain norms of the Language Law and
implementing regulations, and notably the requirement to spell names and surnames in Latvian,
with the Latvian Condtitution’s provisons on the inviolability of privacy. A Smilar case brought
by a different person, whose name was changed to a different spelling in her Latvian non-citizen
passport, was registered by the European Court of Human Rights in Strasbourg. In September
2001, the government adopted new regulations, providing for precise orthographic rules on
how to spell both Latvian and foreign names in Latvian. Concrete examples for the transcription
of names from Lithuanian, Estonian, English, German, Russian, Ukrainian and Belo-Russan
were included.

It is important that the competent authorities, including the State Language Centre and the
judicid system, only gpply and enforce the Language Law and its implementing regulations to
the extent required by a legitimate public interes, having regard to the principle of
proportiondity, as contained in Article 2 of the Language Law, and in view of Lavias
international obligations, as well as the rights and freedoms guaranteed under the Europe
Agreement. These include, for example, the exercise of business activities for enterprises from
the European Union (see Chapters 2 and 3 — Free movement of persons and Freedom to
provide services). A liberd attitude will dso be particularly important with a view to Latvia's
accession to the European Union. In particular, once Latvia becomes a member date of the
European Union, any European Union national or company would be &ble to invoke the
principle of the prohibition of any discrimination on the grounds of nationdity to chalenge the
application of the nationa legidation in practical cases. In the padt, the Court of Justice of the
European Community has teken a clear podtion in relevant cases related to language
requirements.

Linguidtic redrictions dso remain goparent in legidation other than the Language Law. As

reported last year, under Latvids election legidation language requirements for candidates to

parliamentary and loca eections Hill remain. Following the municipa eections of March 2001,
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newly elected officids in severd cities were requested to submit proof of their language
proficiency, even though they had the necessary language certificates to run as candidates. In
February 2001, the European Court of Human Rights declared the case of a Latvian citizen of
Russan origin admissible, who had not been alowed to run as a candidate in the parliamentary
eections in 1998 due to an aleged insufficient knowledge of the officid language, despite the
fact that the candidate had previoudy presented the required language proficiency certificate. In
July 2001, the United Nations Human Rights Committee consdered the case of a candidate
who was prevented from running for office in the 1997 loca dections in Latvia on the grounds
of insufficient language skills despite the existence of a language certificate. The Committee
concluded that the State party was not able to demonsirate procedural correctness. In line with
the International Covenant on Civil and Political Rights, the State party is under the obligation to
provide the victim with an effective remedy. The Committee aso noted that Latvia should take
gepsto prevent Smilar violations occurring in the future.

Severd other dements limiting the integration of non-citizens till persst in the economic sphere.
Non-citizens are ill not alowed to practise some professons (lawyer, armed security guard
and private detective) on the grounds of state security.

1.3. General Evaluation®

In its 1997 Opinion, the Commission concluded that Latvia fulfilled the political criteria. Since
that time, the country has made congderable progressin further consolidating and deepening the
dability of its indtitutions guaranteeing democracy, the rule of law, human rights and respect for
and protection of minorities. Over the past year, further efforts have been made in this
direction. Latvia continues to fulfil the Copenhagen politica criteria

During the last year, the government remained committed to reforming the Public Adminigtration
and the judiciary, as well as to fighting againgt corruption. Strategic documents on Public
Adminigtration Reform and Corruption Prevention were adopted, as was framework legidation
on public agencies, and practicd measures were pursued in al three aress. It will now be
necessary to maintain the momentum of Public Adminigtration Reform with the completion of
the legd framework and the development of a dable civil service, including through the
introduction of pay reform. In pardld, the reform of the judicid system must be carried on, with
particular atention to the legd framework, speeding up and enforcing court decisons, and
addressing the issue of pre-trid detention. Measures to combat corruption, which remains a
source of concern, need to continue with aview to achieving concrete results on a broad scale.

Further important steps were taken to promote the integration of non-citizens into Latvian
society, notably measures to facilitate the naturdisation procedure and the adoption of both a
more eaborate Society Integration Programme and the legd bads for the future Socid
Integration Foundation. The ongoing efforts to support the integration of non-citizens need to
be sustained through the implementation of the comprehensive Society Integration Programme
in dl its aspects, including activities to encourage naturdisation and the expanson of Latvian
language training. Latvia should ensure that the implementation of the Language Law respects

5 See"Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards

accession by each of the candidate countries’, COM (2001) 700.
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the principles of judtified public interest and proportiondity, Latvia's internationa obligations
and the Europe Agreement.

Latvia has achieved progress towards meeting the short-term priorities of the Accession
Partnership in the areas of the Language Law and language training, as well as adminidrative
and judicia capacity. Some progress has also been made towards meeting the medium-term
priorities in the areas of further integrating non-citizens, developing the civil service and
improving the capacity of the public adminigtration; however, these efforts need to continue.
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2. Economiccriteria

2.1. Introduction
Inits 1997 Opinion on Latvid s gpplication for EU membership, the Commission concluded:

“Latvia has made consderable progress in the creation of a market economy”; it “would face
serious difficulties in coping with competitive pressures and market forces within the Union in
the medium-term”.

In its 1998 Regular Report, the Commission while acknowledging that progress has been made,
confirmed its Opinion. In its 1999 Regular Report, the Commission stated that:

“Latvia can be regarded as a functioning market economy. It should be able to cope with
competitive pressures within the Union in the medium-term, provided that it maintans
macroeconomic stability and commits itself to completing sructurd reform”.

Inits 2000 Regular Report the Commission found that:

“Latvia can be regarded as a functioning market economy and should be able to cope with
competitive pressure and market forces in the Union in the medium-term, provided that it
completes and maintains the pace of its structurd reforms’.

In examining the economic developments in Latvia Snce the Opinion, the Commisson's
gpproach was guided by the conclusions of the European Council in Copenhagen in June 1993,
which gtated that membership of the Union requires.

- the existence of afunctioning market economy;
- the capacity to cope with competitive pressure and market forces within the Union.

In the andyss below, the Commission has followed the methodology applied in the Opinion and
the previous annua Regular Reports.

2.2. Economic developments

Growth accelerated rapidly during the past year. Induced by exports, investments and
private consumption, real GDP grew by 6.6 % in 2000, and by 8.8 % in the first haf of 2001.
Thanks to the strong export performance, the current account deficit decreased significantly,
despite unfavourable price developments in foreign trade. Neverthdess, the current account
deficit was il szeable, 6.8 % of GDP in 2000. Foreign direct investments covered more than
80 % of the current account deficit. In spite of the strong growth last year, inflation remained
low. Important features of the fisca policy last year were saverd tax reductions. Still, a
decrease in public consumption, improved tax collection, and rapid growth in the economy
helped the budget deficit to narrow, from 4.0% to 2.8 % of GDP. The planned budget deficit
for 2001 is 1.7 % of GDP.
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Main economic trends

Latvia 1996 1997 1998 1999 2000 2001 latest
Rea GDP growth rate per cent 33 8.6 39 11 6.6 88H1
Inflation rate’
- annual average per cent 176 84 4.3 21 26 2.2 Sep
- December-on- per cent 132 6.4 27 30 17 3.7Sep
December
Unemployment rate, end-
year per cent
- ILO definition 183 144 138 145 146 133P Q2
General government per cent of -1.3 18 -0.7 -53 =27
budget balance GDP
Current account balance  per cent of -54 -6.1 -10.6 -94 -6.9
GDP
million -220 -305 -576 -600 543 | -364° Jan-Aug
ECU/euro
Foreign debt
- debt export ratio per cent 188 20.6 316 575 53.8
- grossforeign debt million 387 503 882 1617 1908
ECU/euro
Foreign direct
investment in flow
- balance of payments per cent of
data GDP 74 9.3 58 51 5.7
million 301 460 318 324 443 | 244" Jan-Aug
ECU/euro

The government has continued the work on structural reforms, emphasising in particular
the improvement of the business environment. The last stage in the pendgon reform, a
second, mandatory and funded pillar, entered into force in July 2001. In recent years, the
privatisation process has turned from mass privatisation of smal and medium-sized enterprises
to privatisation of land and large enterprises. While privatisation of land has proceeded

7 PROXY HICP since 1998 (see methodological notes)

Moving 12 month average rate of change

9 Source: Website of National Bank
10 source; Website of National Bank
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successtully, there have been some delays in the privatisation of the remaining large enterprises.
The supervison of public utilities has been placed under a new single regulatory agency, the
Public Services Regulation Commission, as from September 2001. A unified supervisory
indtitution for the financid market has been created. Its am is to strengthen and dabilise the
financid markets, and ensuring a co-ordinated gpproach to the supervison. Improvements to
the busness environment have included messures regarding taxes and adminidtrative
procedures. However, after severd postponements, the Commercia Code is till not in force.

Main Indicator s of Economic Structurein 2000

Population (average) thousand 2,373

GDP per head" PPS 6,600
Per cent of EU 29
average

Share of agriculture” in:

- grossvalue added per cent 4.5

- employment per cent 135

Investment-to-GDP ratio* per cent 246

Gross foreign debt/GDP* per cent 24.6

Exports of goods & services GDP per cent 45.8

Stock of foreign direct investment Million Euro 2,237
Euro per head® 943

Latvia has been catching up with the EU's income levels, although levels remain low.
Recent years growth has resulted in a further improvement of GDP per capita in terms of
purchasing power standard. Compared to the EU average, it has increased to 29 % from about
24 % in 1995. Regiond digpaities in income levels are sgnificant.  Average incomes in the
capitd, Riga, were 32% (1998 datd) of the EU average, wheress in three of the other four
regions the levels were below 20%. The employment rate is still decreasing and reached 58.2%
in 2000. The unemployment rate remained at about the same leve as in 1999, a 14.6 %;

M Figures have been calculated using the population figures from National Accounts, which may differ from those used in

demographic statistics.

Agriculture, hunting, forestry and fishing.

13 Datarefer to Gross fixed capital formation as % of GDP.

1 Estimated.

5 Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.

12
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15.0% among men and 13.2% among women. Out of these, approximately 58 % were long-
term unemployed, 5 percentage points more than in 1999. Unemployment is unevenly spread
across the country. The eagtern parts of Latvia are particularly affected, with unemployment
rates severad times higher than in Riga, which has the lowest unemployment rate.

2.3. Assessment in termsof the Copenhagen criteria

The existence of a functioning mar ket economy

The exigence of a functioning market economy requires that prices, as well as trade, are
liberdised and that an enforcesble legd system, including property rights, is in place.
Macroeconomic stability and consensus about economic policy enhance the performance of a
market economy. A well-developed financia sector and the absence of any significant barriers
to market entry and exit improve the efficiency of the economy.

The coalition government has conducted a policy broadly in line with its objectives since
the inauguration in May last year. Among its most important objectives were to continue
fiscd consolidation, the penson reform and to complete the privatisation of large-scae
companies. Not al these objectives have been attained yet. The budget was amended at the
end of last year resulting in a higher budget deficit than amed at, and the privatisation process
has to some extent been delayed because of palitica disagreement. However, the goa of EU
accesson sarves to foster consensus about market—oriented reforms. The Pre-accesson
Economic Programme (PEP) was submitted at the beginning of May this year. Its preparaion
involved severa minigtries and some other ingtitutions, and it was thereafter gpproved by the
government. In April this year the government signed a stand-by arrangement with the IMF,
including a budget deficit celling of 1.75 % of GDP this year.

In 2000, real GDP increased by 6.6 % year-on-year, and in the first quarter 2001 i
accelerated to 8.2 % vis-a-vis the first quarter of 2000. Strong growth has been recorded
for exports aswell asfor private consumption and fixed investment. The latter grew by 10.8 %,
and condtitutes gpproximately 25 % of GDP. In red terms, imports grew much less than
exports. Public consumption, on the other hand, contributed negetively to growth, as did
changes in inventories, which contributed -3.1 percentage points.

The unemployment rate remains fairly stable but at high levels. For severa years now, the
unemployment rate has been somewhat below or somewhat above 14%. The dable
unemployment rate mirrors employment, which in spite of strong growth remained unchanged in
2000. The participation rate continued its downward trend, and reached 56.8 % in November
2000, about 1.5 percentage point lower than in November 1999. The downward trend, as well
as the latest developments, are largely explained by an increasing number of students, reducing
the volume of the workforce.

Inflation remained low in 2000, showing a downward trend. On average, prices rose by
2.6 %. The annud consumer price index inflation continued to fal during the first few months of
2001, but started to rise later on this year to 3.7% in September (HICP), because of the
Europe-wide rise in food prices. Prices of services increased sgnificantly more than prices of
goods, 5.4 % and 1.8 % respectively in 2000, but this has not been the case in 2001. The price
rise of sarvices was manly due to increases in administered prices. Prices of dcoholic

beverages and tobacco aso rose significantly more than the average price level. The worldwide
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risein oil prices has 0 far not had any significant impact on the CPI. Producer prices rose only
0.6 % on average in 2000. In 2001, they started to rise a a dightly faster pace, a 1.9% in
September.

The general government consolidated budget deficit declined from 4.2 % of GDP in
1999, to 2.8 % of GDP in 2000. According to harmonised EU standards (ESA95) this equas
areduction from 5.3 to 2.8 % of GDP*. Further reductions of the deficit are planned, and the
target for 2001 is 1.7 % of GDP (1.4% according to ESA95). The reduction in 2000 was
mainly a result of expenditure cuts - tight public consumption and a decrease in public
investments. The deficit improved in both the centra government and the socid security sector,
while it worsened in the smdl locad government sector. Fiscd policy in the medium term,
besdes aming at fisca consolidetion, reflects the priority which the government places on
creating a tax system, which promotes a sound and thriving business environment. Socia
security contributions were cut both in 2000 and in 2001, and corporate income tax alowances
in connection with investments were introduced in 2001. Work has been undertaken to improve
budget planning and tax collection. The last Sep in the pension reform, a second pillar, was
introduced in July 2001. The reform is not intended to raise tota socia contributions, and
initidly the sysem may require funding from the date. The generd government gross debt
increased somewhat in 2000, but it is il & afairly low level, anounting to 14.1 % of GDP in
2000.

Reflecting the strong export performance, the current account deficit narrowed
significantly last year. It fdl from 9.6 % of GDP in 1999 to 6.8 % in 2000. During the firgt
half of 2001, the current account deficit declined by 0.4 percentage points to 5.3% of GDP
compared to the first haf of 2000. The improvement of the current account deficit last year was
largely a result of an increase in the surplus of the baance of services, while the trade deficit
widened. The current account balance was furthermore positively affected by the devel opment
of net income and net transfers from abroad. The import of goods was surprisingly low last
year, but it garted to increase rgpidly during the firgt quarter of 2001. The financia account
showed a surplus, and foreign direct investments covered more than 80 % of the current
account deficit in 2000. In the firgt haf of 2001, 63% of the deficit was covered by foreign
direct investments.

The central bank has conducted a successful monetary policy. The anchor of monetary
policy continues to be the pegging of the Lat to the SDR. The peg has fulfilled its main god, to
ensure price stability. Low and stable inflation, and a financid account surplus dlowed the
central bank to relax monetary policy somewhat, leading to a fal in short-term interest rates of
approximately 2 percentage points, between 1999 and 2000. The relaxation of monetary policy
was supported by tight fiscal policy amed a reducing both the current account deficit and the

budget deficit.

Market forces determine the prices of a majority of goods and services. Only prices for the
services of natura monopolies are regulated (e.g. ectricity, gas, water and telephone services),
and these condtitute 22% of the CPI basket. A cost-recovery mechanism has been established.
Trade in goods has been liberdised and fully complies with WTO standards.

6 Two figures are given for the government balance. One is based on the most commonly used national concept, and the
other is calculated according to the European System of Accounts (ESA 95), which was reported by the candidate
countries for the first time this year.
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The share of the private sector has been stable during 2000. It accounts for 67 % of GDP,
and for 71 % of total employment. Enterprise privatisation is close to completion. Some large
enterprises are dill to be privatised, a task that has proved difficult to fulfil in some cases.
Parliament decided last year that Latvenergo should not be privatised for the moment, but has
initigted a redtructuring of the company so as to prepare it for later privatisaion. The
preparations for the sde of the Latvian Shipping Company were well advanced, when the
process came to a hat in May 2001, as none of the potentia bidders submitted the required
security deposit. The authorities are working on strategies for a new attempt to sdll it. The sde
of Lattelekom is sugpended, awaiting the settlement of an arbitration case concerning the
curtalling of Latelekom's monopoly mandated by the WTO. A dake in the Latvian Gas
company was sold during the summer, and the remaining stake is expected to be sold later this
year.

No significant barriers to market entry or exit are present, although some problems till
remain. In 2000, 8048 enterprises were registered, and 2552 were liquidated out of a total
number of 121922. During the firgt half of 2001, some 4300 enterprises were registered, and
around 1300 were liquidated. Licences are required in 57 sectors, but to obtain such does not
seem to present an obstacle. The enterprise regigter is functioning well. There are till problems
with congruction permits, land acquigition and work permits for foreigners. An ongoing dialogue
is being held between the government and the business sector, represented by the Foreign
Investors Council in Latvia, with the am to identify barriers and drawbacks in the business
environment, and of finding convenient solutions. Customs procedures have improved.

Privatisation of land is ongoing, and a land market has begun to work. 42.8% of total
land and 60.1% of non-agricultural land were in private ownership as of January 2001. In order
to speed the process of privatisation of land, resources have been redistributed, and the
regulations for privatisstion of land have been smplified. The Red Edae Cadadre is
functioning, and with 589 000 land properties registered, 98 % of land regidration is
completed”’. The National Computerised Land Book became operationd by July 2001,
providing a centrd register and data transfer systlem®. By June 527137 units were registered in
the Land Book. However, there is widespread dissatisfaction as regards the lengthy process of
regigtration in the Land Book.

The legal framework for enterprises is broadly in place. By spring 2000, the new
Commercia Code had been adopted, streamlining the adminigtrative procedures and smplifying
business regidtration. However, the entry into force of the law has been postponed severd
times, and according to the latest decision, it will become effective as from January 2002. A
new regulatory agency for public utilities, the Public Services Regulation Commission, has been
st up. The regulaor is respongble for public utilities, including telecommunications, posta
sarvices, railway transportation and the energy sector (except district heating).

The restructuring of the Latvian banking sector iswell advanced. The sector consists of 22
commercia banks. The government holds shares in only 2 banks (100 % of the Mortgage &
Land Bank, and 32.1 % of the Savings bank), accounting for 3.7 % of total capital. Non-
residents hold 66.5 % of tota share capitd in the banking sector. The concentration remains

¥ The Real Estate Cadastre contains information about ownership, land use, buildings, and value.
8 The Land Book defines ownership of a property, it records encumbrances and changes to property ownership, and it
contains information about ownership, mortgages, easements and other servitudes, etc.
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largely the same as last year, with 5 banks having 64 % of tota assets, and the two largest
having 37 %. The large amount of banks seems to indicate that some further consolidation could
be expected.

Financial intermediation is increasing rapidly albeit from very low levels. In 2000, the
volume of credits increased by 27.8 %, and this development continued into 2001 at an
accelerating speed. Lending to domestic enterprises and private persons amounted to 21 % of
GDP in 2000, up 4 percentage points compared to 1999. A system of mortgage lending is fully
operationd in Latvia, and it developed rapidly during 2000.

The stock market is improving, but it still suffers fromits small size. The legd base for the
development of the stock market is in place, and the necessary ingtitutions have been created.
The stock market is dill, however, a a very early stage of development. The government is
promoting this development by selling shares in state enterprises on the stock market and issuing
medium-term government bonds in excess of its financing needs. After a year of very low
activity, both the stock market and the bond market turnover in 2000 multiplied severa times.
In January 2001, a united Badltic list comprising stocks of the largest companies listed on the
Riga Stock Exchange, Tallinn Stock Exchange, and Lithuanian National Stock Exchange was
established. Stock market capitalisation at the end of 2000 was 8.0 % of GDP, 2.1 percentage
point more than in 1999. Bond market capitalisation was 6.6 % of GDP at the end 2000.

The average short-term interest rate spread between loans and deposits fell in 2000
compared to 1999. However, during the second haf of 2000, short-term interest rates on
loans jumped, leaving the interest rates on deposits unchanged, and they are only dowly coming
down. The spread between long-term interests rates on loans and deposits fell during 1999 and
the beginning of 2000, but since then they have remained at the same leve, around 3 percentage
points. Thisfairly low spread reflects a basicdly efficient banking sector, with a sufficient degree
of competition. Nevertheless, the spread between short-term interest rates indicates that some
further improvement is possible.

The financial sector has reached an adequate degree of stability. In 2000 nearly dl banks
showed profits. Total net profits in 2000 were gpproximately 38 million lats, 20 million more
than in 1999. The capita adequacy ratio was 14 % at the end of 2000 and 15 % at the end of
March 2001, well above the 10 % required by domestic regulation. The amount of bad loans
declined, despite the repid increase in lending last year. At the end of 1999, the share of bad
loans amounted to 6.2 %, at the end of 2000 to 4.6 %, and at the end of the first quarter of
2001 to 4.4%. A unified supervisory inditution for the whole financid sector became
operationa from July 2001. Previoudy, the centra bank was responsible for the supervison of
banks. However, since the new body is only starting its operations, due attention should be paid
to a smooth transfer of responghilities, to securing its independence and to ensuring the quaity
of its supervison activities.

The capacity to cope with competitive pressure and market forces within the
Union.

The ability to fulfil this criterion depends on the existence of market economy and a sable

macroeconomic framework, alowing economic agents to make decisons in a climate of

predictability. It aso requires a sufficient amount of human and physcd capitd, including

infrastructure. State enterprises need to be restructured and al enterprises need to invest to
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improve ther efficiency. Furthermore, the more access enterprises have to outside finance and
the more successful they are a restructuring and innovating, the greater will be their capacity to
adapt. Overdl, an economy will be better able to take on the obligations of membership the
higher the degree of economic integration it achieves with the Union before accesson. Both the
volume and the range of products traded with EU Member States provide evidence of this.

The existence of a market economy, with sufficient macroeconomic stability and progress
on structural reforms, has established a favourable environment for economic growth
and competitiveness. On the whole, economic policy has been conducted with a sufficient
degree of predictability to allow proper decison making by economic agents. Macroeconomic
dability has improved but sustainability must be secured. The Latvian economy has showed
resstance againgt externa shocks, as proved by its reorientation of exports after the Russian
crigs. Public finance has improved, but, taking into account forthcoming investment needs, fisca
consolidation islikely to remain achalenge.

The average educational attainment in Latvia is relatively high. In 2000, 19% of the
labour force had higher education, a rdatively high 62% had second-level, and 18% only basic
education. However, the mgority of second-level qudifications are vocationd; in many cases
these vocational qudifications, gained in the padt, are over-specidised and not adapted to
current and future patterns of skill demand in the economy. The higher unemployment rate
among people with low or no education, compared to people with higher education, cals for
retraining and additiona education. The need to restructure the agricultura sector aso calls for
further retraining and additiona education. More resources for the educationd system are one
of the few prioritiesin the budget.

To address the high unemployment, the transition from passive to active labour market
measures is emphasised. In 2000 the first National Employment Plan was adopted, and it was
updated in mid 2001. The plan had been drawn up in co-operation with the socid partners. An
important element in the plan is the improvement of the vocationd education. Another step
towards a better matching of labour supply and demand is the computerisation of the State
Employment Service. However, it is not clear from the Plan that adequate resources are being
provided to implement these more active objectives.

Gross fixed investment accounted for approximately 25 % of GDP in 2000. Private
investment congtituted 22.3%, and public invessment 2.3%. In order to promote further
investment, Latvia has introduced a tax credit up to 40 % of the amount invested in production
equipment, technology and red edtate, effective from January 2001. Except lagt year, public
investment has increased steadily, by 26 % annually on average during 1996-1999. Last year
public investment declined dightly in an effort to reduce the deficit. However, according to the
last budget, public investment is expected to increase again, by some 15.5 % in 2001. Among
the favoured areas are trangport, energy, and environment. In the transport sector, the
Investiments include improvements of the motorways and port infrastructure.

Latvia has succeeded in attracting foreign direct investment (FDI) despite the recent
slowdown in the privatisation process. Over the last three years FDI has amounted to 5-6
% of GDP. A large share of total FDI has been directed at the financia sector, partly explaining
the rapid restructuring of the sector.

36



Small and medium-sized enterprises (SME) play a very important role in the Latvian
economy. They generate more than 50 % of GDP, and they employ more than 70 % of the
workforce. The government has committed itself to supporting SME development. The date
guarantee programme approved by the government in 1999 has contributed to increasing
sgnificantly the availability of finance for SMESs, including for companies in the early stages of
development.

Government involvement in the private sector is moderate. Latvia is conducting a liberad
foreign trade policy, amed at finding new markets and enlarging the market share of existing
markets. In February 1999 Latvia became a member of WTO. The policy implemented has
resulted in a subgtantial decline in tariff barriers. State support to the indudtrial sector is mainly
given in terms of capitdisation of tax debt. SMESs are offered favourable loans through the
Mortgage and Land Bank, and smal companies with under 25 employees may benefit from tax
exemptions. To help domestic companies to find new export markets, they have some of their
costs rdated to internationd exhibitions and fairs, and internationa marketing covered. Tax
exemptions are dso given to certain high technology manufacturers and for certain large-scde
Investments. Subsidies are given to the agricultural sector and represent about 3% of the central
government basic budget (which excludes mainly socid security).

The Latvian economy is a highly open economy. The GDP share of tota exports and
imports was 100.3 % in 2000, up 2.4 percentage points from 1999. During the last year Latvia
has seen a sharp rise in exports to countries with which trade had previoudy been very smdl,
like Japan, Canada, and some countriesin Africa.

Trade integration with the EU is continuously increasing. Exports of goods to the EU, as a
share of tota exports have become larger. In 2000 they accounted for 64.6 %, about 4.5
percentage points more than in 1999. Imports have developed dightly differently. Over time,
imports from the EU as a share of tota imports have risen, but the share declined in both 1999
and 2000. Latvian exports suffered from a red exchange rate appreciation against the euro by
10.6 % in 2000. This may explan why the Lavian market share in the EU decreased
somewheat.

The structure of Latvian trade is changing. Wood and wood articles till conditute the
backbone of Latvian exports. However, the goods whose export increased most were
meachinery, equipment, and prepared foodstuffs. Even within wood and wood articles industry
there has been a change towards goods with a higher added vaue. Imports are dominated by
meachinery and dectricad equipment. But the strongest growth was reported in live animas and
anima products, vegetable products, metas and metd articles.

2.4. General evaluation®

Latvia is a functioning market economy. Provided that it makes further substantid efforts in
maintaining the pace of, and completing, its sructura reforms, it should be able to cope with the
competitive pressure and market forces within the Union in the near term.

19 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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Latvia has preserved macroeconomic stability. Further progress has been made on structura
reform, the last steps of the pension reform, a new framework for financia supervision and a
new regulatory authority for public utilities have been introduced. The legidative framework for
a market economy is, for the most part, in place, and market entry and exit mechanisms
continue function in a satisfactory manner. The financia sector, dthough smadl, is gradudly
consolidating.

However, the authorities must continue a policy of fiscd discipline, within a medium term fiscd
framework, in order to keep the budget deficit and the current account deficit sustainable over
the medium term. Privatisation of the remaining large enterprises has advanced more dowly than
anticipated and should be completed. The privatisation of land and the development of the land
market should be advanced. Measures to improve the business environment have been
introduced, and this process should continue, in particular through the removad of the remaining
regulatory and adminidtretive condraints to enterprise development. Unemployment remains at
high levels and labour market flexibility should be enhanced.
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3. Ability to assume the obligations of member ship

Introduction

This section ams to update the Commisson’s 2000 Regular Report  on Latvid's ability to
assume the obligations of membership - that is, the legd and indtitutiona framework, known as
the acquis, by means of which the Union implements its objectives. Alongsde an evduation of
relevant developments since the 2000 Regular Report, this section seeks to provide an overdl
asessment of Latvia's ability to assume the obligations of membership, and of what remains to
be done. This section is structured to follow the list of twenty-nine negotiating chapters, and
Incorporates an assessment of Latvids adminidrative capacity to implement the acquis in its
various aspects. Latvid s progress in trandating the acquis into its officid language is assessed
In a separate section.

The European Council in Madrid in December 1995 referred to the need to create the
conditions for the gradud, harmonious integration of the candidates, particularly through the
adjusgment of ther adminidrative structures. Taking up this theme, in Agenda 2000 the
Commisson underlined the importance of effectively incorporating Community legidation into
nationd legidation, and the even grester importance of implementing it properly in the fidd, via
the appropriate adminigtrative and judicid dructures. This is an essentid pre-condition for
creating the mutud trugt indigoensable for future membership.

The European Council in Santa Maria da Feira and in Gothenburg in June 2000 and June 2001
respectively recdled the vital importance of the applicant countries cgpacity to implement and
enforce the acquis, and added that this required important efforts by the applicants in
grengthening and reforming their adminidrative and judicid dructures.  Building on the
assessment of Latvia's administrative capacity provided in the 2000 Regular Report, the present
Report seeks to add further depth and detail, focusing on the main adminigrative structures
which are required for implementing the acquis in its various aspects.

In the 2000 Regular Report, the Commission concluded that :

“During the lagt year, Lavia has continued to make steady progress in digning its legidation to
the acquis in mogt areas. While overdl progress in terms of srengthening the adminidrative
capacity has been more limited, Latvia nevertheless undertook efforts to re-structure and
reinforce its inditutions in severd sectors, and decided to etablish severd new bodies in line
with the provisons of the acquis.

Good progress could again be noted as concerns the Internal Market, in paticular with the
adoption of legidation on conformity assessment, market survelllance and public procurement,
aswell as Laws on Persond Data Protection and on Copyrights, the Commerciad Code and the
liberdisation of many redtrictions on capitd movements. On this bass and in line with the
requirements of the acquis, it will now be important to further develop the necessary indtitutiond
sructures, including areform of the market surveillance authorities, the establishment of a Public
Procurement Surveillance Bureau and an Independent Data Protection Inspectorate. Little
visble progress was made during the last year concerning the enforcement of intellectua
property rights, which remains an issue of mgor concern. In the areas of customs and
taxation, encouraging steps have been taken to strengthen the adminidtrative structures, and
these efforts should continue.
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While some steps both in terms of dignment and of strengthening the adminigtration were taken
inthe areaof agriculture during the last year, only limited progress has been achieved overdl,
and the preparations for the integration of Latvia's agriculturd sector into the EU ill remain in
the early stages. As concerns transport, progress continued during the last year in terms of
dignment and dso in particular in srengthening the adminigration, notably by setting up an
Independent investigation authority for civil aviation accidents and by restructuring the authorities
in charge of maritime safety, where efforts need to continue in order to achieve concrete results.
For the environment, further progress related to the adoption of legidation has been achieved,
notably as concerns environmental information, nature protection, waste management and
GMOs, and some efforts to strengthen the adminigtration were dso made. Much work il lies
ahead, however. Good progressin legd dignment was dso madein the fidld of consumers and
health protection.

Regarding justice and home affairs, progress was achieved concerning visas and the
upgrading of law-enforcement bodies. Latvia also made considerable efforts in border control
during the lagt year, and these should be sustained. Alignment needs to be completed for
migration and asylum, and severa international conventions ill need to be acceded to.
Significant further geps will aso be necessary to ensure the full enforcement of al provisons. In
the fidd of financial control, Latvia made particular efforts during the last year, especidly as
concerns internd financia control, for which the adminidrative Structures have dso been
reinforced. Efforts should continue, most specifically in the fied of  the control mechanisms for
pre-accession funds.

In certan aress, progress in dignment has been less forthcoming. These include the free
movement of persons and telecommunications and information technologies, where the
trangposition of most of the requirements of the acquis is ill pending. Asto social policy and
employment, some efforts were made to move forward but key legidation has till not been
passed. As concerns regional policy, Latvias preparations for accesson to the EU till need
to be reinforced.

Latvia has dready been relatively successful in building up its adminigtretion in afew areas of the
acquis. These include the Internd Market, where for example the ingtitutions in charge of the
banking sector or competition policy and date ads have dready gained vauable initid
experience. For most sectors, however, important chalenges il lie ahead. In areas including
agriculture, the environment, socid policy, justice and home &ffairs aswell asregiond poalicy, the
Latvian authorities respongible are not yet in a position to manage the acquis in a satisfactory
manner. In generd, the srengthening of the Latvian adminigiration needs to continue in dl aress
in pardld and complementary to the generd public adminigtration reform process.

During the last year, Latvia has started to address amogt dl of the relevant short-term priorities
of the 1999 Accession Partnership, and has aready achieved a certain degree of success in
most cases. This includes in particular the adoption of severd pieces of key legiddion in the
Internal Market and of framework legidation in the environment sector, as well as work on the
modernisation of the tax and customs adminigtrations, efforts related to maritime safety and the
upgrading border posts. Work should now continue on al short-term priorities in order to fulfil
them as soon as possible. Those parts of the short-term priorities for which no visible progress
has been made so far should be focused on as a matter of priority. Apart from a few specific
aspects in the Internd Market fidd, this, for example, includes priorities related to employment
and socid affairs, aswdl asto justice and home affairs.
40



Latvia has dready started to work towards meeting some of the medium-term priorities of the
1999 Accession Partnership, including in the areas of audiovisud policy, consumer protection,
energy and transport.”

3.1. Thechaptersof theacquis

As indicated, the review of Latvias ability to assume the obligations of membership that is
below has been dructured in accordance with the list of twenty-nine negotiating chapters.
Accordingly, this section opens with an assessment of progress related to the so-caled “four
freedoms’, the cornerstones of the internal market, and continues with a systematic review of
progress on each of the chapters, to cover the acquis in dl its various aspects, induding
sectord policies, economic and fiscal &ffairs, regiond policy, environment, justice and home
affars, externd policies, and financid questions.

Chapter 1: Free movement of goods

Since the last Regular Report, Latvia has made very good progress in digning its legidation with
the acquis and in strengthening the rlevant adminigtrative capacities.

Inthe areaof horizontal and procedural measures, progress in establishing or upgrading the
generd framework for the New and Global Approach principles remained steedy. As
concerns Conformity Assessment, the relevant legidative framework was dready in place. In
the field of standardisation, Latvia accelerated the adoption of European standards. By the end
of September 2001, the Latvian standardisation body had adopted 5,440 standards, including
360 international standards and 4,842 European standards, as well as 238 Latvian standards.
Latvia has transposed 4,527 CEN standards, representing 64.72% of the tota existing CEN
standards, 248 CENELEC standards, representing 7.12% of the total and 67 ETSI standards,
representing 3.66% of the total. No sgnificant progress can be reported on safety checks at
borders. Since October 2000, Latvia participates in the Interchange of Data (IDA) between
EU adminidrations, and itslegidation is dready in line with the acquis.

Progress can also be reported on the adoption of sector specific legislation. Latvia continued
the trangposition of sectord directives. In the areas covered by New Approach Directives, the
legd and adminigtrative frameworks on eectrical equipment in explosve amospheres, toys,
mechinery, lifting and mechanicd handling equipment, persond protective equipment and
pressure vessels, have dready established a consderable degree of dignment with the acquis.
Since the last Regular Report, progress was made in the implementation of the acquis on
electromagnetic compatibility, medica devices, agppliances burning gas and congtruction
products. Amendments to the regulation of May 2000 on the dectromagnetic compatibility of
gpparatus were adopted in February 2001. The regulaion on the procedure of redisation,
distribution and registration of medica devices and goods was adopted in March 2001. The
regulations on gppliances burning gas and on the procedure of conformity attestation of
congtruction products in the regulated area were adopted in April 2001. In the area of
metrology, further progress has been made in aigning with the acquis through the adoption, in
May 2001, of regulations on metrologica requirements for packed goods and the procedure for
their metrological control, metrological requirements for bottles used as volume indicators and
the procedure for their metrologicd control and the standard vaue of the nomind qudity of
packed goods and the nomind volume of packing. Since the last Regular Report there has,
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however, been no sgnificant progress in the fidd of telecommunication and satellite equipment
and recrestiond craft.

As regards sectors covered by Old Approach Directives, the legd and adminidtrative
frameworks on drug precursors, glass, textiles, footwear and wood were dready in place.
Progress has been made in the implementation of the acquis on motor vehicles, chemicds,
detergents, pharmaceuticas, cosmetics as well as foodsiuffs. The regulation on conformity
assessment of whedled vehicles and their components was adopted in December 2000
replacing the regulation of March 1999. In the field of chemicals, amendments to the Law on
Chemical Substances and Chemica Products were adopted in December 2000. Regarding
detergents, a regulation on essentid requirements for washing and cleaning means and specia
restrictions and limitations on operations with them was adopted in May 2001. However, sSince
the last Regular Report, there has been no sgnificant progress with regard to fertilisers and
explosves for civilian use. Furthermore, some regulations were adopted since the last Regular
Report to transpose the acquis in the area of pharmaceuticals, regulations on manufacturing of
medicind products (in December 2000), on advertisng of medicind products (in January
2001), on import, export and distribution of medicina products (in February 2001), on
pharmaceutica activities and on classfication of medicina products for human use (in March
2001). The Law on Veterinary Medicine was adopted in April 2001. Regarding cosmetics, a
Regulation on the Safety of Cosmetics was adopted in June 2001. As concerns food safety,
Latviatrangposed parts of the acquis on additives, processing aids, food contact materials and
food for particular nutritiona uses during thefirg haf of 2001 (see Chapter 7 — Agriculture).

There have been no new developments on the transposition of the acquis on firearms and
culturd goods.

As concerns the development of Latvias adminidrative capacity for the implementation of
horizontal and procedural measures and sector specific legidation, further progress has been
made in strengthening the necessary framework indtitutions, in particular in accreditation and
gandardisation, with regard to ensuring their independence and the qudity of their functioning.
Concrete steps to reform the market surveillance system have been taken. In December 2000,
the Market Surveillance Council was established according to the Product and Services Safety
Law which entered into force in July 2000. Its main tasks are to ensure effective co-operation
between market survelllance authorities and to creste a uniform approach to the market
aurveillance of dl sectors, taking into account consumer and industry interests. As concerns
food safety, the government agreed in April 2001 to established a single control body, the Joint
Food Supervison Service, encompassing the whole food chain and merging the state veterinary
savice, the ate sanitary inspection and the other involved bodies so as to cover the whole
food chain. The Minigry of Welfare will reman responsible for the overdl food safety
requirements, whereas the Minigtry of Agriculture will be respongble for legidetive initiatives in
hygiene and specific requirements in the whole food chain.

Since the last Regular Report, no new developments have taken place as regards the non-
harmonised sector and in particular the implementation of the principle of mutua recognition
and the identification of potential obstaclesto Articles 28-30 of the EC Treaty.

Some progress can be reported in the field of public procurement. In the first haf of 2001,
Latvia continued efforts towards dignment. In July 2001, the Law on Procurement for
Government and Municipa Needs was adopted, which is scheduled to enter into force in
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January 2002, and replaces the Law on Government and Municipa Procurement. The principa
differenceslie in the definition of public procurement. It also introduces new review procedures.
The new Law is harmonised with the Law on Works, Supplies, Lease and Services Procured
by Entities Operating in the Public Utilities Sector which was adopted in November 1999. It
aso foresees the credtion of a Public Procurement Surveillance Bureau and darifies the tasks
and the procedures of the Bureau.

Overall assessment

On the whole, Latvia has dready transposed a sgnificant part of the acquis in this area and
advancement in the transposition remains seady. The main chalenge remains to upgrade the
qudity of the existing legidation in order to assure a high quality transpodtion of the acquis and
to strengthen the adminigtretive capacity.

The transposition of the general framework is dmost completed. The Law on Conformity
Assessment which defines the overal conformity assessment system, was completed by the
adoption of two implementing regulations respectively in April and May 2000 incorporating the
EC regulations on conformity assessment procedures. The legd framework on standardisation
has been in place since 1998. The good pace of adoption of European standards needs to be
maintained. There is sustained development of the standardisation system in Latvia The need
for amarket surveillance reform in Latvia has been recognised and steps have been taken in this
direction, but the process needs to continue. The Product and Services Safety Law, adopted in
November 2000, condtitutes the basis for the reform of the market surveillance authorities. The
scope of metrology has been regulated since 1997. Regarding natification procedures,
according to an Order of 1997, the Latvian Standards body acts as the WTO/TBT enquiry
point and is aso respongible for the co-ordination of the exchange of information in the areas of
technicd barriersto trade and sanitary and phytosanitary measures in the context of the acquis.

A large pat of the sector specific acquis is dso in place. The transpostion of the New
Approach directives has progressed considerably and for the remaning sectors such as
aerox0ls, gas gppliance, radio and telecommunications termina equipment and recreetiona
crafts, the transpogtion is underway. The trangpodtion of the Old Approach legidation is
progressng deedily. Attention needs to be pad to the renewd of exising marketing
authorisations for pharmaceuticals. As regards food legidation, Latviais dso fairly advanced in
trangposition, but the process needs to be completed. It now has to make further efforts to
ensure enforcement of the transposed legidation.

As for the adminigtrative cgpacity in this domain, the Latvian accreditation and standardisation
bodies have been in place for years and the Latvian authorities continue to strengthen ther
adminidrative cagpacity. However, this process needs to continue. The Accreditation Council,
together with the Latvian Nationd Accreditation Bureau and the Technicd Committees,
condtitute the accreditation system. In accordance with legidation adopted, they harmonise their
activities, procedures and performance with the practice and requirements of the EC. By May
2001, the Latvian National Accreditation Bureau had accredited 126 testing laboratories, 1
personnd certification body, 3 product certification ingtitutions, 5 calibretion laboratories, 6
ingoectorates and 1 quaity system certification body. The Latvian Nationd Accreditation
Bureau is a full member of the European Co-operation for Accreditation since June 1999. An
assessment according to the European Co-operation for Accreditation requirements is ongoing
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in order to make it possible to sgn Mutual Recognition Agreements between the Bureau and
other European Co-operation for Accreditation members at the end 2001, as scheduled.

The Latvian Nationa Metrology Centre isin charge of the implementation of metrology policy in
Latvia In June 2001 the Centre employed 170 persons, of whom 67 were employed in
regional metrology centres. In thisfield progress continues to be dow and metrology remains an
area of weakness. The absence of sufficient nationa budget alocations has meant that nationd
metrology is inadequately equipped and trained.

In the fidld of market surveillance, the reform needs to be completed. The establishment of the
Market Surveillance Council, in December 2000, aready represents an important step in this
direction. It will ensure co-ordination between the different market surveillance authorities.
Currently, the Consumer Rights Protection Centre is responsible for the surveillance of amost
al non-food products for which specific requirements exist - electrical products, construction
materids, and toys. In 2001, the adminigtrative capacity of the Centre was strengthened. Its
daff was increased by 10 employees. Besides the Consumers Rights Protection Centre in
Latvia, there are severd date indtitutions involved in market surveillance activities.

As regards sector gpecific legidation, Latvia has to make further efforts to reinforce
adminigrative cgpacity, in particular in the food area. The setting-up of the common control
body is a first step in this direction. The network of laboratories must aso be streamlined and
upgraded where necessary.

For the non-harmonised sector, the screening of existing legidation has just started with a view
to diminating trade obstacles. A number of obstacles, including certain licenses, have been
identified so far, but a clear drategy for their dimination has not yet been developed. The
adminidrative structures and notification procedures need to be strengthened in order to comply
with the requirements of the acquis. The adminidrative arrangements for future monitoring in
this area need to be completed. The Ministry of the Economy is responsible for the follow-up
and implementation of Articles 28-30 of the EC Treaty.

As regards cultural goods, dignment gill needs to be completed. As regards safety checks on
products a externd borders, Latvia still needs to strengthen customs and market surveillance
infragtructure as well as effective administrative co-operation between competent authorities.

In the area of public procurement, there are gill a number of points on which the Latvian
legidation deviates from the acquis, including the transposition of the negotiated procedure and
the conditions under which it can be used. The scope of the Law on Utilities does not cover
certain types of entities and sectors, as well as some activities. The adminidrative structures
regponsble for the implementation of public procurement should be developed. The
Procurement Supervison Bureau has till not been set up. Its establishment, scheduled by the
Law on Works, Supplies, Lease, and Services Procured by Entities Operating in the Public
Utilities Sector, is expected to enhance supervisory capacity and transparency in the fied of
public procurement.

Chapter 2: Free movement of persons

During the last year, Lavia made progress in aigning with the acquis on mutua recognition of
professond qudifications, and steps to strengthen the adminigtrative capacity have been taken.
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In the area of mutual recognition of professonal qualifications, Latvia adopted a Law on
Regulated Professons and Recognition of Professona Qudifications in June 2001, with a view
to digning its legidation with the generd system as well as with the sectord directives. Further
Seps to clarify the administrative structures with responghbility in this field have aso been taken.
The Academic Information Centre, which presently carries out the recognition of professona
qudifications, will continue to be responsble for thisarea

As regards the preparation of nationd legidation on citizens rights, no progress can be
reported.

No particular developments can be reported in the area of free movement of workers,
dthough preparations have continued to facilitate Latvids participation in Europesn
Employment Services (EURES).

Latvia has continued to implement bilaterd agreements with a view to the future co-or dination
of social security systems and the development of ingtitutional capacity has continued.

Overall assessment

Ovedl, Latvia has dready advanced in the area of mutua recognition of professond
qudifications, wheress in the areas of citizens rights, the free movement of workers and co-
ordination of socid security systems important further efforts will be necessary.

Framework legidation in the area of mutud recognition of professond qudificationsis in place.
Further legidative work is however necessary, in the form of the adoption of implementing
regulations. In addition, further amendments are till necessary to achieve dignment with severd
sectora directives, including for veterinarians, lawyers, architects, doctors, dentists, nurses,
midwives and pharmacists, in order to reach full harmonisation. With respect to professond
qudifications obtained before harmonisation, Latvia should introduce measures to ensure that dl
Its professonas can, as of accession, meet the requirements laid down by the directives. The
adminigrative dructures and inditutions involved in the fiddd of mutua recognition of
professond qudifications will dso need to be consderably strengthened.

While preparatory work has aready taken place, these efforts will need to be maintained to
ensure full dignment. It will need to be ensured that, by accesson, there are no provisons in
Latvian legidation which contradict Community rules, in particular with respect to nationdity,
resdence or language requirements. Legidation on mutua recognition needs to be monitored to
ensure that it distinguishes between academic and professiona recognition and includes smpler
procedures to alow the provision of services.

Concerning citizens rights, legidation on voting rights needs to be adopted. Moreover,
implementation will also require certain changes to Latvia s Congtitution.

In the area of the free movement of workers, legidation is only patidly digned and efforts are
required to ensure complete aignment, including aso the socid and culturd integration of
migrant workers and their families. As regards future participation in the EURES network,
efforts should be maintained to strengthen public employment services, especidly with regard to

language training.
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With a view to the future co-ordination of socid security systems, further work to develop the
necessary adminidrative dructures is needed. The inditutional capacity needs to be
strengthened so as to enable Latvia to apply the acquis on the co-ordination of socia security.
The implementation of severd bilaterd agreements on socid security will facilitate Latvia's
compliance with the acquis, as they normaly rely on the same principles as the socid security
co-ordination Regulations and will thus familiarise the adminisiration with these procedures.

The Language Law and its implementing regulations foresee certain linguidtic requirements in
aress relating to this chapter; for example, thereisalist of professons and postions for which
certain levels of language proficiency are required. It will be important to ensure tha this
legidation isimplemented in full respect of the principle of proportiondity.

Chapter 3: Freedom to provide services

Since last year’s Regular Report, Latvia has made some progress regarding aignment, including
in the area of financid services. Some steps were taken to enhance adminigtrative capacity, and
the Financid and Capitd Market Commission became operationd.

In the fidd of the freedom of establishment and the freedom to provide services (other
than financiad services) there have been no sgnificant legidative or adminigrative developments
sncelast year.

In the fidd of financial services, the new integrated supervisory body, the Financid and
Capital Market Commission, started operations in July 2001.

Regarding the banking sector, the Bank of Latvia approved a number of regulations to further
dign the regulatory framework for banking activities with the EC banking directives and the
Basd Core Principles for Effective Banking Supervison as well as the standards for the
cdculation of capitd adequacy with respect to credit inditutions. A new law on Savings and
Loan Companies was adopted. As regards administrative capacity, the staff of the credit
ingtitution supervision department (now 50 persons) has been increased in order to strengthen
on-ste examination and analyss of interna control.

Concerning the insurance sector, Latvia has continued to adopt regulations on the gradua
liberdisation of invesments abroad made by insurance companies. Concerning aignment
relating to insurance againgt civil liability in repect of motor vehicles, Latviaincreased its liability
limitsin January 2001.

As regards insurance supervision, the Latvian Insurance Supervision Inspectorate has issued
binding indructions with a view to further liberdisng the establishment of foreign insurance
companiesin Latvia and their supervison. However, no legidative amendments to this end were
adopted. Asregards administrative capacity, the 21 employees of the Insurance Supervison
Inspectorate have increased the number of audits and checks they presently carry out. In
addition, anumber of binding instructions for insurers were issued.

With regard to investment services and securities markets, Latvia has continued its dignment
process. In July 2001, amendments to the Law on Securities entered into force, adjusting the
Law in relaion to the establishment of the Financid and Capitd Market Commission.
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The Securities Market Commission (SMC), which used to be the supervisory body for security
markets now forms part of the new supervisory body. 22 employees work in the four
departments of the Commission. The SMC increased the number of checks carried out in 2000
to ensure compliance with the requirements of the legidation on securities and issued regulations
on the regidtration of foreign brokerage companies, as wel as on the capitd adequacy of
brokerage companies, which became effective in July 2001. During 2000, authorised officias of
the SMC conducted 28 on-the-spot checks in intermediary companies, including examinations
performed in branch offices of five licensad intermediaries (in totd, 17 branch offices in dl of
Latvia were ingpected). Along with the ingpections, the SMC has dso performed andyses of
financid daements and other documents submitted by intermediaries, assessing thear
compliance with normative acts governing the securities market.

The mogt important development in the field of financial services was the start of operations by
the Financid and Cgpitd Market Commisson in July 2001. According to the law, the
Commission is an autonomous Stete indtitution. It will take over the supervison respongbilities
of the existing market supervision authorities, such as the Bank of Latvia, the Securities Market
Commission and the Insurance Supervision Inspectorate. The Commission employs 97 persons.

Concerning the protection of personal data and the free movement of such data, progress
was made as regards the establishment of the State Data Inspectorate, which dtarted its
operations in January 2001. However, further improvements are necessary as regards the
legidative bass, as well as the independence and functioning of the new body (see also
Chapter 24 — Justice and Home Affairs).

Asregards information society directives, Latvia made only limited progress by gpproving a
concept on e-commerce in March 2001.

Overall assessment

Overdl, Latvia has advanced with the trangpogtion of the acquis, dthough further legidative
dignment is needed. Mogt of the necessary inditutions are in place, but some further
adjusments and strengthening will be necessary.

In the field of the freedom of establishment and freedom to provide services, there are 4ill
provigons in the law on foreign investments leading to discriminatory effects againgt foreign
nationas. Redtrictive provisons exig, such as the requirement of Latvian nationdity or linguistic
requirements, in the context of establishing an entrepreneurid activity or where licenses are
required, as for gambling, lotteries, mining and security services.

Latvia needs to gradudly abolish al these restrictive measures. The entry into force of the
Commercia Code, which has been delayed until January 2002, isintended to diminate al these
redrictions. The Language Law and its implementing regulations foresee certain linguistic
requirements in this area, for example, as concerns the crestion, spelling, and usage of names. It
is important to ensure tha this legidation is implemented in full respect of the principle of
proportionality.

Concerning financid services, Laivian legidaion dready contans mogt of the acquis
requirements, but amendments still need to be made.
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On banking, the rules, policies and practices to be gpplied by the new competent supervisory
authority are smilar to the Recommendetions of the Bade Committee on Banking supervision
and to EC provisons. There is aso good co-operation with foreign supervisory bodies. Latvia
has to ensure in particular that the minimum requirements concerning the deposit guarantee
scheme are gradualy achieved.

Supervison of credit inditutions has to date been carried out by the Credit Inditutions
Supervison Department of the Bank of Latvia. At present, the 50 staff members are engaged in
both on-gte examinations and off-ste andyss. According to the Law on Credit Ingtitutions, on-
Ste examinaions must be carried out at least once a year. 47 on-Ste examinations were
conducted in 2000, focusing on assessment of borrowers financid standing and solvency, as
well as enhancement of interna control systems to provide for prudent management of
traditional and new risks. The competent Divison in the supervisory body appears to be well
gaffed with qudified personndl.

Asregards the insurance sector, the basic features of the EC supervisory system are covered
by the current legidation. However, some of the Latvian prudentid provisons are il different
from those contained in the acquis, in particular concerning reinsurance as well as insurance
againg civil liability in respect of the use of motor vehides, incduding the structure of ligbility and
the minimum level of third-party cover. In addition, further dignment is needed as regards
accounting rules.

Concerning adminigtrative capacity, the Insurance Supervison Inspectorate (I1Sl), now under
the new supervisory body, can give binding ingtructions to the insurer concerning tariff policy,
Investment structure, profit distribution, reinsurance arrangement and transfer of al or part of the
insurance portfolio to another insurer (this can be done only for prudentia reasons). However,
tariff policy has to be liberalised before accesson. The 1S has 21 saff, and in 2000 the
Insurance Supervison Inspectorate performed 7 audits and 76 thematic checks in insurance
companies and pension funds. The implementation capacity of the service has been enhanced
through further computerisation of the service, and by further training of its Saff.

In the fidd of investment services and securities markets, there is till a need to ensure the
gradud fulfilment of the minimum requirements under the investor compensation scheme in order
to dign with the acquis. Shortcomings in the trangpodition of other securities legidation might
also have to be corrected.

Ovedl, the gandard of supervison in the financid services sector in Latvia has been quite
satisfactory. The transfer of powers to the new supervisory body, the Financid and Capita
Market Commission, is not expected to disrupt the supervison process while strengthening co-
ordination. Full financia independence will gradualy be achieved by 2007. Latvia should pay
due attention to the smooth transfer of responghilities, securing its independence and ensuring
that the qudity of its supervison activities during thisinitid phase does not fal below standard.

In the field of the protection of personal data and the free movement of such data,
legidative amendments are necessary in order to ensure full dignment with the acquis. The
independence of the nationa supervisory authority for data protection, the State Data
Inspectorate, will have to be ensured. Particular attention should be paid to changing the
procedure for appointing the head of this body.
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Inthefidd of Information Society Services, Latviais only beginning to prepare legidation. The
adminigtrative infrastructure still needs to be established, and human resources necessary for the
effective implementation and enforcement of the information society Directives dlocated.

Chapter 4: Free movement of capital

Latvia made some further progress during the lagt year, in particular concerning the further
liberdisation of capital movements and cross-border credit transfers.

As regards capital movement and payments, in December 2000, Latvia adopted
amendments to the Law on Security Services, which entered into force in July 2001, dimingting
the regtrictions for EU investors by granting nationd trestment for the ownership of security
companies.

With respect to the four guarantee funds, Latvia adopted amendments to the Law on Natural
Person Deposit Guarantees with a view to abolishing the redtrictions related to the cross-border
investment policy covering resources of the Depost Guarantee Fund. Since July 2001,
investment policies for the management of this fund and the Insured Protection Fund are being
determined by the newly established Financid and Capitd Market Commisson which will
ensure liberdisation of investment rules (see also Chapter 3 - Free Movement of Services).

As for the acquis relating to the regime of direct taxation, Latvia adopted a decison under
which, from January 2003, the exiding differentigtion in the impaostion of income taxes on
dividends received from resident versus non-resident companies will be removed.

As regards payment systems, the Bank of Latvia issued amendments to the legidation on
Credit Transfers which entered into force in January 2001 to further dign with the acquis on
cross-border credit transfers. In  September 2001, the Bank of Latvia adopted
recommendations for transactions effected by means of eectronic payments to implement the
Commisson’s recommendations.

Asfor the acquis on the prevention of the use of the financial system for the pur pose of
money laundering, the number of reports received by the Office for the Prevention of Money
Laundering increased to 4014 in 2000 (from 1111 in 1999), and the Office now has access to
350 databases, however no adequate increase in the resources of the Office has taken place. In
June 2001, a specid unit for the investigation of money laundering was established in the Board
of the Finance Police of the State Revenue Service.

Overall assessment

Oved|, Lavia has advanced wdl with the adignment with the acquis, but the process
nevertheless gill needs to be completed as regards capita movements and payments.

The liberdisation of capita flows has largely been accomplished. However, a number of
redrictions on capital movements nevertheless remain. With regard to the acquidtion of red
edate, Latvia dill has to adopt legidation in order to end the restrictions concerning acquisition
of land by foreign naturd persons. Further dignment is also necessary to reach full compliance
with respect to the four guarantee funds, as well as the Law on Coallective Invesment
Undertakings. As regards investments in foreign assats by supplementary pension funds and
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insurance companies, further dignment of the laws on private pension funds with the acquis is
necessary. Further liberdisation is dso required regarding restrictions fill in force in privatisation
legidation and practice, purchase agreements and bilatera agreements as well as complete
aignment regarding the taxation of companies dividends. According to the amended Law on
Security Services, managers of security companies must meet the requirements of the Language
Law.

Latvid s legidation on cross border credit transfers and on settlement findity is now partidly in
line with the acquis. Further efforts are, however, required to complete dignment and to ensure
the efficient functioning of payments systems, including the introduction of adequate and
effective redress procedures for the settlement of disputes between banks and customers on
cross-border credit transfers.

The Bank of Latvia regulates and supervises credit and financid indtitutions, operates exchange
controls and oversees the payment sysem. The Bank is deemed to have appropriate
competence and capacity to administer the liberdisation scheme and to initiate the flanking
policies needed to fully implement a regime of free capitd movements.

Regarding money laundering, Latvid s legidation is generdly in line with the acquis. However, a
few amendments to its law on prevention of laundering of proceeds derived from crimina
activity, as well asto the guiddines for developing procedures for identifying suspicious financia
transactions are till necessary.

Latvia has a separate Financia Intdligence Unit (the Office for the Prevention of Money
Laundering), which employs only 13 persons, including 5 financid transaction analysts. Out of
the 4014 reports received in 2000, only 40 were forwarded to the Prosecutor’s Generd Office
and less than 30 crimind cases were initiated, with no convictions up to now. In addition to the
necessry reinforcement of its adminidirative capacity, improved co-operation with the law
enforcement bodies, and notably the police, as well as a more effective prosecution of cases
being reported remain a priority.

Compliance with the Recommendations of the Financid Action Task Force should be ensured.

Chapter 5: Company law

Since lagt year’s Regular Report, while Latvia has made only little progress as regards the area
of company law, adignment advanced in the area of accounting. As concerns the protection of
intellectua property rights, a strategic document was adopted and some steps were taken to
grengthen the adminigirative capacity.

Regarding company law, the implementation of the Commercid Code of April 2000 has been
postponed and it is now planned for January 2002. Progress has been made in respect of the
State Enterprise Regigter, which is now fully computerised.

As regards accounting law, Lavia made some progress in the implementation of the EC
accounting and auditing Directives by adopting the Law on Sworn Auditors in May 2001,
which transposes the 8" Directive and which will enter into force in January 2002. The law
regulates the legal basis for the professond operation of sworn auditors.
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In order to facilitate implementation of the 4" company directive requirements, anendments to
the Law on Annual Accounts of Enterprises entered into force in April 2001. The process of
implementing International Accounting Standardsis continuing.

A Manua on Preparation of Consolidated Annua Accounts was prepared in 2000, thereby
fadilitating practica implementation of consolidation requirementsin the field of accounting.

Inthefidd of industrial property rights, where legidation broadly corresponds to the acquis,
there are no specific developments to report. Latvia has aso received an invitation to join the
European Patent Convention.

As compared to the previous year, there has been an increase in the number of trademarks
registered by the Patent Office, as well asin the number of patents granted.

Regarding intellectual property rights, a Strategic Development Programme on Devel opment
and Protection of Intellectua Property for the period 2001-2005 was adopted in August 2001.
It was followed up by specific action plans developed by the Latvian Patent Office and the
Minigtry of Culture. In September 2001, legidation concerning measures to prohibit the release
for free circulation, export, re-export or entry for a suspensve procedure of counterfeit and
pirated goods was adopted with aview to aigning to the acquis.

The Copyright and Neighbouring Rights Divison carried out training activities and prepared
amendments to the Criminad Law, the Adminigtrative Procedures Code and the Law on
Cusgtoms that would facilitate the procedures for fighting piracy. During the last year, an increasse
in the seizure of pirated CDs, videotapes and software was observed, and resulted in an
increase in the number of cases prosecuted.

The implementation capecity at the border and in the judiciary has been somewhat
strengthened, and training for staff of the law enforcement bodies and the judiciary has been
carried out (see also Chapter 24 — Co-operation in the field of justice and home affairs
and Chapter 25 — Customs union). The Establishment of the Intellectua Property Supervison
and Co-ordination Council as a co-ordinating ingditution facilitating co-operation among State
inditutions, municipdities and NGOs deding with the issues of intellectua property rights
protection has started. At the regiond level, customs officers were gppointed to each of the 5
regiond anti-smuggling divisons to srengthen the enforcement of intelectud property rights.
Furthermore, a each customs point there will be one employee responsible for intellectua
property rights protection. Training seminars on intellectua property rights protection issues for
customs officers are being held monthly and gpproximately 50 customs officers have been
trained (see also Chapter 25 — Customs union).

With respect to the Regulation replacing the Brussals convention on jurisdiction and
enforcement of judgementsin civil and commercial matters, and the Rome Convention
on the law applicable to contractual obligations, Latvia started the necessary preparatory
work for their implementation, especidly in rdation to the courts, which may be designated for
the purpose of the Regulation (see Chapter 24 — Co-operation in the field of justice and
home affairs).
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Overall assessment

Latvia has dready largely achieved adignment with the acquis in the areas covered by this
Chapter, but the implementation and enforcement, and in particular the protection of intellectua
and indudtrid property rights, remains a difficult chalenge.

Asregards Latvian company law, Latvia adopted the Commercia Codein April 2000 with the
am of completing the trangposition of the 1%, 2™, 3, 6™, 11™ and 12" company law Directives
and consolidating anumber of provisions contained in different legal acts. The entry into force of
the Commercid Code is consdered to be one of the most sgnificant legal events and should
therefore not be further delayed, despite the amendments to other existing laws (i.e. to tax
legidation, the Lav on Annua Reports of Companies, the Law on Accounting, the Crimind
Law and the Adminigtretive Violations Code) till necessary in order to harmonise them with the
Commerciad Code. Moreover, the Code itsdf would aso benefit from some further
amendments related to the I and 11" Company Law Directives, in particular pendties for
non-disclosure, and the 12" Directive, in particular contracts between the sole entrepreneur and
the company.

The inditution responsible for the implementation of the Commercid Code is the State
Enterprise Register. For the implementation of the Code, the Government has dlocated €
720,000 (402,504 LVL) to the State Enterprise Register in order to take into account financing
of additiona functions foreseen under the law. When the new Commercid Code comes into
force, the new computerised information registration system will ensure double-checking, i.e.
data entered will be checked by state notaries before confirmation of regigtration. In generd, the
number of newly registered enterprises in Latvia is gradually decreasing. In January 2001, the
Enterprise Register began smultaneoudy making an entry into the State Revenue Service
register when they registered new companies. Information campaigns on the new Commercia
Code are dso ongoing.

Concerning accounting law, Latvid s legidation is dready broadly in line with the acquis. The
accounting standards-setting body responsible for issuing accounting standards is the Latvian
Financid Accounting Standards Committee. Work on the development of Latvian accounting
gandards, including the legd basis for a co-ordination ingtitution and enforcement mechanism
ought to be accelerated.

With regard to adminigtrative capacity in the area of accounting, work on the establishment of
the legd basis for a co-ordinating ingtitution regarding accounting standards is ongoing. From
January 2002 the Minigtry of Finance will carry out the state supervison functions of Latvids
Sworn Auditor Association. The responsible authority for e.g. regigtration of certified auditors,
code of ethics, sanctionsisthe Ministry of Finance.

Inthefidd of industrial and intellectual property rights (IPR), Latvia s trademark law is
dready to alarge extent in line with the acquis. However, a number of outstanding points risk
causing difficulties in the process of practica implementation of the law, which should therefore
be reconsdered. Latvia will have to prepare for further changes to its trade mark legidation.
Latvid s Paent law is largdly in line with the acquis, but also needs further adjustments to fully
comply with the EU levd of patent protection. Implementation of the legd protection of
biotechnologica inventions is Hill to be carried out. Further efforts are necessary to dign the
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Latvian legidation on indudtriad property rights with the Directive on copyright in the information
society and the resdle right Directive.

Enforcement of indudtria property rights remains, however, a matter of concern. Latvia should
continue to tackle enforcement and the strengthening of its administrative capacity as a high

priority.

Latvia acceded to the International Convention for the Protection of Performers, Producers of
Phonograms and Broadcasting Organisations in 1999 and has ratified the two 1996 WIPO
Tresaties.

In the field of intellectua property rights, further enforcement measures are needed as regards
copyright. Concerning the administrative capacity in the fied of intdlectua and indudrid
property rights, the Copyright and Neighbouring Rights Divisons under the Minigtry of Culture
(congdting of three persons mainly responsble for policy making and for supervison of the
collecting societies) as well as the Latvian Patent Office under the Minigtry of Judtice are the
competent authorities on industria rights and copyright and neighbouring rights respectively. The
recent eaboration of the related action plans are encouraging steps towards further fostering
protection of these rights.

Latvia has devoted more atention to efficient enforcement of IPR legidation in particular as
regards the fight againgt piracy and counterfeiting. In this respect, training has taken place for
enforcement bodies (Customs, State Police and, particularly, the Judiciary) on EC legidation
and/or enforcement methods. However, despite the recent encouraging results, due to various
condraints (financia, shortage of staff, lack of equipment and know-how) and the sze of the
exigting problem, enforcement has been lagging behind.

Especidly important in the fight agang piracy is the drengthening of co-ordination, and
particularly of the capecity of the Intellectud Property Rights Divison operating under the
Nationa Customs Board as well as the reinforcement of training for judges dedling with cases of
copyright and neighbouring rights. In addition, crimina proceedings tend to be extremely dow
and to date only a few cases have resulted in actua judgements. Training should thus be
enhanced and civil prosecution further strengthened.

In Latvia, there are two collective management societies and one association which amsto fight
music piracy. The collective management societies are of particular importance in the process of
enforcement.

Further efforts are required to strengthen the capacity to enforce legidation in the area of IPR,
especidly as regards border controls, which should be implemented more efficiently. Also,
further atention should be devoted to combating piracy. Improving the effectiveness of the
adminigrative and judicid bodies involved in enforcement, such as the customs services, the
police and the judiciary, is also very important, as is the reinforcement of co-ordination between
them. Further targeted training is necessary both for copyright officids and for enforcement
officdds.

With respect to the Regulaion replacing the Brussds convention on jurisdiction and
enforcement of judgements in civil and commercid matters, and the Rome Convention on the
law gpplicable to contractud obligations, Latvia needs to continue preparations and draw up the

necessay legidation.
53



Chapter 6: Competition policy

Since the last Regular Report, Latvia has continued digning to the acquis, in particular as by
adopting a new Comptition Law, block exemptions and new legidation on Specid Economic
Zones. As concerns the enforcement record, further progress has been made in both the anti-
trust and state aid fields, and more particularly in the latter.

In the field of anti-trust, a new Competition Law was adopted in early October 2001 with a
view to further dignment to the acquis. Latvia dso continued the process of introducing block
exemptions for different categories of redrictive agreements. In February 2001, a block
exemption for liner shipping companies was adopted.

The Competition Council and its executing body, the Competition Bureau, have reasonably
broad powers to enforce anti-trust rules. During the last year, a new division was created in the
Council to draft interna regulations and methodologica guiddines. During the first haf of 2001,
the number of employees was modestly increased to around 40 persons. During the year 2000,
the Competition Council took 20 decisons in the field of antitrust. Its investigations included
areas such as food processing, beverages, medicine, other consumer goods, oil and fud, water
supply and hesting, and airport and seaport services.

Intheareaof state aid, legidation intended to aign Latvia s Specia Economic Zones and Free
Ports with the acquis was adopted in July 2001. These changes together with an amendment to
the State aid control legidation of June 2001 aso aimed a ensuring the compatibility of aid to
the stedl sector. Latvia dso made a proposal to the Commission in preparation for a regiona
aid map in January 2001.

The State Aid Surveillance Commission and its secretariat appear to be empowered to
exercise regular and systematic ex ante control of compatibility of State aild measures. During
the last year, they have benefited from training messures, but the Secretariat also saw acut in its
gaff from 3 to only 2 persons. During 2000, the Commission issued 12 decisions (compared to
3 in 1999), and 3 were taken during the first half of 2001. Most decisions concerned the
capitalisation of tax debts accrued by enterprises before they were privatised.

Overall assessment

The process of legidative dignment is far advanced. Latvids enforcement record is dso
developing, dthough efforts to ensure the effective gpplication of competition rules need to
continue.

The new Law on Competition of 2001 contains the man principles of Community anti-trust
rules as regards redtrictive agreements, abuse of dominant position and merger control. Lavia
has aso introduced secondary legidation based on most of the Community’ s block exemptions.
However, some further dignment of the rules is gill necessary, including an adaptation of the
secondary legidation to the Community’s new policies on vertica restraints and horizontal co-
operation agreements.

The Latvian Competition Council agppears to have a fair enforcement record, but further
srengthening, as well as a much more deterrent sanctioning policy, are required. Priority should
be given to cases that concern the most serious distortions of competition, and "unfar
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competition” cases should not be dlowed to divert scarce resources from the antitrust
enforcement. To ensure this, the staff of the Competition Council needs to receive further
training, as do those members of the judiciary that ded with anti-trust matters. The Competition
Council aso gppears to be in need of increased resources, not least in the field of information
technology, in order to ensure full and effective gpplication of the rules.

The State ad control legidation of 1998 contains the basic principles of State aid control. With
the adoption of the amendments to the Latvian legidation on Specid Economic Zones and Free
Ports, an important step has been taken towards dignment with the acquis. These changes
together with an amendment to the State aid control legidation should aso contribute to
ensuring the compatibility of aid to the sted sector. Concerning secondary legidation, the
Latvian legidation dlows for the direct gpplication of the acquis through the Europe Agreement.
Latvia, therefore, does not need to separately adopt dl of the EC's secondary State aid
legidation.

State ad reports have been submitted for the years up until 1999, which follow the
methodology and the presentation of the European Commission’s survey on State aid in the EU
and are of good qudity. Latvia has aso prepared a State aid inventory of aid measures in force
in the country. In order to ensure maximum aid intengities in assisted aress, Latvia presented a
proposal to the Commission for aregiond aid map to bejointly adopted with the EU.

Since the secretariat of the State aid Surveillance Commission currently congsts of only two
experts, a certan daff reinforcement is advisable. Further resources should be provided
induding for training and information technology facilities.

Chapter 7: Agriculture

Agriculture in Latvia remained a 4.5% of gross vaue added in 2000, including forestry and
related services® Employment in agriculture (induding forestry, hunting and fishing) hes
decreased during the last year. It accounted for 13.5% of totd employment in 2000, as
compared to 15.3% in 1999.*

In 2000, agricultural production in ceredls recovered from the 1999 drop, but milk production
further decreased even though the yield per cow increased in 2000 by more than 10%
compared to 1999.2 The output of pigmeat and poultry meet remained farly stable; the
production of beef and veal decreased while domestic consumption increased.

In 2000, EC imports of agriculturd products originating in Latvia decreased by 4% to € 36.8
million. EC exportsto Latviaincreased by 21% to € 230 million. The trade baance in favour of
the Community amounted to € 193.2 million compared to € 151.6 million in 19992 The most
important product groups in terms of EC imports from Latvia are dairy products (28%) with a
decrease of 22% and raw hides and skins (18%) with an increase of 76%. As far as EC

20
21

The source for all agricultural statisticsis EUROSTAT unless otherwise specified.

Eurostat Labour Force Survey definitions (LFS). Agricultural employment is defined in LFS terms as economically active
persons who gain a significant part of their income from agriculture.

Source: Prospects for Agricultural Markets 2000-2008, Chapter Il Prospects for agricultural markets in the CEECs, DG
Agriculture, July 2001.

Source: Uruguay Round Agreement definition of agricultural products, figures taken from EUROSTAT COMEXT (see
U.E. 12/15: Commerce des Produits Agricoles 1988-2000, 1 Partie D.G. AGRI/A.2 Analyses quantitatives, prévisions,
statistiques, études, 2001, p. 10-57 et 86-89).
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exports to Latvia are concerned, the most important sectors are tobacco (17%) with an
increase of 170%, beverages (11%) with an increase of 30%, fruit (11%) with an increase of
78% and miscdlaneous preparations (8%) with an increase of 12%. In this context, and
following the new reciprocal concession on agricultural products negotiated under the Europe
Agreement, two thirds of bilatera trade in agricultural products now benefit from preferences
(see A.b — Relations between the European Union and Latvia).

During the lagt year, no important changes in Latvia s agricultura policy have taken place.

In 2001, the state agricultural budget will amount to € 89.1 million, of which € 34.8 million
(corresponding to 3 % of the annud tota nationa budget) will finance direct support schemesto
farmers. On the basis of the medium-term agricultural support policy paper (1998-2002), the
following types of support will be granted during the year 2001: soil improvement, increased
farm productivity, organic farming, the development of livestock and crop farming and fisheries,
farmer education, diversficaion of economic activities in rurd aress, reduction of sowing risks
and technical up-grading of agricultura production. For the first time, producers organisations
will aso receive state support in 2001.

With respect to land reform, some progress has been made. Wheress regidration in the
Cadadtre has been virtudly complete for severd years, regidration in the Lega Register (Land
Book) is progressing only dowly and has reached 64%.

Horizontal issues

As regards the preparations for the future implementation of the European Agricultural
Guidance and Guarantee Fund (EAGGF), Latvia made further progress during the last year.
The Rurd Development Plan, adopted in October 2000, sets out the main lines of Latvia srura
development strategy and the main objectives to be attained by SAPARD assistance (see A.b —
Relations between the European Union and Latvia). The SAPARD agency was accredited
a naiond leve. The procedure for the Commisson decison referring the management of
SAPARD ad is ongoing. During the last year, training activities for employees a both centra
level and at the 9 regiond offices have been carried ouit.

In March 2001, amendments to the Law on Agriculture came into force. As concerns the
Integrated Administration and Control System (IACS), they provide for the government to
be responsible for implementation. While this process had aready been completed for bovine
animas, work continued on setting up the herd and anima regigtration system for goeats, sheep
and pigs.

No substantia new developments have taken place as concerns trade mechanismsor quality
policy.

As concerns organic farming, the amendments to the Law on Agriculture of March 2001 state
that the government should draft regulations concerning production, storage, processing and
trade.

The amendments to the Law on Agriculture of March 2001 further foresee that the government
should adopt the legidation necessary for the Farm Accountancy Data Network. They dso
provide that an agricultura census should take place every ten years. The last census was
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caried out in June and July 2001, and will provide the basic information for completing the
Farm Accountancy Data Network (see Chapter 12 — Statistics).

Common Market Organisations

Since the last Regular Report, Latvia has made some progress in its preparations for the
introduction of Common Market Organisations, especidly at srategic level.

In December 2000, the Ministry of Agriculture completed guidelines for the implementation of
EC Common Market Organisations. On the basis of these guidelines, a detailed implementation
plan was findised in June 2001. The plan identifies the relevant EC legidation, the inditution
responsible and the nationd legidation required for each Common Market Organisation.

In 2001, a system of area payments based on the EC modd was introduced, covering ceredls,
vegetables and oil seeds. The system is administered by the Rura Support Service.

As concerns arable crops, Latvia has continued intervention in the grain market during the last
year. The scheme was firgt introduced in 1998.

Latvia has been practisng intervention in the sugar market for the second year. The government
adopted severa regulations to further specify the system.

Concerning specialised crops (including fruit and vegetables, plants and flowers, wine and
spirits), legidation on compulsory safety requirements in respect of spirits and spirit drinks and
requirements for marking of acoholic drinks was adopted in March 2001. No important
developments concerning animal products are to be reported.

Rural development and forestry

During the last year, Latvia has continued to implement its nationad Support Programme for
Agriculture (1998-2002), as well as investments under the Public Investment Programme, and
other activities aming to promote rurd deveopment. Within the Minidry of Agriculture, the
Rura Development Department, which has been operational for over one year, concentrated on
the preparation of a policy paper on a new rurd development Strategy. According to the
acquis, only agri-environmental measures are compulsory. No substantia developments in
this area can be reported.

After the legd framework in the area of Forestry had been created in early 2000 with the
adoption of two framework laws, secondary legidation was adopted during the last year
concerning forest regeneration, a state forest register and tree felling.

Veterinary and phytosanitary issues, including food safety

During the last year, a number of legidative acts have been adopted in the veterinary and
phytosanitary areas, and progress has aso been made in the area of food safety, both at
drategic level and in cresting an appropriate administrative set-up.

A new Law on Veterinary Medicine entered into force in July 2001, introducing certain EC
requirements and foreseeing the adoption by the government of implementing legidation to
complete dignment with the veterinary acquis. Preparaions for participation in the externd

movement control system (ANIMO) have continued during the last year.
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Concerning common measures, no substantial devel opments are to be reported.

In the area of animal welfare, legidation on welfare requirements for pigs and caves was
adopted in February 2001. Since September 2001, legidation on anima transportation has
been in force. In recent months, severd pieces of legidation concerning breeding have been
adopted, as well as on maintaining a Herd Book and on compulsory pedigree documentation
and issuing procedures.

Concerning the control of animal diseases and animal health, preparations for participation
in the anima disease noatification sysem (ADNS) continued. Concerning compensation for
losses to owners of animas and products of animd origin, and measures taken by the
government in case of actua outbresks or suspicion of diseases, the new Law on Veterinary
Medicine foresees funding from the state budget.

No substantial developments concerning anima waste trestment can be reported.

In the area of public hedth protection, legidation on the production and marketing of minced
mesat and mest preparations was adopted in January 2001. During the first half of 2001, hygiene
requirements concerning minced meat, meat cutting, packing and wrapping were established.

During the last year, one more milk-processing enterprise has been authorised to export to the
EC. However, a large number of food processng establishments do not yet fulfil EC
requirements. During the last year, an initid Strategy has been developed. In addition, legidation
adopted in March 2001 foresees that al enterprises involved in the food chain will be inspected,
and aunified register will be set up.

Concerning anima nutrition, no particular developments are to be reported.

As regards the administrative structures necessary for the enforcement of the acquis, and in
particular veterinary border checks, several measures have been taken during the last year to
improve the exigting system. In November 2000, legidation concerning samples of certificates
for veterinary control of goods and live animas in line with the acquis were adopted. The new
Law on Veterinary Medicine rationdised the indtitutiona set-up by making asingle authority, the
Food and Veterinary Service, respongble for veterinary checks both internadly and on the
borders. Until now, two separate ingdtitutions had been involved. Latvia aso selected 9 border
posts that will be kept in the long term. During the last year, the Food and Veterinary
Depatment of the Minisry of Agriculture has recruited additiond aff (specidists and
veterinarians), and dl veterinary ingpectors underwent training in 2000.

In the phytosanitary sector, secondary legidation on plant health (harmful organisms and
pesticides) was adopted, whereas no important legidative developments on plant hygiene are
to be reported. However, surveys on particularly harmful organisms continued, and a manua for
ingpectors was prepared.

Intheareaof plant variety protection, a generad Cataogue of Plant Varieties was adopted in
October 2000. Further secondary legidation concerning seeds and propagating materid has
also been adopted, and in particular on seed production and seed marketing of oil plants and
fibre plants and fodder plants, on vegetable planting materia, on growing and marketing of seed
potatoes and beet seeds, as well as on forest reproductive materid.
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Also during the last year, indructions of the State Plant Protection Service on the conditions for
introduction and movement of materia for trid and scientific purposes have been issued, and
amendments to the ‘Plant Quarantine Regulaions have been adopted to regulate the import of
oak from the United States and Canada. In 2000, the registration of producers and importers of
particular plants and plant products started.

Concerning the administrative set-up, in February 2001, a new dructure for the State Plant
Protection Service was adopted. The re-organisation was carried out in June 2001 and
included the separation of control and surveillance activities from co-ordination and planning
functions.

During the last year, the cregtion of a database of reected consgnments and the eectronic
connection of the Sanitary Border Inspection with the 24 sanitary border control posts was
completed and has become operationd. In addition, the Sanitary Border Inspectorate continued
to provide the prospective future EU externa border posts with the necessary equipment. To
date, 13 control posts out of 26 have the appliances necessary to carry out sampling, and 2
posts have been provided with laboratory equipment. The implementation of the training
programme for the Sanitary Border Inspectors, which was devised in 2000, has continued. The
phytosanitary laboratory has been strengthened, and preparations for accreditation have been
darted. The laboratory has moved to new premises, new equipment has been provided, a
greenhouse completed and some training activities have been carried out.

Asregards food safety (see also Chapter 1 - Free movement of goods), the government
adopted a Food Safety Strategy in April 2001. The document outlines the systems for co-
ordination between the various officid bodies involved, their competencies, organisation and
daffing. The drategy to develop the food safety system in Latvia involves both legidative
changes and aso areorganisation of officid ingtitutions. To this end, the government decided at
the same time to edtablish a Joint Food Supervison Service (under the supervison of the
Minigtry of Agriculture) to overcome problems of co-ordination of the different actors involved
and to implement the Food Safety Strategy. The new service unites the current state veterinary
sarvice, sanitary border inspectorate, state quality control service for plant products and parts
of the ate sanitary ingpectorate and is scheduled to become operationd in January 2002.

During the last year, Latvia has introduced certain measures to prevent and control BSE (total
feed ban). Routine testing began on a smdl scae, but does not yet fully comply with EC
requirements. As of June 2001, 800 cows had been checked while the State Veterinary Service
was planning to test atotal of 1800 by the end of 2001.

Overall assessment

During the last year, Lavia has further advanced with the preparations to integrate its
agriculturd sector into that of the European Union, especidly in the veterinary and phytosanitary
sectors. Condderable chalenges il lie ahead, however, and the process of legd dignment and
of establishing the necessary indtitutional structures needs to continue.

Land consolidation continues to advance a a dow pace, whereas land reform and privatisation
of agriculturd land are much further ahead.
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Concerning horizontal issues, preparations for future participation in the European
Agricultural Guidance and Guarantee Fund (EAGGF) need to continue in order to bein a
pogition to fully implement the acquis upon accession. The establishment of the Rura Support
Sarvice as SAPARD agency is a fird step to becoming familiar with EAGGF rules and
procedures. The Rura Support Service s future role as a single paying agency was confirmed in
the implementation plan for Common Market Organisations of June 2001, and it will now be
important to carry out the necessary practica arrangements.

For the Integrated Administration and Control System (IACS), progress to date has been
limited, even though its legd bass was enhanced in March 2001. Existing databases and
networks need to be improved further. Particular attention aso needs to be devoted to the
digitalisation of land parcels according to EC requirements.

As to trade mechanisms, the strengthening of the adminigrative structures needs to continue,
with particular attention to export refunds, import/export licences, collection of export taxes,
control of destinations of intervention products, physical checks, and veterinary checks for
anima wdfare.

For quality policy, Latvian legidation dready incorporates some of the EC requirements.
Further work is, however, needed, in particular as concerns the designation of adminigtrative
sructures that will actualy ensure the protection of geographica indications and designations of
origin, as well asissue certificates of specific character for agricultura products and foodstuffs.

Concerning organic farming, the preparations for appropriate control have started, but both
adignment and work on the adminigtrative structures needs to continue. The amendments to the
Law on Agriculture of March 2001 have set up the necessary framework for this.

Latvia has started to set up the Farm accountancy data network, and the results of the 2001
agricultural census, once available, will be an important contribution to work in this area. Work
on the adminigtrative structures to operate the system needs to continue.

As regards the implementation of Common Market Organisations, Latvia how needs to
carry out the actions foreseen in the implementation plan of June 2001 as a matter of priority.
While Latvia has parald mechanisms for some of the aress for which common market
organisaions exis in the EU, including ceredls and sugar, they need to be brought in conformity
with EC requirements. Consderable legidative work in al areas il lies ahead. As concernsthe
necessary adminigrative structures, the Rurd Support Service as the single paying agency, as
well asdl other involved bodies ill need to be adjusted to the requirements of the acquis.

In the area of Rural Development and Forestry, Latvia needs to make further progress as
regards the introduction of agri-environmental schemes.

Inthe veterinary sector, progress in aigning with the acquis has been made, but much work
dill lies ahead. Following the entry into force of the new Framework Law in July 2001,
implementing legidation will need to be adopted. Preparations for participation in the externd
movement control sysem (ANIMO) ae continuing. As to common measures, EC
requirements concerning the fields of hormones, thyrodtatics, beta-agonists and BST, aswedll as
medicated feedingstuffs, have dready been transposed. Further aignment is necessary
concerning resdues and zoonosis. ldentification and registration of cattle has been completed,

but the identification and registration of pigs, sheep and goats remains to be findlised. Regarding
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animal welfare, Latvids legidation ill needs to be adjusted to EC requirements. For
veterinary control, now that the 9 border posts that will be kept in the long term have been
identified, a detailed work programme for border ingpection posts with a view to upgrading
them to meet EC requirements should be drawn up. The upgrading of the exiging animd
disease natification system needs to continue in preparation for participation in the EC’'s anima
disease natification system (ADNS). As regards, animal waste treatment, Latvid's legidation
isnot yet fully in ling, no high-risk rendering plants exist so far, and no plan for their congtruction
has been findised. None of the exigting low-risk establishments meets EC standards. Animal
wadte collection isdso not yet carried out in full compliance with the acquis.

Further efforts are dso required in the area of public health protection. The process of
bringing food processng establishments into line with EC requirements is far from being
completed. While an initid drategy with a view to meeting EC reguirements has been
developed, no detailed action plan has yet been established. In the red meat and poultry sector,
none of the establishments meet the EC requirements and in the fishery and dairy sectors only
few.

Concerning animal nutrition, the Law on Anima Feeding Stiuffs, a framework law aimed at
trangposing the bulk of the rdlevant Community legidation, is till pending.

The trangposition process in the phytosanitary sector is well under way but needs to be
completed, for example, as concerns the plant passport system, which has not yet been
introduced. Alignment concerning plant health (harmful organisms and pesticides), plant
hygiene and plant variety protection needs to be completed.

To help sructure the workload ahead, Latvia needs to develop a comprehensive and detailed
drategy for trangpostion, implementation and enforcement with regard to the whole of the
veterinary and phytosanitary acquis.

The reform and restructuring of the adminigtrative structures is ongoing. The strengthening of the
implementation and control structures has started and should continue to be capable of ensuring
afull and effective implementation of the acquis. For this purpose, sufficient financia resources
to carry out veterinary and sanitary controls need to be provided. Continued particular attention
also needs to be devoted to the upgrading of border posts.

In the area of food safety, large parts of the acquis have aready been transposed in Latvia
The implementation of the Food Safety Strategy of April 2001 should be facilitated once the
new ingditutiona set-up, the Joint Food Supervison Service, has become operationd. In the
case of BSE, dignment with the acquis needs to be completed. No concrete plans to extend
the testing programmes to fully comply with EC requirements have been developed, and the
removal of Specified Risk Materids has not yet Sarted.

Chapter 8: Fisheries

Since the last Regular Report, the process of legidative adignment continued. In the area of
adminidrative capacities, the reinforcement of the Marine Environmenta Board (MEB), the
intengfication of controls and the re-measurement of fishing vessds are positive steps to be
noted.
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In the fidd of resource management, inspection and control, legidation was patly
harmonised with the acquis requirements by the adoption of the Regulation on Control of Fish
Landings and Fish Sdales, Transport, Storehouses and Production Premises in February 2001.
However, full dignment remains to be achieved. The Regulation on Commercid Fishing in the
Territorid Waters and the Economic Zones Waters, which should provide the legd basis for a
Vessel Monitoring System as well as provisons on documentation control, logbooks and
licences, remains to be adopted. The sadlite monitoring of fishing vessds was made
compulsory in 2000 for al vessdls goplying for fishing possibilities in the current EC waters. By
mid-2001, 64 vessdals out of 150 above 24m length were equipped with the satellite-tracking
device.

The MEB under supervision of the Ministry of Environment has overal responghbility for the
management of Totd Allowable Caich and for ensuring the gpplication of fishing quotas
determined by the Nationd Board of Fisheries. The capacity was increased in 2000 with the
recruitment of 11 ingpectors to perform fish landing controls.  The number of fish landing
controls increased from 11,366 in 1999 to 13,584 in 2000. However, only 22 cases of
violations were recorded in 2000. A Marine Environment Protection Development Programme
2000-2010 has been drawn up to strengthen fishing control and monitoring.

With regard to sructural actions, in January 2001 legidation on Vesse Capecity
Measurements was adopted, which includes the capacity measurement method required by the
acquis. A separate and computerised fishing vessals register was established at the Nationa
Board of Fisheries. Asof mid-2001, about 170 fishing vessels (out of about 400) have been re-
measured according to the acquis requirements.

Regarding market policy, no new legidation was adopted. A detailed implementation plan for
the introduction of the market intervention mechanisms required by the acquis was completed in
June 2001 (see Chapter 7 — Agriculture for the horizontal aspects). As for the
adminidrative structures, efforts were undertaken to improve the performance of the Nationa
Board of Fisheries, which isresponsible for the collection and transmission of market data.

In 2001, Latvia continued the same policy of state aid to the fisheries sector, and the level of
state aid aso remained congtant, with € 715,000 (400,000 LVL) earmarked to upgrade safety
and hygienic standards on vessals and help companies purchase the satellite monitoring devices.
The Rura Support Service now manages the support and the Nationd Board of Fisheries only
provides comments on applications. Support is denied for boats older than 30 years old, and
for companies whose catch level istoo smdl.

Concerning international fisheries agreements, no particular developments have been
recorded since the last Regular Report.

Overall assessment

Latvids fisheries policy is partly digned to the acquis in this area. Significant further efforts will
be necessary, building on the progress that has aready been achieved.

Concerning resource management, ingpection and control, full legidative dignment has not yet
been reached and needs to be completed. The ingtallation of satellite tracking devices in part of
the fishing fleet is a postive step but needs to be completed. Concerning landing contral, the
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sugtainability of the current capacity has not yet been ensured. The 2001 budget faled to
alocate funds to cover the cogts of the additiona 11 inspectors of the Maritime Environmental
Boad; as a provisond solution, ingpection is gill being financed by the Environmentd
Protection Fund and carried out with afew vessdls. The equipment does not alow for control in
deep seas, which is therefore carried out with the support of the navy. The employment of
Ingpectors on a permanent and full time basis would help to strengthen the control capecity; the
cregtion of an integrated fishing control and information system is needed to ensure an operative
data flow of information between the regiond ports and the central ingtitutions.

The legidative basis for implementing the Community structurd actions in fisheries is not yet in
place. While developments regarding fleet registration appear satisfactory to date, the lega
framework for the Fishing Vessd Regigter till needs further amendments to be brought fully in
line with EC requirements, which will entail re-measuring the vessals and indluding the small
coadtd vessds. Only hdf of the vessels currently comply with the measurement requirements.
Updated versons of the Fishing Fleet Development Programme for 2001-2003 and the Fish
Processing Industry Development Programme for 2001-2006 have been findised. Lavia
should develop a management plan for fleet capacity in accordance with the available resources.

Regarding market policy, based on the implementation plan of June 2001, market intervention
mechanisms will have to be developed. Full legidative harmonisation requires the adoption of
regulations on marketing of fisheries and aguaculture products in line with EC regulations.
Producers  organisations have not yet been established.

State ad to the fisheries sector conssts of subsdies which are mainly used for structura
purposes, including modernisation of fishing vessds. There are no date ads for vessd
condruction.

Latviais a member of saverd internationd fisheries organisations, in particular the Internationdl
Bdltic Sea Fisheries Commission and the North Eastern Atlantic Fisheries Commission, and has
bilateral fisheries agreements with the European Community, he Faeroe Idands (Denmark),
Russia, the USA and Canada.

Chapter 9: Transport policy

Latvia continued to make progress in adigning with the transport acquis, in particular in the areas
of road and raillway transport. As concerns the implementation and enforcement of legidation,
progress was achieved in paticular in the area of maritime safety, where controls and the
detention record improved somewhat.

Concerning Trans-European Transport Networks, during the lagt year, investments in the
main trangport infrasiructure corridors amounted to €104 million, of which about 26 % came
from the nationd budget. Severd projects were started, including on the Via Bdtica. Latvia has
edablished an inditutional supervison dructure within the Transport Ministry  regarding
infragtructure investments, which after accesson will be transformed into a body responsible for
monitoring implementation of TEN-transport projects.

Intheareaof land transport, amendments to the Road Traffic Law were adopted in February
2001, providing the basis for future secondary legidation to dign with the acquis requirements
concerning socid legidation and recording equipment. In addition, legidation to dign to the
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requirements concerning weight and dimensions, type approva of whedled vehicles, regidtration
of vehicles, qudifications of drivers and carriage of dangerous goods was adopted between
December 2000 and March 2001. Latvia signed the INTERBUS Agreement in December
2000, thereby taking an important step toward meeting the acquis reguirements regarding
international occasiona passenger service. No progress can be reported in the road transport-
related taxation area.

Regarding adminigtrative capacity in this area, Latvia introduced professona competence
examinations for road haulage and passenger transport operators, as required by the acquis,
and the firg exams were organised in April 2001. The inddlation of equipment to control
weights and dimensions at the border posts was completed. Controls are performed by the
customs services. Work has started on the gppointment of safety advisers for the transport of
dangerous goods.

In the area of railways, a Law on Carriage by Rall was adopted in December 2000 and
entered into force in January 2001. It regulates relations between operator and client, terms for
carriage of various goods, procedures for filling out freight consignment papers and other issues.
Concerning the regulatory regime, following the entry into force of the Law on Public Services
Regulators in June 2001, the new ralways regulator (the Public Services Regulaion
Commission) started work in September 2001 with a brief to stimulate competitive conditions,
defend user interests, and determine the methods of caculating passenger carriage tariffs. The
new regulatory body took over the licenang functions from the Railway Adminigtration, hence
providing for the separation of functions between the licensang authority and the authority
providing services. So far, the State Railway Adminigtration has issued three carrier licences —
one for carriage of freight and passengers, the other two for carriage of freight only. During the
last year, the restructuring of the State Joint Stock Company Latvijas DzelzceS continued.
While the state will retain responghility for the maintenance and development of infrastructure,
operations and services will be opened to market competition.

No legidaion in the fidd of inland waterways was adopted during the last year. It should,
however, be noted that Latvia has a non-connected network of inland navigable waterways.

In the area of combined transport, no new legidation was adopted. No new developments
took place in the areas of state aid and public service obligations.

There have not been mgor legidative developmentsin the area of air transport, but Latvia had
dready digned a substantid part of its legidaion with the aviation acquis. The independent
investigation authority for civil aviation accidents, which is a subordinated body to the Ministry
of Transport, has now been in existence for more than one year, but the structure till needs to
be approved by gppropriate legidation. The adminidrative capacity of the Civil Aviaion
Adminigration (CAA) has been strengthened through various types of aviation training.

Asregards maritime transport, no new legidation has been adopted. Nevertheless, Latvia has
acceded to a number of international conventions during the reference period, including the
International Convention on Safe Containers in December 2000, the Internationa Convention
relating to Intervention on the High Seas in Cases of il Pollution Casudties (May 2001), and
the International Convention on arrest of ships (June 2001). Latvia has been fully implementing
the Globd Maritime Digtress and Safety System (GMDSS) since June 2001. In February
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2001, the government adopted a conceptua document on the system of tax and social security
contributions relief in the maritime sector.

For maritime safety, the restructuring of the Latvian Maritime Adminigration, the executive
body for implementation and control, continued. It is now composed of the following services:
Ship Regigter, Seamen Regigter, Hydrographic Service and Maritime Safety Inspectorate. It is
a0 in charge of supervisng the authorised classfication societies. The EC recognizes dl the six
classfication societies working a present on behdf of Latvia With the transfer of some
functions from the Maritime Adminigiration to the Port Authorities, and in particular the Vessels
Traffic System (VTS), pilotage, and the harbour master office, the number of its employees was
reduced from 480 to 160. 19 employees work in the Maritime Safety |nspectorate including 13
ingpectors working primarily in three mgor ports. Ingpectors have teken pat in severd
internationd training sessons. The Maritime Adminidration has dravn up new seafarers
examination programmes and organised training sessonsin thisfied.

According to 2000 gatistics under the Paris Memorandum of Understanding, the percentage of
Latvien flag vessds detained following Port State control was 7.6%, a significant decrease
compared to 1999 (14.6%). This compares to an average for EU-flagged vessals of 3.9% in
2000. Concerning Port State controls in 2000, Latvia inspected 18.4% of ships cdling at
Latvian ports (minimum required inspection limit 25%), and detained 10.

Overall assessment

While Latvia is overdl wdl advanced in digning with the acquis, severa aress Hill require
particular atention. Firgt results of the ongoing restructuring and upgrading of the adminigtrative
structures have dready been achieved, but the process needs to continue.

As regards horizontal issues, the necessary legd acts for the interoperability of the Trans
European Networks high-speed railway system still have to be adopted.

Concerning road transport, a number of EC requirements still need to be introduced, such as
provisons for resting times and socid legidation, road transport taxation, access to the
profession, accounting system for expenditure on the road infrastructure and ingtalation and use
of gpeed limitation devices for certain categories of vehicles. EC-type driving licences have aso
not yet been introduced. On the adminigtrative Side, an increase in the number of ingpectors and
an upgrading of the available equipment are necessary for road-side checks, the control of
socid rules in road transport, and the checking of trangport authorisations at border check
points. Asfor the control of vehicle weights, permits, resting time and dangerous goods licenses,
the number of operationa control teams gppears to be too low to permit any effective control.
As regards inland waterways, even though Latvia does not have an interconnected network,
certain parts of the acquis neverthel ess need to be transposed.

Regarding rall transport, the first steps towards an aignment with EC legidation have been
taken, but secondary legidation till needs to be adopted, including provisons governing the
cariage of dangerous goods. The liberdisation and opening of the market has to be
accderated, dso taking into account the new railway acquis. In the area of combined transport,
the acquis on common rules for certain types of combined transport of goods between
Member States ill needs to be adopted. Further progress is aso needed in adopting and
implementing the acquis regarding interoperability.
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In the area of air trangport, Latvia continues to progress towards full dignment. Among the
pending issues, the structure of the independent Civil Air Accidents Investigation Authority il
needs to receive parliamentary gpproval.

Concerning maritime trangport, Latvia has made important aignment efforts. All Internationa
Maritime Organisation (IMO) Conventions relevant to the gpplication of the acquis have been
ratified; the new Maritime Code and the Law on Maritime Adminidration and Maritime Safety
are, however, till under preparation, and secondary legidation needs to be developed. Interna
restructuring is continuing. Specialized tasks such as Vessds Traffic System, search and rescue
sarvices, pollution prevention are being assigned to the Port Authority, while the Latvian
Maitime Adminisration and the Maritime Safety Inspectorate will ded with ship/seefarers
registration and Flag and Port State implementation-related matters.

The redtructuring of the Maritime Adminigration was launched, with the am of improving its
functioning as regards both Flag State and Port State controls. These controls were entrusted to
the Maritime Safety Inspectorate. Despite the recent progress, maritime safety is still an issue of
concern. Latvia s vessel detention rates as a result of port State Control remain well above the
average for EU-flagged vessdls. The minimum qudification criteriafor the selection of inspectors
need to be applied, and a systematic follow-up by the ingpectors themselves of the evolution of
IMO and EC requirements needs to be ensured. A sufficient number of trained inspectors, as
well as the necessary equipment, need to be provided. The divison of respongbilities between
the Maritime Department of the Minigtry of Trangport and the Latvian Maritime Adminigiration
concerning the control of the implementation of internationa requirements would benefit from
better co-ordination.

Chapter 10: Taxation

Since the lagt Regular Report Latvia has made some progress, in terms of the dignment of
legidation, and in particular concerning VAT. In addition, improvements have been made in the
adminigrative capacity, and in particular in the field of tax collection.

Inthe area of indirect taxation, as regards VAT, Latvia adopted amendments to the Law on
Vaued Added Tax which entered into force in January 2001. These amendments harmonise the
terminology used in the law with EC Directives and darify the place of supply of servicesin the
context of rendering transportation services and services related to movable property and
telecommunication services. In addition, the Lawv now provides for single procedures of
impogition for the VAT on books printed in Latvia and imported books from January 2003,
thus abolishing discrimination concerning the exemption for services of printing houses. The Law
as0 cancd s the existing redtrictions on input tax deduction.

In May 2001, legidation on refunds of VAT to internationa hauliers on fud purchased in Latvia
was approved, which congtitutes the first step in a chain of measures to introduce a system of
VAT refund for dl foreign lega persons.

Inthefidd of excise duties, Latvia adopted amendments to legidation on excise tax gpplicable
to oil products, with a view to improving tax collection for oil products for double use.
Regarding minerd oils, excise duty rates appear in generd to be in line with the EC's defined
minimum level. The only exceptions are kerosene, gas il and heavy fud ail, where the current
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excise tax rate is lower than that ipulated in the EC directive. No developments can be
reported as regards the duty rates on cigarettes, where much remains to be done.

Asregardsthe area of direct taxation, Some measures were taken to reform tax legidation and
to apply the principles of the Code of Conduct for Business Taxation. Concerning
administrative co-operation and mutual assistance, no specific developments are to be
reported.

Concerning the adminidrative capacity, tax revenue collection increased by 5.2 % in 2001
(compared to 2000) and costs of collection were reduced. The wide-ranging administrative
reform of the State Revenue Service (SRS), including the introduction of a three-leve
organisationa structure, has continued.

S0 as to improve operationa control, a new structura unit responsible for the development of
methodology for topica controls and for methodological management of these activities in the
territorid offices was established in 2000. The audit methodology has been improved in order
to increase the effectiveness of tax control activities. Procedures for topica controls have been
elaborated and congtantly upgraded based on the assessment of high-risk zones related to
trade.

To improve the quality of services provided to the taxpayers, client service hdls are being
established and a new service to taxpayers has been developed, providing information about the
VAT payers regisered in Latvia In 2001, booklets were published on taxation issues, and
mede avallable for taxpayers in dl territorid offices. A pilot project for the dectronic filing of
declarations was launched in the SRS in November 2000. Regidration procedures for
taxpayers were smplified by adoption of amendmentsto the Law on Taxes and Duties.

With regard to interna information technology systems, the new Tax Information sysem has
been implemented in dl SRS teritorid offices. The Tax Information System provides the
possibility of online eectronic exchange of data with the other important registers (Enterprise
Regiger, Citizens Regigter, State Socid Insurance Agency and State Treasury).

Overall assessment

Overal, some of the mogt critical weaknessesidentified previoudy have started to be addressed
including tax collection, VAT refunds scheme and fiscal control. However, so far, little has been
achieved as regards VAT and excise legidation. The measures teken to modernise and
strengthen the tax administration should be continued without delay.

On VAT legidation, important efforts are ill necessary, in paticular concerning VAT
exemptions, which are currently applied to a range of goods and services going beyond what is
provided for by the acquis.

In the field of excise duties, legidation dso requires extensive adjustments. As concerns excise
rate levels, Latvia has advanced to some degree. However, the duty rates for most product
categories remain lower than what is provided for under the acquis, and aignment should be
further pursued and intengfied. Latvia should also address the taxation Structure for cigarettes
by introducing the combined rate of the specific duty and ad valorem duty and certain protective
measures relating to certain minerd oils.
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As regards direct taxation and the directives on adminigtrative co-operation and mutua
assstance, further trangposition is aso Hill required. It will be important to ensure that existing
and future legidation complies with the principles of the Code of Conduct for Business
Taxation.

The setting up of nationd 1T systems compatible with the EC systems should be given priority.

As regards adminigtrative capecity, the steps taken go in the right direction, and the momentum
should be maintained to continue upgrading the taxation adminigtration. Action should focus
particularly on strengthening headquarters and on developing the skills and capabilities of its
gaff. The Centra Tax Administration should increase its decison-making powers, especidly on
such issues as internd organisation and the setting up of regiond and loca offices. In particular,
the number of loca offices should be screened and specidisation among them increased in
order to enhance efficiency. The measures taken to improve customer services should continue
and rules introducing the right of appea againgt tax authorities should be fully enforced.

Chapter 11: Economic and monetary union

A detailed assessment of Latvid s economic policy in its various aspects has been given above,
in the Chapter discussing the economic criteria (B-2). Therefore, the present section is limited to
adiscussion of those aspects of the Economic and Monetary Union acquis-—-as defined by title
VIl of the EC treaty and the other rdevant texts-which candidate countries should implement
before accesson, i.e. the prohibition of direct public sector financing by the centra bank, the
prohibition of privileged access of the public sector to financid inditutions, and independence of
the nationa central bank. As to the process of liberdisation of capital movements, upon the
completion of which compliance with the EMU acquis is conditiona, this aspect has been
covered above, in the section on Chapter 4 — Free movement of capital.

Sincethelast Regular Report, no new legidation has been adopted.

Overall assessment

Latvia will participate in EMU upon accesson with the status of a country with a derogation
under article 122 of the EC Treaty. It will need to implement the necessary changes to its
indtitutional and lega framework by the date of accesson.

Ovedl, Lavian legidation is largdy in line with the acquis. It is dready in line with the acquis
requirements concerning the prohibition of direct public sector financing by the central
bank. Asregards privileged access of the public sector to financial institutions, further
changes to the Latvian legidation on private pension funds concerning rules for investing penson

capitd will be necessary.

Concerning theindependence of the Bank of Latvia, the basic provisons of the Law of the
Bank of Latvialargely comply with the requirements of the Treaty. Some further adjustments to
the Law will be necessary, in particular concerning the grounds for dismissd of members of the

Centrd Bank board. The Act on the Bank of Latvia provides for the possibility of dismissa for
reasons that may not comply with the acquis.

Amendmentsto the Law of the Bank of Latvia gill need to be adopted by Parliament.
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Latvia continues to develop its adminidrative capecity to be able to implement the EMU
acquis. Thisismost important in the area of economic policy co-ordination.

Chapter 12: Statistics

Latvia has made some progress over the past year in this area as a result of improved
infrastructure and compliance with EC datistica requirements.

Asregards statistical infrastructure, the Stuation has improved both in terms of strengthening
the Centrd Statistica Bureau (CBS) and in terms of further compliance with the fundamenta
principles gopplied to the production of datistics and in particular the survey methodology. In
addition, increased funding of the satidtica infrastructure is now a budget planning priority for
2002, s0 asto improve the prospects for sustainability.

The Centra Statistical Bureau (CSB) is a state body that functions under supervison of the
Minigtry of Economy. With regard to the implementation of professona and methodological
functions, the CSB is an independent inditution. The adminidrative capecity of the Centra
Statigtica Bureau has been continuoudy strengthened over the last year. The CSB now employs
285 personsin its head office. 28 regiond offices employ 156 persons.

Concerning classifications, in 2000, the COICOP classification was trandated, published and
disseminated. The related work on the revised versons of the NACE and CPA classfications
has started.

Concerning demographic and social statistics, further progress has been made. The
Population and Housing Census was carried out in 2000. The first preliminary results of this
Census were published in November 2000. In order to improve migration satigtics, a system of
asylum-seeker and refugee datistics has been introduced, and a survey of the acquisition and
loss of citizenship was launched.

The Labour Force Survey (LFS) questionnaire was improved and supplemented with an ad
hoc module on trangtion from school to working life. Starting with the results of a survey in
May 2000, the publication of LFS results has been smplified. The LFSis now conducted twice
a year. In 2001 the Labour Cost Survey (LCS) was conducted largely in line with EC
requirements.

As regards availability of satistics a regional leve, 5 planning regions are defined at leve 1.
The respective GDP data were caculated. Demography, unemployment, agriculture, vehicle
fleet, labour force and energy data are available for the REGIO database.

In the fidld of macro-economic tatistics, further progress has been made to bring macro-
economic datigics into line with EC methodology. Primary data sources were improved,
changing financid surveys of non-financid corporations from the cumulétive bass to actud
payments during quarters. In 2000, the description of the sources and methods used to compile
non-financiad Nationa Accounts of Latvia for 1998 was presented to EUROSTAT.
Improvements redised during these co-operdtion activities have been partly implemented in
caculations for the years 1999 and 2000 and are presently being implemented for 2001.
Traning of specidids, including long-term vigts, takes place within the framework of co-
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operation. Responshility for Bdance of Payments, as wdl as foreign direct investments
datistics, has been handed over to the Bank of Latvia

Concerning business statistics, the work on the creation of amore advanced database for the
Business Register (BR) has started. The CSB now has access to the Taxpayer Register. The
questionnaires for the structura business survey were brought in line with EC requirements.

In retail trade gatistics, the work on the implementation of short-term Statistics in accordance
with the EUROSTAT methodological requirements has continued in 2001. In 2000, the
seasondly adjusted time series was introduced in accordance with international requirements. In
line with EC requirements, for the first year, data on retail trade purchases is being collected by
the place of purchase.

For trangport gtatistics, as of 2001, freight by railway is counted in accordance with the
acquis. The survey of cargo by road is continued in line with the requirements of the acquis.
The motor vehicle register was updated by the Ministry of the Interior and is now operationdl.
A survey on road transport was conducted in 2001. Some further work has been done to
oblige ports to compile and tranamit data, as inland waterways transport satistics are il
incomplete and trangt trangport through inland waterway's is not monitored.

Asregards exter nal trade statistics, improvements were made in this area by developing new
customs data control programmes. Although exchange of data on externd trade with
EUROSTAT has darted, there remain problems in coverage and quality. Latvia has therefore
darted mirror satistics exercises with severd Member States in order to identify reasons for
inconsgstencies.

For agricultural statistics consderable progress has been achieved. The Agricultura Census
was carried out in June and July 2001 and the processing of the results has started. The first
results of the Agriculturd Census 2001 are expected to be available at the end of 2001. The
necessary date financing of € 2.32 million (1.3 million LVL) was provided by the state budget.
The quedtionnaire for the Census is in line with EC legidation and Food and Agriculture
Organisation (FAO) recommendations.

The Agriculturd Census is organised on the basis of the Farm Register and covers farms with
agricultura land of at least 1 ha or where the vaue of production for saleis over € 1788 (1000
LVL) irrespective of the area of agricultura land. The updating of the Farm Register established
by the CSB was started in 2000 and continued in 2001 in co-operation with the State Land
Service.

Overall assessment

Ovedl, Laviais quite wdl advanced in atigtics regarding the business register, agriculture and
demographic gatistics. The censuses and surveys being carried out and planned should help to
further improve this. However, in a number of aress, in paticular Satigtical infrastructure,
classfications, macroeconomics, tourism and trade, much more work is needed on
methodology, quality and completeness of data to achieve compliance with the acquis.

Despite the developments and improvements of the last year, further efforts are needed in areas
including regiona structures, setting of priorities, saff training, and ensuring appropriate staffing
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in departments working on areas relevant for EU integration. Whilst there have been
improvements in the qudification of g&ff in the CSB, the rdatively high turnover of saff deding
with EU matters has affected a number of departments. Concerning resources, it is a pogtive
Sgn that resources have been made available for the population census and the agricultura
census, and that increased budgetary dlocations for the CSB have been recognised as a priority
requirement. The full independence of the CSB needs to be ensured.

Chapter 13: Social policy and employment

Since the last Regular Report, good progress has been made in digning with the acquis,
especidly with the adoption of the Labour Code and the Law on Labour Protection. Severd
Seps were Ao taken with a view to strengthening the adminigtrative capacity, including training
activities.

Inthefidd of labour law, the new Labour Code was findlly adopted by the Parliament in June
2001, trangposing the mgority of the labour law acquis. The Code is scheduled to come into
force in June 2002. In addition, legidation a information and consultation of employess in
Community-scale undertakings and groups of undertakings was adopted in March 2001 and
entered into force in July 2001. The main efforts to upgrade the adminigirative capacity in this
area included the training of employees of the State Labour Inspectorate and further
improvements in the information technology systems, as well as training of employees of the
State Employment Service.

Concerning equal treatment for women and men, the new Labour Code is intended to
trangpose the mgority of the acquis provisons. In addition, the new Law on Labour
Protection, which was adopted in June 2001 and will come into force in January 2002,
trangposes genera requirements for heath and safety of workers and risk assessment, as well
as the acquis requirements concerning night work, maternity leave, time off for ante-nata
examinations, prohibition of dismissa, employment rights and the protection of rights. In
addition, secondary legidation regarding risk assessment and information, as well as cases in
which exposure is prohibited, was adopted in August 2001. In 2000, a first court case
concerning equa trestment, and in particular equal pay, had been appedled by the employer.
The Appeds Court findly upheld the decison that the employer had treated the femae
employee unfairly. A conceptual document on gender equdity was adopted by the government
(seealso B.1. — Palitical Criteria).

The new Law on Labour Protection also achieved further dignment with regard to health and
safety a work, notably by trangposng the framework directive. Regulations aimed at
trangposing a number of individuad hedlth and safety directives were adopted in the aress of
work safety and hedlth protection on congtruction stes, hedlth and safety requirements a the
workplace, protection for work with chemicals and protection for work with display screen
equipment. On the adminigtrative side, the State Labour Inspectorate currently operates with a
total of 181 employees, of which 121 are ingpectors. In the course of 2000, the inspectors
imposed 732 fines on employers. Efforts were undertaken to inform employers, especidly at the
municipa leve. In May 2001, the Government adopted measures to increase the operationd
efficiency of the State Labour Inspectorate by focusing its activities on high-risk branches of
indusiry and enterprises, as well as on development of a database for Satistics and analysis of
occupationa diseases and accidents at work.
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In the area of public health, no new legidation was adopted. However, n March 2001, the
government adopted a Public Health Strategy. This is an umbrella document for public hedth
policy development, and the god of the strategy is to improve the hedth leve of the population
and to improve the hedlth indicators. The Annua Socia Report released in September 2000 by
the Minisry of Welfare points out that with 5.5 % of GDP dlocated to financing the hedth
sector, Laviais ill far from the minimum level of 7% of GDP of the EU countries.

Inthefidd of social dialogue, the tripartite structure continued to dominate. The development
of bipartite socid didogue remained wesk a both national and regiond leve, dthough some
trends towards its strengthening have been observed. The Training Centre of the Latvian Free
Trade Unions Confederation organised training for representatives of branch trade unions and
regiona trade unions centres in 2000 and 2001. So far, collective agreements on wages and
labour conditions have been concluded only in certain branches, covering more than haf of the
enterprises where a trade union is represented. In 1996 there were 1188 collective agreements
effective in Latvia covering 189 545 employees, while in 2000 there were 2057 collective
agreements covering 203 725 employees. Thus, collective agreements cover gpproximately
25% of the employees in the country. 2018 collective labour agreements were concluded at
company leve, while the number of collective labour agreements a branch level reached 39.

Concerning employment, the unemployment rate based on the methodology of the ILO
amount to 14.6% in 2000. In February 2001, the Government adopted the Nationd
Employment Plan for the year 2001. Compared to the previous yesar, this Plan improved the
definition of employment measures, criteria for sdecting activities and implementation
asessment indicators in respect of its gods. Previous deficiencies have been partly removed
and the layout of activities has been adjusted to match particular EU employment guiddines.
The focus of the Plan is on active employment measures. However, the Plan does not clearly
demongrate that adequate resources are being provided to implement these more active
objectives. The State Employment Service currently has 28 centres with a totd of 550
employees (for 609 positions). Progress can be noted, especidly with regard to unemployed
young people.

Latvia has launched the Employment Policy Review together with the Commission in order to
examine progress made by Latvia in adapting its employment syslem so as to be able to
implement the European Employment Strategy in line with the Employment Title. Work on a
Joint Assessment of Employment Policies is a an advanced stage and should be concluded by
the end of this year. The document will help set employment policy priorities for the coming
years.

Concerning the preparations for future participation in the European Social Fund (ESF), the
National Centre for ESF management training has been set up and the Nationd Training Plan
for the ESF was adopted by the government in March 2001.

Inthefidd of social protection, the reform of the penson system continued, including the entry
into force of the Law on State Funded Pensions in July 2001 regarding the second pillar of the
penson system. For the firsg 18 months, the State Treasury will have the responshbility of
managing second tier assets. After January 2003, the assets will be handed over to private asset
managers. The Annua Sociad Report released by the Minisiry of Wefare in autumn 2000
underlines the mgjor drawbacks of the system. The inaccuracy of available data does not alow
for a clear picture of the labour market. According to the data from the State Socia Insurance
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Agency, one third of the working population receive the minimum sdary. Loca governments
have experienced grest difficulties in implementing the guaranteed minimum income provison
due to a shortage of funds.

As regards discrimination, no sgnificant developments took place during the last year Gee
section B-1.2 — Human rights and the protection of minorities).

Overall assessment

An important step for the dignment of the Latvian legidation in the area of socid policy and
employment was achieved with the adoption of the Labour Code and the Law on Labour
Protection. However, the process of dignment gill needs to continue, and it will be vitd to
ensure adequate implementation and enforcement of the newly adopted legidation.

The Law on the Protection of Employees in the Event of Insolvency of Their Employer remains
to be adopted. Once the legidation is adopted, a guarantee fund will have to be set up.

Latvia is aware of the need to upgrade the State Labour Inspectorate, and preparations to
clarify and strengthen its legd gtatus, tasks and functions are underway; however, the relevant
legidation has not yet been adopted. The enhancement of the State Labour Inspectorate should
include training of the labour protection speciaists operating in the private sector (total number
estimated at 8000). Although a rating system to assess risk is dready in place, it needs to be
further developed, which will require the training of the inspectors. There should be scope for
specidisation in certain risk sectors, such as congruction or wood processing. The labour
ingpectors have to further develop their andlytical, advisory and counsdlling skills.

In the area of equdlity of treatment for women and men, substantial progress has been made.
Attention should now focus on implementation and enforcement, and in partticular on the
development of indtitutions and monitoring, assessment and awareness proposas set out in the
conceptual document on gender equdity.

With regard to hedth and safety a work, a unified advanced training system for occupational
safety and hedlth needs to be put in place. Free public access to information on ensuring safe
working conditions must be ensured.

The Public Hedlth Strategy has to be implemented. To that end, a Public Hedth Agency has
been entrusted with its implementation. Adequate human and financid resources need to be
provided. Further efforts are aso required to develop measures to improve the control of many
communicable diseases, which remains a matter of concern. This requires in particular to follow
the principles and methodology of the Community network on communicable diseeses.
Furthermore, efforts are needed to develop a health monitoring system.

On socid didogue, tripartite structures must lead to more effective consultations and results.
Efforts are required to promote and strengthen bi-partite socid didogue structures, especidly a
sectora level. The government must lso assist the socid partners to prepare them for the active
role they will be cdled to play in the EU context and to promote the appropriate structures for
collective bargaining and socid didogue in generd.

The legd basis for the inditutiond set-up for future participation in the European Socid Fund

(ESF) till needs to be adopted. Further efforts are required to improve both the administrative
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capacity and the mechanism for co-ordination of ESF interventions in the context of the
European Employment Strategy and the Inclusion Process. The competencies of the ingtitutions
involved in the financid adminigration, monitoring and implementation of the Fund must be
Specified, and a central responsbility for the ESF needs to be defined. There is dso aneed to
develop a proper control system for financing, monitoring and evauation for specific ESF
pUrposes.

In the field of socia protection, continued efforts are required to implement the reforms that
have been introduced. L atvia continues to be confronted with significant parts of its population —
both unemployed and employed — living below subsistence levels. Labour market and socid
policy, through appropriate ingtitutions, will have to address this issue. Attention should be paid
to the fact that such policies need to be inclusive of dl groups within Latvian society.

Regarding employment, the Joint Assessment of the Employment Policy Priorities of Latvia
(JAP) will represent an important step in the preparation for accesson. It will be important to
ensure an effective monitoring of the phasing in of the priorities and commitments contained in
the JAP.

The fight againgt exclusion, as laid down in article 136 of the Treaty establishing the European
Community, is part of the objectives of EU socia policy. As decided at the Lisbon and Nice
European Councils, policies to combat socid excluson combine commonly agreed objectives at
EU leve, and nationa action plans. The Gothenburg European Council in June 2001 invited
candidate countries to trandate the Union's objectives of promoting socid incluson into ther
nationd policies.

Further efforts are needed to ensure aignment with the acquis on anti-discrimination based on
Art. 13 of the Treaty.

Chapter 14: Energy

Since the last Regular Report, the process of legidative dignment has continued. On the
adminidrative sde, a number of new bodies were established, including the Regulator, the
Energy Inspectorate and the Radiation Safety Centre.

Concerning security of supply, no new legidation concerning ether security stocks or oil
supply crisis management measures has been adopted. In August 2001, the government
adopted a conceptual document with a detailed plan and financid commitments to progressively
build up the required oil stocks, and decided that both the state and the entrepreneurs would
participate in the financing of establishment and maintenance of oil stocks, of the 90 days of
mandatory stocks foreseen by the acquis, the state would be responsible for 30 days, and
entrepreneurs for 60 days.

In the area of competitiveness and the internal energy market, the Minisry of Economy
accepted the Plan for restructuring the state-owned energy utility, Latvenergo, and the timing for
the preparation of the main decisons in November 2000. During the last year, the
reorganisation, which is a precondition for permitting changes in ownership to take place,
progressed dowly, and only the merging of two Combined Heat and Power Stations, along with
the merging of three Hydro Power Stations into one single body, have been completed.
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Based on the Law on Public Services Regulators, in force since June 2001, the new regulatory
body, the Public Services Regulation Commission, started its work in September 2001, taking
over the functions of the former Energy Regulation Council. The new regime ams a the
separation of energy policy formulation and monitoring functions from regulatory functions. The
new structure continues to fal under the supervison of the Ministry of Economy. The day-to-
day functioning of the Regulator is performed by the License Bureau, which is divided into 8
different departments and employs 25 permanent staff members. Preparatory work has been
caried out for the reorganisation of the License Bureau into a dructurd unit of the new
regulatory body, with the am of ensuring continuity in performing the regulatory function in the
fidd of energy.

Measures have been taken to gradualy open the electricity market. In December 2000, the
transmisson and digtribution system services tariffs for eigible consumers were gpproved. In
November 2000, the government adopted legidation concerning the quantity of eectricity
consumption needed to obtain the status of eigible consumer.

Regarding the gas market, the Minigtry of Economy established a working group in February
2001 with the am of reviewing gas market liberdisation issues. The privatisation process for
Latvijas Gaze continued. As a result of the sde of state-owned shares in Latvijas Gaze, the
state-owned equity holding has decreased to 8%. In December 2000, the Energy Department
of the Minigry of Economy was enlarged with the creation of a divison for the oil and gas
industry (3 employees) to carry out the new functions of the ministry concerning pre-
investigation, exploration and production of hydrocarbons.

No new legidation concerning solid fuels, oil, or transit and transparency was adopted.

Concerning energy efficiency, in November 2000, the government gpproved the Nationa
Energy Efficiency Strategy, which complements the existing Nationd Congruction Programme
and the Programme for Improving Heat Efficiency in Public Buildings. In order to implement the
Strategy, the Government adopted a package of legidation in January 2001. It provides for
transpogition of the acquis in the area of energy efficiency labdling. The Energy Inspectorate
was edtablished to perform energy efficiency control and supervison according to the Energy
Law, but has not yet started its work.

As regards nuclear energy, the decommissioning of the Salaspils Nuclear Reector, a pool-
type research reactor which closed in 1998, is ongoing. A steering group was cregted in
January 2001 to co-ordinate the Sadlaspils decommissioning project. The public company
RAPA Ltd. monitors the Sdlaspils nuclear reactor and ensures its conservation and dismantling.
RAPA Ltd. was created in February 2001 from the exising RADONS and Reektors
companies. It is envisaged to reorganise the new joint company in 2002 to a true radwaste

agency.

The Radiation Safety Centre started operations in July 2001 and bears responghbility for
supervison and control in the radiation safety and nuclear safety field, in accordance with the
Law on Radiaion Safety and Nuclear Safety. The Centre is under the supervison of the
Ministry of Environmenta Protection and Regiona Development and has 31 employees.
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Regarding Nuclear Materia Safeguards, Latvia has concluded a Full Scope Safeguards
Agreement with the IAEA. An Additiond Protocol to this Agreement has been sgned in July
2001.

Overall assessment

Latvias legidation is at present partidly digned with the acquis, and considerable work is ill
required. The oil stocks and the internd energy market are key areas which are lagging behind
and require particular atention. In the field of adminidrative capacity, the efforts should be
reinforced.

As regards security of supplies, and notably oil stocks, the Latvian legidation is not yet in line.
The conceptua document on Formation of the Oil Product Reserve, adopted by the
government in February 2000, has been revised in order to ensure consistency with the acquis
relating to the obligation to maintain minimum stocks of crude oil and/or petroleum products.
The adminigrative structure for oil stocks management has till to be created.

Full harmonisation with the Electricity and Gas Directives is fa from beng achieved.
Regtructuring and privatisation plans, market opening, definition of digible cusomers and the
regime for network access are il open issues. The Regulator (Public Services Regulation
Commission) should enjoy independence and be properly staffed in order to carry out the
functions defined in the gas and dectricity directives. Price distortions till have to be diminated.
The liberaisation processin the eectricity sector, and in particular the reorganisation of the state
dectricity utility Latvenergo, are il in the early stages. The liberalisation of the gas market in
Latvia could be hampered by the (reportedly) exclusive rights of Latvijas Gaze concerning
digribution, transmisson and storage for a long period. In order to comply with EC
requirements, this potentiad monopoly will have to be reviewed. Latvia s legidation has not yet
been fully digned with the acquis regarding dectricity and gas trandt, nor as regards
trangparency. Current legidation in the oil sector needs to be amended further in order to
comply with the EC reporting requirements for products and prices. Legidation on
hydrocarbons licensing is dready in line with the acquis.

Concerning energy efficiency, dignment with the acquis is partid. The co-ordination of activities
must be improved in order to maximise results, and the entire process of project sdection,
implementation, and assessment in this fiedld must be monitored. The use of renewable energy
needs to be enhanced, and the rlevant indtitutionsin this area strengthened.

As regards the issue of nuclear energy, the European Union has repeatedly emphasised the
importance of a high level of nuclear safety in candidate countries. In June 2001, the Council of
the European Union took note of a Report on Nuclear Safety in the Context of Enlargement. In
July, the Commission conveyed this report to the candidate countries. The report recommends
al candidate countries to continue their national programmes regarding the safe management of
spent fuel and radioactive waste, and regarding the safety of their research reactors.

Latvia will need to ensure compliance with Euratom requirements and procedures. In this
regpect, continued attention should be given to preparing the implementation of Euratom
Safeguards, in particular regarding the reporting of nucler materia flows and inventories
directly by the persons or structures operating nuclear ingtalations or storing nuclear materid.
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Chapter 15: Industrial policy*

Since the 2000 Regular Report, Latvia has made limited progress with the development of
indugtrid policy. Implementation has, as during the previous year, mainly concentrated on
invesment promotion. Only limited progress has been made in the promotion of
competitiveness. Efforts have focused on conceptua aspects and little has been done in terms of
implementation.

After a wide consultation process, the Cabinet of Ministers gpproved in March 2001 an
industrial policy document entitled “Guiddines for Industry Development in Latvia’. The
Guiddines formalise the Government shift from traditiond sectord approach towards a more
integrated approach and its willingness to focus on factors that contribute towards the formation
of compstitive industrid cugters. In addition to severa horizonta indugtrid policy principles
gpplicable to dl sectors, the Guiddines dso identify branches that are considered particularly
promising as regards bringing extra value added to Latvid s industrid output.

It should be noted that the government has made efforts to further integrate the business
community in the policy-making process. In October 2000 the Minigter of Economy re-vitalised
the Experts Council, which improves consultation with industry in the form of 19 sectord
Experts Councils.

Since lagt year government policy has again mainly focused on investment promotion, in
particular through simplification of legd and administrative procedures (see also chapter 16 —
Small and mediumsized enterprises for progress in implementing the business
environment). Severd tax initiatives amed at the promotion of domegtic investment were
introduced, such as the reduction of corporate income tax for high-tech manufacturers and
accelerated depreciation rates for IT hardware.

In 2000 Latvia witnessed a steady growth in both domestic and foreign investments. In 2000
the real growth rate of fixed capita formation was 10.8% and the share of gross fixed capita
formation in GDP reached 24.6%. There are Sgns of the strengthening of the Latvian
Development Agency’s capacity in attracting foreign investors. Mgjor investment projects such
as PET resin plant and HGF automotive rubber parts factory have materialised.

Since lagt year, privatisation and restructuring have made little further progress. The
privatisation process is, however, virtualy complete in the industrial sector (the private sector
accounted for 90% of indudtrid output in 2000 against 81.5% in 1999). In large companies the
tendency to consolidate corporate ownership continues. (see Section B.1.2. - Economic
criteria).

Overall assessment

Overdl, Lavia's policy towards industry is by and large in conformity with the principles of EC
industrid policy, i.e. market-based, stable and predictable. The adoption of the guidelines
represents a further step towards the eaboration of an integrated industria strategy. However,
the methodology used to identify the priority industries does not seem to have been based on a

2 Developments concering Industrial policy should be seen in relation to the overall enterprise policy, including the SME
policy (see Chapter 16 - Small and medium-sized enterprises).
77



thorough and methodologicaly sound drategic planning research exercise. Lavia should
continue its efforts and set clear priorities in collaboration with the business community and the
financid sector. Strengthening its competitiveness with a view to integrating its enterprise sector
in the Sngle Market is dill one of the main chalenges facing the country.

During the last couple of years investments in manufacturing increesed, diversifying from early
investments in food and wood processing to include textiles, garments, chemicals, base metdls,
meta products and machinery. The fact that, foreign invesment grew in most manufacturing
sectors in 2000 would suggest that the government’s efforts are bearing fruits Gee Section
B.1.2. - Economic criteria).

While the necessary adminidrative bodies have been established, the adminigrative structure in
this area fill remains too fragmented. The centrd body respongble for the formulation and co-
ordination of indugtrid policy isthe Ministry of Economy. The line ministries that are respongble
for managing specific indudtria branches take part in the policy-making process. The Ministry of
Economy would need to strengthen its role as co-ordinator. The Ministry has delegated many
functions related to the promotion of entrepreneurship and investment to the Latvian
Development Agency, which is due to be re-organised into a state agency in accordance with
the provisons of the new Law on Agencies adopted in March 2001. Privatisation is the
respongbility of the Latvian Privatisation Agency, which is dso under the supervison of the
Minisry of Economy. The other agencies and governmentad bodies involved in the
implementation process are the Competition Council, the Latvian Standards Organisation, the
Regiond Development Council, and the Latvian Technologica Centre.

Over the past couple of years, Latvia has witnessed increasing activity by business associations
and dgnificant improvement in ther didogue with the Government. The Latvian Nationd
Economy Council comprises 22 representatives of the business community, and state and non-
date organisations including the Latvian Chamber of Commerce and Industry and the Minigter
of Economy who has the dtatus of an honorary member. On several occasions, it has
collaborated effectively with the Foreign Investors Council in Latvia. However, the development
of business associations and their top-level organisationsin Latviais il in the early stages.

It should be noted that an important eement of any indudtria policy is the control of date ad
and the compeatibility of support schemes with EC rules, including the current rules on sate ad
of the ECSC Treaty, which will have to be examined (see Chapter 6 - Competition policy).

Chapter 16: Small and medium-sized enterprises®

Since the last Regular Report, Latvia has made little progress in revisng its SME policy and
reforming the state support system for business promotion. Efforts to improve the business
environment have continued.

To date, measures in support to SMEs have not had a significant impact on SME devel opment.
Since the last Regular report, the government has taken some limited steps to address
shortcomings of the current SM E strategy and implementing policies.

% Developments concering SME policy should be seen in relation to the overall enterprise policy, including Industrial
policy (see Chapter 15 - Industrial policy).
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In 2000, the Latvian Government launched an evauation of the activities under the National
Programme for SME Development 1997-2001, which is till to be finalised. In December 2000
the Government gpproved the “Guiddines for Industry Development in Latvid’. The Guiddines
and the findings of the evauation exercise will conditute the bass for the next Nationa
Programme for SME Development 2002-2006. In order to ensure the trangtion between the
two programmes, an Action Plan for the years 2001-2002 is being implemented. It puts the
emphadis on access to finance, access to information and the definition of a mode structure for
business incubators.

The Minigtry of Economy was reorganised in early 2001. Two separate Departments on
Entrepreneurship and Industry have been created under the responsbility of two different
Deputy State Secretaries. The reorganisation process has caused some delays in preparing the
new programme for SME devel opment.

Access to finance remains one important obstacle to the development of Latvian SMES. Some
progress has been made in this area due to Government support schemes for SMEs including
State guarantees for bank loans.

Latvia has progressed further in the improvement of the business environment. Latvian
authorities continue to maintain an effective didogue with the business community. Regular
reviews of the implementation of the Action Plan to Improve Busness Environment in Latvia
have been carried out. The third revised version of the Action Plan was approved in July 2001.

The main achievements have been the adminigration of the tax system and customs and border-
crossing procedures. The Law on Corporate Income Tax contains specia provisions intended
to dleviate corporate income tax for SMEs. However, delays in the entry into force of the new
Commercid Law, as wdl as uncertainty over the implementation of the new procedure for the
caculation of the real estate tax, however, are causes for concern.

No subgtantial progress has been made over the last year in reation to the SME definition
goplied by Latvia, which is not yet fully in line with recommendations of the European
Commission.

Overall assessment

Latvia's policy towards SMEs follows the gpproach promoted a EU level. However, lack of
resources and changes in the organisation of the Ministry of Economy have continued to hinder
the effective implementation of SME policy. If the current enterprise policy rightly puts the
emphasis on the promotion of entrepreneurship, it neverthelessfails to identify adequate ddivery
mechanisms.

Despite efforts to consolidate the system of business promotion, the performance of the Latvian
Guarantee Agency and date joint stock company “Latvia eksportkredits’ (Latvian Export
Credit) is unsatisfactory. The future of these state non-profit organi sations thus remains unclesr.

As far as the SVIE definition is concerned, the distinction between micro, smal and medium-
Szed enterprises still need to be introduced into the Law on Corporate Income Tax and the
Law on Control of State Aid and Municipa Support Provided to Business Activity.
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The most important issues affecting the Latvian business environment have been identified and
addressed through efficient dialogue between the policy-making indtitutions and the business
community. Further efforts are however needed to improve information to enterprises,
especidly in relation to the changes undertaken by the Government in business legidation. It is
aso important to find amechanism for assessng remaining barriers, which impinge on micro and
gmdl busnesses The Lavian Development Agency, which monitors progress in implementing
the Action Plan to Improve the Business Environment, needs further support.

The centrd body responsible for the formulation and co-ordination of enterprise and SME
policy is the Minidgtry of the Economy. While the basic implementation bodies both at nationd
and regiond level have dready been established, the adminidrative sructure for this sector
remains fragmented and inadequately co-ordinated, and its actions therefore have limited impact
on the busness community. The future of most organisations which seek to support SME
development is highly uncertain and sgnificant improvement in their functioning is gill necessary
In order to prepare Latvia's SME sector for integration into the European Union. The absence
of business organisations representing the interests of smaler businesses remains a problem.

Chapter 17: Science and research

Since the last Regular Report, Latvid's efforts continued to focus on the implementation of the
Fifth Framework Programme; some progress at the Strategic level was adso made.

A conceptud document on innovation amed a promoting the link between research and
indusiry was adopted by the government at the beginning of 2001, and preparations for an
action plan to implement the conceptua document started.

During the reference period, Latvia continued to be fully associated with the Fifth Framework
Programme, as well as with the Euratom Framework Programme. As for other candidate
countries associated to the Fifth Framework Programme, Latvia has been granted observer
gatusin CREST (Comité pour la Recherche Sientifique et Technique).

Overall assessment

The financid and indtitutiond framework for participation in the Fifth Framework Programme is
well established. However, there is a need to enhance Latvid s participation in the Community
programmes through drengthening of the adminidrative capacity and technologicd
infrastructure, as well as a more active presence of the enterprise sector, including SMIEs.

For the further development of the sector and for an effective integration of Latvia into the
European Research Area (ERA), it is important to increase the gross domestic expenditure on
research and development.

The adoption of the conceptual document on innovation represents a positive step towards
grengthening the links between research and development policy and indugtriad and SME
policy. It will be important to further pursue co-operation between dl inditutions involved and
to encourage research activities relevant for industrial development (see Chapters 15 and 16
on Industrial policy and SMEsS).
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Chapter 18: Education and training

Efforts since the last Regular Report concentrated on strengthening the ingtitutions involved and
on carrying forward the reform of the education system.

In the reference period, Latvia dtarted to participate in the second generation of the
Community programmes Socrates and Leonardo, as well as the new Youth programme
(which incorporates European Voluntary Service activities) (see section A.b - Relations
between the European Union and Latvia). The Youth Internationad Programme Agency is
respongble for implementation of this programme.

Given that Latvia had dready transposed the Dir ective on education of children of migrant
wor ker s, no further legidative developments are to be reported in this respect.

As regards reforming its education and training system, the implementation of the 1998
Law on Education and the 1999 Law on Voceationa Education and Training (VET) continued.
In December 2000, the Law on Ingtitutions of Higher Education was amended to provide for
the implementation of higher education professona degrees and the posshbility of students
moving from academic to professona study programmes. In addition, severd legidative acts
Setting national standards for vocationd training, vocationa secondary education and fird-level
higher professona education were adopted. Work aso continued on implementing a unified
date examination sysem in VET. The rationdisation of the VET schools network started in the
capitd Riga A VET Council was set up in September 2000 with a view to improving co-
ordination between the different actors involved and comprises representatives from the
Ministry of Education and Science, the Ministry of Agriculture, the Minigtry of Culture, and the
Minigry of Wdfare.

Overall assessment

Participation in the first phase of Community programmes has been satisfactory. The established
nationd agencies are functioning. Latvian legidation is dready in line with the necessary
provisons of the acquis. The drengthening of the inditutions involved as wdl as the
improvement of the co-ordination amongst them should continue. The reform of the education
system should dso continue. The inditutiona capacity of the Ministry of Education and Science
should be further improved as regards policy development and financid management. In
addition, it will be important to upgrade the status and training of teachers and trainers with a
view to raisng the qudity of VET.

The congstent and full implementation of the new Nationd Qudification Structure established
by the VET Law of 1999 dill requires further resources and attention. Appropriate
arrangements should be devised to promote co-operation between vocationa schools and
enterprises in order to develop the forms of training that are sought by the labour market.

Chapter 19: Telecommunications and information technologies

Little progress has been made since the last Regular Report in terms of dignment. The new
regulatory body has begun its work.
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Concerning the liberalisation of the telecommunications market, for the moment, further
liberdisation of the fixed tdecommunications market in Latvia remains uncertain. No new
legidation has been adopted in thisfied.

As regards the regulatory framework, the Law on Public Services Regulators has been in
force since June 2001. As foreseen, the new Public Services Regulation Commission crested
by the Law Started operating in September 2001 and, in the field of telecommunications, took
over the regulatory functions of the Tdecommunications Tariff Council. The new regulatory
environment is intended to ensure the independence of the regulatory body from
telecommunications operators in compliance with EC requirements. The Regulatory Body will
a0 be respongble for regulation of tariffs of postal services,

As regards information technologies, the government has approved a basdine for the socio-
economic concept e-Latvia and the related Action Plan The Action Plan generdly isin line with
the eEuropet Action Plan drafted by Central and Eastern European countries (see Chapter 3 —
Freedom to provide services).

Asregards postal services, the legidation in the podd sector is now dmogt in line with the
acquis, as anendments to the Postal Law were adopted in December 2000 with respect to the
reserved services.

Overall assessment

Overdl, there have been no mgor advancements in the telecommunications sector over the last
few years.

Concerning the liberdisation of the tdecommunications market, Latvia should seek to ensure
that al possible steps are taken to abolish Lattelekom’s monopoly. The current monopoly
provider, Lattelekom, is 51% dtate-owned and 49% foreign-owned. The timetable for the
abolition of the monopoly of Lattelekom on fixed telecommunications and basc telephony
services has not yet been clarified, except that according to a government policy plan, aswell as
commitments Latvia has made a the WTO, the tdecommunications market will be fully
liberalised as of January 2003, ingstead of 2013, as originaly foreseen. A decision to privetise
the remaining shares of Lattelekom was taken by the government in October 1998, and before
this can happen, the contractua basis of the monopoly must be renegotiated.

The new Law on Teecommunications, intended to transpose a set of core EC
telecommunications directives and to achieve dignment concerning interconnection,
authorisation and licensng, tdecommunications network numberings, price regulation and
universal sarvice laws, is ill pending in Parliament. The foundations laid by the new Law on
Teecommunications, once adopted, will need to be built upon to resolve the remaining
problems regarding dignment with the acquis, and particularly to ensure that those parts not
temporarily blocked by continuing exclusive rights, are implemented in advance of liberdisation.

Rapid progress is aso needed with the remaining pieces of secondary legidation that are
required for the market to be opened. It will also be necessary to ensure that any mechanism for
asessing the cogt of providing the universa service identifies the rea net codt, based on
independently certified audits, and alows for a trangparent determination of whether the
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universal service obligation is an unfair burden on the designated carrier. Further developments
in this regard are to be closgly monitored.

For the moment, the Public Services Regulation Commission is supervised by the Ministry of
Economy. The Latvian Privatisation Agency, which owns telecommunications shares, d<o fdls
under the supervison of the Ministry of Economy. A certain risk of a potentia conflict of
interests may thus exis. In addition to 5 persons on the decison-making board of the
Commission, this body now needs to recruit the staff that will be needed under the new Law to
carry out the regulatory functions required by the acquis.

Asfor postd services, Latvia has established a good legidative basis and should now adopt the
relevant Community legidation, particularly with regard to tariffs, qudity of service, separation
of accounts and the scope of the reserved area. However, the independence and operational
capacities of the regulatory body will have to be strengthened further.

Chapter 20: Culture and audio-visual policy

During the last year, Latvia reached a high degree of dignment with the acquis. On the
adminigrative Sde, steps were taken to improve the sanctioning syssem administered by the
National Radio and Televison Coundil.

Concerning audio-visual policy, anendments to the Radio and Televison Law with a view to
further adignment with the Teevison without Frontiers Directive were adopted in February
2001. The amendments revised the jurisdiction criteria, rules on broadcagting of major events,
as well as the definitions of broadcasting, broadcasters, independent producer, re-transmission,
sponsorship and European audio-visua works.

In October 2000, Latvia ratified the Protocol to the Council of Europe Convention on
Trandfrontier Televison, to which it was dready a party.

Regarding adminidtrative capacity, the Nationd Radio and Televison Council is the regulatory
body in charge of ensuring compliance with the Law on Radio and Televison as well as with
freedom of speech and information. Amendments to the Adminigirative Violations Code were
adopted in June 2001, providing the National Radio and Television Council with alegd basisto
review and impose direct adminigrative fines. The Council issues broadcasting and
retransmission permits, maintains a register of al broadcasting organisations and monitors the
activities of broadcasting organisations. The Council conssts of 9 members gppointed by the
Parliament and a Secretariat of 13 Persons.

Regarding culture, the capitd city Riga, which celebrated its 800" birthday in 2001, was
chosen as a city to hogt the European Culturd Month, for which events were organised in
August and September 2001.

Overall assessment

To date, Latvia has advanced considerably towards aignment with the acquis. To complete the
process as concerns the Televison without Frontiers Directive, some elements of the Latvian
Radio and Televison Law need to be further refined. Secondary regulations also need to be
adopted.
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Latvia has ratified the Council of Europe Convention on Transfrontier Televison and will be
bound by its amending Protocol upon the date of entry into force.

On the adminidretive Sde, steps have been taken to srengthen the Nationa Radio and
Tdevison Council. However, additiond efforts are required to further reinforce the
adminigrative structure and capabilities of the Council. Particular atention will need to be paid
to srengthening the monitoring and sanctioning system.

The Nationa Radio and Televison Council began preparations to set up an Information Centre,
which will disseminate information on the details of the legidation to the broadcagters.

The dructures necessary to participate in Community activities in the area of culture are in
place.

Chapter 21: Regional policy and co-ordination of structural instruments

Since the last Regular Report, limited progress has been achieved in preparing Latvia for the
implementation of gtructurd policies.

Concerning territorial organisation, the Government has decided to trest the whole territory
as a sngle region corresponding to NUTS |1 leve, split up in five regions which correspond to
NUTS 11 level. These generdly correspond to the five planning regions that have been set up
in Riga, Laigde, Zemgde, Vidzeme and Kurzeme, whose exact borders have not yet been
clarified.

As regards the legidative framework no new legidation has been adopted. In December
2000, the government adopted a conceptud document on the changes in the legidation
necessary to implement structurd adjustments for regiona policy and co-ordination of EC
Sructurd funds.

Regarding ingtitutional structures, in a decison of December 2000, the government
acknowledged the need to ensure co-ordination among sectors, as well as between national and
regiond leves, and to establish an effective ingtitution with an adequate capacity and mandate to
dedl with planning, programming and management of coheson policy in the country. It aso
decided to redlocate resources from a number of ingtitutions presently dedling with issues of
regiond policy and to include them in the Secretariat of the Minister for Specid Assgnment for
Co-operation with Internationd Financid Agencies, with the find am of edablishing a
quditatively new indtitution. However, in July 2001, the government then decided to entrust the
Ministry of Finance with the task of managing the Structurad Funds in the future. In line with the
decison, the Minigtry of Finance will be responsible for co-ordination of the nationa budgetary
policy with the planning of EC Structural Fund intervention. The Secretariat of the Minigter for
Specid Assgnment for Co-operation with Internationd Financia Agencies will be integrated,
with its respongbilities, into the Minigtry of Finance.

Also in December 2000, the government agpproved a conceptud document for the
egtablishment of a Nationd Regiond Deveopment Council (NRDC), in which severd minitries
as well as the chairmen of the Councils of the 5 planning regions are to be represented. It will
ensure co-ordination of programming and implementation activities. The future Monitoring
Committee for the Structural Funds will be established on the basis of the NRDC.
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Concerning the preparation of programming, work on the drafting of a development plan as
required in the Structurd Funds Regulations continued. In February 2001, the government
gpproved a Strategic Memorandum as a basis for the future National Development Plan, setting
out guiddines and priorities. The Nationd Development Plan Steering Group and the Nationa
Development Plan unit were reinforced to include representatives of the five planning regions. In
May 2001, a Nationa Development Plan Expert Group was created to provide qudlitative
comments on the work carried out by the Nationd Development Plan Unit. Through the
government’s decision of December 2000, Latvia opted for Community assstance in form of a
Single Programming Document (SPD).

No new developments regarding the introduction of the partnership principle are to be
reported.

No progress has taken place as regards monitoring and evaluation since the last Regular
Report.

Inthefidd of financial management and control, starting from 2001, the planned financid
resources of the EC assistance programmes (in future aso the EC Structura Funds) have been
included in the revenue heading of the State budget and in the expenditure headings of the
respective programmes of ministries and other central government bodies. In April 2001, the
government adopted Methodological Guiddines on Medium Term Budget Planning, stating that
medium-term policy priorities would be integrated in the budgetary process as of 2002.

Concerning statistics, the compilation of regiond data for andyds, evauation and monitoring
has continued.

Overall assessment

In the area of regiond policy and co-ordination of Structura instruments, to date, Latvia has
only advanced little concerning legidative, inditutiond, structurd and adminigtrative issues. Most
important, the adminigtrative capacity of the units within the ministries to be designated as future
Managing or Paying Authorities will need to be drengthened considerably in order to be
effectivdly able to take on the respongbility for the efficiency and correctness of the
management and implementation of Structural Funds.

As regards territorid organisation, the provisond NUTS classification alowing for an effective
implementation of the Structural Funds till needs to be agreed with the Commisson. The exact
borders of the five planning regions, generdly corresponding to NUTS Il dassfication, il
need to be clarified.

The legd framework for the future participation in EC Structurd Funds should be established
and adopted as a maiter of priority, including provisons for management, monitoring,
evaduaion, financid management and control in reaion to the practica implementation of the
Structural Funds.

As regards inditutiond structures, following the decision of July 2001 to entrust the Ministry of
Finance with the future management of the Structural Funds, the establishment of the necessary
capacities, including the transfer and integration of existing structures, should be carried out as a
matter of priority. A central specific European Socid Fund responsibility needs to be defined.
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The adminigrative structures and procedures, the distribution of responshbilities between the
different national and regiond partners and in particular inter-ministeria  co-ordination, will
require particular atention.

The Latvian authorities should urgently take a number of fundamentd decisons on the
implementation of the Structural Funds Programmes, most notably on the nomination of the
managing authority and paying authorities for the future Single Programming Document.

As regards programming, Latvia will need to put serious efforts in strengthening its Strategy
capability and operationa capacity to draw up and implement the Nationd Development Plan,
in order to trandform it into a comprehensive nationd planning tool, which is developed in
coherence with other strategy documents.

Furthermore, substantia efforts are required a the level of technica preparaion of projects
eigible for Structura and Cohesion Funds assistance (project pipeline).

At the same time, good partnership links and collaboration with the five planning regions
(corresponding to NUTS 111) have to be built up, as well as their role to prepare projects
(project pipdine) of specific regiond and locd interest. However, so far, the five planning
regions have little administrative capacity. Further attention is needed to ensure there is sufficient
representation from economic and socid partners and other relevant competent bodies.

Sgnificant further work on ensuring compliance with the acquis requirements for monitoring and
evauation is dill necessaxry, in paticular as regards the ex-ante evauation of the Nationa
Development Plan and the collection and processing of the relevant atistical information and
indicators. The timely availability and functioning of an effective monitoring and evauation
system will be of crucid importance for the effective and efficent implementation of the
Structural Funds programmes. No steps have yet been taken to establish such a system.

Concerning financial management and control, the budgetary system and procedures have to be
improved to effectively implement pluri-annua commitments and management with a view to
meeting Structurd and Cohesion Funds standards. For co-financing, the way of dlocating the
gopropriate level of co-financing required for the implementation of the Structurd Funds il
needs to be darified. Lavia will have to comply with the specific financid management and
control provisons as laid down in the acquis on regiona policy and the co-ordination of
dructura insruments. Appropriate sysems and procedures for financid management and
control need to be established, in particular in rdations to the structure of the managing and
paying authorities, in order to fulfil the specific requirements of the Structural Funds regulations,

Concerning the European Social Fund (ESF), Latvia has only partialy developed the necessary
structures and operationa arrangements to implement the ESF effectively. Substantia efforts are
required to improve both the adminigtrative capacity and the mechanism for co-ordination of
ESF interventions in the context of the European Employment Strategy and the Incluson
Process.

Concerning dtatistics, the compilation of regiona data needs to continue, and the quality and
coverage should be further refined. The restructuring of the regiond datigticd system is a
prerequisite for ensuring a further improvement of the datistica system.
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Chapter 22: Environment

Since the last Regular Report, Latvia has continued to make progress in dignment with the
acquis, in particular in relaion to waste management, pollution, nature protection and nuclear
safety. Concerning the adminigtrative capacity, a Strategy and Information Unit has been set up
in the Minigtry of Environmenta Protection and Regiond Development and severd specidised
bodies have been established, including the Latvian Environment Agency, the Monitoring
Council of GMOs, the Council of Packaging Management and the Radiation Safety Centre,

With regard to the integration of environment into other policies, Latvia continued to
implement the action programme for sustainable development adopted by dl Bdtic Sea
countries within the framework of “Agenda 21 for the Bdtic Sea region’. The Ministry of
Environmenta Protection and Regiond Development was reinforced by a Strategy and
Information Unit that will attempt to give along-term perspective for the environmenta sector as
well as working to integrate environmental issuesinto other sectors.

Concerning horizontal legidation, in May 2001, amendments concerning trans-boundary
impact were made to exigting legidation on Environmenta Impact Assessment (EIA). The State
EIA Bureau is the competent authority responsible for performing the duties arisng from the
EIA legidaion. The Bureau has been reinforced in relaion to the implementation of the
Integrated Pollution Prevention Control legidation. Its permanent staff now numbers 16
employees. By April 2001, 16 EIA procedures had been initiated.

Access to environmentd information and reporting fals under the respongility of the Latvian
Environment Agency, which was created following a decision of September 2000 to merge the
Environment Consultation and Monitoring Centre and the Environmental Data Centre. During
the firg haf of 2001, the Environment Agency dtarted to implement an action plan, which
includes the development of along-term monitoring programme.

No new legidative developments concerning climate change or civil protection are to be
reported. Four working groups have aready been set up to cover climate change, water, nature
protection and terrestrial environment and the creation of an effective indicator system.

Latvid slegidaionon air quality is largdy in line with the acquis, and last year’s efforts were
devoted to the implementation of the legidation. In June 2001, work began to create a nationd
ar quality monitoring network capacity, as well as to develop capacity for providing information
on ar qudity to the generd public and decision-makers. Regulations on the quality of petrol and
diesd fuds were adopted, but still need to be amended further.

The inditutions for the implementation of ar qudity requirements are in place. The Latvian
Hydrometeorologicd Agency (LHA) is the competent authority for air quality assessment. The
LHA and Latvian Environment Agency are responsible for gpprova of the measuring devices
(methods, equipment, networks, and laboratories) and for analysi's of assessment methods.

Further dignment with the acquis was achieved in the fidld of waste management, with the
adoption of the Waste Management Law in December 2000. The Law entered into force in
March 2001 and transposes the basic requirements for waste and hazardous waste. The
adoption of the new Law aso led to work to draw up a Waste Management Plan in line with
the provisons of the rdevant Directive. In July 2001, legidation on requirements for the

incineration of waste and for the operation of waste incineration plants was adopted.
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In line with Latvids ‘Nationd Programme 500°, which provides for the reduction of the
municipa landfills from 500 at present to 12, 50 municipa landfills have been closed down.

In the field of hazardous waste, impact assessment work has started to select an appropriate
gtefor the creation of alandfill for hazardous waste.

An inditutiona system to implement legidation in the area of waste management isin place. A
Council of Packaging Management was established in December 2000. The Council evauates
programmes submitted by enterprises concerning collection of packaging waste and co-
operates with NGOs working in the field of packaging management.

Onwater quality, the new Law on Pollution, which was adopted in March 2001 and entered
into force in July 2001, determines emission limit vaues for indudtries and environmenta quality
sandards, and sets basic principles in the water sector for pollution prevention and control. At
present, projects to improve drinking water quality have been completed in 10 towns.

Regarding nature protection, a number of legidative acts were adopted in the firgt haf of
2001, including provisions on establishment, protection and management of microreserves, on
issuing permits for introduction, reintroduction and capturing of individuas of non-huntable
gpecies and on compensation for damage relaing to the extermingion or imparment of
individuas of specialy protected species and specialy protected habitats. In addition, in May
2001, legidation to align with the acquis requirements concerning keegping animals in captivity in
collections of wild species and the creation of collections of wild species was adopted.

With the entry into force of the Law on Pollution in July 2001, progress was made in the area of
indugtrial pollution control and risk management. The law introduces procedures for
Issuing integrated permits, including permits for control of emissons into air, water and soil. In
June 2001, secondary legidation concerning procedures for prevention of risk of industria
accidents, along with risk reduction measures, was aso adopted. The Environmental Impact
Asessment (EIA) Bureau is the competent authority respongble for implementing the
legidation. In order to carry out the tasks related to Integrated Pollution Prevention Control
(IPPC), the Bureau recruited three additiona persons in 2001. Industrid activities now have to
receive permits issued by the Environmental Regiona Boards, and the EIA Bureau will act as an
gpped body for permits. It will dso be the centrd indtitution responsble for Best Avallable
Techniques information and a permits database. During the first haf of 2001, the Environmenta
Regiond Boards staff received training to perform duties related to 1 PPC.

Regarding chemicals, amendments to the Law on Chemica Substances and Chemical
Products, transposing EC requirements on databases of chemica substances and products,
were adopted in December 2000.

On GM Os, regulations for the use and didtribution of geneticaly modified organisms came in
force in October 2000. They lay down generd requirements for the contained use, ddiberate
release into the environment, and placing on the market of GMOs, with a view to preventing
harm to human hedlth, animas, biologicd diversty, property and the environment. For technical
advice, the Monitoring Council of GMOs was established in September 2000. The Council isa
co-ordinating and consultative ingtitution providing advice and information with regard to the
prevention of dangers from GMOs.
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No specific developments can be noted regarding alignment in the areaof noise from vehicles
and machinery.

Regarding nuclear safety and radiation protection, a new Law on Nuclear Safety and
Radiation Protection entered into force in November 2000 (see Chapter 14 — Energy). The
datus of the Radiation Safety Centre was agreed upon in May 2001 and the centre began
operations in July 2001. The Centre has 31 full-time employees and is respongble for the
supervison and control of radiation safety, ingpection, the establishment and maintenance of
databases on exposures, radiation sources and radiation workers, the preparation for
operationd emergency Studions and the delivery of information and training. Adminidrative
pend law and the crimina law have been amended to dlow the Centre to enforce the
legidation.

Overall assessment

At present, Latvian legidation is partidly in line with the acquis, and the trangpostion should
continue in al sectors, aong with preparations to ensure the effective enforcement of the new
legidation. Particular efforts are required in the fields of waste management, water qudity and
chemicds.

For horizontd legidation, dignment needs to be completed for access to environmenta
information, and further efforts need to be made to improve the quality and compatibility of the
exigting databases.

In the individua sectors, the process of aignment needs to be completed. The trangpostion in
the field of water quaity needs to be completed, including the trangposition of the Framework
Directive and the Urban Waste Water Treatment and Drinking Water Directives.

Concerning waste management, a collection system for accumulators has been in place for
some time, whereas a collection system for household batteries has only recently been st in
place. There is a need to ensure that priority is given to regeneration of waste oils. At present,
al wagte ails collected in Latvia are incinerated. A detailed survey of sources for PCB/PCT is
aso needed. A sgnificant number of secondary regulations till need to be adopted. These
regulaions should ded with wagte classfication, landfills and the introduction of provisons for
issuing permits for waste collection, sorage and trandfer.

Concerning nature protection, further work is still needed to transpose the Birds and Habitats
Directives.

On nucler safety and radiation, dignment is wel advanced, but secondary regulaions
transposing certain EC and internationa requirements gill have to be adopted. Concerning
radiation protection, one of the mgor implementation problems remains the qudity of the
equipment used in medicine aswell as education and training in the fidd.

Sgnificant further efforts will be necessry to ensure the enforcement of the environmentd
acquis in Latvia. Areas requiring particular attention include waste management (in particular
packaging and packaging waste and hazardous waste, including PCBYPCTs, waste ails,
accumulators and batteries), water qudity (in particular urban waste water, drinking water,
establishment of pollution reduction programmes for List |l substances, and designation of
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vulnerable zones under the nitrates directive) and air quaity (storage and digtribution of petrol).
Regarding nuclear safety and radiation, te ingpection functions previoudy entrusted to the
Environmental State Inspectorate must be trandferred to the newly created Radiation Safety
Centre. One of the mgor implementation problems concerning nuclear safety and radiation
remains the outdated equipment used in medicine. New equipment, education and training are
required.

Latvia should continue to integrate environmenta protection requirements into the definition and
implementation of al other sectord policies with aview to promoting sustainable devel opment.

In addition and in pardld to the specid requirements for the implementation of the individud
aess of the environmenta acquis, efforts should continue to srengthen the overdl
adminigrative capacity a nationd leve, regiona and loca level. Particular attention needs to be
paid to nature protection and the enforcement capacity of the Environmenta Protection
Inspectorates at loca leve. The review of the divison of labour between the different ingtitutions
in charge of ingpection may lead to a better rationaisation of work and resourcesin thisfield.

Concerning the investment efforts necessary to meet EC standards, compliance with the
Urban Waste Water Treatment Directive is estimated to cost € 526 million, the Drinking Water
Directive € 451 million and the maintenance cost for both Directives would be around € 218
million. Compliance with the IPPC Directives requirements for existing enterprises is estimated
to necessitate investments of the magnitude of € 714 million. Congderable investments need to
be secured, aso in the medium-term, to ensure implementation of the environmental acquis.

Chapter 23: Consumers and health protection

During the reference period further progress was made in terms of legd aignment. Latvia has
aso continued to build up its adminigtrative capacity in thisfidd.

No important developments concerning safety and non-safety related measures are to be
reported.

The Consumer Rights Protection Centre is the main body respongble for the implementation
and enforcement of the acquis on market surveillance and operates under the supervision of the
Ministry of Economy. In addition, the Consumer Rights Protection Divison within the Minigtry
of Economy carries out policy co-ordination functions.

Additional resources € 87,755; 49,080 LVL) were dlocated for the first time in 2001 for
setting up regiond offices of the Consumer Protection Centre in mgor cities of Latvia, as well
as for a Dividon for surveillance of advertisng and a Legd divison for deding with unfair
contract terms.

In 2001, the number of staff of the Centre was increased by 10 new employees (in 2000, the
number of employees was 34). Three regiond offices of the Consumer Protection Centre were
opened in July 2001, and an increase in the number of regiond offices to at least 10 is planned.
The officids of the Consumer Rights Protection centre have been trained through severa
technical assstance programmes, aswel asin the Latvian School of Public Adminigtration.

In 2000, the Consumer Rights Protection Centre was admitted to the internationa consumer

rights protection organisation ‘Consumers Internationd’, and aso continued to act as the
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contact point for the exchange of information on dangerous products with other candidate
countries through the Trangtiond Rapid Exchange of Information System (TRAPEX). In 2000,
it o joined the Internationa Market Surveillance Network (IMSN). The Centre handled 609
written complaints from consumers in 2000, as well as 7,505 consultations on questions from
consumers. By September 2001, 367 written complaints and 4,777 consultations had been
carried out Snce the beginning of the year.

A number of activities were carried out to strengthen the market surveillance system. In
December 2000, the Market Survelllance Council was established. The main function of the
Council is to promote a uniform approach to market survelllance, co-operation among the
market survelllance authorities in respect of unsafe products and services, and to promote the
digribution of competencies among market surveillance authorities in order to ensure
aurvellance of al products and diminate duplication of functions (see Chapter 1 — Free
movement of goods). In order to set uniform rules for sampling by market survellance
authorities, regulations ensuring a drict procedure for collecting and anaysing samples were
adopted.

The development of the non-governmenta consumer organisations has continued, and their role
in the protection of consumers and the promotion of general awareness of consumer rights has
continued to increase. The Latvian Consumer Organisations Association (established in 1999)
caried out severd different activities in the interests of consumers. At present, the Association
conssts of 10 regiond organisations — eight consumer protection clubs and two landlords and
tenants associations.

In addition to a widely used webgte established last year, assstance, congsting chiefly of legd
advice on complaints concerning qudity of goods, was provided to 612 consumers (578 in
1999). A specific information tool for consumers on 5 different consumer-related issues,
Infothek, was prepared with the assstance of the Consumer Rights Protection Centre and is
now avalable in al non-governmental clubs, as well as from other locetions. To date, the
Centre has not received any complaints concerning advertising.

Overall assessment

With the adoption of the Law on Consumer Protection in March 1999, Latvia now has a
generd consumer protection system which is broadly in line with the acquis, but sill requires
further efforts in the area of inditutiond set-up and functioning, despite the pogtive
developments which have taken place.

Regarding dignment, further adjustments of exidting legidation are ill needed to fully dign to
the acquis, both in the fidd of safety and non-safety related measures. Further dignment is dso
needed in the areas of guarantees and injunctions for the protection of consumer’ s interests.

Compared to dignment, enforcement of legidation remains much less advanced. Some mgor
problems remain regarding the ingtitutiona set-up for the protection of consumer rights and the
market survelllance mechanism. The effectiveness of market survelllance in Latvia in generd
remains rdatively week, in particular in the regions. Further progress with market surveillance in
Latvia will require that indtitutions responsible for market surveillance, notably the Consumer
Protection Centre, the Consumer Rights Protection Divison and the Market Surveillance
Council, receive adequate resources/funding.
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In particular, the Consumer Rights Protection Divison in the Ministry of Economy should be
strengthened s0 as to be able to fully exercise its extensive policy co-ordination functions. In
addition, the Consumer Protection Centre should continue to pay atention to risk evaluations
using Satistical information as a bad's for its control activities, and should ensure thet a clear,
consstent and coherent system of decision-making is applied, in particular in cases of violations.
Its capacity needs to be strengthened, including for sample testing. Moreover, the market
surveillance system in Latvia should be planned and developed in close co-operation with other
EU member states and neighbouring countries in order to take advantage of economies of scae.

The improvement of the consultative structures representing consumer interests in the policy
decison-making process requires paticular attention. The establishment of a Consumer
Council, which would act as an advisory body to the government, would be a good step to
improve the Situation.

Overdl, consumer and producer avareness gill needs to be enhanced regarding their respective
rights and respongbhilities. All Consumer Hedth Indtitutions need to be upgraded in terms of
training and equipment, and the legd professions need to become more familiar with product
ligbility related cases. The role of consumer organisations should be further promoted by the
governmertt.

Chapter 24: Co-operation in thefield of justice and home affairs

Since the 2000 Regular Report, progress has been made in Latviain the fields of data protection,
visas and preparations for the implementation of the Schengen acquis and border control.
However, less progress can be reported on drugs, money laundering, police co-operation and
the fight againgt fraud and corruption.

Asregards data protection, the State Data Inspectorate, established under the Law on Personal
Data Protection of March 2000, started operating in January 2001. Furthermore, the 1981
Council of Europe Convention on the Protection of Individuas with regard to the Automatic
Processing of Persond Data was ratified in April 2001.

Asfar asvisa policy isconcerned, progress has been made in amending visaissuing procedure
regulations which specify the conditions for refusa of entry. In 2000, bilatera agreements on a
visa-free regime were concluded with Isradl, Japan and Cyprus. At present, visa-free regimes
have been established with 32 states. The establishment of the trangit zone at the airport was
completed in August 2001.

With a view to digning with the acquis, Latvia has denounced the agreement with Russa on a
smplified border crossing procedure for inhabitants of the frontier area. Since October 2000 the
gpecid permits have been replaced by free-of-charge visas for local residents. Since November
2000, border guards have been carrying out checks on trangt trains throughout Latvia and in
March 2001, a decision was adopted to denounce the agreement with Russia on trangt train
passengers crossing the territory of Latvia.

As regards administrative capacity, visa matters are managed by the Department of Citizenship
and Migration Affairs (DCMA). Since January 2001, the Unified Visa Information System has
been operating online with diplomatic consulates aroad and, machine-readable visas are
currently issued at 29 diplomatic and consular representative offices. Visas cannot be issued at
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border crossing points with the exception of Riga Airport where the DCMA can issue visas to
citizens of the “white list” countries (in 2000, 3% of the total number of visas issued were issued
a the airport).

Progress has been registered in dignment with, and implementation of, the acquis in the field of
control of external borders and as regards the preparation for the implementation of the
Schengen acquis. In March 2001, Latvia adopted a State Border Guard Development
concept document for the years 2001-2005 with a view to ensuring effective control of the
future EU externa borders. The programme envisages, inter alia, legidative developments,
measures for the development of infrastructure, as well as the capacity-building for the border
guard, improvement of staff qudifications and co-operation between al bodies involved in
border management with the am of ensuring Latvia s complete dignmert.

An Action Plan on the implementation of the requirements of the Schengen acquis was adopted
in May 2001. A further developed Action Plan, with a particular focus on the Schengen
Information System, was adopted in early October 2001.

Work on the establishment of an integrated border control system has continued through the
adoption of regulations aming at the clarification of responsbilities of the State Border Guard,
now responsible for the entire border, and co-operation with the Navy in this respect.

Over the reporting period, the development of the state border (upgrading of border posts and
green-border and telecommunication infrastructure) has continued in terms of infrastructure
work aswell as the provision of equipment. Work on developing the automated registration and
processing of persons and vehicles crossng borders continued as well. At present,
computerised border control software (REIS) is being implemented.

Latvia has completed the restoration and accompanying demarcation of the Latvian-Lithuanian
border aswell asits part of the work on the demarcation of the Latvian-Belarus border.

As regards adminigtrative capacity, measures have been taken to strengthen the Border Guard
as part of the Border Guard Development Concept for the years 2001-2005. Co-operation
between the Border Guard and the Customs and Sanitary Border Inspectorate in particular has
been somewhat enhanced in order to increase the integrity of border controls. Action plans for
emergency Stuations on the border have been developed. Particular attention has been paid to
ensuring close co-operation between Border Guard and Customs and State Police in the
context of combating drug-related crimes.

Training at the Border Guard School has continued, with 2339 border guards were trained
since 1997. Substantia funding for upgrading and enlarging the school has been provided. A 2-
year language training course for 300 border guards also started in 2000. A rapid- reaction unit
to be used in emergency situations was established at the end of 2000 and 30 staff were trained
and given full equipment. In addition, 60 border guards have received traning on risk
assessment.

Asregards migration, Latvia has continued to work on legidation to bring its policy further into
line with the acquis. With the adoption of the regulation on the Procedure of Residence Permits
Issue and Regidration in May 2001, the procedures for obtaining resdence permits for
entrepreneurs and representatives of foreign enterprises have been smplified and the number of

documents to be submitted has been reduced. To improve the capacity of Latvian law-
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enforcement agencies to combet illegd immigration, the creation of the Immigration Service
within the State Border Guard is under-way. The reform ams to introduce a unified surveillance
system for foreigners and more efficient use of personnel and funds.

Inthefidd of asylum, steps for further aignment have been taken, but no new legidation has yet
been adopted. Latvia has organised a number of training seminars together with internationa
organisations, aso covering issues like accelerated procedures for asylum gpplications, safe
countries of origin and the “safe third country” concept amongst others. In order to collect
information on the country of origin of asylum seekers, a computerised archive has been
edtablished in the Refugee Affars Centre,

In the fidld of police co-operation and the fight against organised crime, the Parliament
ratified the United Nations Convention againg Transnationd Organised Crime in May 2001.
Consultations were started on concluson of a co-operation agreement with Europol. This
preparatory work is focused on data security and protection issues.

Latvids authorities have introduced severa modifications in the centra adminigrative structures
which am to improve internationa police co-operation, the fight against computer crime and
cybercrime and the fight againgt smuggling and trafficking in human beings. Co-operation
agreements on the fight againg terroriam, illicit drug trafficking and other forms of organised
crime have been concluded with severd countries.

In order to enhance intelligence work carried out by the Organised Crime and Corruption
Enforcement Bureau of the State Police, police bodies, supported by the Information Centre of
the Minigtry of Interior, are now connected to the Nationd Data Transmisson Network and
have on-line access to information about any kind of illega activities.

The upgrading of law-enforcement bodies has continued with specid focus on the fight againgt
modern forms of crime. A divison for the fight against computer crimes was established in May
2001 in the Economic Police Bureau. To strengthen the capacity to combet trafficking in human
beings, as well as sexud exploitation including child pornography, 16 additiond staff were
alocated to the specid Vice Squad unit within the State Police.

Particular efforts have been registered in 2001 as far as training of State Police officers is
concerned, including under Community assstance and through bilateral co-operation.

As far as the fight againgt fraud and corruption is concerned, the 1999 Council of Europe
Crimina Law Convention on Corruption was ratified in December 2000. Some progress can be
reported as regards the ingtitutional set-up of a framework to fight fraud and corruption, and new
legidative instruments are being developed, but few visble results concerning the implementation
of the polices adopted have been be observed so far. In May 2001, the government adopted a
new Corruption Prevention Programme.

In order to ensure a co-ordinated gpproach to fighting corruption in the law-enforcement bodies,
a Strategy for fighting corruption among public officias has been established by the State Police.
In Latvia, a number of bodies, including the Security Police, play arole in fighting corruption in
law enforcement and other state indtitutions. (see also Section B.1.1. - Democracy and the rule
of law).
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In order to prevent both supply of and demand for drugs, amendments to the Crimina Law
which am a increasng the crimind liability of individuds sdling narcotic and psychotropic
substances to minors entered into force in June 2001. The amendments aso introduce crimina
liability, including sentences, for illegal purchase or storage of smal quantities, as well as use of
narcotic substances without the recommendation of a physcian. Supervison of the Drug
Control and Drug Abuse Combat and Co-ordination Commission has been transferred to the
Prime Minigter in order to reinforce the role of al minigriesinvolved gpart from the Minigtry of
Interior.

Some progress has been made in the number of cases of drug abuse detected, notably with
regard to activities carried out in co-operation between digtrict units and the Municipa Police.

The Drug Enforcement Bureau (DEB), responsible for the implementation of the drugs strategy,
has dso been involved in organising training activities for Police, Border Guards and Customs
officids as wdl judges (60) dealing with drug-related issues. In 2000, the adminigrative capacity
of the DEB, including its 5 regiond offices, has been strengthened (now 68 gtaff) and a Riga Drug
Prevention Centre has been opened.

Asregards money laundering, the legiddive bassin the area of prevention of money laundering
is broadly in line with the acquis (see also Chapter 4 - Free movement of capital). In 2000,
the ligt of predicate offences was extended from 31 to 40, including tax evasion. In March 2001,
amendments to the regulaions on mandatory reporting about unusud transactions entered into
force, which require in paticular to inform the Financid Inteligence Unit about ‘risk
transactions', which are likely to be linked to money laundering. For instance, they provide for
the reporting of dl currency exchange transactions of € 8900 (5000 LVL) and upwards.

With regard to customs co-oper ation, no new developments can be reported.

As concernsjudicial co-operation, the Judicid Co-operation Divison in the Minigtry of Justice
was edtablished in January 2001 to strengthen internationd judicia co-operation. The Divison is
responsble for co-ordination of international correspondence in the framework of ratified
Treaties and Conventions and operates in close co-operation with the Prosecutor Generd’s
Office and the Minidiry of Interior.

Overall assessment

Ovedl, Latvia has advanced in addressing the main shortcomings in this field. Particular efforts
are, however, gill necessary as regards the implementation and enforcement capacity.

The ratification of the 1981 Council of Europe Convention on the Protection of Individuals with
regard to the Automatic Processing of Persond Data as well as the setting-up of the State Data
Inspectorate are postive developmentsin the field of data protection. Progress will, however,
have to be sugtained in order to further develop the capacity of this young inditution and
particularly regarding its independence. In addition, legidative amendments will have to be made
to the Law on Persona Data Protection as well as to various related pieces of legidation in
order to dlow for its proper implementation, including its applicability to the law-enforcement
agencies and particularly the police. Furthermore, Latvia still has to close gaps relating to access
to and security of persond data from Member States' citizens, especidly with a view to
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dignment with the Europol and Schengen acquis, induding designation of a nationa data
protection supervison authority for the Schengen Information System in due time.

Latvia has continued to advance in digning its visa policy, introducing a visafree regime with
severd further countries and terminating existing visa-free regimes where required.

Regarding the Unified Visa Information System (UV1S) some border crossing points still need
to be connected with the online system.

In order to improve identity checks and the detection of attempts to misuse visss, it is ill

necessary to prepare for the application, upon accession, of the regulation on the uniform format

for visas and complete the connection of the query system at border crossings to a centra

database. Visa offices throughout the country will adso gradudly have to be equipped with a
amilar sysem. The capacity to detect fasified documents will have to be enhanced. The issuing
of machine-readable visas needs to be completed, dong with equipping of al divisons of the
Department of Citizenship and Migration Affairswith printing machines.

As regards external borders and preparations for Schengen, the strengthening of border
control, especidly at the Eastern border remains a priority for Latvia Despite the encouraging
decision taken to extend the responsibility of border guards to the entire border, the management
of the border continues to suffer from the lack of an integrated gpproach, as numerous ingtitutions
remain involved. Legidative amendments necessary to implement the decison should be taken
without delay. Particular atention will aso have to be paid to continuing the restructuring of the
border guards and to further improve relations between customs officials and border guards.

Despite encouraging steps taken, further attention needs to be paid to training, as not al border
guards have passed through training a the Border Guard School. The School itsdf should be
given additiona capacity. Despite the increased efforts and improved equipment, the capacity of
border guards in the saizing of drugs gtill remains low. Intelligence work should be strengthened,
and co-operation with the State Police should improve.  The anti-Smuggling Centre should be
made a priority. The fight againg trafficking in stolen cars has seen some improvements, but
further co-operation with Europol is needed.

As regards computerisation, al border control and crossing points should be operating on-line
and be connected to the National Data Transmission Network and to the central database. The
cregtion of the State Border Guard eectronic information system RAIS for the collection and
exchange of operationd information needs to be completed.

Technical controls at officia border crossng points are working without mgor difficulties, but
controls aong the greevblue borders are dearly il inadequate to ded with illegd immigration.
Thereis a particular need to improve equipment available for the surveillance of the blue border.
There is dso a heed to introduce a sea surveillance system alowing for control of nearby waters
aswell as aneed to build up a harbour surveillance system at the main harbours and to complete
the on-line dectronic system (REIS) a smdler ports.

Generdly, the establishment of a comprehensive drategy is gtill required. Latvia furthermore
needs to complete the equipping of its border crossings with technica devices for the detection of
fagfied and counterfeit documents. This will help prepare Latvia for future participation in the
envisaged Fase and Authentic Documents (FADO) system.
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Legidation on migration is broadly in line with the acquis, but should be further digned through
the adoption of anew Immigration Law to address the remaining shortcomings.

There are now readmisson agreements with Audtria, Bendux, Croatia, Denmark, Estonia,
Finland, France, Germany, Greece, lcdand, Itay, Liechtenstein, Lithuania, Norway, Portugd,
Slovenia, Spain, Sweden, Switzerland and Ukraine, but agreements with Bulgaria, Hungary and
Poland have not entered into force yet or are being negotiated. Latviais currently renegotiating
the readmission agreement with the other Bdtic States in order to bring it in line with the acquis
requirements. It is dso encouraged to ratify its outstanding readmisson agreements and sign
further agreements with Member States, candidate countries and third countries like Belarus and
Russa

As regards implementation, during the year 2000, the number of persons expelled was 237.
During the firgt five months of 2001, 86 persons were expelled, so the number of expulsons
appears to be decreasing. In mid-2001, there were 27 people in the illegal immigrants detention
centre in Olaine. The second centre is undergoing complete renovation. In generd, illegd
immigration does not seem to be a particular problem in Latvia at present, but the Stuation at the
detention centres needs to be improved regarding the separation of convicts from expelled and
illegd migrants, reduction of the escape rate and waiting times before judgements. Training and
awareness raisng for immigration police officids should be stepped up, including training on
organised illegd trafficking.

Inthefidd of asylum, legidation largely complies with the acquis. The envisaged new Law on
Asylum should address the remaining gaps of the present law. Particular attention should be paid
to the short deadlines imposed by the accelerated procedures at the border in order that asylum
seekers can enjoy ther full rights as wel as to tackling the currently long detention pending
expulsons for asylum seekers whose applications have been rgected, an issue which will require
additiond legidation.

As regards the adminigtrative capacity, the Stuation is characterised by alack of experience with
asylum seekers. Despite the presently smal number of asylum seekers in Latvia, co-ordination
and co-operation among ingtitutions will need to be improved. This requires further drafting of
internad working regulations, enhanced training of border guards as well as migration IT and
adequate data protection to alow Latvia to comply with the requirements of the Dublin and
EURODAC Conventions.

As far as adminidrative capacity is concerned, both the number and training of staff should be
increased in order to maintain a reasonable average length of procedure.

Since 1998, 87 persons have applied for asylum 7 of them have been granted refugee status. In
2000, the main countries of origin were Russa, Belarus and Azerbaijan. The asylum reception
centres work under acceptable conditions but their capacity will have to be increased.

In the field of police co-operation and the fight against organised crime, good progress
has been made in acceeding to the rdevant internationd regulatory instruments and establishing
alega basis for co-operation with member states, neighbouring and other countries in the fight
agang various forms of organised crime, induding the establishment of inditutions to address
new forms of crime more effectively. However, further work on the dignment with the acquis is
required. Latviawill need to ensure that the pre-requisites for the conclusion of a co-operation
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agreement with Europol are met. As regards implementation, police efficiency and relations
between the police and the public have been addressed, but need to be further improved.
Police structures il need to be further streamlined and made more effective in combeting illegd
immigration, corruption and organised and economic crime. A multi-agency dSrategy or
mechanism is necessary to achieve results in the fight againgt organised crime. The capacity in
intelligence analyss and the effective detection of cases of product piracy, smuggling, trafficking
in drugs and human beings especidly needs to be further developed. Latvias training
programme seems to be very ambitious, but should involve dl levels and dructures of the
police. Although the Stuation has dightly improved, the recruitment of qudified saff for
Specidisad sarvices is hampered by low sdlaries and poor working conditions.

All police bodies have access to the nationd police databases which will be dso used for the
national Schengen Information System at a later stage, but there is a lack of modern technica
equipment and suitable premises.

Regarding the fight against fraud and corruption, some progress on corruption issues has
been achieved through further dignment with internationd anti-corruption indruments. Latvia has
continued to be active in establishing a complete and comprehengive framework programme to
prevent corruption on a broad scae. A drategy to fight corruption among public officids has
been established. However, these activities have only just started and in the light of the inherent
complexity of the existing conditions which foster corruption as well as the many hindrances to
preventing corruption outside of the more narrowly defined task of the bodiesinvolved, thereis
dill little visble achievement

As areault, efforts to implement the strategy and rdated initiatives, including the development of
new legidative ingruments, have to be pursued with vigour in order to achieve meaningful results
on a broader scale. Latvia also needs to ratify outstanding Conventions in this field. The Council
of Europe Civil Law Convention has not yet been signed. In addition, the amendments to the
Crimina Code, the new (and not yet adopted) Crimina Procedure Code and a new Law on
Public Procurement should aso help to improve the Stuation. Greater efforts are needed to
create an efficient implementing capacity with specidised and qudified staff and improved inter-
indtitutional co-operation in this area. Specid attention should be paid to the peragtently wide
range of inditutions which perform functions in the field of prevention and the fight against
corruption, by effectively addressing their still scattered competencies, fragmentation, duplication
of functions, lack of specidisation and prioritisation as well as isolation in performing different
functions. An effective judiciary, sufficiently specialised and supported by adequate investigation
capacity to dlow a smooth and integrated approach to the prosecution process, is aso
important.

In order to ensure the protection of the financia interests of the European Communities, Latvia
should continue to dign its legidation with the 1995 Convention on the Protection of the
Financid Interests of the European Communities and its Protocols.

Latviais party to the main internationa conventions listed under the acquis in the fidd of drugs
with the exception of the 1995 Agreement on lllicit Traffic by Sea In addition, Latvia has
continued to implement its Drug Control and Drug Prevention Strategy for 1999-2003 covering
both drug demand and drug supply reduction. However, drug-related crime remains a sgnificant
problem in Latvia, the number of drug users has increased consgtently over the last 4 years.
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Further efforts are required to improve the collection and availability of information on drug-
related issues and to set out a supply reduction strategy with clear priorities and performance
indicators. The creation of the Nationd Drug Information Foca Point, in accordance with
EMCDDA (European Monitoring Centre for Drugs and Drug Addiction) requirements, should
be completed. Particular atention is to be paid to ensuring regular updating of the drug Strategy
and further drengthening of the intelligence collection capacity and risk profiles within the Drug
Enforcement Bureau. As the detection rate at borders is minimd, particular efforts have to be
made to drengthen the abilities of Customs and Border Guards in this respect. Their
representation in the Drug Enforcement Bureau seems to necessary in order to ensure an
effective multidisciplinary framework.

As regards money laundering, the enforcement of current legidation needs to be improved
congderably. Indeed, current control and repression of fiscd fraud, bankruptcy, money
laundering, corruption and common economic crimes till gppearsto be largdly ineffective.

The inditutiond development of the Financid Inteligence Unit (FIU) operating under the
supervison of the Prosecutor-Generd is continuing according to the Action Plan (1998-2002).
At present, there are 13 employees at the FIU, which has been fully computerised and enabled
to carry out data input and search, checking for postive matches in the FIU database and
externd databases, creation and displaying of data schemes and datistica data on disclosure
information. In order to strengthen the adminigtrative capacity, particular attention was paid to
training in 2000. The FIU plays a centrd role as it examines suspicious cases, but only reports to
Parliament upon request and is without any investigation power. The limited results achieved so
far indicate that police and judicid efforts in money laundering cases need to be improved,
procedures accelerated and training on risk assessments notably with regard to insurance and
gambling enhanced. There are dso many different government indtitutions involved in anti-money
laundering, and insufficient co-ordination between them.

Latvias legidation is, to a large extent, in line with the acquis in the fiedd of customs co-
oper ation, but there are till some matters of concern. No formal, comprehensive Memorandum
of Underganding programme exigtsin thisfied. Corruption is ill a problem. Risk analyss should
be further developed. The co-operation between Customs Administration and Immigration Police
is being developed but should be further improved with the Border Guards. Work on an
integrated database used by al authorities concerned should be enhanced. Further, preparations
need to start for participation, upon accession, in the Naples 11 Convention on Mutua assistance
and Co-operation between Customs Administrations and the CIS Convention on the Use of
Information Technology for Customs Purposes.

As far as judicial co-operation is concerned, Latvia has ratified nearly dl the internationa
conventions included in the acquis. On civil matters, the Convention on International Access to
Justice Hill has to be rétified as well as the Hague Convention of October 1980 on the Civil
Aspects of Internationa Child Abduction. On crimina matters, Latvia has not yet acceded to the
European Convention on the Internationd Vadidity of Criminad Judgements. The definition of a
crimina organisation will have to be reviewed in order to comply with the December 1998 EU
Joint Action, making it a crimina offence to participate in a crimind organisation. Latvia should
adso gart preparation for judicia co-operation under the Convention for the protection of EC
financid interests .
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Latvia has joined dl the rdevant Conventions of the Council of Europe. Latvia has sgned
bilateral agreements on judicia co-operation with nine countries

Amendments to the Crimind Law are aso awaited as regards combating trafficking in human
beings and sexud exploitation of children, and crimind ligbility of legad persons. In addition,
further changes to the Code of Crimina Procedure and a new Law on Crimina Procedure, will
have to be made to further develop internal procedures for mutua lega assstance, extradition,
transfer of proceedings as well as new methods of co-operation. Reinforcement is still needed in
judicid co-operation, notably regarding the Minigtry of Justice and the Prosecutor-Generd’s
Office. This suffers from insufficient manpower, lack of equipment (computerisation of Setigtics)
and bureaucratic obstacles. With a view to afuture increase in in-coming and out-going requests,
further training, including training in foreign languages, is o necessary.

All the human rights legd ingtrument which are part of the Justice and Home Affars acquis
have been ratified by Latvia

Chapter 25: Customs union

Good progress has been achieved by Latvia in the fidd of customs since the last Regular
Report, including further dignment with the EC Customs Code and its implementing provisons
and the acquis outsde the Customs Code, and severa steps to drengthen the customs
adminidration.

As regards dignment between Latvian legidation and the EC Customs Code and its
implementing provisions, the Customs Law was last amended in March 2001, with aview to
enauring full compatibility as regards Binding Origin Information, free zones and free
warehouses, customs debt and the repayment and remisson of duties. These provisons will
come into force in July 2002 together with the respective implementing regulations. Minor
amendments on outward processing and on customs vaue entered into force in July 2001. A
regulation on temporary importation entered into force in October 2000.

A sgnificant step towards accesson to the Convention on a Common Trangt Procedure was
the entry into force of the Common Badltic Trangt Agreement in January 2001.

Regarding the customs acquis outside the Customs Code, Latvia has adopted a number of
important regulations regarding duty relief, EC Integrated Tariff (TARIC) and issuing of
guaranteesin thefidd of trangt.

Asfar asthe administrative and operational capacity to implement the acquis is concerned,
progress can aso be noted. In October 2000, the Customs Control Strategy was adopted; it
ams to develop a common and effective customs control system providing for separation of
customs control and customs service functions. Latvia has continued to modernise the customs
sarvices of the State Revenue Service (SRS) and to rationaise the organisational structure with
aview to reducing the number of regiona offices from 22 to 5. The Stuation has aso improved
in the area of human resources. The personne turnover in the SRS decreased to 6% in 2000
and the leve of education in Customs has increased. A system of rotation of officids exposed to
aress of high risk of corruption has been introduced. The Internd Audit Divison has Sarted the
development of a Quality Management System a customs offices. In order to fight corruption, a
video-monitoring sysem isin place a al mgor customs points, and an on-line connection with

100



avideo centre at the National Customs Board is being developed. Enforcement has also been
strengthened in the context of the implementation of the Customs Control Strategy.

The use of risk analysis by anti-smuggling divisons hasimproved.

Inthe area of intellectua property rights protection, regular training of customs officers is taking
place in co-operation with representatives of brand owners (see also Chapter 5 - Company
law). In this field, close co-operation between Customs and the Economic Police, which is
based on a Memorandum of Understanding, has continued.

Efforts have aso been undertaken regarding the control of the legd circulaion of psychotropic
substances and precursors. Customs officids have aso been trained in the context of the
implementation of the Latvian Code of Customs Ethics.

Regarding trade facilitation, Latvian Customs has concluded 4 Memoranda of Understanding
with private companies since the last Regular Report; these am to creste a framework and
improved co-ordination to combat smuggling and fraud without hindering the flow of legitimate
commercid traffic.

A manud on smplified cusoms procedures was published in May 2001 and a Customs
Conaultation Unit was established in January 2001. In order to inform end-users, 15 sections of
the manua on Customs procedures, as well as the TIR (Trangport International Routier) and
ATA (Temporary Admisson) manuas, are now available on the State Revenue Service Internet
homepage. In addition, a centra telephone help/hot line started operating in September 2001.

The ASYCUDA computerised customs information system has been brought into use at dl
cugtoms offices outsde Riga, while its implementation in Riga has sarted. Meanwhile, severa
customs control points have been closed in Riga. At present, 65% of al customs declarations
are processed using ASY CUDA. All customs warehouses have been connected on-line to the
customs information System over the past year.

Work has dso continued to further develop customs IT systems by issuing authorisations to
lodge customs declarations by eectronic means via the internet. The arrangement presently
operates & 22 customs control points, and about 15% of declarations are presented
electronicaly. Regidration of eectronic gpplications for inward and outward processng
authorisations has been garted. Only limited progress has been achieved in ensuring the full
Interconnection of the national systems with the EC customs IT systems.

In relation to border management, Latvia has continued its efforts, particularly on the eastern
land borders which will become the future EU externd border. A substantia part of the works
for the congtruction of a border control facility at the land border crossing has been completed.
However, these facilities now need to be properly equipped.

Overall assessment

Although Latvia has dready achieved a condderable degree of legidative dignment in the field
of customs, this process now needs to be completed.

In particular, Latvia should complete dignment as soon as possble, with implementing
provisons and indructions ensuring full compliance with the EC Customs Code and its
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implementing provisons. Latvia should dso am to accelerate adoption of missing implementing
regulations and ensure adequate preparation for the entry into force of the acquis in the fidd of
autonomous tariff quotas, tariff cellings and suspensions as well as for the introduction of a
Generdlised System of Preferences (GSP) scheme. For this last issue, the provison complies
with theacquis asit stood in 1999.

As regards administrative and operational capacity to implement the acquis, Latvia should
continue its efforts, notably as regards the completion of customs control points ( including
laboratories), the improvement of border management and combating irregularities and
corruption within the customs administration, improved capacity for risk assessment, intelligence
and investigations. Efforts to implement the customs ethics policy need to continue.

The redtructuring of Customs services is ongoing and particularly important. With regard to IT
development, it must be emphasised that flawlessy functioning EC-compatible 1T sysems
should be in place at least one year before EU accession in order to guarantee interconnectivity
with the EC Customs computerised systems.

Latvia should continue its efforts to reduce waiting times at the borders, to combat customs
fraud and economic crime, in particular concerning smuggling and counterfeit goods, and to
improve co-operation with other enforcement bodies.

Chapter 26: External relations

Since the last Regular Report, Latvia has continued to aign with the acquis in relaion to the
common commercid policy and to co-ordinate poditions and policies within the World Trade
Organisation (WTO) with those of the EU, in particular with regards to the preparation of the
New Round.

As regards the common commercial policy, upon accesson, Latvia will be required to dign
its tariffs with the Common Externa Tariff (CET). Latvia's applied tariffs currently average 4.5
% on al products, 13.5 % on agricultural products, 8.4 % on fishery products and 1.9 % on
industrial goods. By comparison, the EC tariffs® currently stand at 6.3 % on al products, 16.2
% on agricultura products, 12.4 % on fishery products and 3.6 % on industrid products.

The Law on Protection againgt Subsidised Imports came into force in January 2001 and will be
gpplied until the date of Latvids accesson to the EU. Since January 2001, the previoudy
existing double-checking system for textile products has been abolished.

As regards bilateral agreements with third countries, during the last year, negotiations
continued with Bulgaria, Romania and the Faeroe Idands.

Co-operation among the Bdtic States in implementing gradud liberdisation and regiona
integration policies is developing and a Batic Common Economic Areaiis being introduced. The
Bdtic Free Trade Agreement covers industrial and agricultural goods, and negotiations on the
liberdisation of the services market are proceeding.

% WTO bound tariffs after full implementation of all concessions including — where possible — estimated ad valorem
equivalents of specific and compound tariffs.
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As concerns development policy and humanitarian aid, Latvia has no specific budget
alocation for development or humanitarian ad, but has granted aid on a case-by-case basis.

Overall assessment

Where dignment with the Community acquis on commercid policy is necessary, Latvia is
advanced. Further harmonisation may be required upon accesson. Where medium and long
term export credits are granted, further alignment is also necessary.

The EU and Latvia have established a framework for co-operation regarding WTO issues both
a minigerid and a departmentd level. Latvia has been supportive of EU policies and postions
within the WTO framework. As regards the new round, Latvia concurs with the EU on the
need to launch a comprehensive trade round as soon as possble and shares the view that the
results of work under the built-in agendawould be less subgtantid in its absence.

Latviais a signatory to the Agreement on Trade in Information Technology Products (ITA) and
to the plurilatera Agreement on Civil Aircraft. Latvia will need to have joined the plurilaterad
WTO Agreement on Government Procurement (GPA) by the time of its accesson to the EU.
Latviais a present an observer to the GPA Committee; negotiations on Latvia's accession to
the GPA darted in 1999. As regards the WTO Agreement on Trade in Textiles and Clothing
(ATC), Latvia has co-operated with the Community in the process of third-stage natification to
dign its lig of integrated products under the ATC with the EC's, thus avoiding integrating
products that have not yet been integrated by the EC. Also, further co-ordination is needed to
ensure the dignment of Lavias GATS commitments with the EC's commitments and MFN
exemptions.

Where medium and long term Export Credits are granted, further efforts are necessary to aign
to the acquis.

Further alignment to the new EC Regulation on Dud Use Goods is necessary.

Latvia has bilaterd Free Trade Agreements with Hungary, the Czech Republic, the Sovak
Republic, Sovenia, Poland, Etonia and Lithuania (Batic Free Trade Agreement), Turkey,
Ukraine and EFTA. Latvia should continue to keep the Union fully informed about existing
trade agreements or negotiations aimed at the conclusion of any new trade agreements with a
third country. Concerning bilatera agreements with third countries, any internationa agreement
which is incompetible with the obligations of membership will have to be re-negotiated or
renounced prior to accession. This applies dso to Bilatera Investment Treaties concluded with
third countries.

As concerns development aid, no GSP schemes are being applied by Latvia

The responsibility for foreign economic policy is shared by the Minidries of Foreign Affairs and
of Economy. The department of trade policy within the Ministry of Agriculture deds with
agricultura trade issues (including WTO matters). Some upgrading might be needed in order to
have the necessary adminigtrative capacity upon accession, adso with a view to participating in
the EU'’ s development and humanitarian aid policies. For the purpose of Latvia s future financia
contribution to the European Development Fund, Latvia's management of its nationd budget
and future flow of funds to the EC budget is addressed in the relevant chapter of this report
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(Chapter 29 — Financial and budgetary provisions). The adminigrative infrastructure which
needs to be in place as regards customs services is addressed under the chapter relating to the
Cusgtoms Union (Chapter 25 — Customs union).

Chapter 27: Common foreign and security policy

Since the last Regular Report, Latvia has continued to dign its foreign policy with that of the
European Union and has participated congtructively in the framework of the Common Foreign
and Security Policy.

The regular political dialogue established by the Europe Agreement is proceeding smoothly
and Latvia continues to orient its foreign and security policy towards the Union. It continues to
participate actively in the framework of the Common Foreign and Security Policy (CFSP),
including the meetings & the leve of Political Directors, European Correspondents and Working
Groups.

Latvia has shown a keen interest in the development of European Security and Defense Policy
(ESDP) as part of the CFSP and has actively participated in the exchanges in this context with
the EU, in EU + 15 format (i.e. non-EU European NATO members and candidates for
accession to the EV).

As regards dignment with EU statements and declarations, Latvia has regularly digned its
positions with those of the Union and, when invited to do S0, has associated itsdf with the
Union'sjoint actions and common positions and other CFSP ingtruments, including negative
measures. Since October 2000, it has associated itself with 8 EU common positions, including 3
on the Federal Republic of Yugodavia

Lavia slegidation on international sanctions and restrictive measures had aready been
brought into line with the acquis. Latvia played an active role in the firg Cagpabilities
Commitment Conference in November 2000. It improved the adminigtrative capacity of its
Minigtry of Defence and has started preparations to form specia units to be part of EU Rapid
Intervention Force missions as of 2003.

Overall assessment

Latvids dignment with the acquis of the CFSP is overall satisfactory. As the acquis in the fidd
of foreign policy and security develops further, Latvia should maintain the orientation of its
foreign palicy in line with thet of the Union.

Latvia has developed considerable efforts to support international peacekeeping missions. It has
participated in SFOR, KFOR, OSCE and WEU peacekeeping and observer operations.

Latvia gtrives to contribute to regiona stability through a policy of good-neighbourly relaions
and regiona co-operation, inter alia as an active member of the Council of Bdtic Sea States
(CBSS). Land border agreements have been concluded with Estonia, Lithuania and Belarus. A
Ssea-border agreement with Lithuania has been sgned. The demarcetion of the Latvian-
Belarusan border has been completed on the Latvian side. The draft border agreement with
Russa was findised and approved by the Latvian Government in December 1997 and ill
awaitsfind gpprova by Russa
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The Latvian Ministry of Foreign Affairs has structures compatible with the CFSP requirements.
The Minigry is connected to the Associated Correspondents Network information system
through which the EU communi cates within the CFSP with the associated partners.

Chapter 28: Financial control

During the period covered by this Regular Report, some progress has been made, in particular
In strengthening adminidirative capacities.

Latvia has continued with the development of its Public Internal Financial Control system.
The Minidry of Finance made recommendations on the performance of joint auditing in April
2001, and recommendations on the methodology of the Latvian peer review sysem in May
2001. Moreover, the Internal Audit Council has drawn up a report on the state of play in
implementation of the internd audit system.

As regards adminigrative capacity, the Interna Audit Department of the Ministry of Finance has
two divisons (now with 4 gaff membersin each division): the Internd Audit Unit of the Ministry
of Finance and the Internd Audit Methodology Unit. The laiter is responsible for developing a
harmonised audit methodology, drafting legidation rlated to interna audit, as well as co-
ordinating the training and improving the professond qudifications of auditors. The Interna
Audit unit is dso respongble for assessng the quaity of interna audit units in spending centres
(through the process of peer reviews) as well as for carrying out joint audits on EC funds. The
Internd Audit Department of the Ministry of Finance acts as the Secretariat for the Interna
Audit Coundil.

The peer reviews have started, but the process has been dow in 2000, largely due to the fact
that the Internal Audit Units have only recently been established. The successful implementation
of the recommendations made to the Ministry of Agriculture following a pilot peer review there
should be noted.

The establishment of Internd Audit Units within spending centres has continued, and 188 dtaff
members are now in place, with 23 vacancies remaining. Staff turnover is relively low. The
provison of extengve training continues.

In 2001, 100 internal auditors received basic training in internd audit (in 2000, 60 interna
auditors underwent this course). The Minigtry of Finance has ensured monthly meetings for
heads of internd audit unitsin al minigtries to exchange experiences and discuss methodological
iSues.

Training is based on the Interna Audit Manua which includes step-by-step guiddines for
developing audit needs assessments, strategic plans and annud plans.

Asregards exter nal audit, the State Audit Office's (SAO) activities have focused on providing
opinions on the annud statements of central budget indtitutions and municipalities in accordance
with internationd auditing standards. Extengive training was provided to the gtaff of the SAO in
order to enhance professond capacity. 104 employees of the SAO took part in training
courses by the Latvian School of Public Adminigration and 62 participated in training on
INTOSAI auditing standards amongst other matters.
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Progress has been achieved by Latvia regarding the control of structural action expenditure.
In April 2001, procedura rules for joint interna audits of programmes and projects financed by
the EC were approved.

Progress can be reported in the field of the protection of the financial interests of the
European Communities. In January 2001, a regulation on the rights of EC dtructures to
participate in on-the-gpot checks of the legdity of spending of EC resources was adopted.

Overall assessment

While Latvia has advanced well with regard to the establishment and further strengthening of the
internd audit units, the legidative dignment in the area of Public Internd Financid Control and
external audit needs to be completed.

Detalled rules for the establishment of internd audit structures in public agencies need to be
adopted, and Latvia needs to strengthen the functionally independent interna audit unitsin al the
budget spending centres, in particular in relation to audit planning and audit reporting.  The
concept of manageria accountability needs to be developed and implemented.

Furthermore, Latvia needs to achieve further aignment with regard to externd audit, including
compliance with INTOSAI standards as well as the strengthening of the financid independent
datus of the State Audit Office (SAO) and the follow-up procedures of the SAO audit findings
by the Parliament. The Law on the State Audit Office, which amsto grant the authority to carry
out a complete audit of EC expenditures and to reinforce the financid independence of the
SAO, remains to be adopted. In the future, steps will have to be taken to ensure that auditors
specidise in fidds such as IT audits and qudity systems based and performance audits. The
operationa capacity of the State Audit Office needs to be enhanced.

With regard to the control of structura action expenditure, efforts need to be made to enhance
Latvids capacity to manage Structurd Funds in the future, in particular through the further
implementation of the public internd financid control rules and procedures, indluding the
completion of audit trails for pre-accesson funds. Efforts to ensure the correct use, contral,
monitoring and evauation of EC pre-accesson funding need to continue. The development of
mechanisms for the rapid recovery of lost EC funds is equaly important. Ex ante controls will
have to be introduced for tender procedures and contract awarding. Moreover, Latvia needs to
develop aframework for the recovery of unduly paid sums, co-ordination of preventive actions,
and follow-up of and reporting on irregularities of a non-crimina nature. The SAPARD agency
was accredited at nationd level. The procedure for the Commission Decison conferring the
management of SAPARD aid is ongoing.

With aview to ensuring protection of EC financia interests, Latvia seems to have the necessary
legidation in place to dlow the competent EC bodies to carry out on-the-spot checks.
However, it needs to develop adminidirative capacity adequate to implement the acquis,
including the ability of the Latvian law enforcement bodies and judiciary to address cases where
EC financid interests are a stake. Latvia should as soon as possible nominate, in consultation
with OLAF, an ingtitution or adminigtrative structure with the appropriate competencies to co-
ordinate investigations into cases of fraud and irregularities affecting the EC's financid interests,
and to act asa single contact point in relation with OLAF.
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Chapter 29: Financial and budgetary provisions

Since the last Regular Report some limited progress has been achieved, notably concerning
medium-term budgeting.

In the area of the national budget and EC co-financed measures, the Latvian authorities
continued the improvement of the budgetary process with emphasis on medium-term budgeting.
Methodological Guiddines on Medium Term Budget Planning were adopted by the government
in April 2001, gating that medium-term policy priorities would be integrated in the budgetary
process as of 2002. The resources dlocated to Latvia from the EC assistance programmes
have been included in the law on the state budget for 2001.No new developments concerning
legidation related to the gpplication of the own resour ces sysem, can be reported. However,
a working group was cregted for the completion of the preparatory activities, including
theoretical calculations and forecasts of own resources.

Overall assessment
Oveadl, Latvia has only advanced to alimited extent in this area.

Although basc budgetary rules are broadly satisfactory, Latvia should ensure budgetary
principles and rules are brought into line with those standards generdly gpplicable in the
Community. The budgetary legidation needs to be srengthened, particularly as regards the
development of evauation and monitoring procedures for programmes and projects, especidly
those due to receive Community funding. The process of multi-annua budgetary programming
needsto be carried forward.

Concerning own resources, the relevant Latvian legidation related to customs duties and to the
cdculaion of the VAT resource is not yet fully in line with the acquis. The methodology to
estimate GNP data is dso not yet fully in line with ESA 95 sandards.

Appropriate administrative steps should be taken by Latvia to ensure adeguate co-ordination
between the various authorities involved in the application of the system of Own Resources. The
capacity to calculate in ardiable, accurate and transparent way the level of customs duties and
VAT collected by Latvia and to caculate Latvias GNP needs to be improved to dlow
caculdions to be made in a harmonised and controllable way. Adequate administretive
capacity to duly collect and trandfer in atimely manner al Own Resources to the Community
budget will need to be established prior to accession, as well as the ability to accurately and
regularly report to the Commission on the Stuation with regard to each of the types of avn
resources.

In relation to the contral of future EC own resources, Latvia should continue its efforts to set up
effective instruments to combat fraud relating to VAT and customs duties o that the protection
of the financia interests of the EC can be assured.

In addition to the need for central co-ordination for the proper collection, monitoring and
payment of funds to and from the EC budget, adminigirative capacity should be strengthened in
the context of the relevant policy areas described elsewhere in this report, such as Financid
Control, Customs, Taxation, and Regiona policy and Agriculture.
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3.2. Trandgation of theacquisinto the national languages

Applicant countries are required to trandate the various lega texts congtituting the acquis into
their nationd languages by the time of their accesson. Primary and secondary legidation aone
represents a consderable volume of acts, roughly estimated at 60,000-70,000 pages of the
Officid Journd. To help the candidate countries in this process, assstance is being provided
under the Phare programme. With the help of TAIEX, a centrdised Trandation Co-ordination
Unit has been created in each of the ten candidate countries of Centra and Eastern Europe.

Thetrandation of the acquis into Latvian and the trandation of Latvian legidation into English is
carried out by the Trandation and Terminology Centre (TTC), which was established in 1996
and reports to the European Integration Bureau. The current staff of the centre working on EC
legidation includes 10 revisers, 7 terminologists and 4 in-house trandators, which represents a
dight increase in gtaff numbers as compared to last year. In addition, the Centre works with
about 25 fredance trandators. It has been possible to continue to work with the fredance
trandators, who until last year were paid for by externd assstance from the Phare programme,
thanks to an increase in the Centre' s budgetary dlocation from the nationd budget.

By September 2001, roughly 30,000 pages of the Officid Journal had been trandated into
Latvian (compared to roughly 14,400 pages in mid-2000). The overal number of fully revised
pages is lower (about 25,000). During the last year, work continued on the generation of term
equivaents for English and Latvian respectively. In mid-2001, about 29,000 terms had been
registered in the Trandation and Terminology Centre's own terminology database. In addition,
the Centre administers a centra terminology database, to which other sources contribute, and
which contains about 122,000 terms. A complete database for the trandated acquis till needs
to be set up, but al trandations of Latvian legidation have been made available on the internet.
Most of the acquis trandation and revison to date has been concentrated in the aress of
agriculture (9,100 pages fully revised), the Internal Market and Industrid policy (3,700 pages)
and the Free movement of goods and Customs union (2,500 pages). Without pregjudice to the
outcome of the accession negotiations, consderable further efforts are ill required in this area.

Due atention must o be given to the training of conference interpreters.

3.3. General evaluation”

Latvia has kept up a seady pace in digning its legidation with the acquis in most aress. The
need to strengthen the administrative capacity to manage and enforce the acquis has been
recognised, even though this process continues to represent considerable challenges. Efforts
during the last year included both re-organisation of existing structures and the creetion of
severa specidised bodies with aview to complying with the various requirements of the acquis.

Preparations for the Internal Market advanced further. As concerns movement of goods, the
transposition of European standards accederated, and the inditutions for accreditation and
sandardisation have been further strengthened. The new Market Survelllance Council became
operationd, but the reform of the market surveillance system needs to continue. Further

27 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries”, COM (2001) 700.
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legidation was aso adopted in the area of public procurement, but the Public Procurement
Surveillance Bureau has not yet been created. In the area of free movement of persons,
framework legidation on mutua recognition of professond qudifications was adopted. In the
area of freedom to provide services, two new bodies, the Financia and Capita Market
Commisson and the Stata Data Inspectorate dtarted to function, even though further
improvements of the legidative bass of the latter will be necessary. Further legidation was aso
adopted concerning the movement of capital, in particular on security services and cross-
border credit transfers. In the area of company law, the enforcement of legidation remains a
matter of concern. Delays in the entry into force of the Commercid Code and the effective
protection of intellectua and indudrid property rights conditute a serious chdlenge. The
adoption of legidation related to dtate ad represents an important step towards meeting
requirements of competition policy; Latvids enforcement record in this aea has dso
developed but efforts to ensure the full implementation of anti-trust and State aids rules should
continue. In the area of customs, progress was made in dignment and in upgrading the
adminigrative gtructures, which were dso strengthened for taxation. For both areas, the
development of IT sysems o0 as to dlow for the exchange of eectronic data with the
Community and its member states needs to be carried forward.

Encouraging efforts were undertaken in the area of agriculture, in particular concerning
veterinary and phytosanitary matters, aswell as food safety. Achievements include the adoption
of amendments to the Law on Agriculture, the adoption of an implementation plan for common
market organisations, the entry into force of a new Law on Veterinay Medicine and the
restructuring and strengthening of the adminigtration. Important chalenges till lie ahead, both in
completing dignment and in introducing and upgrading the necessary dructures and
mechanisms, including the paying agency, the integrated adminigtration and control system,
common market organisations and ingpection arrangements.

Alignment aso continued for road and railways transport, and the ongoing efforts to improve
maritime safety have shown some firgt results. A sgnificant step in trangposing the socid policy
and employment acquis was reached with the adoption of the Labour Code and the Law on
Labour Protection. To ensure the proper implementation of legidation, the adminigrative
capacity should be reinforced, in particular concerning occupationd hedth and safety, including
the further strengthening of the State Labour Ingpectorate. Further dignment was achieved in
the areas of energy and environment. For energy, this needs to continue with specid emphasis
on the eectricity and gas directives, aswell as ail stocks; for the area of environment, aignment
needs to be completed as concerns access to environmental information, waste management
and chemicals. Severd specialised bodies were set up, including the Energy Inspectorate, the
Radiation Safety Centre and the Latvian Environment Agency, and, but further efforts to
upgrade the adminigtrative structures are needed.

The transposition of most of the requirements for telecommunications is ill pending.
Congderable progress was made in digning to the culture and audiovisual acquis. For
justice and home affairs, progress could be noted on data protection, visas and border
control, including aso the adoption of a Schengen Action Plan. These efforts need to be
maintained, and dignment in the areas of migration and asylum completed. Upgrading the
capacity and infragtructure for border management aso remains a priority. The fight againgt
organised crime, drug trafficking, money laundering, fraud and corruption also needs to be
reinforced.
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Asto regional policy and the co-ordination of structural instruments the basic legidation
remains to be adopted. Progress is also needed on programming, monitoring and evauation
capacities. The decison to entrust the Ministry of Finance with the future responsbility for
Structural Funds represents an important step. Although further legidation on Public Interna
Financial Control and externa audit remains to be adopted, some advancements in this area
could be noted, in particular as concerns the srengthening of the adminigtrative structures, this
process needs to continue.

Preparing its adminigration for EU membership remains one of the greatest challenges Latvia
faces. With a view to the respongbilities Latvia will have to assume in managing and enforcing
the acquis upon accesson, a subgtantia portion of the necessary indtitutions and bodies have
been re-gtructured or created. This process needs to continue, including the setting up of further
new bodies and mechaniams, for example a Public Procurement Survelllance Bureau,
agricultura market intervention mechanisms and the Guarantee Fund for the Protection of
Employees in the Event of Insolvency of Their Employer. Furthermore, it will be vita to provide
al indtitutions with sufficient resources to ensure the reliable implementation and enforcement of
the acquis, for example, the new Public Services Regulation Commisson, which will have
important acquis-related regulatory respongbilities in the areas of railways, energy and
telecommunications. Continued efforts will dso be necessary to ensure sound, efficient and
controllable management of EC funds.

Latvia has made progress on dl the short-term Accesson Partnership priorities. Achievements
included for example the areas of free movement of goods, socia policy and employment as
well as environment, where the process is close to completion. All the medium-term priorities
have been addressed, and progress is well underway for most of them. Mgor steps forward
could be noted for the free movement of persons audiovisud legidation and customs.
However, work towards al priorities should continue, with particular attention on those areas
where important legidation gtill needs to be adopted, such as energy, tedlecommunications, and
economic and socid cohesion, or the adminidrative structures strengthened, such as agriculture,
fisheries and the control of EC funds
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C. Conclusionz

In its 1997 Opinion, the Commisson concluded that Latvia fulfilled the political criteria. Since
that time, the country has made consderable progress in further consolidating and degpening the
gability of its inditutions guaranteeing democracy, the rule of law, human rights and respect for
and protection of minorities. Over the past year, further efforts have been made in this
direction. Latvia continues to fulfil the Copenhagen paliticd criteria

During the last year, the government remained committed to reforming the Public Adminigtration
and the judiciary, as well as to fighting againgt corruption. Strategic documents on Public
Adminigtration Reform and Corruption Prevention were adopted, as was framework legidation
on public agencies, and practicd measures were pursued in al three aress. It will now be
necessry to maintain the momentum of Public Adminigtration Reform with the completion of
the legd framework and the devdlopment of a dable civil service, including through the
introduction of pay reform. In parald, the reform of the judicia system must be carried on, with
particular atention to the legd framework, speeding up and enforcing court decisons, and
addressing the issue of pre-trid detention. Measures to combat corruption, which remains a
source of concern, need to continue with aview to achieving concrete results on a broad scale.

Further important steps were taken to promote the integration of non-citizens into Latvian
society, notably measures to facilitate the naturdisation procedure and the adoption of both a
more elaborate Society Integration Programme and the legd basis for the future Socid
Integration Foundation. The ongoing efforts to support the integration of non-citizens need to
be sustained through the implementation of the comprehensive Society Integration Programme
in dl its agpects, including activities to encourage naturdisation and the expanson of Latvian
language training. Latvia should ensure that the implementation of the Language Law respects
the principles of judtified public interest and proportiondity, Latvia's internationa obligations
and the Europe Agreement.

Latvia has achieved progress towards meeting the short-term priorities of the Accession
Partnership in the aress of the Language Law and language training, as well as adminidrative
and judicia capacity. Some progress has also been made towards meeting the medium-term
priorities in the areas of further integrating non-citizens, developing the civil service and
improving the capacity of the public adminigtration; however, these efforts need to continue.

Latvia is a functioning market economy. Provided that it makes further subgstantid efforts in
maintaining the pace of, and completing, its sructura reforms, it should be able to cope with the
competitive pressure and market forces within the Union in the near term.

Latvia has preserved macroeconomic stability. Further progress has been made on structura
reform, the last steps of the pension reform, a new framework for financia supervison and a
new regulatory authority for public utilities have been introduced. The legidative framework for
a market economy is, for the most part, in place, and market entry and exit mechanisms

% gee"Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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continue function in a satisfactory manner. The financia sector, dthough smadl, is gradudly
consolidating.

However, the authorities must continue a policy of fiscd discipline, within a medium term fiscd
framework, in order to keep the budget deficit and the current account deficit sustainable over
the medium term. Privatisation of the remaining large enterprises has advanced more dowly than
anticipated and should be completed. The privatisation of land and the development of the land
market should be advanced. Measures to improve the business environment have been
introduced, and this process should continue, in particular through the removad of the remaining
regulatory and adminidtretive condraints to enterprise development. Unemployment remains at
high levels and labour market flexibility should be enhanced.

Latvia has kept up a Seedy pace in digning its legidation with the acquis in most aress. The
need to strengthen the adminigtrative capacity to manage and enforce the acquis has been
recognised, even though this process continues to represent consderable chalenges. Efforts
during the last year included both re-organisation of existing structures and the crestion of
severa specidised bodies with aview to complying with the various requirements of the acquis.

Preparations for the Internal Market advanced further. As concerns movement of goods, the
trangposition of European standards accelerated, and the indtitutions for accreditation and
sandardisation have been further strengthened. The new Market Survelllance Council became
operationd, but the reform of the market surveillance system needs to continue. Further
legidation was aso adopted in the area of public procurement, but the Public Procurement
Surveillance Bureau has not yet been creeted. In the area of free movement of persons,
framework legidation on mutua recognition of professond qudifications was adopted. In the
area of freedom to provide services, two new bodies, the Financid and Capital Market
Commisson and the Stata Data Inspectorate started to function, even though further
improvements of the legidative bass of the latter will be necessary. Further legidation was dso
adopted concerning the movement of capital, in particular on security services and cross-
border credit transfers. In the area of company law, the enforcement of legidation remains a
meatter of concern. Delays in the entry into force of the Commercia Code and the effective
protection of intellectuad and indudrid property rights conditute a serious chdlenge. The
adoption of legidation related to State ad represents an important step towards meeting
requirements of competition policy; Lavias enforcement record in this area has dso
developed but efforts to ensure the full implementation of anti-trust and state aids rules should
continue. In the area of customs progress was made in dignment and in upgrading the
adminigrative sructures, which were dso strengthened for taxation. For both aress, the
development of IT sysems so as to dlow for the exchange of eectronic data with the
Community and its member states needs to be carried forward.

Encouraging efforts were undertaken in the area of agriculture, in particular concerning
veterinary and phytosanitary matters, as well asfood safety. Achievements include the adoption
of amendments to the Law on Agriculture, the adoption of an implementation plan for common
market organisations, the entry into force of a new Law on Veterinary Medicine and the
restructuring and strengthening of the adminigtration. Important chalenges till lie ahead, both in
completing aignment and in introducing and upgrading the necessry dructures and
mechanisms, including the paying agency, the integrated adminigtration and control system,
common market organisations and inspection arrangements.
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Alignment aso continued for road and railways transport, and the ongoing efforts to improve
maritime safety have shown some firgt results. A sgnificant step in transposing the socia policy
and employment acquis was reached with the adoption of the Labour Code and the Law on
Labour Protection. To ensure the proper implementation of legidation, the adminigrative
capacity should be reinforced, in particular concerning occupationd health and safety, including
the further strengthening of the State Labour Inspectorate. Further dignment was achieved in
the areas of energy and environment. For energy, this needs to continue with specid emphasi's
on the dectricity and gas directives, aswell as ail stocks, for the area of environment, aignment
needs to be completed as concerns access to environmenta information, waste management
and chemicals. Severa specialised bodies were st up, including the Energy Ingpectorate, the
Radiation Safety Centre and the Latvian Environment Agency, and, but further efforts to
upgrade the adminigtrative structures are needed.

The transposition of most of the requirements for telecommunications is ill pending.
Congderable progress was made in digning to the culture and audiovisual acquis. For
justice and home affairs, progress could be noted on data protection, visas and border
control, including aso the adoption of a Schengen Action Plan. These efforts need to be
maintained, and dignment in the areas of migration and asylum completed. Upgrading the
capacity and infrastructure for border management aso remains a priority. The fight against
organised crime, drug trafficking, money laundering, fraud and corruption aso needs to be
reinforced.

Asto regional policy and the co-ordination of structural instruments the basic legidation
remains to be adopted. Progress is also needed on programming, monitoring and evauation
capacities. The decison to entrust the Ministry of Finance with the future responsbility for
Structural Funds represents an important step. Although further legidation on Public Interna
Financial Control and externa audit remains to be adopted, some advancements in this area
could be noted, in particular as concerns the sirengthening of the adminigtrative structures, this
process needs to continue.

Preparing its adminigration for EU membership remains one of the greatest challenges Latvia
faces. With a view to the respongbilities Latvia will have to assume in managing and enforcing
the acquis upon accesson, a subgtantia portion of the necessary indtitutions and bodies have
been re-gtructured or created. This process needs to continue, including the setting up of further
new bodies and mechaniams, for example a Public Procurement Survelllance Bureau,
agricultura market intervention mechanisms and the Guarantee Fund for the Protection of
Employees in the Event of Insolvency of Their Employer. Furthermore, it will be vita to provide
al indtitutions with sufficient resources to ensure the reliable implementation and enforcement of
the acquis, for example, the new Public Services Regulation Commisson, which will have
important acquis-related regulatory respongbilities in the areas of railways, energy and
telecommunications. Continued efforts will dso be necessary to ensure sound, efficient and
controllable management of EC funds.

Latvia has made progress on dl the short-term Accesson Partnership priorities. Achievements

included for example the areas of free movement of goods, socia policy and employment as

well as environment, where the process is close to completion. All the medium-term priorities

have been addressed, and progress is well underway for most of them. Mgor steps forward

could be noted for the free movement of persons audiovisud legidation and customs.

However, work towards al priorities should continue, with particular attention on those areas
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where important legidation sill needs to be adopted, such as energy, telecommunications, and
economic and socia cohesion, or the administrative structures strengthened, such as agriculture,
fisheries and the control of EC funds.
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D. Accession Partnership and National Programmes for the

Adoption of the Acquis. Global assessment

The purpose of the Accesson Partnership isto set out in asingle framework:

the priority areas for further work identified in the Commisson’s Regular Report;
the financid means avallable to hdp candidate countries implement these priorities,

the conditions which will apply to this assstance.

Each candidate has been invited to adopt a Nationd Programme for the Adoption of the
Acquis. This sets out how the country in question envisages to ded with the Accession
Partnership, the timetable for implementing the Partnership’s priorities, and implications in terms
of human and financid resources. Both the Accesson Partnerships and the Nationa
Programmes for the Adoption of the Acquis are revised on a regular bagis, to take account of
progress made, and to alow for new priorities to be set.

1

Accession Partnership

In the following assessments the main sub-headings are indicated in bold type and further key
coneepts taken from the Accesson Partnership highlighted in italics®

Short-termpriorities

Political criteria: In November 2000, further amendments to the implementing regulations
of the Language Law were adopted to further delimit the scope of language requirements
for the performance of professond duties. In June 2001, amendments to the Adminidrative
Violations Code were adopted, which foresee fines for eleven different violations related to
the implementation of the Language Law. It is important that the competent authorities only
apply and enforce the Language Law and its implementing reguletions to the extent required
by alegitimate public interest, having regard to the principle of proportiondity, and in view of
Latvids internationd obligations, as well as the rights and freedoms guaranteed under the
Europe Agreement. The Latvian Language Training Programme has continued and in
2001, the government dlocated direct state funding to the programme for the firgt time.
Therefore, this priority has beenmet to a consider able extent.

Economic criteria: Progress was made with regard to the stimulation of investment and
the improvement of the business environment through the smplification of legal and
administrative procedures, in paticular the tax system and customs and border-crossing
procedures. These efforts must continue, taking into account the needs of the business
community. While the overdl process of privatisation is dmost complete, the process has
proved to be difficult to conclude for the few remaining large enterprises. The registration
of land in the Cadastre has been virtudly complete for severd years, but regidtration in the
Lega Regigter (Land Book) has been dower and now stands at about 64%. An eectronic

29

For the detailed text of the short and medium term priorities established in the 1999 Accession Partnership please refer
to Decision 1999/854/EC (OJ L 335/29 of 28.12.1999).
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regidtration system became operationd in July 2001. Based on the Law on Public Services
Regulators, which entered into force in June 2001, the new regulatory authority (the Public
Services Regulation Commission) for the areas of energy, tdecommunicetions, posta
sarvices, and raillways became operationd in September 2001. Therefore, this priority
has been met to a consider able extent.

Internal market: Lavia continued the process of dignment in the area of Public
Procurement. The Public Procurement Surveillance Bureau has, however, not yet been st
up. Regarding intellectual property rights, enforcement remains a matter of concern. A
Strategic Development Programme (2001-2005) was, however, adopted in August 2001.
The Law on Persona Data Protection had aready been adopted in March 2000 but needs
some further finetuning. The entry into force of the new Commercial Code was delayed and
is now scheduled for January 2002.

Alignment in the areaof free movement of goods continued as concerns the New approach
and specific sectors, and further progress was made in strengthening indtitutions for
accreditation and standardisation. In the area of capital movements, liberaisation continued
concerning security services, and legidation on cross-border credit transfers entered into
force in January 2001. A few redtrictions nevertheless continue to exist. Further progress in
dignment was made concerning financid services, and some steps were taken to enhance
the adminidrative capacity. The Financid and Cepitd Market Commisson became
operationa in July 2001. The prohibition of establishment of branches by foreign insurance
companies has not yet been lifted.

In the fidd of taxation, amendments to the Law on VAT were made in January 2001.
Improvements were dso made to the system of tax collection. In the area of customs,
further aignment to the EC Customs Code as well asto the other acquis was achieved, and
severd steps were taken to strengthen the customs adminigtration. Ther efore, this priority
has been met to a consider able extent.

Agriculture: A number of legidative acts were adopted in the area of veterinary and
phytosanitary legisation during the last year, including a new Law on Veeinay
Medicine, which entered into force in July 2001, and legidation related to anima welfare,
veterinary control and plant variety protection. The upgrading and equipping of border
posts continued. An initid srategy for bringing food processing plants in line with EC
requirements has been developed, but so far, no detailed action plan has been eaborated. A
large part of the plants do not yet fulfil EC requirements. Therefore, this priority has been
met to a consider able extent.

Transport: No new legidation in the area of maritime safety was adopted during the last
year, but Latvia acceded to a number of internationa conventions. The strengthening of the
adminigrative capacity has gained momentum as the internd restructuring of the Maritime
Adminigration is advancing. During the last year, port state controls and the detention rates
of Latvian ships (flag state control) improved somewhat. Ther efor e, this priority has been
met to a consider able extent.

Employment and Social Affairs. In February 2001, the government adopted a National
Employment Plan for the year 2001. The development of bi-partism remained weak
athough some trends of strengthening have been observed. The new Labour Code was
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findly adopted by Parliament in June 2001, trangposing the mgority of the labour law
acquis. Thispriority continuesto be partially met.

Environment: In May 2001, amendments to existing legidation were adopted with a view
to completing aignment as concerns environmental impact assessment. In addition, legal
alignment continued in particular in reation to waste management, pollution, nature
protection and nuclear safety. Concerning the environmental administration, a Strategy
and Information Unit was set up in the Minigtry of Environmental Protection, and severa
goecidised bodies were edtablished, incuding the Latvian Environment Agency, the
Monitoring Council of GMOs, the Council of Packaging Management and the Radiation
Safety Centre. The cost estimates and investment plans were further refined. Therefore,
thispriority has been met to a large extent.

Justice and home affairs: In March 2001, Latvia adopted a conceptua document on the
development of the State Border Guard. Work on the establishment of an integrated border
control system continued, as did infrastructure work on the border posts and the provision of
equipment. To improve the co-ordination between law enforcement bodies as well as the
fight againgt computer crime and cybercrime and smuggling and trafficking in human beings,
the Latvian authorities introduced severa modifications in the centrad adminidrative
sructures. Some limited further progress was made in advancing with the reform of the
judiciary, both a conceptud level and with the adoption of framework legidation and the
pursuit of practicd measures. However, the independence of the judiciary needs to be
ensured, the legd framework is not yet complete, the training of judges needs to be
expanded, and the backlog of court cases and pre-trid detention periods need to be
addressed. In the area of migration, procedurad rules concerning resdence permits and
registiration were adopted in May 2001. Work aso continued in the area of asylum,
including training measures. In both aress, Latvia's legidation is broadly in line with the
acquis, but some issues are dill outstanding. Latvia retified the European Crimind Law
Convention on Corruption in December 2000. Therefore, this priority has been met
to a considerable extent.

Reinforcement of adminigtrative and judicial capacity, including the management
and control of EC funds: Two important pieces of framework legidation, the Civil Service
Law and the Law on Agencies, as well as a new Strategy for Public Administration
Reform were adopted, and further practicd measures to improve the functioning of the
adminigration were dso introduced. A Framework Law on the Indtitutional Structure of the
Public Adminidration is, however, gill pending. Implementation will require consderable
further efforts. While the find verson of the Rural Development Plan was adopted in
October 2000, work on the National Development Plan continued but has not been
completed. A paying agency for SAPARD has been accredited at the nationa level, and
the procedure for the Commisson decison conferring the management of SAPARD ad is
ongoing. Concerning financial control, Latvia has continued with the development of its
Public Internd Financid Control system, and the establishment of internd audit units within
spending centres and training for auditors continued. Therefore, this priority has been
met to a consider able extent.
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Medium-termpriorities

Political criteria: In February 2001, along verson of the adready existing Programme ‘The
Integration of Society in Latvia was adopted. This long version contains concrete project
proposals. In July 2001, a Law providing for the crestion of a Socid Integration Foundation
was adopted. The Foundation is responsible for the selection of projects to implement the
programme ‘ The Integration of Society’ and for securing funding. Preparations to set up the
Foundetion are ongoing. There is fill a ggnificant shortage of language teachers, and it will
be important that the government’s support for the Latvian Language Training Programme
be maintained and increased in the coming years. Therefore, this priority has been
partially met.

Economic criteria: Measuresin support of Small and medium-sized enterprises have not
yet had a dgnificant impact on SME development. An evaduation of the current SME
drategy and implementing policies is, however, ongoing. Access to finance remains one
important obstacle to the development of SMEsS. In preparation for the annual fiscal
surveillance procedure, Latvia submitted its firg fiscad notification in April 2001 and its first
Pre-accesson Economic Programme (PEP) in May 2001, of which the main objectives are
to further consolidate the budget and improve the business environment. Social security
contributions were cut both in 2000 and 2001. The last step in the pension reform, a second
pillar, was introduced in July 2001. The reform is not intended to raise total socid
contributions, and initidly the sysem may require funding from the state. Therefore, this
priority has been partially met.

Internal market: Lavia slegidation on intellectual and industrial property rights is now
broadly in line with the acquis. The State Data Inspectorate Started operations in January
2001. Further improvements regarding the legidative basis as well as the independence and
functioning of the new body are necessary. In the area of free movement of goods,
aignment is well advanced, but further efforts are needed in the non-harmonised area
Accreditation and standardisation bodies are in place and the reform of the market
surveillance system has darted. In the area of capital, Latvia's legidaion on outward
portfolio investments by private penson funds and insurance companiesis not yet in line with
the acquis. A Law on Regulated Professons and Recognition of Professional
Qualifications was adopted in June 2001, and implementing regulations will now have to be
developed.

The enforcement of competition rules is forthcoming in both the anti-trust and Sate aid
aress, but the enforcement record still needs to be enhanced. For anti-trust, a more deterrent
sanctioning policy needs to be developed. The Law on Telecommunications is ill pending.
The new regulatory body (the Public Services Regulation Commission) started operating in
September 2001. Asto the audiovisual sector, in February 2001, the Radio and Televison
Law was further amended, and only few further changes are necessary. The Nationd Radio
and Tedevison Council till needs to be strengthened concerning monitoring and sanctioning.

For taxation, further lega adjusments are till necessary, asthe list of VAT exemptions is
il broader and the excise duty rates lower than permitted by the acquis. The steps taken to
enhance the adminigtrative cgpacity should be continued, especidly as regards the centra
adminigration of the State Revenue Service. Latvia sgenera consumer protection system
isbroadly in line with the acquis, and only some further dignment is still necessary. Problems
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remain regarding the enforcement of legidation, the indtitutiona set-up for the protection of
consumer rights and the market surveillance mechanism. Progress has been achieved
regarding the capacities of the customs adminigtration, but efforts need to continue regarding
control points, laboratories, the improvement of border management and the fight against
irregularities and corruption. Therefore, this priority has been partiallymet.

Agricultures A detaled implementation plan for the introduction of the Common
Agricultural Policy management mechanisms was findised in June 2001. So far, Latvia
has pardle mechanisms for some of the required areas, including grain and sugar, but they al
need to be brought in line with EC requirements Regading the food control
administration, the government adopted a Food Safety Strategy in April 2001 and decided
to establish a Joint Food Supervision Service to overcome problems of co-ordination and to
implement the Strategy. The new Service is scheduled to become operationd in January
2002. In both the veterinary and phytosanitary sectors, the trangposition process is well
underway, but needs to be continued. To help structure the workload, a comprehensive and
detailed strategy should be developed. The strengthening of the implementation and control
structures has started. Therefore, thispriority has been partially met.

Fisheries. Progress towards meseting the requirements of the Common Fisheries Policy
has been achieved, induding the introduction of the satellite monitoring system, the
edtablishment of a computerised fishing vessdls register, and the eaboration of a detailed
implementation plan for market intervention mechanisms. Further efforts are necessary, in
particular as concerns ingpection and control, where sufficient resources need to be
provided, the legidative bass for implementing sructural actions, and the introduction of
market intervention mechanisms. Therefore, thispriority has been partially met.

Energy: Concerning the internal energy market, Lavid s legidation is not yet in line with
the requirements of the dectricity and gas directives. The new regulatory body (the Public
Services Regulation Commission) became operational in September 2001 but does not yet
fulfil dl the requirements of the acquis. Latvian legidation is dso not yet in line with the ail
stock requirementsin November 2000, the government adopted the National Energy
Efficiency Strategy, and a package of implementing legidation was adopted in January
2001. Alignment with the acquis in this area is, however, only partid. Therefore, this
priority has been partially met.

Transport: Amendments to the Road Traffic Law were adopted in February 2001. In
addition, Latvia adopted a number of legidative acts related to weight and dimengions, type
approvd, registration of vehicles, qudification of drivers and carriage of dangerous goods. A
number of EC requirements have, however, not yet been introduced. A Law on Carriage by
Rail entered into force in January 2001. Secondary legidation still needs to be adopted. In
theareaof air trangort, Latvia has harmonised a good part of its legidation. The legd bass
for the independent investigation authority for civil aviation accidents now needs to be
established. As concerns maritime trangport, first results of the ongoing efforts to improve
maritime safety could be noted. Therefore, thispriority has been partially met.

Employment and Social Affairs. With the adoption of the Labour Code and the Law on
Labour Protection in June 2001, the mgority of the acquis requirements regarding 1abour
law, equality of treatment, and health and safety at work has been transposed but
alignment needs to be completed. The independent guarantee fund for employees in the
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case of employer’s insolvency has not yet been set up, as the necessary legidation has not
yet been adopted. As concerns social protection, in July 2001, the second pillar of the
pension system was established. Therefore, this priority has been partially met.

Economic and social cohesion: Work on the drafting of a development plan (National
Development Plan) as required in the Structural Funds Regulations is ongoing but not yet
complete. In July 2001, the government decided to entrust the Ministry of Finance with the
task of managing the Structural Funds in the future. The Minigry of Finance will be
responsible for co-ordination of the national budgetary policy with the planning of the EC
Structurd  Funds intervention. Overdl, only limited progress concerning legidative,
ingtitutiond, structural and adminigrative issues has been made to date. The legd basis for
the future participation in the EC Structural Funds should be adopted as a matter of priority.
Therefore, thispriority has been partially met.

Environment: At present, Latvian legidation is partidly in line with the acquis, and the
transposition should continue in al sectors, dong with preparations to ensure the effective
enforcement. Particular efforts are required in the fields of waste management, water quality
and chemicas Latvia continued to implement the action programme for sustainable
development adopted by al Bdtic Sea countries (‘Agenda 21'). The new Strategy and
Information Unit in the Ministry of Environment will, amongst other areas, work on the
integration of environmenta issues into other sectors. Therefore, this priority has been
partially met.

Justice and home affairs. Latvia continues to advance in the area of visas, having
introduced a visa-free regime with severa further countries and terminated existing visa-free
regimes where required. In May 2001, an Action Plan for the implementation of the
requirements of the Schengen acquis was adopted. Subsequently, a further refined Action
Plan was adopted in early October 2001. Good progress has been made in the field of
police co-operation, where Latvia acceded to the relevant internationa regulatory
ingruments and edtablished a lega base for co-operation with the member dates,
neighbouring and other countries. Consultations on the concluson of the co-operation
agreement with Europol started. Some positive steps could be noted in the fight againgt
corruption, including the adoption of a revised Corruption Prevention Programme in May
2001. However, despite continued efforts to advance at conceptud leve, with the legd
framework and with the implementation of various measures, these have not yet trandated
into concrete results on abroad scale. Therefore, thispriority has been partially met.

Reinforcement of administrative and judicial capacity, including the management
and control of EC funds. In January 2001, the Civil Service Law and a Civil Service
Code of Ethics entered into force and a conceptua document for the completion of pay
reform within three years was adopted. However, in the 2001 national budget, no provisons
for the implementation of the Civil Service Law were made. With aview to strengthening the
capacity of the administration to implement and manage the acquis, important efforts
have been made and first results achieved; nevertheless, acquiring the necessary
adminidrative capacity remains one of the most important challenges Latvia faces. As to
financial control, in January 2001, legidation was adopted foreseeing the right of EC
Sructures to participate in on-the-spot checks of the legality of spending of EC resources,
and in April 2001, procedurd rules for joint internal audits of programmes and projects
financed by the EC were adopted. As the voluntary amagamation of municipdities had
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progressed dower than anticipated, a model of adminigtrative territorial reform was
adopted in July 2001, which foreseesthe creation of 102 locd authorities instead of the
exiding 552. Latvia has made some progress with the strengthening of its statistical
capacities, and increased resources are being made available. Further efforts are, however,
needed in areas including regiond sructures, setting of priorities, saff training, and ensuring
appropriate staffing in areas relevant for EU integration. Therefore, this priority has been
partially met.

2. National Programme for the Adoption of the Acquis

The latest edition of Latvids Nationad Programme for the Adoption of the Acquis (NPAA,
known in Latvia as the Nationd Programme for Integration into the European Union) was
adopted by the government in July 2001. No significant structural changes were introduced this
year, but the annex with tables andysing inditution building requirements for the individud
accession negotiation chapters, which had been added to the NPAA in 2000, was amost
completed. In addition, the part deding with the financid implications of the various measures
has been further refined. The NPAA is divided into four main parts in accordance with the
Copenhagen political, economic and acquis as wel as the Madrid adminigrative capacity
criteria The man text is complemented by technicd tables with project proposds and
implementation plans, as wdl as financid tables for each action. The updated NPAA again
contains extensve references to the Accesson Partnership priorities and the analyss of the
Commission’s Opinion and Regular Reports and aso ams at coherence with developments in
the framework of the accesson negotiations. The implementation of the NPAA continues to be
monitored via an eectronic management system accessible to dl line minidtries.

The information provided in the 2001 NPAA is again generdly conggtent with commitments
made in other contexts or documents, including the meetings under the Europe Agreement and
EU accesson negotiations. Overdl, the deadlines provided in the 2001 NPAA again appesr to
be redigtic. However, in some areas, such as taxation, the deadlines do not cover al necessary
measures, and in other areas, such as fisheries, the deadlines do not al seem feasble. Where
possible, and as suggested in the 2000 Regular Report, indications as to the planned entry into
force of new legidation (rather than only the planned date of adoption) should be included.

The 2000 NPAA had dready covered the medium-term perspective in more detall than the
previous verson. The 2001 NPAA contains further improvements in this respect. In a number of
sectors a more detailed coverage of the acquis and accession requirements would, however, till
be dedrable. This for example includes the free movement of goods (non harmonised ares),
freedom to provide services (BCCI directive), company law (intellectua property), competition
(new acquis on verticd redraints, block exemtions on R&D agreements and on specidisation
agreements) taxation (excise duties, Code of Conduct for Business Taxation), consumers and
hedth protection (access to justice, consumer organisations), and externd relations (dud use
goods). Some chapters aso contain information that is treeted in a different chapter in the EU
context, which may lead to some confusion (for example, the chapter Consumers and hedlth
protection of the NPAA deals with legidation on the labelling of goods).

The 2001 NPAA refersto the regiond and local levelsin amore extensve manner than previous

versons. For example, information on the establishment of regiond offices of the Consumer

Rights Protection Centre is included. For the sake of completeness, the NPAA should cover dl

chapters of the acquis. The 2001 version for example does not contain any information on the
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Common Foreign and Security Policy in the main part of the text; only an inditution-building
fiche for this chapter isincluded. The acquis chapters 28 (Financid control) and 29 (Financia
and budgetary provisons) are covered jointly, which can lead to some confusion, as each
chapter has adistinct acquis in the EC context.

Compared to the 2000 verson, the 2001 NPAA includes more details on the adminigtrative
implications of the adoption of certain parts of the acquis. In a number of areas, more extensve
coverage of the adminidrative aspects and needs would nevertheless gill be useful. This
includes, for example, the free movement of goods, where no information is provided for the
non-harmonised area, Competition policy, and Indudtrid policy, where no information is
provided about the implementing agencies (Latvian Development Agency, National Economic
Council). The 2000 NPAA dready amed to provide more detailed indications on the staffing
dtuation in the newly added tables on ingtitutiond needs (human resources and training) by
negotiation chapter Gee above), and with the 2001 NPAA, this package of tables is now
complete with the exception of Regiond policy and the co-ordination of structural instruments.,

For the 2001 verson of the NPAA, subgtantid efforts were made to increase the coherence
between the financia estimates of the NPAA and the draft Law on the State Budget 2002. The
2001 versions of the NPAA’ s financia tables cover the years 1999 to 2003. An effort has been
meade to link the planned availability of funds to the planned entry into force of new legidation
and the resulting new requirements, and a separate column for this has been added to the
financid tables. The fact that the principle of long-term budget will now be gpplied in the
preparation of the national budget should dlow for a yet more redigtic picture on the red
financia implications of preparing for EU membership in the next updates of the NPAA. While
the 2000 Regular Report had suggested that the aggregate sums provided in the financid tables
should be broken down (development of legidation ; cost of additiona staff ; cost of traning for
saff etc.), this has not yet been done in the 2001 version.

The NPAA has established itsdlf as a national management framework for the pre-accesson
period. Reference to related documents (for example the Rurd Development Plan) and
ingruments (PHARE, ISPA, and SAPARD) is made. The 2001 verson of the NPPA aso
Sates that yet closer coherence between the NPAA and the Nationa Development Plan, which
Isstill under preparation, will be established.

While an outline of the structure of the NPAA is included at the beginning of the document, the
user-friendliness of the document is nevertheless somewhat hampered by the sheer size of the
complete NPAA with its multitude of annexes and tables.
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Human Rights Conventions ratified by the Candidate Countries,
30 September 2001

Adherence to following BG| CYy | CZ | EE | HU| LV | LT | MT | PL
conventions and protocols

ECHR (European Convention X X X X X X X X X
on Human Rights)

Protocol 1 (right of property) X X X X X X X X

Protocol 4 (freedom movement
etal.)

Protocol 6 (death penalty) X X X X X X X X X

Protocol 7 (nebisin idem)

European Convention for the X X X X X X X X X
Prevention of Torture

European Social Charter (0] X X 0] X 0] 0] X X
Revised European Social X X 0] X (0] 0] X

Charter

Framework Convention for X X X X X (@] X X X

National Minorities

ICCPR (International X X X X X X X X X
Covenant on Civil and Political

Rights)

Optional Protocol to the X X X X X X X X X

ICCPR (right of individual
communi cation)

Second Optional Protocol to X X 0] 0] X @) 0] X @)
the ICCPR (death penalty)

|CESCR (International X X X X X X X X X
Covenant on Economic, Social
and Cultural Rights)

CAT (Convention against X X X X X X X X X
Torture)
CERD (Convention on the X X X X X X X X X

Elimination of All Forms of
Racial Discrimination)

CEDAW (Convention on the X X X X X X X X X
Elimination of All Forms of
Discrimination against

Women)
Optional Protocol to the (0] (@) X 0] X 0] 0] (0] (@)
CEDAW
CRC (Convention on the X X X X X X X X X

Rights of the Child)

X = Convention ratified
O = Convention NOT ratified
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BG=Bulgaria;, CY=Cyprus, CZ=Czech Republic; EE=Estonia; HU=Hungary; LV=Latvig;
LT=Lithuaniaz, MT=Madta, PL=Poland; RO=Romania; SK= Sovak Republic; SV=Sovenig;
T=Turkey

Statistical data

1996 | 1997 | 1998 | 1999 | 2000
Basic data in 1000
Population (average) * 2.456)  2.431] 2.408] 2.389] 2373
in km?
Total area 64.589] 64.589] 64.589] 64.589] 64.589
National accounts 1000 Mio Lats
Gross domestic product at current prices 2,8| 3,3| 3,6| 3,9| 43
1000 Mio ECU/euro
Gross domestic product at current prices 4,0| 5,0| 5,4| 6,4| 7,7
ECU/euro
Gross domestic product per capita > at current prices 1.600| 2.000| 2.200| 2.700| 3.300
% change over the previous year
Gross domestic product at constant prices (nat. currency) 3,3| 8,6| 3,9| 1,1| 6,6
in Purchasing Power Standards
Gross domestic product per capita® at current prices 4.700| 5.300| 5.600| 5.900] 6.600
Structure of production % of Gross Value Added *
- Agriculture 9,0 5,8 4,3 4.5 4.5
- Industry (excluding construction) 26,4 27,4 23,4 19,9 18,5
- Construction 4,7 4.8 6,9 7,1 6,8
- Services 59,9 62,0 65,4 68,5 70,2
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 89,3 85,7 85,9 83,3 81,6
- household and NPISH 67,6 66,6 64,5 62,8 62,5
- general government 21,6 19,1 21,4 20,5 19,0
- Gross fixed capital formation 18,1 18,7 27,3 25,1 24,6
- Stock variation®* 0,7 4,0 0,3 1,9 2,6
- Exports of goods and services 50,9 51,0 51,3 43,8 45,8
- Imports of goods and services 59,0 59,5 64,8 54,1 54,5
Inflation rate % change over the previous year
Consumer price index 17,6 8,4 43 21 26
Balance of payments in Mio ECU/euro
-Current account -220 -305 -576 -600 -543
-Trade balance -629 -748 -1.007 -957 -1.158
Exports of goods 1.172 1.621 1.798 1.774 2.232
Imports of goods 1.801 2.369 2.805 2.731 3.390
-Net services 302 327 271 315 477
-Netincome 33 49 48 -44 31
-Net current transfers 74 68 111 87 107
-of which: government transfers 40 29 73 57 39
- FDI (net) inflows 301 460 318 324 443

30 cCalculation of the CSB of Latvia based on the 2000 Population and Housing Census provisional results.
31 Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.
Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.
3 Including FISIM.
34 These figures include changes in inventories, acquisitions less disposals of valuables and the statistical discrepancy
between the GDP and its expenditure components.
% Changes in Methodology: PROXY HICP since 1998 (see methodological notes).
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Public finance

in % of Gross Domestic Product

General government deficit/surplus
General government debt

18

-0,7

-5,3

-2,7

-1,3

10,6

13,6

14,1
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Financial indicators

in % of Gross Domestic Product

Gross foreign debt of the whole economy 9,6| 10,5| 16,2| 25,2| 24,6
as % of exports
Gross foreign debt of the whole economy 18,8| 20,6| 31,6| 57,5| 53,8
Monetary aggregates 1000 Mio ECU /euro
-M1 0,6 0,8 0,9 1,0 1,3
-M2 0,6 0,9 1,0 1,2 15
-M3 0,9 13 14 1,7 2,2
Total credit 0,9 11 1,5 2,0
Average short-term interest rates % per annum
- Day-to-day money rate 13,1 3,7 4.4 4.7 3,0
- Lending rate : 14,8 12,9 13,1 10,2
- Deposit rate 59 53 51 4.4
ECU/EUR exchange rates (1ECU/euro=..Lats)
- Average of period 0,700 0,659 0,660 0,608 0,559
- End of period 0,696 0,657 0,669 0,588 0,576
1993=100
- Effective exchange rate index 198,8] 1800 2038 2877 3163
Reserve assets Mio ECUleuro
-Reserve assets (including gold) 596 703 687 907 987
-Reserve assets (excluding gold) 522 638 624 836 915
External trade Mio ECU/euro
Balance -690 -926 -1230 -1148 -1435
Exports 1.137 1.474 1.619 1.616 2.023
Imports 1.827 2.400 2.849 2.764 3.458
previous year=100
Terms of trade [ | 1019] 1018] 925
as % of total
Exports with EU-15 447 48,9 56,7 62,6 64,6
Imports with EU-15 49,2 53,1 55,2 54,5 52,4
Demography per 1000 of population
Natural growth rate -5,9 -6,1 -6,6 -5,6 5,1
Net migration rate (including corrections) -4,2 -3,9 -2,4 -1,8 -0,7
per 1000 live-births
Infant mortality rate 15,9| 15,3 15,0 11,3 10,4
Life expectancy : at birth
Males: 63,9 64,2 64,1 64,9 64,9
Females: 75,6 75,9 75,5 76,2 76,0
Labour market (ILO methodology) % of labour force
Economic activity rate 59,8 59,7 58,8 58,2 56,8
Unemployment rate, total 18,3 14,4 13,8 14,5 14,6
Unemployment rate, males 18,9 14,3 13,5 15,5 15,6
Unemployment rate, females 17,7 14,6 14,1 13,3 13,5
Unemployment rate of persons < 25 years 29,0 24,9 25,5 24,6 23,6
Unemployment rate of persons >= 25 years 16,6 12,9 12,1 13,0 13,5
as % of all unemployed
Long-term unemployment rate 59,5 55,8| 52,6 53,3| 58,1
Average employment by NACE branches in % of total
- Agriculture and forestry 17,9 20,6 18,8 15,3 13,5
- Industry (excluding construction) 20,8 21,4 20,7 20,2 20,3
- Construction 5,9 5,4 55 5,9 6,0
- Services 55,4 52,6 55,0 58,6 60,1
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Infrastructure

in km per 1000 km?

Railway network 37| 37] 37| 37| 36
km

Length of motorways O| 0| O| O| 0

Industry and agriculture previous year=100

Sales of industrial production volume indices 105,5 113,8 103,1 94,6 103,2P

Gross agricultural production volume indices (in prices 94,3 102,0 90,1 90,5 103,9

1993)

Standard of living per 1000 inhabitants

Number of cars 155 178 201 221 235

Main telephone lines 299 306 310 307 311

Number of subscriptions to cellular mobile services 12 32 70 117 170

Number of Internet subscriptions :
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M ethodological Notes

Inflation rate

As part of the preparations for the common currency the EU Member States (MSs) have
designed a new consumer price index in order to comply with the obligations of the EU
Treaty. The am was to produce CPls comparable between Member States. The main task was
to harmonise methodol ogies and coverage. The result was the Harmonized Index of Consumer
Prices (HICP). A smilar exercise has been started with Candidate Countries (CC). In respect
to enlargement, it is equaly important that their economic performance is assessed on the basis
of comparable indices. Some progress has dready been made towards adapting the new rules.
Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on
nationd CPIs but adapted to the HICP coverage. They are not yet fully compliant with the
HICPs of the MSs. In the table, the proxy HICPs are back-calculated to 1997 (rates from
1998).

Finance

Public finance: The government deficit and debt Satistics of the Candidate Countries are
provisond, in the sense that they do not yet fully comply with EU methodologica requirements.
Broadly spesking, the general government deficit / surplus refers to the national accounts
concept of consolidated general government net borrowing / net lending of ESA95. Generd
government debt is defined as consolidated gross debt at end-year nomind vaue. The seriesfor
Latvia are presently available from 1998 only; the 1996-97 data are an gpproximation derived
from the IMF s GFS methodol ogy.

Gross foreign debt is of the whole economy, covering both short- and long-term, but excluding
equity investment and money market ingruments. The source for sock of outstanding debt is
OECD, while the source of GDP is Eurogtat. For the ratio of gross foreign debt to exports, the
nationa accounts definition of exports of goods and services is used (source: Eurodtat). The
datafor 2000 are Eurostat estimates, based on joint OECD/IMF/BIS/'World Bank series.

Monetary aggregates are end-year stock data, as reported to Eurostat. Generaly, M1 means
notes and coin in circulaion plus bank sight deposits. M2 means M1 plus savings deposits plus
other short-term clams on banks. M3 means M2 plus certain placements in a less liquid or
longer-term form. Not al countries produce an M3 series. Total credit means loans by resdent
monetary financid indtitutions (MFIs) to non-MFl residents.

Interest rates: Annud average rates based on monthly series reported to Eurostat. Lending
rates refer to bank lending to enterprises for over 1 year. Depodit rates refer to bank deposits
with an agreed maturity of up to one year. Day-to-day money rates are overnight interbank
rates.

Exchange rates. ECU exchange rates are those that were officialy notified to DG ECFIN until
1 January 1999, when the ECU was replaced by the euro. Euro exchange rates are reference
rates of the European Centrd Bank. The effective exchange rate index (nomind), as reported to
Eurogtat, is weighted by mgjor trading partners.
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Reserve assets are end-year stock data, as reported to Eurostat. They are defined as the sum
of centrd bank holdings of gold, foreign exchange, SDRS, reserve podition in the IMF, and
other claims on non-residents. Gold is valued at end-year market price.

External trade

Imports and exports (current prices). The data is based upon the specia trade system,
according to which; externd trade comprises goods crossng the customs border of the country.
Trade data excludes direct re-exports, trade in services and trade with customs free zones as
well as licences, know-how and patents. Vaue of externd trade turnover includes the market
vaue of the goods and the additiona costs (freight, insurance etc.). The term FOB means that
al cogtsincurred in course of trangport up to the customs frontier are charged to the sdller. The
term CIF means that the purchaser pays the additiona codts.

Trade Classfications. Merchandise trade flows are using the commodity classification according
to the Combined Nomenclature. Imports are recorded on CIF basis. Exports are recorded
here on FOB basis.

External trade price indices. Export unit vaue index is cdculated usng two sources of
information for index caculation: the main source is customs data and other is a price data
collected from manufacturing enterprises that export their products. The index is caculated
according to a Laspeyre' s type formula. The base price (the average price of the previous year)
is caculated as the weighted average price of the previous year.

Imports and exports with EU-15. Data declared by the Republic of Latvia

Demography

Net migration . Net migration (recaculated by EUROSTAT) for year X, is. population (X+1)
- population (X) - Deaths (X) + Births (X). This assumes that any change in population not
attributable to births and deathsis attributable to migration. Thisindicator includes therefore aso
adminigrative corrections (and projection errors if the total population is based on estimates
and the births and desths on registers).

Labour force

Economic activity rate (ILO Methodology). according to the Labour Force Survey (LFS),
the economic activity rate represents the labour force as a percentage of population at working
age (15 years or more), where:

- Labour force: employed and unemployed persons (according to the ILO definitions).

- The employed: dl persons aged 15+, who during the reference period worked at least one
hour for wage or sdary or other remuneration as employees, entrepreneurs, saf —employed or
unpaid family workers. Members of armed forces and women on child-care leave are included.

- The unemployed: al persons aged 15+, who concurrently meet dl three conditions of the ILO
definition for being dassfied as the unemployed:

have no work,
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are actively seeking ajob 4 weeks and,
are ready to take up ajob within afortnight.

Unemployment rate (by ILO methodology ). LFS monitors the population aged 15 years and
over. LFS excludes persons on compulsory military service and persons living in non-private
households. Employees on maternity leave and child care until 3 months are excluded. Data
covering the period from 1996 to 2000 refer to November in each year.

Data on long-term unemployment revised and for al years cover persons who are without job
and could nat find it 12 month and more (before revison 13 month and more).

Average employment by NACE branches. LFS November of each year. All employed
persons including self-employed. Persons in compulsory military service and employees on
childcare from 3 months to 3 years are excluded.

Infragtructure

Railway network. All rallwaysin a given area. This does not include stretches of road or water
even if rolling stock should be conveyed over such routes; eg. by wagon-carrying trallers or
ferries. Lines soldly used for tourist purposes during the season are excluded as are railways
congructed solely to serve mines, forests or other industria or agricultural undertakings and
which are not open to public traffic. The data consders the congtruction length of railways.

Length of motorway. Road, specidly designed and built for motor traffic, which does not
serve properties bordering on it, and which:

(@ isprovided, except a specia points or temporarily, with separate carriageways for the
two directions of traffic, separated from each other, either by a dividing strip not intended for
traffic, or exceptiondly by other means;

(b) doesnot cross at level with any road, railway or tramway track, or footpath;

() isspecidly sgn-posted as a motorway and is reserved for specific categories of road
motor vehicles.

Entry and exit lanes of motorways are included irrepectively of the location of the sgnposts.
Urban motorways are aso included.

Industry and agriculture

Industrial production volume indices. Industrid production covers mining and quarrying,
manufacturing and dectricity, gas, steam and water supply (according to the NACE Rev.1
Classfication Sections C,D,E).

Gross agricultural production volume indices. Is calculated in constant prices of 1993. The
guarter indices are calculation on the basis of the previous quarter.
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Standard of living

Number of cars. Passenger car: road motor vehicle, other than a motor cycle, intended for the
carriage of passengers and designed to seat no more than nine persons (including the driver).

The term "passenger car” therefore covers microcars (need no permit to be driven), taxis and
hired passenger cars, provided that they have less than ten seats. This category may aso include
pick-ups.

Number of main telephone lines — number of telephone lines connecting the subscriber’s
termina equipment to the public switched network and which has a dedicated port in the
telephone exchange equipment.

Sour ces

Totd ares, infrastructure, industry and agriculture, externa trade, labour market, demography:
National sources.

Nationa accounts, inflation rate, balance of payment, public finance, finance: Eurodat.
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