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1. INTRODUCTION

1. European Union cohesion policy is a common EU golbhose objective is to reduce
significant differences in the level of socio-ecomo development between various
regions and the lagging behind of the less developgions.

2. Injoining the European Union, Latvia, as one & tbss developed regions of the EU,
has the opportunity to be involved in the implenatioh of the EU regional policy,
using the financial aid offered by the EU for ecomo and social development. In the
2004-2006 programming period, the largest finanicislruments from which Latvia is
receiving financial aid are the EU Structural Fu(B) and the Cohesion Fund (CF). In
addition to this, Latvia also receives financinghi the framework of the European
Community Initiatives EQUAL and INTERREG. Fundsrrall the sources of finance
mentioned may be applied for during the period f20064 to 2006 (and may be used up
until 2008 and in the case of the Cohesion Fundnip 2010). This period corresponds
to the 2000-2006 EU multiannual financial perspectiFor the 2000-2006 period both
the SF and CF financing amounts were increased,|emslative acts governing the
operation of financial instruments.

3. For the start of the new EU multiannual financianiework for 2007-2013, both new
SF and CF financing amounts have been set and degeiwegulation has been drafted
for their use, and programming documents havelasm prepared in the territories that
are to receive support.

4. In view of the fact that Latvia’'s gross domestioguct per capita in 2004 corresponds
to only about 40% of the EU average indicator, witihe framework of the 2007-2013
programming period the country is be able to appiyfunding from both the Structural
Funds and the Cohesion Fund. According to the aecaf the EU Council of Ministers
concerning the EU multiannual financial framewortr f2007-2013 the cohesion
envelope of Latvia in framework of NSRF estimate4.83 billion EUR.

5. A series of EU legislation governs the implemeptatof the Structural Funds in the
2007-2013 period, the most important of which isiGml Regulation No 1083/2006 of
11 July 2006, which lays down general provisions the European Regional
Development Fund, the European Social Fund and Stmihné&und and Regulation (EC)
No 1260/1999.

6. Forits part, in the Latvian system of legislattbe management of the Structural Funds
and Cohesion Fund is regulated by the Law on Mamage of the European Union
Structural Funds and Cohesion Fund which camefortee on March 1, 2007. The law
provides a complete basis for the implementationeqtiirements for the management
of funds, provides the requisite authority to thstitutions involved in the organisation
of the funds. According to the delegation of thevlghe Cabinet of Ministers
Regulations provides detailed provisions on the agament of the funds, including
provisions on different stages of the funds managgm

7. Corresponding to the task of the Cabinet of Mimisteéhe Ministry of Finance has
drafted a concept for the planning and managemestérs for the European Union’s
Structural Funds and Cohesion Fund for the 2003 2@tiod, which was approved by
the Cabinet of Ministers on 18 October 2005.

8. The concept approved by the Cabinet of Ministeowipies that Latvia will continue the
implementation of the Structural Funds and the GmmeFund, using the concentrated
management model, providing continuity and cooriiimain the management of funds.
The Ministry of Finance will also fulfil the dutiesf the managing body in the next
programming period.
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1.1.SF and CF programming documents

9.

In the regulations mentioned above it is proposednplement programming at three
levels — an EU-level strategy (Community Stratégigdelines - CSG), a Member State
strategy (National Strategic Reference FrameworlNSRF) and Member State
operational programmes (OPSs).

Community Strategic Guidelines

I

National Strategic Reference Framework

Operational Operational Operational
programme programme programme

Figure 1: Hierarchy of the EU’s and Latvia’s cohesn policy programming documents

1.1.1.Community strategic guidelines

10.

11.

12.

13.

14.

The Community strategic guidelines constitute thid-I&vel policy programming
document in which the priority directions are definfor the use of cohesion policy
funding, which are to be demonstrated in the Men8iates’ programming documents
that have been drawn up. The Community strategidetjoes have been prepared as a
strategic document at Community level which laysvdoa general framework for
investments from the European Union Structural Buawld the Cohesion Fund in the
2007-2013 period. The Community strategic guidslimee also intended to be a
reference document, which the Member States anmnegvill be able to use in
preparing their individual EU funds programming dioents for the new programming
period.

On 6 October 2006 the Community Strategic Guidslio@ Economic, Social and
Territorial Cohesion for 2007-2013 were adoptedhsyCouncil.

The CSG have the chief objective of ensuring bettamnection between cohesion
policy and the EU common competition policy (thelon Strategy). It is believed that
cohesion policy can significantly promote the fiahient of the Lisbon Strategy, for
example by providing a better link between pubfigestment and the corresponding
policies, by introducing medium and long-term irtwesnt strategies, and by attracting
co-financing, for example, from national or privataurces of funding.

The CSG identify three priorities of Community sigrance, and within the context of
each priority they point to the most suitable sphfer investment, and also in each of
the spheres they give guidelines to the MembeeStat enable them to better prepare
their Structural Funds and Cohesion Fund programmotuments. At the same time it
is acknowledged that each Member State or regiost tmel looked at individually, and
that an analysis must be carried out on which el to choose the most appropriate
investment policy.

CSG state that economic growth is closely connewitigidl growth in employment and

productivity. In order to achieve this, balancedvalepment needs to be fostered and
competitiveness in the knowledge-based economysnéedbe strengthened, using
instruments such as investment in infrastructuoendn capital, innovation and access

National Strategic Reference Framework of Latvi@2@013 9
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to information. The CSG thus proposed concentraimghree priorities:

= making the EU and its regions a more attractivegla invest and work: this
priority encompasses investment in infrastructune ia public services in areas
such as transport, the environment, energy, hesith,

= improving knowledge and innovation for growth: thisiority is directed
towards support for competitiveness and the creatind development of
innovative knowledge-based enterprises, as weliedier links with scientific
and research institutions.

= more and better jobs: this priority includes spheseich as attracting and
retaining people in employment, the adaptabilitythed work force to changes
in the economy, and investing in human capital,efsmmple through boosting
education and administrative capacity.

The CSG lay down the need to resolve problems Bpégiregions, towns and country
areas as a horizontal issue. The CSG also lay dbe/main strategic directions for
territorial cooperation — at the cross-border,grational and interregional levels.

1.1.2.National strategic reference framework

16.

17.

18.

19.

20.

The NSRF is a policy programming document whiclsldgwn a common strategy for
the obtaining of the EU Structural Funds and Caire$iund resources, and provides
coordination between the funds and the operatiprgrammes.

The NSRF concerns funding from the Structural Fusas the Cohesion Fund which
will be accessible to Latvia as a Convergence oilvgg¢Objective 1) territory for the
2007-2013 period (with a utilisation period till ).

The NSRF does not apply to funding from the EurapRagional Development Fund,
which will be accessible to Latvia pursuant to EUOhesion policy objective 3:
“Territorial cooperation”. Territorial cooperationvill be effected by preparing
operational programmes: for cross-border cooperdtiirect cross-border cooperation
with international and external borders), tranral cooperation (the Baltic Sea region
programme) and interregional cooperation (coopamatinroughout the territory of the
EU). The relevant body for territorial cooperationLatvia is the Ministry of Regional
Development and Local Governments (MORDLG).

The NSRF consists of two main sections:

= the strategic section, which gives the basis ferdoice of priorities, and
» the operational section, which describes the implaation and coordination
mechanisms, the number of operational programmes$heer content.

Pursuant to the general regulation, the NSRF mustige the following essential
information:

= An analysis of the country’s development dispasitie comparison with the
other Member States, weaknesses and potential,

= the country’s strategy for the use of the Strudtimands and the Cohesion
Fund, based on the analysis, including thematictamdorial priorities,

» alist and short description of the OPs,

» indicative allocation of funds for each Fund, bnokdown by operational
programme,

» information on complementarity between the operatioprogrammes and
activities funded by the European Agricultural FdadRural Development and
the European Fisheries Fund,

= other information which is indicated in the regidas.

National Strategic Reference Framework of Latvi@2@013 10
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21. Latvia prepares the NSRF, which is approved by Hueopean Commission. The
Ministry of Finance has undertaken to coordinagegteparation of the NSRF.

22. In preparing the NSRF, account has been takeneoCiincept Paper entitled “Model
for Growth of Latvia: Individual First”, the Nati@h Development Plan and the
National Lisbon Programme of Latvia.

1.1.3.Operational programmes

23. Pursuant to the decision by the Cabinet of Mingstdr1l8 October 2005 concerning the
concept for a model for the implementation of tikegdd CF for the 2007-2013 period
in Latvia, it has been decided to draft three opamal programmes: the first is the ESF
OP, which is directed towards support for employmand investment in human
resources, the second is the ERDF OP, which iscteude towards support for
entrepreneurshipinnovation and science, and research, and the ighthe joint ERDF
and CF OP, which is directed towards the improveanoénnfrastructure and public
services.

24. Pursuant to the draft general regulation, eachroRdes:

an analysis of the situation,

a justification of the priorities chosen,

a quantification of the targets to be achieved,

a financing plan, including the provisional allacatof funding to each sphere

of support,

= assurance of complementarity between measures dubgethe SF/CF and
measures funded by the European Agricultural FurdRural Development
and the European Fund for Fisheries,

= implementing provisions for the OPs,

= a list of major projects,

= other information which is indicated in the regidas.

25. Latvia prepares the OPs, which are approved byBbtepean Commission. The
Ministry of Finance, which has undertaken the fior of the OP Managing Authority,
prepares the OPs. Analysis of the situation

1.2.General description of the situation

1.2.1.Geographical situation

26. The Republic of Latvia is situated in north-east&urope, in the economically and
politically active Baltic Sea region. The area aitdia is 64 589 kf The State capital
is Riga. The State borders Estonia (to the noRhissia (to the east), Belarus (to the
south-east) and Lithuania (to the south).

1.2.2. Administrative structure

27. In Latvia there are 26 district local authoritiesda527 municipal local authorities,
including 53 district towns and seven cities, 432igh authorities and in recent years
35 amalgamated local municipalities have been edeatith the territorial units that
contain them. For planning purposes within the &téive planning regions were
created in 2002: Kurzeme, Latgale, Riga, VidzentZemgale.

'Here and below the term “entrepreneurship” is wed synonym for the term ‘commercial
activity’ in the sense of the Commercial Law.

National Strategic Reference Framework of Latvi@2@013 11
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1.2.3.Demographic situation

28. In the period from the beginning of 1999 to theibemg of 2005 Latvia’s population
decreased by 93 000. The number of inhabitantddien since 1989, due to natural
movement and also the proportion of emigration e$idents as compared to
immigration (see Figure 2).

2420

2400 |

2380 H\O

260 e

2340 \’\

2320 \‘\Q—

2300
2280

000s.

2260

1999 2000 2001 2002 2003 2004
year

Figure 2: Changes in the number of inhabitants frot999 to 2004
Source: Central Statistical Bureau (CSB)
29. In the next decade there will also be a clear @serén Latvia’'s population

Table 1: Forecasts of changes in populations

Number of inhabitants as at 1 January (in Increase in number of inhabitants
thousands) compared with 1 January 2004, %
2005 2015 2025 2050 2015 2025 2050
EU-25 459.5 467.3 470.1 449.8 1.7 2.3 -2.2
EU-15 385.4 394.7 398.8 384.4 2.4 2.4 0.3
New
Member 74.1 72.6 71.3 65.4 2.1 -3.8 -11.7
States
Latvia 2.3 2.2 2.1 1.9 -4.4 -8.7 -17.4

Source: Eurostat

30. The fertility rate for 2002-2003 shows a slight jp@s trend, but in 2004 the number of
births was 20.3 thousand, i.e. almost 700 childess than in 2003. The birth rate per
1000 inhabitants decreased by 2.2 %. The totalifiertate (the average number of
children a woman would have if she experiencedate-specific fertility rates of a
particular year for her entire child-bearing yeans004 decreased in comparison with
2003 by 3.8% and was only 1.24%. The fertility niatenly just over half the size (2.1 —
2.2) necessary for normal replacement of genemtidhe low fertility indicators in
Latvia have led to a noticeable reduction in wor&éoresources. Possible reasons for
the low birth rate are a feeling of economic ingigbamong parents, the absence or
inaccessibility of the necessary infrastructure tiiedunstable legal environment.

31. In the 1999-2004 period, on average each year &e®lp per 1000 inhabitants more
died than were born in Latvia. During this peridekre has also been an observable
negative gradual reduction in the proportion ofur@t movement of people. In 1999,
the average natural decrease in the population memis 5.6 people per 1000
inhabitants, whereas in 2003 it was minus 4.9 pe0lnhabitants.

2 Eurostat forecasts.
3 2004: factual data, 2015, 2025, and 2050: Eurdstatasts.
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32. The proportion of men and women in the overall pajon of the country has not

changed significantly in Latvia for over ten yearst the beginning of 2004 the
proportion of men and women was respectively 46#%5t90.

1.2.4.Natural resources and quality of the environment
33.

Surface water, consisting of more than 20 000 siard streams (including almost 800
rivers which are longer than 10 km), more than @ B8es and artificial bodies of water
(including approximately 900 with an area of madnart 10 ha), take up 3.7% of the
State’s area. 2004 show that 43% of waterbodiesbearonsidered as in high or good
ecological status which is the target to be readhéd/ater Framework Directive by

2015. 57% of waterbodies did not correspond to réguirements — 29% having

moderate status, 28% - poor or bad ecological s{@&igure 1).
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34.

35.

36.

Figure 3: Summary of ecological status of surfacexterbodies in Latvia
Source: Latvian Environmental, Geology and Meteoogly Agency, 2005

The best surface water ecological status has besereed in Venta River basin district
where 63% of examined waterbodies had a good eicalogtatus. In the turn 63% of
analysed waterbodies in Lielupe River Basin Distslowed poor or bad ecological
status. The mian reason for that is the intensiyr@ltural activity in the Lielupe River
Basin, incl. in the territory of Lithuania.

Pollution from individual sources creates a siguifit burden on surface water and
underground water in all Latvia's largest river ibas Because of pollution from
individual sources there is a risk that by the eh@015, as stipulated by the Law on
Water Management and EU Directive 2000/60/EC, It mot be possible to guarantee
good water quality in 41 river waterbodies andkelavaterbodies. In addition there is a
potential risk of difficulty to reach at least goedological status by 2015 in 74 river
waterbodies and 9 lake waterbodies.

A significant portion of waste water productioniaes with urban waste water in
surface waterbodies. Of the amount of waste watened in the State in total, of which
only 30% do not require the treatment, in 2004 apipnately 50% is created by
overflows of urban waste water locations in townd ather inhabited areas (in Gauja
River basin district approximately 50%, in Daug&iaer basin district 50%, in Lielupe
River basin district approximately 66% and in VeRiaer basin district approximately
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63%). The largest amounts of organic substancebimgegnous elements (nitrogen and
phosphorus) are produced by urban waste watemtesdtfscilities. The companies
which treat urban waste water have difficulty irsetving the rules and regulations laid
down on discharge into the environment, since pebdn companies give them waste
water without appropriate pretreatment.

37. Throughout Latvia underground water sources arngoresble for a centralised supply
of drinking water, except in Riga, where undergawater and surface water combine
to provide a supply. This means that undergrounigmia the most important source of
centralised water supply in Latvia. Latvia has isight stores of underground water to
provide a water of drinking quality. For the cehsed water supply artesian water is
mainly used, in individual farmsteads and smallainited areas underground water is
widely used. In Riga artificially filtered waterdim Baltezers and Daugava water taken
from Riga’s HES reservoir is also used4. Therefarater and its quality is one of the
most important natural resources which is requoed daily basis both for residents
and enterprises.

38. Air pollution is an environmental factor which has significant effect on the
population’s health. Air pollution affects the gritmof the proportion of ilinesses of the
lungs and respiratory tract. Road traffic in latgens in terms of the total emission of
various polluting substances has become a signtfisaurce of pollution. Emissions
arising from industry and cross-border pollutiomyogxacerbate the situation.

39. In comparison with 1990, which in EU air pollutigolicy is taken as the reference
year, a significant reduction in the emission ofpolluting substances has taken place
(see figure 3). In Latvia in the period from 1998 2004 overall sulphur dioxide
emissions have decreased by 96.1%, carbon dioxydé0B%, methane by 48.9%,
monovalent nitrogen oxide by 62.3%, nitrogen oxige39.4%, carbon monoxide by
11.7% and non-methane volatile organic compound858%, mainly thanks to the
restructuring of Latvia’s economy, the increasing emergy efficiency, a shift to
environmentally cleaner forms of fuel, such as figack oil to natural gas, and through
the introduction of EU environmental protectionippl
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Figure 4: Volume of greenhouse gas emissions inwiat 1990-2020
Source: Latvian Environmental, Geology and Meteoogly Agency, 2005

40. In order to improve air quality and to reduce thess-border transfer of air pollution it
is necessary to reduce emissions of air pollutiigsgances produced by various sectors:

* Source: National Environmental Policy Plan 2004802003.
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energy, industry, agriculture, transport, etc. Thain air polluting substances whose
emissions need to be reduced are sulphur dioxidegan oxide, volatile organic

compounds (VOCs) and ammonia. The most significadustrial sectors in Latvia

which create the largest proportion of atmospheotutants are the food industry,
timber processing, metal processing and the engngeéndustry, light industry and

chemical industry. Total sulphur dioxide, nitrogeride and VOC emissions from

industrial production (fuel consumption and indiadtprocesses) in 2004 made up
16.53% of total emissions of these gases in Latudphur dioxide emissions from the
transport sector made up 12% of total emissions.

Emissions arising from transport in 2004 constdud&% of total CO2 emissions into
the atmosphere, 0.7% of total CH4 emissions, 6%tal N20O emissions, 52% of total
NOx emissions, 22% of total CO emissions, 15% tdltbiIMVOCs and 12% of total
SO2 emissions.

Forecasts for the emissions of greenhouse gasdmfcdioxide, methane, monovalent
nitrogen oxide, etc.) (see figure 3) show that mmplementing the current policy of
reducing climate changes in those sectors whicldym® the most greenhouse gas
emissions — energy, transport, agriculture and evasinagement — Latvia will be able
to meet its commitments for emission reductiong tlown in the Kyoto Protocol to the
UN Framework Convention on Climate Change for 20082 (in this period total
greenhouse gas emissions are to be reduced bgsat8%0, in comparison with 1990
levels), but within the context of this policy pfeed emissions reduction measures will
demand large investment.

To date states have not yet agreed on emissionstred commitments after 2012, but
the EU has strongly expressed the view that futunessions reductions must be more
significant — reductions of at least 20-30% by 2620 60-80% by 2050. In view of the
rapid growth of Latvia’s economy, as well as thenparatively close link between
Latvia’s economy and greenhouse gas emissions,td be expected that in order to
achieve the high level of emissions reductions etquk significant additional financial
resources will be necessary for implementing messuo reduce greenhouse gas
emissions both in terms of State measures ancipritiate sector.

In Latvia, as a result of former political and eoonc management, abandoned and
polluted land has remained. Since the proprietérthe land have changed and the
creators of the pollution no longer exist, in marages it is not possible to apply the
"polluter pays" principle. Some of the abandoned polluted land has come under the
authority of the State or local authorities, buingoof it has been acquired by private
persons, who lack the requisite resources for theagement and purification of such
land (rehabilitation).

1.2.5.Biological diversity

45.

46.

In Latvia to date 27 700 species of plants and alirhave been registered, of which
907 species have been assessed as needing spetetipn and are included in
Latvia’s red list of endangered speciels Latvia a system of special protection areas
has been set t.

In Latvia there are 632 special protection areaslding 295 national natural sites),
representing 783 000 hectares, or 12.1% of Latvialsd area, not including
Ziemdvidzeme biosphere reserve. In addition to the gpamiotection areas, micro

® Report on Latvia’s environment'98, Environmenmhsulting and monitoring centre, Riga, 1999.
® Report on the use of state territory, MinistryEsfvironmental Protection and Regional DevelopmBiga,

2001.
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reserves have been created for the protection ait @dnd animal species and also
biotopes.

1490
12%
10%
8%
6%
4%
2%
09

12.1%

4.7% 5.0%

0.7% 0.7%

0.6%

196( 196¢ 197C 197F 198( 198¢ 199( 199¢ 2001200¢

Figure 5: Proportion of special protection areas9&0-20047
Source: Latvian Environmental, Geology and Meteoogly Agency, 2005

47. The special protection areas system comprises: f@iure reserves, 278 natural
restricted areas, 43 nature parks, three naticaribspnine protected landscape regions,
295 national natural sites (see figure 4), as @aelll biosphere reserve. In the special
protection areas forests take up the largest awgh, 49%, while agricultural land
accounts for 24%, bodies of water for 12%, swanopd4% and other biotopes for 1%.

1.2.6.Macro-economic situation

1.2.6.1. Gross domestic product

48. In recent years there has been significant rapil @mnsistent economic growth in
Latvia. During the period 2000-2006 the averageease in gross domestic product
(GDP) in comparable prices has been 8.5% per yed@00D6 the increase of GDP
reached 11.9%.
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% compared with the corresponding period of the previous year
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Figure 6: GDP trends in Latvia and the EU-25 fron997 to 2006
Source: Eurostat
49. These development rates, which significantly exabedyrowth of the EU-15 states and

" Northern Vidzeme biosphere reserve is not included
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are also higher than in the other new Member Stabese provided gradual
convergence with the European Union’s average tyuailife indicators. According to
Eurostat’'s evaluation Latvia’s per capita GDP, iccadance with the parity of
purchasing power standard, in 2005 reached 48.6%hefEU-25 average, which
indicates the significant progress made over regeats. However, even despite this
positive development, Latvia’'s indicator is stitlet lowest in the EU. In addition, in
Latvia pronounced disparities in social and ecomotevelopment between the regions
still persist. More than half of Latvia’'s gross destic product is produced in the Riga
region. In 2004 the proportion of the entire nagilogross domestic product produced by
the Riga region was 58.1%.

The growth in gross domestic product is based ablestand rapid development in
domestic demand, where the determining part isctleation of growth of private
consumption and gross equity capital. The congfeowth in the population’s incomes,
the growth in employment, the dynamic increasera@dit and a fall in interest rates are
responsible for the growth in private consumptidhe modernisation of plant and
facilities and a significant increase in the voluaieonstruction are responsible for the
high rates of growth in investment.

The increase in exports in recent years has alsa bemparatively high, but export
figures are considerably lower than import figuaesl a negative tendency can be still
observed in the balance of foreign trade. In 20@6 @mount of import exceeded the
amount of export for about 3000 millions of LVL.
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Figure 7: Export and import trends for 1996 — 20@fIn lats)
Source: Central Statistical Bureau (CSB)

Development was also comparatively balanced inrtastrial sector, recording rapid
growth rates in the private services sectors, [@siog industry and construction.

A rise in productivity and a gradual reorientatioihthe economy towards production
and services sectors with high value added has theefoundation for the stability of
growth and the increase in economic potential. pprapriate, well-considered policy
on the macro-economic, investment and financialrenment, a favourable assessment
by international credit rating agencies and positexpectations by residents and
enterprises of the development of the situatiof@stering an inflow of investment and
economic sustainability.
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1.2.6.2. Inflation

54. The increase in consumer prices during the periomf 1999 to 2003 was
comparatively low, on average not exceeding thep&oyear level. This low inflation
rate confirmed the stable macro-economic foundatioh the national economy,
provided by an appropriate package of economiccigslj a gradual increase in
competitiveness and the positive trends in woridgs:.
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Figure 8: HCPI (12-month average) trend in Latviana the EU-25 by month
Source: Eurostat

55. Since the second half of 2003 there was obseryad rese in consumer prices, and at
the end of 2004 the average inflation rate rea¢h2%. In 2005 the average rise in the
12-month harmonised consumer price index (HCPIl)mitichanged significantly, and
accounted for 6.9%, but a fall of HCPI was obseriredhe end of 2006 and in the
beginning of 2007. In January 2007 increase of HERthed only 6.5%.

56. Supply side factors mainly determined the risehmlevel of inflation, and their effects
were produced gradually throughout the year. Thetmsignificant of them were the rise
in administrative prices, changes in tax policye thcrease in excise tax rates and the
extension of the VAT base, the rise in the pricengborts, including in particular olil
product and gas prices, individual institutionahibes in connection with membership
of the EU (such as the import tariff, changes isigi@ations etc.) and a rise in food
prices. During this period supply side factors wiiemain cause of inflation, but at the
same time, with very high rates of growth persgstithe influence of demand side
factors also loomed. In Latvia, as distinct frone teuro area, to a certain extent the
second-order effects of high energy inflation anfliation expectation syndrome also
loomed, as demonstrated by the rising level of dyiohg inflation. In 2005 the high
exchange rate of the euro at the end of 2004, whenepegging of the lat from the
SDR to the euro took place, also influenced thedtia prices.

57. A significant factor triggering inflation is alsbé inadequate level of competitiveness in
individual sectors of the Latvian economy, whichilitates and speeds up the transfer
of the rise in costs to consumer prices. Accordm@ank of Latvia the major input in
the growth of inflation was ensured by the sengeetor.
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1.2.6.3. Monetary and exchange rate policy

58.

59.

60.

The Bank of Latvia implements monetary policy intdia, and it has corresponding
legal and practical independence in fulfilling ftsxctions. Pursuant to the law on the
Bank of Latvia, the main objective of the Bank @ft\ia is price stability.

In order to ensure stability, in February 1994 Benk of Latvia pegged the national
currency to the SDR currency basket. There werewsexplanations for the choice of
a fixed exchange-rate policy: the stability of #xchange rate removes currency risk,
reduces uncertainty, increases public confidencegha central bank and reduces
inflation, fosters inward investment and thus disgher economic development. The
structure of currencies used in Latvia’s foreigad# transactions made the original
choice of the SDR a good one, which was the cld3&,Sas well as the fact that
pegging the lat to a basket of currencies madeoitenstable in relation to individual
currencies than would have been possible if itheeh pegged to just one currency.

Pegging to the SDR was in force until 2005, whenaatordance with previously
announced plans there was a change in pegging teutitv. Latvia’s joining of ERM i
and subsequently after meeting the requisite @if@anned joining of monetary union
(the euro area) determined the change of peggintheflat. In addition this step
corresponds to the development of Latvia’s econoamy:ever-increasing amount of
Latvia’s foreign trade payments and also domestiantcial transactions are actually
carried out using the euro. ERM Il means that astléwo years prior to the introduction
of the euro the lat must be pegged to the eurdtamexchange rate of the lat in relation
to the euro may vary only within a band of +/-15%hwegard to the rate at which the
lat is pegged to the euro. The Bank of Latvia pkanseep to tighter fluctuation limits in
relation to the euro than the maximum allowed, timasntaining greater stability for the
lat in relation to the euro.
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Figure 9: Exchange rate of the lat to the euro artkde US dollar, 2000-2006
Source: Bank of Latvia

1.2.6.4. Balance of payments

61.

Latvia’s deficit in the current account of the bada of payments in the period from

8 Latvia joined the European Monetary System Excha®ate Mechanism Il in April 2005.
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2000 to 2005 was comparatively high and this wibacontinue in the next few years,
mainly reflecting necessary domestic reserves iderorto ensure investment in
connection with economic restructuring. The maictda influencing the high current
account deficit is the ever-increasing foreign ¢raeficit.

In 2000 the current account deficit decreased,it2001, with a worsening in the
foreign trade balance, it began to increase adaiom 2000 to 2002 the positive
services balance covered almost 40% of the foreagte deficit. In the following years,
with an increase in the amounts of services implorte positive services balance
decreased. In this period the balance of revendienali significantly affect the current
account balance, but in 2006, when the revenudrettdinvestment by non-residents
and the revenue of other investments by non-retsderiLatvia grew rapidly, it reached
—2.5 % of GDP. The positive balance in regulargfars during this period increased
significantly, mainly in connection with the accigsigy of EU funds resources and an
inflow of private financial resources from abroddhe balance of the negative current
account in the main finances direct foreign investmand other long-term capital
flows. The structure of funding of the current aatb deficit testifies to foreign
investors’ confidence in further development of teeonomy and the policies
implemented by the State in Latvia.

-15
-20
-25
-30

15

10

B Goods

Services

I Income

I Transfers

—o—Current account

1999 2000 2001 2002 2003 2004 2005 2006

Figure 10: Balance of payments current account, %®DP
Source: CSB

In Latvia domestic demand exceeds domestic denaarta current account deficit has
been created. This means that in order to fund dbmvestment, it is necessary to
use foreign reserves too. The level of savingshasesof GDP in the Latvian economy
is comparatively constant (at approximately 20%lthaaigh in 2006 economic
development was promoted by larger use of foreayings. A more rapid increase in
gross capital formation as compared to the restt@increase in internal demand items
points at strengthening of the productive capaefty.atvia’s economy and economic
competitiveness.

National Strategic Reference Framework of Latvi@2@013 20



64.

Draft

-10 -
-20 —
-30

50

40

30

20

Current account
10

—Investements

—Savings

1999 2000 2001 2002 2003 2004 2005 2006

Figure 11: Current account, investment and savings,of GDP
Source: CSB and Eurostat

In 2005 the current account balance improved, Walg the rapid increase in exports
and the more positive balance of revenue, butdtel lof the deficit still remains high.
In 2006 increase in trade deficit deteriorated enirraccount balance of balance of
payment.

1.2.6.5. Fiscal policy

65.

66.

67.

68.

The fiscal policy implemented in Latvia is aimedfastering stable macro-economic
growth and restricting the growth in the inflaticste. Fiscal policy needs to achieve
sustainable and balanced economic developmenhefunnplementation of structural
reforms and the reduction of social and econonscrdpancies. Within the framework
of fiscal policy it is necessary to achieve thethmsssible balance between the level of
the national budget’s revenue and payments.

A gradual improvement in the fiscal situation candbserved in Latvia: since 2000 the
national budget deficit has not exceeded 3% of Gdfel, since 2003 Latvia’'s budget

deficit has been significantly lower than the agerdor EU states. At the basis of the
reduction in the deficit of the general governmbuatiget has been the surplus in the
social security budget, as well as a gradual imgmment in the fiscal situation of the

local government budget. One factor standing invthg of even more rapid reduction

in the size of the budget deficit is the limitedamt of resources allocated under the
national budget. At the same time the need to ieghe State’s existing functions, as
well as new priorities, increases considerably yyear.

The law on the national budget for 2007 (adoptetth@Baeimaon 19 December 2006)

provides for income in the amount of 4 218.5 milliats for the national consolidated
budget, while planned total expenditure from that&tudget is 4 396.4 million lats.
The planned fiscal budget deficit is 177.8 milliats, which is 1.4 % of gross domestic
product.

The budget for 2007 includes extra funding for albgivulnerable areas — for health

care sector, the minimum monthly wage will be iased from 90 lats to 120 lats

starting form 1 January 2007, the salaries for @sdgnd justiciaries will be raised,

investment in educational infrastructure will be deascholarships for professional

education institutions students will be raised aathries for the stage artists will be
increased. In view of the fact that expenditurenfrihe State budget on welfare needs
has significantly increased, assistance from thac&tral Funds during the period from

2007 to 2013 will have to be directed more towdhdse spheres in which it is possible
to foster productivity and growth.

National Strategic Reference Framework of Latvi@2@013 21



Draft

2001 2002 2003 2004 2005 2006
0.5

0.0 ,_\

| —

_0.5,

-1.0

-1.5

-2.0 1

-2.5

-3.0

-3.5

[ Latvia —EU-25

Figure 12: Balance of the general government buddetm 2001 to 2006, % of GDP
Source: Eurostat

69. The level of State debt in Latvia in recent yeaas been one of the lowest of the
Member States and its level was significantly beline criterion laid down in the
Maastricht Treaty for the amount of total governtragbt, which is 60% of GDP.
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Figure 13: General government debt for 2001 to 2006 of GDP
Source: Eurostat

70. One of the government’s important tasks is to ntakecountry competitive. One of the
tools for increasing national competitiveness & tdixation policy implemented within
the framework of fiscal policy. In previous yeaexdtion policy has been basically
directed towards reducing the corporate tax burded,at the same time great attention
has been paid to improving tax collection. As ailtesf the tax policy implemented in
the State the total tax burden in Latvia (accordds®A95 methodology) has reduced to
29.4% of GDP in 2005, which is one of the lowesligators of all the Member States.
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Figure 14: Tax revenue in 2001-2005, % of GDP
Source: Eurostat

71. Trends in local government budgets over recentsysapw that basically the fiscal
deficit of the consolidated local government budbes fallen, but there are still
discrepancies in the capacities of local governmeritind necessary functions. In the
region of Vidzeme, per capita expenditure exceddsnational average indicator by
15.4%, while in the region of Latgale per capitapenditure accounts for only 91.8%
of the national average figure.

Table 2: Local government budget indicatSrs
2001 2002 2003 2004
Fiscal Per capita | Fiscal Per capita | Fiscal Per capita | Fiscal Per capita
balance| expenditure| balance| expenditure| balance| expenditure| balance| expenditure
(in 000 (in lats) (in 000 (in lats) (in 000 (in lats) (in 000 (in lats)
lats) lats) lats) lats)
Country as | -28 118 224 -36 49§ 279 -12 932 305 6438 347
a whole
- Riga -23 039 251 -28 673 287 -7 455 300 13 283 396
region
-Vidzeme | -1501 220 -1 039 304 -1181 352 -2 028 399
region
- Kurzeme 259 226 -4 154 286 -1 403 299 -2 633 367
region
-Zemgale | -1751 203 230 262 -311 302 -3 300 365
region
- Latgale -2 085 180 -2 862 244 -2 582 280 -1 972 333
region
Source: Annual CSB publication entitled ‘Latvia’sagions in figures’

1.2.6.6. Employment

72. An upwards trend in the numbers of people emplogddatvia has been apparent since
2000, despite negative demographic indicators, r@sw@t of which Latvia’s population
is constantly decreasing. In total, from 2000 to0&Q0the number of people in
employment increased by 15.6% reaching 1 088 000.

73. The growth in employment is closely linked to tla@id development of the economy

and the growing demand for workers, as well agd¢s&ructuring of employment taking

% Including transfers from central government artdriiocal government accounts and cash
accounting budget, according to statistical regions
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place in the industrial sector. The proportion loé teconomically active population

seeking jobs has fallen from 14.4% in 2000 to 6i8%006. At the same time the size
of the economically active population has also groand this has in part been affected
also by the increase in retirement age being inized currently.

The employment rate in Latvia is rising each yeaat an 2004 reached 62.3%, but in
2006 the employment rate reached 66.3%. In congariwith the 2000, the
employment rate has risen by almost 9 percentamggspo

Table 3: Employment rate (%)

2000| 2001 | 2002 | 2003| 2004 | 2005| 2006

Employment rate (15-64) 5765 586 604 61.8 62.3.4636.3
Employment rate for women (15-64) 53.8 55.7 5b.8.95758.4| 59.5 62.3
Employment rate for older people (55-64) 36.0 3641.7| 44.1| 48.0 49.% 53.

75.

Source: CSB

The main problems on Latvia’s employment marketclvhare delaying a more rapid

improvement in the situation are connected witmprmced regional discrepancies on
employment and unemployment: there are high lestlsnemployment in the regions

far from Riga, especially, in Latgale, while at tkBame time there is a lack of

specifically qualified labour in Riga. The high umgloyment rate for young people,

those who have taken leave after having childreaseé with weak Latvian language

skills and other population groups at the risk @fial marginalisation is another of the

current problems of Latvia’s employment market. phablems are also connected with
the relatively high level of undeclared employmentertain sectors of the economy,
which reduces social insurance benefits and previtigt reduction of the tax burden,

which has a particularly negative effect on lowepaiorkers. In addition it can be seen
that the qualifications of certain groups in therkforce do not meet the demands of the
labour market. Similarly, it should be acknowleddgledt one significant problem is the

emigration of workers to other Member States, praahby low pay.

1.2.6.7. Medium-term growth and risks

76.

An analysis of the economic situation shows thatvieahas good prospects of
maintaining the current high growth rates in thedllmm term. Both the accumulation of
capital stock and the high rates of growth in paithity confirm this. The calculations
made show that Latvia’'s potential growth rate ia doming years is expected to be 8-
9% per year.
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Figure 15: GDP growth in the medium term, increagecomparable prices
Source: Eurostat (forecasts for 2007-2008)

Economic growth in the coming years will be deterea by the situation of the external
economic state of affairs both in the EU and worttby as well as the way in which

Latvia’s competitiveness in the single market iemsgthened, and how successfully
Latvia is in acquiring EU structural funds. Highndestic demand and the growth in
exports and investments will continue to affectrexmic growth in the medium term.

The negative demographic changes in the medium welinmot significantly affect the
labour market, and the reduction in the level oémaployment and the growth in the
rate of the population’s economic activity will bg about a gradual increase in the
number of people in employment. Achieving the Lislemployment target would make
a significant contribution to bringing about sustdle growth.

Some of the significant factors which will positiyeaffect the growth of Latvia's
economy in the period under review are the infldwesources from the EU funds and
Latvia’s expected membership of monetary union.séhéctors may considerably
improve both the rate of potential growth and tlotual convergence process, in
promoting Latvia’s productive capacity and compeatihess. Rapid growth is revealing
more new deficiencies in the existing infrastrueiuwhe need for more investment in
human resources and in research, and the reducfiaegional discrepancies. An
increase in the amount of investment, includingnfrihe structural funds, in line with
Latvia’s growth rates together with qualitative ppiang would make it possible during
the coming decade to increase the level of peta@DP to 70% of the EU average in
accordance with the parity of purchasing powerdssth

In order for the economy to be able to developelwsits potential level, an important
factor is the macro-economic policy measures impleied by the State, as well as
timely and appropriate structural policy measuk&¥gh rapid economic growth taking

place, significant risks arise which are connectéth macro-economic stability:

inflation and external balance. Government has citadhto implement measures
restricting inflation, especially prevent a buddeficit in 2007 and provide a balanced
central government budget position in 2008 andegatopudget surplus in 2009 and
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2010. One can expect that in the coming yearsetred of inflation will gradually fall
and getting to the inflation level below 3% in tiheedium term, with a gradual
harmonisation in price levels taking place. It ¢denexpected that the current account
deficit of the balance of payments will in the nésiv years remain high, despite the
rapid growth rates in export goods, which will betetmined by Latvia’s significant
predominance of imports over exports and the degesel of exports on imported
intermediate goods. In speaking about such a samdllopen economy as Latvia’s, one
cannot omit the possible influence of factors amsksr arising from the external
environment, which in many cases may exceed tleetedf internal factors. In addition,
when speaking about external risks, it is necessarghasise the role of well thought
out, sufficiently strong and coordinated fiscal amdnetary policies in averting and
reducing the possible consequences of such risks.

1.3.EU assistance during the 2004-2006 programming pewl

81.

During the 2004-2006 programming period Latvia o@itain assistance from the EU,
under the Cohesion Fund, the Structural Funds laadCbmmunity Initiatives EQUAL
and INTERREG. Latvia also has access to financimidguthe guarantee section of the
European Agricultural Guidance and Guarantee FEAGSGF).

1.3.1.EU Structural Funds during the 2004-2006 programmirg period

82.

83.

84.

85.

Latvia as an Objective 1 region has access to ¢ingnwithin the framework of the
Structural Funds — the European Regional Developriend, the European Social
Fund, the guidance section of the European AgtcalltGuidance and Guarantee Fund
and the Financial Instrument for Fisheries Guidance

Implementation of the Structural Funds in Latvialagd down in EU and Latvian
legislation, and in the Single Programming Documemd the Programming
Complement.

The table below shows the scope of available fimanfor 2004-2006.
Table 4: Financing under the Structural Funds, 2062006

Fund Overall financing (EUR)
ERDF (59.96%) 497 595 291
ESF (21.47%) 176 936 156
EAGGF (14.68%) 138 643 255
FIFG (3.89%) 44 062 205
Total (100%) 857 236 907

Source: Ministry of Finance

Three main objectives were laid down in the 2008&@rogramming period for
receiving Structural Funds: fostering competitiveneand employment, developing
human resources and developing infrastructure. piigities were put forward on the
basis of these objectives.

1.3.1.1. Priority 1 "Fostering sustainable development"

86.

87.

This priority comprises 32.6% of financing avaikbturing the 2004-2006 SF
programming period. This priority is co-financedrfr the ERDF.

This priority includes measures for upgrading emwinental infrastructure and
fostering tourism, developing access and the ti@msgystem, developing information

National Strategic Reference Framework of Latvi@2@013 26



Draft

and communication technologies, and developing &thut, healthcare and social
infrastructure. Water management and solid wastenagement infrastructure
development projects are being implemented, greaals are being asphalted, asphalt
road surfaces are being improved and bridges ang lbeconstructed (not included in
TEN); there are also a number of projects to upttaanfrastructure and equipment in
social welfare facilities, such as creating andeligping an information system, or
creating public information and communication asgesints.

1.3.1.2. Priority 2 "Fostering entrepreneurship and innovations"

88.

89.

90.

This priority comprises 25% of financing availabtiuring the 2004-2006 SF
programming period. This priority is co-financedrr the ERDF.

Within the framework of this priority, assistanceillwbe provided to develop
innovations, develop business infrastructure, gtieen support measures for SMEs,
ensure access to financing for SMEs and suppotiae research.

Measures will include providing assistance to fotgks between enterprises and
research bodies, in order to foster the nationaation system; assistance will also be
provided for consultations to new and existing griees, as well as for consultations
in the area of financial management; financial \&illl also be provided to enterprises

with new product innovation capabilities in prigrieconomic areas, and also for the
renewal of sites and premises used for businesreTill also be business incubator,
industrial, technology and science park developrpeojects, consultations and training
regarding compulsory and voluntary quality requieatts, as well as opportunities for

taking out loans (including micro-loans) to suppogw enterprises, or credit line

subsidies for SMEs.

1.3.1.3. Priority 3 "Fostering the development of human resarces and

91.

92.

employment”

This priority comprises 21.2% of financing avaikbturing the 2004-2006 SF
programming period. This priority is co-financedrfr the ESF.

This priority includes fostering employment, deyeiw education and continuing
education and reducing social exclusion. Activiiiredude requalification opportunities
for the employed, fostering the improvement of dications, developing active
employment measures for the unemployed, providiagning for starting out in
business and self-employment, providing subsidsaff positions and increasing the
supply of social rehabilitation programmes. In #294-2006, the ESF is also focusing
on developing entrepreneurship and self-employnaaueloping study programmes in
the areas of science and technology, increasingroppties for adult education and
training, and developing professional developmentses and modular programmes.

1.3.1.4. Priority 4 "Promotion of Development of Rural Areas and Fisheries"

93.

94.

This priority comprises 14.6% and 3.9% of financengnilable during the 2004-2006
SF programming period, with co-financing from th@@&SF and FIFG.

This priority includes assistance from the EAGGK fovestments in agricultural
enterprises, improving the processing and marketinggricultural produce, fostering
the development and transformation of rural are@sdeveloping forestries. Assistance
will also be provided to young farmers and for loaation, which is a Community
Initiative LEADER+ measure. Activities include, foexample, acquiring new
production equipment used in processing agricultpraduce, as well as IT and
software, constructing, reconstructing and renowgaliuildings and facilities needed for
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manufacturing, seeking out new markets, sellingicafjural produce, improving
marketing procedures, constructing State and comatdmrainage systems, supporting

the creation of new jobs, investing in forests,rébg increasing the economic or

ecological value of forests, clearing overgrown i@dtural land, fostering rural
development activities at the local level, and g training in organisation and
management, as well as business-plan development.

FIFG investments are to be used for balancingritensity of fishing, for fleet renewal
and the modernisation of fishing trawlers, for imyng the processing and marketing
of fishing and aquaculture products, developingifig port equipment and aquaculture
and developing in-shore fishing, as well as forig@onomic measures, such as help
in finding new markets and support for produceraoigations. These measures will
include support for activities such as reducing ithensity of fishing, modernising
fishing trawlers, fish processing, technical modsation of aquaculture enterprises,
creating a modern port infrastructure, support sesefor fishermen who are forced to
leave the industry when trawlers are scrapped, audpr projects that foster the
production of market-oriented produce, and supgort the creation of producer
organisations and fostering of activities.

1.3.1.5. Priority 5 "Technical assistance"

96.

97.

This priority comprises 2.7% of financing availabturing the 2004-2006 SF
programming period. This priority is co-financedrfr the ERDF, ESF and EAGGF.

This priority strengthens the administrative capaof the public administration and
other institutions engaged in administering the &#kd is a significant factor in the
successful implementation of the funds.

Table 1: The institutional system for implementirgfructural Funds

Managing Authority Ministry of Finance

Payment Authority State Treasury

First Level Intermediate

Ministry of Economics, Ministry of Transport, Mitiig of Health,
Ministry of Agriculture, Ministry of Education anficience, Ministry of
Welfare, Ministry of the Environment, Ministry ofuture, Ministry of

Regional Development and Local Governments, Setaéet the

Minister for Special Assignments for E-governmefffiaiks

Bodies

Senond Level State Employment Agency, Vocational Education Depelent Agency,
Intermediate Bodies Central Finance and Contracting Agency, Rural Stppervice

National authorities, local authorities, State &owhl authority enterprises
Beneficiaries and agencies, enterprises and associations opests, sole
entrepreneurs, natural persons, unions, NGOs

Source: Ministry of Finance

1.3.1.6. Conclusions on effectiveness of implementation dié¢ EU structural funds

98.

99.

The 2004-2006 programming period is the first tibvia has received assistance
under the SF, and with that there are a numberajl@ms that should be taken into
account during the subsequent 2007-2013 programperigd. Most importantly, there

is a risk that SF financing will be lost if the n€dmmitment is not met, because
repayment has been irregular during the first fe@aryg, and is dependent on seasonal
influences.

A conference entitled “A year with the Structurainés — what has been learned and
challenges for the future” was held on 5 and 6 2095, during which the conference
delegates identified several problem areas in than@nagement system, specifically
the burden of the system, the increase in projgstscand the low quality of projects. In
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order to resolve the situation, the conference géés made recommendations to
continue improving good practice, to optimise thE Bnplementation system, to

simplify the SF implementation system and to gath&rmation on regional needs.
Successful partnerships, particularly with NGOs trovision of information and

training seminars, as well as opportunities foraating financial resources, were given
as examples of good practice in the SF managerystars.

The projects for 95.73% of total available SF ficiag were approved by SF steering
committees for the end of 2006, including, withiREF — 95.08% out of available

financing, within EAGGF — 98.97% out of availabieancing, within ESF 96.93% out

of available financing and within FIFG — 87.38% ofiavailable financing. 32.16% out
of available SF financing were paid to receivers S# financing. SF financing

repayments from EC were demanded for 27.55% otdtaf financing allocated to the

country.

Many evaluations are conducted in the planned gefriof the whole implementation
system of EU Structural Funds; of the implementatad a particular activity and

problems related to it; strategic evaluations aft@epolicies, mutual interactions and
uniformity among them; examined problems that hal®owed up during the

implementation of EU structural funds, affect thegress of implementation, and could
be significant in the 2007 - 2013 planning peridde conclusions of evaluations allow
judging the efficiency of different planning and plamentation mechanisms of EU
structural funds.

The purpose of the ,Efficiency evaluation of SPDplementation system” carried out
in the middle of 2006 was to evaluate the efficleaESPD implementation system as a
whole, the efficiency of institutions involved oaadh stage of the management process
of structural funds (document preparation for thmplementation of structural funds,
implementation of structural funds, control of fme#al flow, audit, monitoring and
evaluation).

In 2004 582 workers and in 2005 — 753 workers vd#rectly involved in the first and
second level intermediate bodies and in the ai@reehmanager institutions to ensure
the SPD implementation. The increase in the amaifntvorkers indicates that
institutions apart from their weekday duties sirmanéously have to ensure the training
of the large amount of new workers. The large nunalbevorkers also means that many
institutions can be affected by the changes irr thijanizational structures and in the
inner cultural environment in order to adapt to Wk in larger collective. Therefore,
special attention should be paid to the traininghef leading staff and improvement of
skills in change management and in establishmeotgznizational culture.

After May 1 2004 the preparation of implementatitmtuments was on average delayed
by 3 month. The reasons were late coordinationrofjidm complement, the agreement
about institutional structure of implementing systeas reached late, and the capacity
of line ministries involved was not sufficient. Tleordination of the implementation
was delayed for another 2 month. The reason wagattee meetings of the steering
committees, in which these documents had to bedowted, and the amount of
documents they had to examine before a particuketimg was too large within the
time limit. Application selection process was tdows and it lasted 11 months on
average, mainly taking into account division of p@ssibility among different
institutions to ensure the application selectiomluminous explanation on the
requirements determined and the scarce capacitysbfutions involved in the project
selection.
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The speed of making amendments in the agreemestsavsiderably decreased by the
need of coordination of changes in the projectrimftion in the steering committees.
Although amendments in the legislative base areemnadently in order to simplify the
procedure of making amendments, realization of amamts in the agreements is still
slow.

The allocation of EU Structural Funds financing baen slow, reaching 24% in the end
of 2004 and in the end of 2005 — 70% out of tot@ilable financial flow. The amount
of payments to receiver reached only 25% out ofl@via financing in the end of 2005.

Initially approved implementation documents wereeaded 2.5 times on average
mainly due to their insufficient quality and initiamissing document layouts, in which
a minimum information amount is defined.

Although institutions have organized many informatseminars to help the financing
receivers to understand the predetermined requirtesmi®r project implementation,
large part of the submitted requests for finanagsgot approved due to shortcomings,
nonconformities and inaccuracies founded in them.

Human resource contribution of the institutionsalved on different implementation
process stages has been in line with the resultsecéctions they have taken. However
the comparison among different institutions poimi$ insignificant peculiarities in the
amount of workers involved in realization of centéésks, and the overall trend is that,
while the number of signed agreements for the zatiin of projects is increasing, the
efficiency of the invested human resources bytustins constantly decreases.

From the SPD implementation system evaluation ca@ conclude that the main

attentions in the institutions involved must be ated towards speeding-up the SPD
activity implementation process by carrying out imgments in this field in almost all

stages of the process.

In the field of quality the main attention shoul@ hievoted to improvement of
institutional activity in the field of client sese both performing analysis of client
needs and adjusting the activity for satisfyingsthaeeds.

From the perspective of resource investment exmrggested, in turn, periodically
measure the yield on resources invested in ordeposition the drop in activity
efficiency over different stages of the implemeotatprocess and to perform the
analysis of affecting factors.

The objective of ,the evaluation of the implemeratthe activities of the SPD” carried
out in 2005 was to assess the progress and efficiefiimplementation of the SPD
activities, their obstructive and coefficient fasto

The experts suggested for the 2004-2006 programpeni@d to regularly monitor the
activities with low financial absorption if compdreto the planned in order to
operatively prevent the factors obstructing the lemgentation and to ensure timely
absorption of structural funds financing, as wedl the activities with low project
applicant action, before considering redistributioh finances to a more ‘popular’
programmes.

Independent experts asked to consider a possibditgview activity implementation
provisions and mechanisms in order not only seguaitimely absorption of financing,
but also reaching the set targets and planned impac

In respect to he planning period 2007-2013 the egmIggested setting all open calls
for tenders a fixed application date with specifiequency by distributing the total
financing available in the activity over years apdrticular financial ‘baskets’,
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developing objective project selection criteria ttivaould allow to select project
applications drafted in the most qualitative manmer well as simplifying the project
application forms and list of documents claimeditaiaally depending on the financial
amount attracted at the maximum.

The objective of ,The Evaluation of The DevelopmenhtEuropean Union Structural

Funds Planning Documents 2004-2006 and Activiteduded in The Documents”

performed in year 2006 was to provide assessmentheneffectiveness of the

development process of the European Union Strdckwads planning documents for

the period of 2004 — 2006, inter alia, the quabtifythe documents prepared and the
justification of activities included in these doceints.

Experts noted that during the development procésbeoEU SF planning documents
the substantial and country’s balanced developmlestructive problems and solving of
needs were taken into account, nevertheless theme wases not identifying all
substantial problems. Some of the problems wereritbesl too general, for instance,
insufficient financing for generation of new entesps, therefore it is hard to evaluate
the impact of the solution. Not always the true hausms solving the needs were
chosen that would suit the most to the Latvian asittn and its development
possibilities (for instance, innovations). In feases the basic needs in the country (for
instance, institutional capacity, renovation of Ithmgs) were solved with the EU
structural funds resources that is not always thestneffective way of using EU
structural funds because according to the EU réiguks the EU structural funds’
financing must be directed towards the most subistareeds existing in the country.

Not always the activities defined do solve the pgots defined in the SPD the best. For
instance, not always sufficient emphasis was on émdancement of regional

development in the activity identification and hat in the distribution of finances

because in the identification of activities directéowards reduction of regional

disparities sectoral priorities prevailed. The \dtigs in the framework of measures
were not always defined so as to use EU structurads financing in the most

efficient manner for solving existing problems. Rostance, activities financed from

European Social fund resources (for instance, measll. “Enhancement of

Employment” and its activities) were to a greateextdirected towards the raise of
institutional capacity. The institutional capacisyhence raised, however in the result
the true problems — effective reduction of unemplept existing in the country, was
not addressed.

EU SF planning documents and the Latvian state dtudgs different planning periods.
Planning of EU structural funds is envisaged fdorager period than the planning of
state budget that foresees planning for a sings, yaus both planning processes are
impossible to be compared. In many cases it is barfdrecast the final date of the
activity when the payment should be made (both pathe state co-financing and EU
financing), therefore the planning of state budgsburces is made difficult, in addition
in the later periods the budget amendments shaufatdpared.

In separate cases insufficient consideration oémal structural funds beneficiaries’
capacity to absorb financial resources becausedrgty activities were identified with

loose evaluation on how much the potential findnsemeficiaries would be ready and
capable of absorb the finances in the current tsitmaThe aforementioned is testified
by the fact of having cases when the potentiahiorel beneficiaries absorption capacity
was evaluated too high, for instance, activity “Sonp to development of new products
and technologies” of the Ministry of Economics wdéhe resources were too much,
likewise there have been cases when the potemtiahdial beneficiaries absorption
capacity and interest was evaluated too low, fetaince activity “Infrastructure” of the
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Ministry of Economics where the willingness and tapacity to acquire EU structural
funds resources was high.

Taken into consideration that the 2004-2006 prognarg period was the first for

Latvia when the institutions and social partnerd ldick previous experience, having
development process of the EU SF planning documeaide the planning capacity
growing. At the same time one must note that stoll all the sectors have long-term
development policy documents prepared that coutdtantially affect the development
process of 2007-2013 planning documents.

The experts of ,The evaluation of the impact of #d structural funds on regional
development in Latvia”, the objective of which was clarify how important is the
availability of structural funds resources for tHevelopment of Latvian planning
regions and the bringing together to developmethitators, suggested to the Managing
Authority to ensure operative overview on the ElWudural funds implementation
situation in the territorial aspect for the remami2004-2006 programming period. The
main expert conclusion were as follows.

SPD has a major role in regional development oeldgment of separate territories of
Latvia. SPD promotes the development of Specialigigted territories (less developed
territories).

There is coherence between the division of thd fataling and development level of
region. Kurzeme region, Vidzeme region and Zemgadgion can increase the
development level close to the development leveRifa region. The difference in
development level between the less developed regibatgale and other regions will
increase. In overall, the differentiation of theppart intensity is not enough
implemented within the SPD activities. The représgon in regions of institutions
involved in implementation of SPD affect positivehye activity of final beneficiaries
and project applicants. Regional planning documenés overall and wide. Regions
have not defined a limited number of targeted ftrew. Priorities of regions differ.

Riga region points the necessity for more fundimgHRD infrastructure development,

in particular crucial is a lack of investments ireqschool educational institutions.

Kurzeme, Zemgale and Latgale regions have markeddtk of investments in the

business related public infrastructure (e.g. bissineechnological and industrial parks,
business incubators). The development of the Publprivate partnership should be
promoted by SPD. Lack of funding in health cargasfructure has been issued by
Zemgale region. Vidzeme region has planned toattreore funding for tourism and

Latgale region highlights the necessity of promoid the development of international

airport within the region.

Within the SPD implementation system, there is raper monitoring system reflecting
operational information about the implementation SPD measures by regions/
territories although it has been planned.

1.3.2.I1SPA and Cohesion Funds, 2000-2006

128.

129.

After joining the EU, all project financing recetvéy Latvia under the Instrument for
Structural Policies for Pre-Accession (ISPA) becadabesion Fund financing, and all
ISPA projects are now administered within the framoek of the Cohesion Fund. The
Cohesion Fund is similar to ISPA, both in its oki)es and principles, only there is a
larger amount of funding available under the Catre$tund and the scope of possible
projects is far broader.

Implementation of the Cohesion Fund in Latvia isveggoed by EU and Latvian
legislation and in the Reference Framework forGodesion Fund, 2004-2006.
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130. The table below shows the scope of available fimanior 2000-2006
Table 2: ISPA and Cohesion Fund financing, 2000-200

Total CF financing (EUR) Financ;r:gj;%rtsa?gbogfd ISPA Financing f(oErSS\)N CF projects
Environment sector (50%)
257 933 331 | 38 864 826 | 219 068 505
Transport sector (50%)
257 933 331 ‘ 76 447 053 ‘ 181 486 278
Total (100%)
515 866 662 | 115 311 879 | 400 554 783
ISPA (2000 — 2003)
194 900 872 | |
Total
710 767 534 | |

Source: Ministry of Finance

131. Latvia participates in project implementation witb-financing, which, depending on
the type of project, ranges from 15-40%, therefdhe, overall investments in the
transport and environment sectors, within the fraor& of the Cohesion Fund, cannot
be identified prior to the end of the implementatmeriod. The Commission approved

projects totalling EUR 310 million within the framverk of ISPA 2000-2003. EUR 195
million were included in the EU budget prior to dat joining the EU and were

provided under ISPA, while EUR 115 million wereluned in the EU budget for 2004-

2006 and therefore provided under the CF.

132. Cohesion Fund financing is used for large-scaleasifucture development measures
(projects) in the environment and transport sectarghe environment sector financing
is provided for water supply projects in areas witler 2000 inhabitants, for sewage
treatment, solid waste management and hazardous wesiagement projects, as well
as for projects to reduce air pollution. In thensjport sector financing is provided for

road and railway projects, as well as port andoairprojects.

133. Large-scale projects in the transport sector irelind construction of the Saulkrasti by-
pass, modernisation of signalling systems on tret-B&est rail corridor, improvements

to the TEN road network and replacement of sectminthe East-West rail corridor.

Large-scale projects in the environment sectounhelwater management development

in Riga, Ventspils, Liefja and other towns, as well as several solid wasteagement
projects.

134. It should be noted that a number of significant elepgment projects have been
prepared, but due to limited financing they havebe®n approved for assistance under

the CF during the 2004-2006 period.
Table 3: The institutional system for implementirige Cohesion Fund

Managing Authority Ministry of Finance
Payment Authority State Treasury
Intermediate Body Ministry of the Environment, Nty of Transport

Public administration, local authority, legal persegistered in Latvia

responsible for implementing a specific project]uing CF financial

Implementing Body beneficiaries which can also perform the functiohthe Implementing

Body, and which are responsible for the effectianagement and
maintenance of project resources.

Source: Ministry of Finance
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Until March 31, 2007 298,8 million EUR — 42,04%@FF finances approved for Latvia
in this programming period are received from the, B8d 232,1 million EUR or
32,65% of finances have been paid out to the beiaeks in the framework of signed
contracts. All financing (100%) must be up takeprapriations until the end of 2010.
By analyzing the payment data and comparing thefrstmuarter of the previous year,
a notable progress can be observed in the claimédegeived payments to the EC.

From the projects carried out in the environmeritald the benefits of Latvian
inhabitants are clean drinking water, arrangedndige system, advanced household
waste management system and heat supply system.td@ohesion fund project
carried out in the transportation field Latvia's imanotorways, railway, airport and
ports are being improved. For instance, Saulkiagiass the construction of which was
financed from the Cohesion fund is the first motayvbuilt entirely anew since the time
Latvia gained independence.

The implementation of almost all projects is irelwith the plans. The problems arising
during the project implementations are being solvefflectively. During the
programming period the Managing Authority has eatrout several evaluations with
respect to the implementation of the Cohesion fumelertheless relatively small
number of projects have been concluded since tiementation longs until 2009 and
therefore the evaluation has not covered the impsseéssment of the Cohesion fund,
rather it has focused on the pending issues libkélde day to day implementation.

The main outcome of the EC auditors’ system audis that the existing management
and control system meets the Regulation requiresné@ouncil Regulation No
1164/1994 and The Commission Regulation No 138&R00

The “Cohesion fund project control system evaluatieveloped and maintained by the
Cohesion fund Managing Authority” carried out byteal independent experts
indicated that both inter-institutional bodies —nlidiry of Transport and Ministry of
Environment — have enough competence and experisuaffecient specialist support or
resources for outsourcing experts for tackling mécdl issues in the project
implementation and making controls are availaberessary procedures and standard
documentation for carrying out appropriate contesks being developed.

Pending problem in the implementation of large esdadrastructures projects still is the
shortage of competitiveness in the constructiortosed hat leads to inappropriate
growth of expenses and project contract deadlin@ydeln this respect a study in the
framework of project “Technical assistance for Gbe fund Managing Authority in
Latvia” is carried out about the impact of growth éxpenses and the impact of
economic indicators in the field and other factonrsthe implementation of Cohesion
fund projects.

One of the preliminary conclusions is that the @cbjimplementation periods are

relatively long and substantial risk of change®xpenses exists and, taken them into
account contractors include large project risk puens that make raise the total project
costs. In addition the slow reaction of contractamsl suppliers to the demand change
has created distortion in the field of competitiees. The total level of competitiveness
in the last years has substantially dropped.

In the interim report experts noted that in thejgumb preparation one must take into
account the time difference among project realirafihases. It would not be acceptable
to have expenses older than half a year in thenarggon of open call for tenders
because planned expenses would always be smalar the ones offered by
contractors. The experts suggest evaluating thesséyg of organizing large scale open
calls for tenders if the practice indicates beiefpful having large amounts divided into
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smaller plummets because then not only large mgldompanies rather also small and
medium sized enterprises can apply that succegsfaities out the construction plans
as opposed the initial doubts on the quality ofqremance.

Due to the growth in project expenses the physimchtators on Cohesion fund projects
do not correspond to the ones initially planes beeahe rapid growth in project costs
is being reduced at the cost of quantity.

1.3.3.Community Initiatives during the 2004-2006 programning period

144.

As mentioned above, LEADER+ activities are impletednwithin the framework of
priority four “Promotion of Development of Rural @as and Fisheries”.

1.3.3.1. Community Initiative EQUAL

145.

146.

147.

148.

The Community Initiative EQUAL is an internatioraoperation programme that aims
to fight against all forms of discrimination ancequality in the labour market, and to
support people at risk of social exclusion whereeng) the labour market. Funding is
provided by the ESF, the State budget and by thegrapplicant.

The Community Initiative EQUAL programme in Latviar 2004-2006 has been
approved by the Commission decision of 29 June 2B@dcedures for implementation
are laid down in Cabinet Regulation No 309 of 15riAB004 "Regulations on the
Community Initiative EQUAL".

Table 4: Financing under the Community Initiative QUAL, 2004-2006

Overall financing (EUR)
10 701 046

Source: Ministry of Welfare

Latvia has set out the following priorities for tBQUAL programme during the 2004-
2006 period: "Fostering working skills" (53% of throgramme budget), "Equal
opportunities for women and men" (34% of the progree budget), "Support for
asylum seekers" (5% of the programme budget) adldhteal assistance (8% of the
programme budget).

These priorities include fostering research anithittg on discrimination and inequality
in the labour market, fostering understanding of tauses and consequence of
discrimination, implementing information and puliijoneasures, providing guidelines,
consultations and training, developing employmentvises and fostering work
experience and the creation of jobs.

Table 5: Institutional system for implementing tteommunity Initiative EQUAL

Managing Authority and

Implementing Body Ministry of Welfare

Payment Authority State Treasury
Partnerships — public administration, includingdbauthorities,
Beneficiaries NGOs, social partners, educational establishmernitste enterprises

that have formed a group

149.

Source: Ministry of Welfare

The basic principles of the EQUAL Initiative thaave been integrated into the new
ESF regulation for 2007-2013, are:

» the principles of innovation, which means develgpimew approaches and
demonstrating their advantages,

= the principle of cooperation or partnership, whioeans the involvement of
interested patrties,

National Strategic Reference Framework of Latvi@2@013 35



Draft

» the integrated approach principle, which meangtbiibution of best practice
and results and influencing policy and practice,

» the principle of international cooperation, whiafcludes learning from the
experience of other Member States,

» implementing the integrated approach principle émdgr equality will make
gender equality an integral part of every policy anactice.

1.3.3.2. Community Initiative INTERREG

150. The Community Initiative INTERREG is financed undégre ERDF and aims to
strengthen economic and social cohesion, by suppognd fostering cross-border,
interregional and transnational cooperation throughEurope, and fostering balanced
development throughout the EU.

Table 6: Financing under the Community InitiativeNTERREG, 2004-2006

Overall financing (EUR)
20 115 040

Source: MoRDLG

151. The 2004-2006 period is the third Community Initiat INTERREG programming
period, entitled INTERREG Ill, and is made up ofeth strands: A — cross-border
cooperation with 70.8% of overall financing, B artsnational cooperation with 24.3%
of overall financing, and C — interregional coopierawith 4.9% of overall financing.

Table 7: Institutional system for implementing tteommunity Initiative INTERREG

Managing Authority Investitionsbank Schleswig Heis
Payment Authority Investitionsbank Schleswig Heilst
National Authority MoRDLG

Implementing Body INTERREG programme secretariat

Source: MoRDLG

152. During the 2007-2013 programming period the Commyumitiatives EQUAL and
INTERREG will not be separated, but will be intedgdiinto measures under priority
one and three.

1.3.4.Financing under the guarantee section of the EAGGF

153. The Commission gave its approval to the implemematbof the Latvian Rural
Development Plan (RDP) for 2004-2006 on 23 Junet20Be RDP incorporates the
rural development measures set out in Council Reigul (EC) No 1257/1999 that are
financed under the guarantee section of the EAGGF.

154. The table below shows the scope of available fumnébn 2004-2006.

Table 8: Financing under the guarantee section it EAGGF, 2004-2006

Overall financing (EUR)
410 125 001

Source: RDP
155. Two priorities have been set out within the frameaf the RDP:

1.3.4.1. Priority 1 "An effective, flexible and sustainablerural economy"

156. Based on the sustainable use of resources availablgal areas, this priority aims to
ensure effective and flexible economic activity afl rural areas, and to ensure
improvements to the living standards of all rurdiabitants. Assistance is provided for
measures such as achieving standards, supportmigns¢ural farms, early retirement
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and producer groups.

1.3.4.2. Priority 2 "Preserving the biological diversity of the rural environment"

157. This priority aims to support sustainable ruraliatés, by preserving the biological
diversity of the environment and the landscapeyel as fostering the preservation of
rural lifestyles. Support is provided for agri-emmrimental measures, as well as for
farming in less favourable regions and in regiorth @nvironmental restrictions.

158. In addition the LDP also finances technical aseistameasures and the single area
payment scheme.

Table 9: Institutional system for implementing trguarantee section of the EAGGF

Managing Authority Ministry of Agriculture

Payment Authority State Treasury

Implementing Body Rural Support Service
Source: RDP
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159. The SWOT analysis (strengths, weaknesses, oppbesiaind threats) is a widely applied method tinabés a concentrated layout of findings
and conclusions reached.

160. The following SWOT analysis is organised in accamawith the framework of fund assistance covetimggareas of support and the horizontal
priorities, and it revises the principal issuepaa of which are specified as sub-themes undeabloge areas and priorities.

Area Strengths Weaknesses Opportunities Threats
Human resources
and employment
- demographic A high proportion of populatior The level of emigrations The increasing government-= An increase in emigration rate
trends in the economically active ade remains high funded benefits to families with due to the removal o
group The net natural rate af children will improve the administrative barriers

population growth demonstrate
a negative trend

S

demographic situation

The return to Latvia of the
emigrant labour force i

5
expected as a result of the

economic growth

n

£S

- qualifications and

competitiveness
the labour force

of

A highly-qualified labour force
is available in specific sectors

Low labour costs

Low productivity of the labou
force

Mismatch  of  skills and
qualifications with the curren
labour market requirements

Entrepreneurs are not motivat
to make investments in trainin
their current and potential staff

ed

The development of a nation
life-long learning strategy an
its six regional counterparts wi
promote the quality an
mobility of the labour force

Employers are encouraged
provide qualification
strengthening measures to th
staff as a result of variou
national initiatives

The competitiveness d
unemployed persons  arn

jobseekers is strengthened as

result of measures implement

Al
d

—

by the State Employmern

Influenced by  globalisatiof
trends, the low labour force cog
become an advantage of sho
term development

Inability of low-skilled employees
to acquire new skills to be able
adapt to changeable labour mar
needs

n
ts

fo
et
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Area Strengths Weaknesses Opportunities Threats
Agency
- employment, social| * High female employmentrate | = A high proportion of the longt The development of social = Increasing social exclusion may
inclusion and| = A stable and sustainable system termunemployed services as an alternative to thgse  result in growing numbers af
assistance and social services ratio (15-24 year olds) Institutions education
« A low self-employment rate, An integrated approach fo = Substantial increase in the
insufficient knowledge to start @ gender equality and age equaljty ~ proportion of persons receiving
business in all national policies social services and social care
. . . active employment measures are
= Considerable social exclusign : . -
i improving thus contributing to
and risks related thereto .
T ) the reduction of unemployment
) Eésé(g:\rggatlon by gender is Business activity is increasing as
o - a result of national measures and
= Limited possibilities to initiatives
eéta_blls_h work-life balance _ Implementation of flexicurity
= Distinctive ger_1der segregatign principles  (flexible  labour
in studies leading to subsequent  contracts, part time jobs,
gender  segregation n increase of role of social partners
occupations and the labopr etc)
market
= Insufficient  capacity  and
infrastructure  of institutions
involved in the elaboration and
implementation of employment
and social policy.
=  Weak local partnerships far
implementation of effective and
integrated employment policy
- education and| = A developed network of highgr = No systematic analysis of the = Application of international = Continued inability of the
training and vocational education medium term economic demand (especially EU) experience and education system to align with the
establishments in the whole for vocational and higher practices to improve the labour market needs and
territory of Latvia education, national qualificatio educational system requirements
= A high general educational level S)r/(s;‘ter;nmmesand areeducatlor? tl = Increasing the quality of = Negative natural population
of the population prog education in Latvia and  growth rapidly decreasing number
correspondent to the labour . o ; )
. Alarge density of higher school improving its conformity to the of students in all levels of
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Area Strengths Weaknesses Opportunities Threats
students (one of the highest market requirements labour market requirements by education
indicators in Europe and the - . strengthening cooperatign . .
world) L|m|ted_ capacity of the between educational institutions Teaqhmg .SFaﬁ ageing and
educational system due (o d | d i possible deficiency of teachers
A qualitative, available and ageing infrastructure in all and employers ~and  maxing .
' investments in the development Prepared young  specialists’

competitive education preferre

to be one of the most important

priorities of the state and
government

Elaborated national project
documents of the politics tp
develop education and lifelong
education in the period of 20Q7
— 2013

Experience in the
implementation of the bilingual
education and the national
minorities’

A contemporary normative

bases of educational system

levels of education

Insufficient qualification and
number of the secondary schqol
teachers

Insufficient gualification
strengthening and upskillin
activity of the teaching staff , 3
well as ageing of the teaching
staff

n Q

Insufficient number of students

and graduates in the masters

and doctors programmes

Insufficiently developed caree
counselling schemes for young
people

-

Inefficient cooperation among
vocational educatio
establishments and employer

A low prestige of vocational

education and insufficient
quality of it, unsatisfactor
number of the vocational
students

A low density of students in th
fields of natural sciences,
technologies, engineering and
health care

Limited opportunities of life
long learning  (continuin
education), as well as limit

of the educational system of the
country

The improved content qf
education in natural sciences
and the implemented
centralized exam system

Demand for qualified branch
specialists promoting
development and improvement
of education supply.

A great investment of students
and credit resource means |in
graduation process verifying
education supply and prestige |in
the state

Possibilities of out of schoaql
education and education of
interests

Lifelong education guidelines
and implementation of action
projects, developed continuing
education supply

education
lifelong

Available
infrastructure for
education needs

emigration to another countries

Increase of education servi
expenses

e
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Area Strengths Weaknesses Opportunities Threats
educational opportunities fqr
groups at risk of socigl
exclusion, e.g., prisoners

= Insufficient infrastructure and
qualifications of the teaching
staff to integrate students with
special needs

= Long-term incapacity of the
education system to adapt [to
labour market needs.

- health care There is established the state= Poor health of the general= By improvement off = Insufficient financing of the
policy in development of health population. understanding population about implementation of activities of
care services providers, ensurings  |ncrease of  occupational healthy lifestyle, there will be policy planning documents ip
further development of diseases, a high rate pf  higher quality of the labor force public health sector
integrated health care system. accidents at work. and more persons will stay s |ack of continuity and
Successful implementation 0f «  ynequal  accessibility  of longer in labor market. succession of implemented
the health care system reform primary, secondary and * Researching and evaluating public health measures.

The high medical scientifi¢ emergency medical assistance Situation in public health sector, »  Change of political “players”
potential care. willincrease effectiveness  of would change state priorities:
There is adopted health cares Insufficient emphasis on health g]r\llgstn}ﬁnt, r|1near;%man rrgr%%l:irg’fs diminishing  public  health
human resources state policy promotion and preventive measures  in heaF;th cate Importance

and health care human resour¢es measures in the health care infrastructure = Disagreement betweegn
long term development plan system ’ institutions, which are involved
There is established state polity= Lack of human recourses |n . E:;ﬁllo%T:gg;’;nhe;:rgocgf ve\}inld in implementation of publig
in  tuberculosis and  HIV health care sector, qualificatign ensure the better quality of health goals

infection localization, in tobaccp according needs, number and health care services and will

goods demand reduction and placing promote  cooperation  between

limitation of its supply, in publig »Insufficient ~ accessibility ~ of health care institutions ard

fedudcationd ?‘bOUtI %/vr:olesone health care services enjoyed for  employers.

ood and in alcohol usage i i )

reducing and limitation of social exclusion groups = Improvement  of ~ primary

alcoholism. secondary and tertiary health

care and emergency mediq
assistance, will ensure bett
quality and accessibility o
health care services

al
er
f
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Area

Strengths

Weaknesses

Opportunities

Threats

= Public
administration

Up-to-date reforms have been =
implemented in numerous aregs
of public administration

An effectively operating policy

planning system has been =
established in publig
administration

Improved and developed
dialogue between the national
and municipal level .
Established cooperation

structures to interact with social
partners; Intense activities pf
NGOs in regions .

Several e-government elements
are well-developed in public =
administration

The status of the planning region
in public administration system =
is strengthened

Insufficient professional
gualifications of employees i
the public  administratio
system and local governments

A common system of human

resource  development a
management has not be
introduced in public

administration

Insufficiently coordinated
continuing education schem
for staff of public
administration bodies

No quality management syste
introduced

Shortcomings in the alignme
of policy-making with long-
term planning documents
Insufficient public participatior
in the processes of publ
administration

No comprehensive informatio
available about the level
public satisfaction with publi
services

Regional and municip3
administrations lack knowledgé
skils and know-how in
planning development

Social partnerships af
underdeveloped

d

m .,

nt

o
n

=

D———

A transfer to a medium-term =
planning scheme for the state
budget.

Establishing the EU initiatives =
and priorities in the area of
public administration

Participation in the publig
administration networks of thge
EU countries

The exchange of experience
with  other  countries and
organisations in issues related |to
public administration.

Support of the EU and other
cooperation partners aimed [at
improving the performance of
public administration

Development of better regulatign
policy instruments

Increasing importance of th
planning regions in planning d
state development an
introduction of support activities

o —- 0

The migration of public sectd
employees to other sectors
countries

The slow progress of th
administrative-territorial reform

=

Innovations and
entrepreneurship

- entrepreneurship

Location in an economically and =
politically active region|

Low business activity

Low initiative and lacking basi

Promotion of applied research to=
encourage the development |of

Increase in competition in th
traditionally leading sectors d@

— D
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Area Strengths Weaknesses Opportunities Threats

providing the necessary skills to start a business sectors of national importance Latvia
preconditions to aftract new. A  Jarge proportion  Of Highly developed financial = Private investment outflow to
cooperation partners enterprises in sectors of low instruments to start up and potentially more resilient and
Integration of Latvia in the value added and high develop businesses active markets
common market of the consumption of natural Optimisation of technological
European Union, free movement resources processes and work organisatipn
of goods, services, capital anda A |arge share of enterprisés  in enterprises
the labour force mainly produce for the internal
The regulatory framework of (Latvian) market
entrepreneurship complies with »  |pyestments are accumulated |in
the European Union the traditional sectors (with low
requirements value added and high labor
The corporate income tax (and intensity and consumption of
other costs) are the lowest in the  natural resources)
EU » Inflexible financial instruments
Stable development of the for promoting entrepreneurshif
traditional and new service and. | ocation on the periphery of the
manufacturing sectors with high EU
export potential, e.g., ICT, wood
processing, mechanical
engineering industry, electron|c
industry, food  processing,
pharmaceutical industry,
biomedicine and
biotechnologies, financial
services and logistics

- innovations Specific sectors feature highly-= A small share of innovative Strengthening and promoting= The exodus of educated
qualified human resources and enterprises transboundary and international professionals and scientists [to

scientific potential

Weak cooperation of the priva
sector with research institute
scientists and universities

A low proportion of entitieg
involved in research an
development activities

Weak transfer of technology
Low private investment i

cooperation in the field of

innovations

Development of a national
innovations systems encouraging
cooperation between scientists
and entrepreneurs, facilitatirlg
technology  transfer, R&O
activities in the private sectq
thus both increasing the amount

=

abroad
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Area Strengths Weaknesses Opportunities Threats
research and development, |as of available R&D funding and
well as innovations diversifying its structure
= Poorly developed specialised
infrastructure  to  promote
innovative activities
- science = Traditions of scientific activity | = Obsolete scientifig = The development of culture of The emigration of educated
= Successful operation of sciente infrastructure science management professionals and scientists [to
institutions in the EU FP and = Insufficient cooperation among = Scientific infrastructure meets abroad
other international cooperatign private sector, scientifi¢ the R&D needs of the private = Decreasing number of higher
programmes institutions and universities sector education students
= Internationally acknowledged = Small number of patents and= Increasing number of doctors
inventions and patents in internationally  acknowledgefl «  |nvestment in science
medical chemistry, geng publications (SCI) infrastructure
engineering * Insufficient number of =« Increasing state budget
= UoL ISSP gaining the EU employees in science and investment in  science and
Excellence centre status research, contrary age structure  research
= Successfully initiatec and disproportional division of | g 006 institution status enlar
) ¢ . . ge
research and entrepreneurs [in ~ S€ctor o .
: .- : = Further participation in
the sectors of woodworking and = Insufficient number of practical Framework and other
timber industry, pharmacy, IT research and weak transmitipn international cooperatioh
and material sciences of technologies projects P
= = Limited possibilities of .
- ... | = Development of science and
knowledge commercialization . .
. industry cooperation branch |—
and skills . i
clusters in the fields of
woodworking, chemistry
pharmacy, IT, material sciences$
Infrastructure and
services
- energy = A high level of renewable = Inefficient and| = Harnessing public-private Dependence on foreign energy
energy sources in use environmentally-unfriendly partnership  opportunities to sources
= A well developed electricity heat production technologies encourage and accelerate tha
distribution grid and = Low energy efficiency development of infrastructure
international  electric  power .« |nsufficient use of local and ® Opening the electricity and gas
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Area Strengths Weaknesses Opportunities Threats
transmission lines alternative energy sources markets
Naturally formed undergroungd
gas repositories of strategjc
importance
- environment High-quality natural resources, = Low accessibility to and quality = Harnessing public-private = Lack of a complex assessme
including groundwater resources of centralised water distribution partnership  opportunities to scheme and a strategy

services

Insufficient and inefficient
waste water treatment

Insufficient waste collection
sorting and recycling effort

Insufficient infrastructure fo
solid and hazardous was
management

A considerable number d
inherited polluted areas ar
degraded industrial sites

Insufficient tourism
infrastructure, especially i
protected nature areas

te

=)

encourage and accelerate the

development of infrastructure
Well-organised spatial planning

technogenic and environmental

risks, limited possibilities o
environmental monitoring an
control

Increased pressure on t
environment due to th
extensive development of th
capital city

nt
of

- cultural

tourism

infrastructure

and

Rich and internationally relevamt =

tangible and intangible heritag
manifestations of high-qualit
traditional and modern culture

Well-preserved diversity
identity of the local culture

Culture ranks comparativel
high in the hierarchical syste
of values of Latvian society

Diverse and unpollute
environment, abundar
landscape assets

2
I~

y

<

—

Insufficiently exploited socio

economic potential of th
cultural environment
functionally  out-dated an

obsolete cultural infrastructure
Concentration of cultural life i

the capital city of Rya;
disproportionate  supply 0
cultural products

An insufficient range of

internationally competitive an
recognized products on offer

Lack of evenly distributed
high-capacity and premium
quality tourism services an

1%

—

L

Cultural heritage and culturg
services are important resour|
for promotion of life quality and
cultural tourism as well a
sustainable  socio econom
development of regions
Increasing demand for cultur
products in the regions of Latvig
Growing intensity of
international cultural exchang
and exports

Growing tourism market

Growing demand for health
recreational, cultural and actiy
tourism products

Al =

iC

1=

L

Brain drain from the regions
decrease of economic activit
depopulation, social segregati
, lack of shared values

Decreasing internationa
competitiveness of Latvial
culture products

Degrading cultural environmer
and irreversible deterioration
heritage sites and values

Stalling tourism developmer
rates

Growing competition in
international tourism market

the

V,
bn

al
h

= —+

—
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Area Strengths Weaknesses Opportunities Threats
infrastructure
= Distinctive seasonal
fluctuations of tourism services
- transport Optimum distribution of = A large number of traffig Harnessing public-private = Competition of the neighbourin
transport infrastructure accidents partnership  opportunities to countries in providing trans
A large proportion of significant = Deteriorating technical encourage and accelerate the  services
transport  infrastructure  is conditions of road and raljl development of infrastructure | « |ntroduction of an aviation fue
included in various projects of infrastructure Development of a common port tax
the EU importance = |nefficient and non-competitive policy aimec_i at diversification
Rapid  passenger turnover  public transportation services |n and more efficient use of ports
growth in ,Riga” airport cities and commuter areas Developing ,Riga” airport intg
= A decreasing coverage of the =~ @n important European ar
passenger carriage stability in  high  quality
= Insufficient capacity of the sea bassenger and frelght_ SEIVICES,
assenaer terminal of Riga thus creating preconditions for
P g i 9 the development of other
u NOI’I—OptImum CapaCIty Of pOlt industries.
access roads
= Qutdated small port
infrastructure
= OQutdated infrastructure  qf
regional airports
= A low proportion of vehicles
adjusted for use by persons with
disability (mobility impairment)
= Insufficient funding for the
development of air transport
infrastructure
= Insufficient capacity of ,Riga’
airport terminal
Sustainable High-quality, environmentally = Weak Prospecting new oil and gas=* Lack of a strategy an

development

clean,
environment

sparsely-populate

Sufficient forest, land and wate

)rl

resources

environmental policy in sector
policies
A considerable proportion d

integration  of thi =
I

=

environmental infrastructure

deposits

assessment of technogenic risk
Transboundary pollution

L
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Area

Strengths

Weaknesses

Opportunities

Threats

Preserved biodiversity

incompliant with the EU

requirements

Macroeconomic = High GDP growth Rapidly increasing inflation = A favourable environment for = Risks of overheating the
stability = Low budget deficit investment and rapidly economy
- Low public debt accelerating private investment
Balanced territorial | = Even distribution of urban areas Significant disparities in = Strengthening of urban network =  Continued decrease in
. socioeconomic development » population in particular areas of

development

—

Even distribution of transpo
infrastructure

The favourable geographical
location of the capital city of

trends observed comparing the
capital city of Riga and the rest
of Latvia, as well as among
planning regions

Territory development accordin
integrated approach (i.e., urba
rural cooperation, cros - sectof
coordination)

n-
al=

the country

Increasing/ non-reducing socig
economic development g4

of

Riga - IR . * Riga — the metropolis of the Eetvyefan Riga and the rest
. resources from rural areas [to . = High competition with capita
close to primary transport " . = Cooperation betwee igh comp p
. cities, other countries : | city Riga
corridors - N Euroregions, transboundary y Rig
Insufficient opportunities fo cooperation
inner mobility of work - force .
Outdated and insufficient
transport infrastructure
Equal opportunities A high female employment rate Comparatively low publig = Professionals of various = Insufficient awareness of policy-
compared to the EU average awareness of the role of various backgrounds educated on gentler makers of the need to apply an
Improved legislation to ensure gender equality aspects |n equality issues and their role integrated approach towards
equal rights and opportunities different areas * Preconditons set for the  genderequality
Environment that is not adapted implementation of an integrated= A growing share of the
to the needs and requirements  approach towards gender population at risk of socidl
of persons with functional equality (a mechanism created exclusion

disabilities (including education
and employment)

Active non-governmenta
organisations addressing issy
related to disabled people al
groups of population at risk d
social exclusion

A coordinated, concerted an
strategic approach to encoura
social inclusion

| =
es
nd

d=
ge

Employers are not encourag
to recruit disabled people, e
convicts and individuals of othg
groups at risk of socig
exclusion

ed

=7

Information society

A stable growth rate in the IT

ICT
limited

Unevenly  developed
infrastructure,

The availability and quality o

[ =

ICT services are expected

to

The monopolisation of th

electronic communication

[92)
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Area Strengths Weaknesses Opportunities Threats
sector availability of Internet access, improve as a result of increasing sector
A high growth rate of Internet especially ~ to  broadband  competition = Widening of the “digital gap”
USErs networks
The development of information ® The limited range of e
systems of the main national government services IS |a

registers has been completed

Active
commerce

development of e

disincentive for the promotio
of the information society

Shortage of ICT skills of thos
to become part of th
information society processes

-

[¢)

11%)

International
competitiveness
Riga

of

Together with its satellites, Rig
is the largest city by populatio
in the Baltic-Scandinavia
region

Riga is an important crossin
point of transportation route
and communications channels

Growing economy and tourism
A low unemployment rate

Spatial developmen
opportunities

A large share of
investments is concentrated
Riga

Scientific and research potenti
is concentrated in Riga

Riga is a port city

Multicultural environment
Recreation potential

foreigm

al
N a
N

n Q

—

in

al

Low GDP per capita

High inflation

Unattractive infrastructure
Absence of local energy sourc

Riga as the central metropolis pf=
the Baltic states

Riga as a city of well-maintained
and organised urban =
environment and publi¢
infrastructure -

Riga as a cultural, business and
tourism centre

The development of services and=
production areas focussed on the,
international market

Commercialisation of results
produced by applied sciencss,
innovations and the transfer of
technology

A centre attractive to foreig
investment

-

The development 0
international transport corridof
bypassing Riga
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2.2.NSRF STRATEGY

161.

162.

163.

164.

The task of the NSRF strategy is to define the igdtem objectives and priorities of the SF
and CF for the 2007-2013 programming period.

The NSRF strategy is based on the main principhelsguidelines of Community Strategic
Guidelines for Cohesion (CSG), National DevelopmBtan 2007-2013 (NDP), Lisbon
National Reform Programme of Latvia (LNRPL), an@ thoint Economic Strategy (JES).
However, the directions of assistance identifiethimn NSRF does not cover in full the areas
of assistance mentioned in these documents.

The NSRF strategy is aimed at efficient attractminthe SF and CF funding for the
promotion of economic and social development of twauntry, as well as for the
encouragement of balanced territorial developmeeahce pursuing the common national
development goals and contributing to the implemort of the EU strategies for growth
and jobs (Lisbon), as well as promoting sustaingbbevth (Goteborg).

The NSRF strategy covers only those priorities thidtbe implemented through attracting
the EU fund co-finance. However, the implementatbrine strategy must not be viewed
separately from the overall national developmetitp@nd measures set for implementation
independently from assistance derived from the &tdl$, e.g., measures to be financed from
national, municipal and other sources of fundingneasures not directly related to financial
investments, but rather to modifications and change sectoral policies, regulatory
enactments, or administration. The above measueesdeailed in the NDP, LNRPL, JES
and other policy planning documents.

2.2.1.The main principles for the Strategy

165.

166.

167.

Continuity— by commencing the implementation of the SF andirCE004 Latvia has set
achievable mid-term and long-term objectives, a#l we a range of priorities that are
detailed in the SF Single Programming Document (S&Hd the CF Reference Framework
for the 2004 — 2006 financing period. The SF andi@erventions have to continue the
commenced investment effort in areas where theresdtucturing goals have not been
accomplished yet. The SF and CF assistance fopghed 2007 — 2013 must function as
logical continuation of investments already madd®ng made during the NSRF drafting
phase, furthermore, the assistance has to be lomsegperience and results of the 2004 —
2006 period.

Strategic approach and multi-annual plannirgthe funding absorption strategy must be
based on a seven-year policy planning cycle andveterfrom the analysis of current
situation, identified problem areas, on the baéwlich a development investment strategy
is elaborated, as well as measurable objectivesesmudis to be achieved are identified.

A strategic approach to the absorption of the Eldfumay be ensured only on condition
that theprinciple of concentrations observed. Although the financial assistancéhefSF
and CF made available to Latvia is substantials still aimed at providing co-finance to
national financial contributions committed to ad$rassues of concern. Consequently, to
ensure maximum efficiency and increased impactef$F-supported investments on the
economic and social growth of the country, Latviasmmensure targeted and focussed
application of funding made available by prioriigithe supported areas and concentrating
the EU fund assistance in the areas of highestssi#geand, at the same time, most
considerable return. It must be acknowledged that3F and CF funding, administrative
capacity and time resources for the 2007 — 2018rared, hence the inevitable requirement
to select a limited number of key measures forstasce where the potential of achieving
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the set development goals is the highest.

168. Additionality — the SF and CF investment for national develognmeay not substitute
national investment effort financed from the sttelget up to the current period. The SF
and CF assistance must act as additional suppareas, where the state is currently making
investments, or in areas, where the state hasetkéirclear reform and development strategy
aimed at economic and social growth, the implentemadf which can be leveraged by the
SF and CF funds.

169. Public-private partnerships— the Ilimited national and municipal finance foreth
implementation of public investment projects trateslinto insufficient maintenance and
development of infrastructure that may cause negagconomic consequences, thus
reducing the public sector efficiency, value ofioadl assets and their economic returns. By
seeking potential resources for further developn@ninfrastructure and services, a new
public and private cooperation model has evolveulblic-private partnerships (PPP) that
are based on the capacity of the model to comtieestrengths of both sectors through
harnessing the innovative potential of a privatéregmeneur in providing services and
rationally using the budgetary finance. Furthermdree to scarcity of public funding it is of
critical importance to promote efficient managemand application of the above financial
resources by exercising the advantages of thetpraector. Consequently, the application of
the PPP model must be promoted in the SF and Giftlms process.

2.2.2.Interrelation of the Strategy and SWOT Analysis

170. Analysis of Current Situation and SWOT Analysisteets of the NSRF identify a range of
challenges and socio-economic development problantke country. The function of the
NSRF strategy is to explain how the nation coulpomd to the identified situation by using
the SF and CF assistance and eliminating the @etgrbblems, reducing potential threats,
as well as building the future growth on the fouraa of strengths and development
potential. According to the SWOT analysis, the nehallenges for development, which the
nation is expected to address in the 2007 — 20di8dyeare the following:

171. As for the human resource area, Latvia will havepaty due regard to unfavourable
demographic conditions, high unemployment rate ais#ts of social exclusion that
demonstrate a range of current or future probleimBuonan capital. The labour market
trends also suggest that the Latvian labour fomaahstrate weak readiness to work for the
low salaries and wages offered to unskilled lab@uesnd public sector employees. At the
same time the labour force lack skills, qualifioas, information and mobility options to fill
the open vacancies requiring high qualificationger€ising the human resource potential
efficiently and at full scope is impeded by the atance between labour supply and demand
caused by shortcomings and deficiencies in the auc system. Furthermore, the poor
population health status looms large as a thredigt@verall quality of human resources. As
the national development strategy is based on rdm@dwork of the long-term document
“Model for Growth of Latvia: Individual First”, with was approved by the Saeima ,
creating preconditions for the development andciedfit utilisation of human resources is
one the central elements of the NSRF strategy.

172. As regards economic development, Latvia has gaiomasiderable benefits from the
integration in the European Union, having bettareas to markets, and improving business
legislation. However, the economic activity rate s8ll low in the country, business
competition is limited, the economy is currentlysed on the traditional sectors featuring
high labour-intensity and consumption of naturadorgces, as well as low value added.
Although the economy of Latvia represents a nundfesectors with high potential of
scientific activity, research, innovation- and kregge-based production, their share in the
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economy is still too small. Consequently, the N&RBtegy must particularly address those
conditions of development that exhibit high potahtf stimulating economic activities and

increasing competitiveness, fostering economic ruesiring and progress towards a
knowledge-based economy.

In general terms, Latvia has favourable preconaitidor balanced and sustainable
development, e.g., even geographical distributibrutban areas in the territory of the
country, a pre-requisite for the development oblygentric state, high-quality and sparsely-
populated environment, satisfactory conditions @dal natural resources, and optimum
distribution of transport infrastructure. At thensatime the further growth of economy and
sustainable territorial development are impeded tdugeteriorating infrastructure, inability
to meet quality requirements set by the economaavtir, low quality and availability of
public services. The NSRF strategy is aimed atadithe risks posed by infrastructure and
public service gaps that threaten the rapid fugmosvth of the economy and have a negative
impact on quality of life of communities in differeareas of the country.

2.2.3.0bjectives and Priorities

174.

175.

176.

The tasks of the SF and CF support for the 200013 Zoeriod is to foster accelerated
economic growth of the nation and approaching tlezage EU level of welfare. The above
objective is measured in terms of determinatiorathieve the average EU level of gross
domestic product (GDP) per capita. In order to ehithe set target, Latvia for the period
2007 — 2013 sets the following attainable contagtdators both in the LNRPL and for the
EU funds intervention:

= retain an annual GDP growth rate of 6-8% (basealir2006 — 11.9%);

* increase the employment rate to 70%, inter akaetmployment rate for women to
66% and for older people to 55% (baseline of 20@%-3%, the employment rate
for women — 62.3%, the employment rate for oldexpbe — 53.3%);

= decrease the unemployment rate under 6% (basdl2@06 — 6.8%);

= reach at least 53% of EU average productiviety caidr (GDP by PPS per
employee) (baseline of 2005 — 47.9%).

Besides this Latvia sets the following impact irdars for the EU funds intervention:

= decrease the long-term unemployment rate to 2.0%ofaghe number of
economically active inhabitants (baseline of 20(65%);

= reach an expenditure level of 1.5% from GDP to heearch and development
(baseline of 2005 — 0.57%);

= have 87% of youth age 20 — 24 with at least seagretducation (baseline of 2005 —
79.9%);

= to increase the percentage of population providéth waste water management
services in compliance with legislation provisiditiss2% (baseline of 2004 — 9%);

= to reach the time saving for passengers 10.9 mili@&R per year due to the built
and reconstructed roads.

For Latvia to catch up and align with the restied EU in development, the fund assistance
should be applied to leverage the implementatiorthef national development strategy,
defined by the government in the National Develophf@an (NDP). The NDP has put an
educated, creative and motivated individual at teatre of the national development
strategy; the main objective of the NDP is an ecopnohat is based on education, science
and competitive enterprises. Consequently, the 8FGF support in the period 2007-2013
will primarily be committed to educational measurés the general population,
technological excellence and flexibility of entasgs, as well as the development of science
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and research activities to promote the formatioa khowledge-based economy. In addition
to the achievement of the strategic objectivesitaiso crucial to apply the SF and CF
assistance to strengthen other important precomditof sustainable economic development,
as well as improve the overall living conditions foe population in Latvia.

Joining the European Community progress towardernaty the most dynamic and most
competitive knowledge based economy in the woradyia provisionally forecast up to 61%
of available EU co-financing to be channelled tacte the Lisbon development and
employment policy targets. The forecast level iWwethat stipulated as mandatory for the
countries that were Member States before 1 May0®42 while appreciating the specific
situation of smaller and less economically develbpew Member States the requirement
was positioned as optional allowing those lowegéts. For Latvia with its deficit of
infrastructure and low economic indicators targgtmore than half of all the funds into the
Lisbon objectives is a very significant step tovgahilgher position on value cration chain as
well as clear signal of support to Lisbon agenda.

The EU assistance would be particularly importanthtose economic sectors that have a
certain potential developed in Latvia and that dativer an internationally competitive
commodities and services. Medical chemistry, genemmgineering, as well as MHD
mettalurgy could be identified as perspective “wetgon sectors” in the science sector in
Latvia. Whereas in the field of entrepreneurshige aan underline several perspective
cooperation sectors or clusters — wood-working,nghal industry (pharmacy), metal
working, transports and logistics, communicatioridimation and communication services).
The sectors with small natural resource capacity #wose based on intellectual property
(creative industries) are also considered perspetiLatvia.

In order to ensure most efficient utilisation df Eunds the Latvian authorities will actively
explore new ways of implementing assistance ankl fooup-to-date methods, therefore the
system will always be open for innovations and expentation including absorbtion of
results of the initiative Regions for Economic Chan

One of the ways to ensure more efficient implem@nais to look for economies of scale,
and one of such approaches might foresee coordivaatand even collaboration with the
neighbouring countries in such areas as researdhdamelopment, transport, including
public transport, financial engineering, tourismyieconment, and administrative capacity. In
this respect the cooperation with the Estonia atttlania has a sound basis to build upon as
the three countries held regular consultation mgeston utilisation of the EU funds for more
than five years.

In order to achieve the above mentioned overakahbjes, the SF and CF investments are
planned under the following three thematic axes:

= development and efficient utilisation of human reses;

= strengthening competitiveness and progress toveakt®wledge-based economy;

= improvements in public services and infrastructasea precondition for balanced
national and territorial development.

In addition to the above thematic axes in the apgibn of the SF and CF funding,
horizontal priorities are of critical importancajck as balanced territorial development,
international competitiveness of Riga City, fostgri macroeconomic stability, equal
opportunities and sustainable development, asagdathe promotion of information society.

2.2.4.Thematic Axis 1 — Development and Efficient Utilision of Human Resources

183.

Latvia has undertaken to achieve the over-archmgl@yment objectives of the Lisbon
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Strategy: employment close to full, higher qualégd productivity at work, as well as
strengthening social cohesion and inclusion. At slaene time, the NDP has identified
assistance to an educated and creative persorpaeriy that is based on the following
measures:

= high-quality primary education, mandatory secondaducation and accessible
higher education;

= modernisation of the educational infrastructure;

= training of the workforce according to the labouarket requirements;

= efficient utilisation and life-long development dfe creative potential of an
individual.

Whereas the NSRF strategy has acknowledged edocatid knowledge as the most
important resources to drive the future econommwiin of the country and the current
demographic situation suggests no quantitativeease of the population in the coming
decades, special attention must be paid to eftiaighsation and further development of
human resources in the period 2007-2013.

The axis is supported by both the ESF and the ERRfvjding a sound mix of soft and hard
investments in the domain of human resources ampliogment. The priority axis receives as
much as 38.34% of the Structural Funds’ financthgrefore it clearly represents movement
towards greater importance of the human resoumncdseffective utilisation as such as the
most important factor in the new programming.

The ESF has seen and increase of funding resuitimg negotiations with the European

Commission services. The share of ESF in the tbfabillion EUR allocation of the Funds

has grown by 93 million EUR from 11.42% to 12.18%ys demonstrating that also the soft
intervention in the education, employment and isidn are valued highly on the Latvian

policy agenda.

As for the efficient utilisation of human resourcpsoviding adequate education, increasing
qualifications and upskilling, and ensuring tramifor the young workforce are important
preconditions. For the period 2007-2013 the mospoitant task is to increase the
adaptability of the education system to the coristamanging labour market requirements,
as well as ensure its capacity to produce a lalfmge meeting the needs and trends of
future economic development and progress towardsn@vledge-based economy. To
implement the above task, substantial improvemargsrequired both in the quality and
accessibility of education, including the accesisjbof education to people at risk of social
exclusion. Improvements to the quality of educatiequire considerable EU assistance for
educational curricula, infrastructure, materialsl dachnical facilities (teaching materials,
utilities, facilities, equipment) and for the teauh staff and their qualifications, especially
reviving the academic and applied science persoishficient amount of highly qualified
specialists and workers is a ciritcal issue fobihie development of higher education and
the strengthening of scientific potential, and fmsuring effective knowledge transfer,
therefore the EU fund assistance should be madiablato reduce the drain of these
specialists from the country, to promote comebddke emigrated specialists, as well as to
attract additional human resources from abroathifarea, the assistance for improvements
in public services and infrastructure and soft stieents in human capital must be mutually
coordinated and complementary to each other. Tweifesrritorial development in the entire
area of the country, development centres for hucag@ital must be strengthened also outside
the capital city of Riga.

The SF contribution to the national infrastructigea critical measure for its development
that, consequently, ensures the development of hwaygital. In this case, the modernisation
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of educational infrastructure is the most importactor to foster the development of human
resources, as well as educational attainment ailld ekthe labour force (Thematic axis 1)
that are critical for growth and progress towardshawledge-based economy. Investments
in educational infrastructure, materials and tecdnifacilities (teaching materials,
equipment, facilities, hardware) must ensure tlwational education, study activities and
research are provided an adequate material anditatfenvironment commensurate with
updated educational curricula and comparable tokiwgrcircumstances at innovative
enterprises of the specific sector. The abovepeeted to make substantial improvements
to the educational quality thus fostering educat@md training of highly qualified
professionals meeting the current labour markatirements. At the same time, investments
are also required in the infrastructure of suchviser sectors as employment, social
protection, health care and health promotion —atiheve play a role in the development of
human resources.

The promotion of upskilling of the economically iaet population is of equally high
importance, as it contributes to increasing contipetiess of individual enterprises and the
country in general. The above task can be achibyefdstering work-based retraining and
continuing education, support to upskilling theffstmembers of companies in various
training programmes and courses, as well as progstipport provided by enterprises to its
employees for receiving academic education. Toesme productivity at work and the
economic activity of the population, the SF assistais important also in sectors such as
education and motivation measures for business-igtar In this area the support for
strengthening competitiveness (Thematic axis 2) ameestments in human capital
(Thematic axis 1) must be mutually coordinated emiplementary to each other.

The need to maintain the employment growth rate emglire a labour force participation
indicator of 70% by 2013 requires Latvia to implemeiclusive labour market measures.
For the purpose of maximising the efficiency antisattion of the entire economically active
population as a national development resourcs,assential to utilize the SF support for the
integration of economically inactive, unemployedsoas, especially young unemployed
persons, those with weak Latvian language skilts@her groups at risk of social exclusion,
jobseekers in the labour market, as well as fongating the economic activity of persons at
pre-retirement age. To achieve the target, it esgary to improve the quality and diversify
the range of active employment measures, as weld aevelop such a system of social
services that would enable better integration & thlevant target groups in the labour
market. Eradication of any type of discriminatiortihe labour market is an efficient measure
to increase the employment rate. Furthermore, tisemeneed to reduce the employment and
unemployment rate disparities characteristic teed#ht geographical areas of the country. In
order to respond to anticipated effects of demdgrajprends on labour market, flexible
services have to be developed that are based ornesiudts of long-term forecasting. In
addition to the above measures, relevant techaiggbort (Thematic axis 3) must be granted
to the main institutions providing employment, sbénclusion and social care services, in
order to improve their efficiency.

An important factor in providing the necessary labforce to the economy is the health of
people. By using the SF support to leverage thelementation of workforce health
promotion measures and preventive measures, asas@leasures aimed at improving the
guality and availability of health protection sex®$, costs incurred by the country’s labour
force and human resources in general due to tHénhetated problems would be gradually
decreased. In this area the support to improvemersblic services and infrastructure and
soft investments in human capital must be mutuadigrdinated and complementary to each
other.
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192. Capacity strengthening of institutions - nationadgional and local, involved in public

administration, development planning, as well apl@mentation of development planning
documents, their supervision, interrelation antkrmelation with national level planning
documents is a critical precondition for the nagilowlevelopment. Consequently, it is
important to provide the SF assistance for the athtnative capacity building process to be
implemented through investments in the human dapitgublic administration. For the
2007-2013 period, particular attention must be paithe administrative capacity building in
the institutions that elaborate and implement pegicdetermining the country’s and its
territories’ development and progress towards awkedge-based economy. At regional
level, it is necessary to strengthen capacity ahping regions in order to strengthen their
role in public administration. At local level, sjp@cattention must be paid to institutions that
will evolve and develop as a result of the admiaiste-territorial reform. In order to
implement the strategy of polycentric developmesiiated in the Latvia’s National
Development Plan 2007-2013, it is very importantdacentrate investments in cities as the
driving force for regional development to ensuresithgrowth and competitiveness,
following an integrated territorial developmentaségy (principles of territorial and cross -
sectoral integration). Regarding the above mentipeéies need additional incentives for
their development, allowing them to implement inatbve solutions to their development
problems that would effectively complement supporbvided to education, social and
health care services and to the administrativeapander this thematic axis.

2.2.5.Thematic Axis 2 — Strengthening Competitiveness androgress towards a Knowledge-

193.

194.

195.

196.

197.

based Economy

One of the main economic policy objectives of Latid the establishment of an efficient and
competitive structure of sectors that operate enbidisis of locally available resources. For
the period 2007-2013, it is essential to securd tbtal GDP includes an increased
proportion of knowledge-based products with higlugaadded. The possibility to achieve
the set objective is conditional upon the abilibyimcrease productivity, high-value-added
production, export capacity among the existing niarturers and service providers, as well
as the formation of new knowledge-based and tecigyeihtensive enterprises.

In this context as one of priorities NDP sets prboaro of technological excellence and
flexibility in enterprises and proposes the follogi measures to implement the above
priority:

= commercialisation of applied science, transfemnabiations and technology;
= formation of new and competitive enterprises;

= application of knowledge to increase the compaeditass of enterprises;

= development of creative industries;

= sustainable and efficient use of natural and ensrggurces.

Also development of science and research is higtddyin the NDP as one of priorities,
proposing the following measures thereunder exoedlef academic science:

= revival of academic and applied science potential;
= updating scientific infrastructure in institutesdamgher educational establishments.

The achievement of the above objectives can berdgee by the SF support for the
development of scientific and research potentraldfer of knowledge and increasing the
level of innovations, as well providing focused isisgice to strengthening the
competitiveness of enterprises.

The second priority axis is supported with 23.78%rs of the Structural Funds. The support
will be made more efficient by greater leverageeifisince large part of the funding within
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this axis is to be implemented within the state r@gulation therefore intensity of public
support is significantly lower than that of traditel employment or instructure
interventions. Another opportunity to generate tage to the resources utilised in this
domain is use of financial engineering settingsgg$eeing support to take a revolving nature
allowing for funding to be used again and agairultesy in a greater efficiency with
comparatively smaller public funding.

For efficient application and future developmenttloé research and development (R&D)
potential of Latvia, it is crucial to make use b&tSF funding to revive and extend human
capital of R&D and to create preconditions for atigc research in prospective sectors. A
precondition of high importance requiring the SRding is the development of relevant
scientific infrastructure, as well as a researgbpsut system. For the SF funding to achieve
the set objective and ensure earlier return onsiiivents, it is crucial to focus allocations to
research centres and sectors clearly demonstratiigg,alia, international potential, as well
as prospects of development. At the same time, wsupmust be provided for the
commercialization of applied science and transfertexzhnologies, as well as for the
attraction of private capital to conduct appliese@ch in science.

In order to improve the indicators of productiveipd high-value-added production in the
existing companies, creation of new competitivenér as well as boosting knowledge-based
economic activities in general, it is essentialcteate preconditions for the transfer of
knowledge and technologies, absorption of modechrntelogies, introduction of modern
products and technologies in production practidesequires the application of the SF
support to lay the necessary intellectual, insotutand financial foundation for innovations
and transfer of knowledge, to promote the developnoé clusters that, apart from their
entrepreneurial constituent elements, involve sdienresearch and educational bodies. It
would also comprise support to develop a dialoguersy entrepreneurs, educational
establishments, scientific institutions and puld@ministration, as well as assistance for
poles of technological excellence (scientific ingB8s capable of conducting world-class
research activities and thus attracting interesinfrinternational enterprises), as well as
competence centres that ensure cooperation amaeeg@rof institutes, higher educational
establishments and enterprises of one particutdoism a specific geographical area.

The improvement of economic activity indicators fopmoting new enterprise births, self-
employment, strengthening competitiveness and riogtethe development of existing
companies, is a priority of equal importance, esgcapplicable to remote geographical
areas outside the capital city of Riga. To increasapetitiveness, it is essential to foster the
reorganisation of enterprises to focus on highretdygy products or products of high value
added. The objective of the EU funds in this asetiprovide solutions to issues such as the
improvement of business infrastructure, availapilitf new technologies, strengthening
export capacity. An important objective in the depenent of entrepreneurship is to foster
investments in the introduction of environmentsidy manufacturing technologies and
compliance with environmental standards in businesstivities. Strengthening
competitiveness and promoting the development kriavledge-based economy is closely
interrelated with measures aimed at the developmiehtiman resources and infrastructure.
Consequently, Thematic axis 2 must be strongly agatal with Thematic axis 1 and
Thematic axis 3.

In view of limited resourses available from the 8siras well as the government decision to
ensure fiscal discipline it is especially importémfind more efficient ways of promotion of

entrepreneurship and innovations. Another importamisideration is necessity to safeguard
competition and ensure that any public assistanoceéiged to entrepreneurs does not distort

National Strategic Reference Framework of Latvi@2@013 56



Draft

competition of newly liberalised markets. Therefdratvian authorities constructed the
support to business in a more subtle manner ogongyreater partion of support to be
provided through indirect support e.g. financiabieeering measures rather than direct
support in the form of grant co-financing. In order capitalise on experience gained
elsewhere Latvia collaborated with the European Qa@sion, European Investment Fund
and other international fiancial institutions inetHramework of JEREMIE initiative
exploring opportunities to establish a holding fdadfinancial engineering measures.

202. In order to implement the strategy of policentrevelopment, stated in the Latvia’s National
Development Plan 2007-2013, it is very importantdacentrate investments in cities as the
driving force for regional development to ensuresithgrowth and competitiveness,
following an integrated territorial developmentasérgy (principles of teritorial and cross -
sectoral integration). Regarding the above mentipeéies need additional incentives for
their development, allowing them to implement inative solutions to their development
problems, that would effectively complement suppgtovided to science and
entrepreneurship under this thematic axsis.

203. At the same time Riga remains one of the most ssfgke places for concentrated
development effort in the Baltics. Latvia has ebshled a horizontal priority of International
competitiveness of the Riga Citigiga being the capital of Latvia and the largest iti the
three Baltic States managed to concentrate a \gnyfisant part of both scientific and
entrepreneurial capacity of the country and theoretherefore it is in a unique position to
gain from concentration and economies of scalammuthe two capacities together to create
a cluster for science, research and developmenivedls as innovation and growth of
innovative and high technology businesses. Onaesignificant projects under elaboration
simultaneously with programming the Funds is esthbient of Riga Science and
Tehcnilogy Park to provide grounds for conecenttateerface between science, R&D and
businesses.

2.2.6.Thematic Axis 3 — Improvements in Public Servicesral Infrastructure as a
Precondition for Balanced National and Territorial Development

204. The accessibility of the country and its attraatiees to both entrepreneurs and general
public is a precondition for sustainable developmeh Latvia and progress towards a
knowledge-based economy. In the aspect of humaress, it is of critical importance to
ensure adequate quality of education, work andtbf@eople irrespective of their area of
residence. In the economic development perspectavepotential situation, when
insufficiently developed infrastructure and puldiervices hamper rapid economic growth,
must be strictly avoided. The NDP sets an objediivereate preconditions for life, social
and economic activities of people and proposesdinelopment of infrastructure as a
priority.

205. Considering the high investment absorption capagitinfrastructure, vast time resources
required for the implementation procedures, as a&lhe focus of the national development
strategy on economic development based on educattence and competitive enterprises,
special attention for the period 2007-2013 must gzed mainly to investments in
infrastructure and services that have a directiamdediate impact on the implementation of
this strategy.

206. Taking into account the collected maintenance defs well as comparatively high
standards put forward by the European regulatienieds in the infrastructure domain are
enormous in Latvia. It is these investments thatadso most expensive and difficult to plan
because they take a lot of time to provide necgdsahnical expertise and planning before
actual works and deliveries take place, thus thmgdetween planning and actual spending
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tend to be comparatively longer, which in the gitira of inflationary pressure results in
even higher costs. These factors provided thenalgofor the infratruture type investments
being the greatest in also in the next programrpiripd.

The priority axis is supported by both the ERDF d@hd Cohesion Fund, providing the
37.88% of the Structural Funds’ support and 100%eslof the Cohesion Fund support, or
58.99% share in the total Funds.

The existence of effective and widely availableomniation exchange mechanisms is a
precondition for the development of information istg and knowledge-based economy. It
is an argument in favour of new, efficiently cooratied investments for the development of
ICT infrastructure and services, increasing theilab#ity of public networks, as well as
improving ICT and information processing skills. this area, assistance provided for the
ICT infrastructure and services (Thematic axis 8d anvestments in human capital
(Thematic axis 1) must be coordinated and compléangn

The SF and CF assistance in the transport sectat i@ aimed at increasing the
accessibility of the country in general and itsimag areas in particular. At the same time it
must be ensured that the increase in the capaqitglity and safety of transport

infrastructure is commensurate with requirementdgehe growing economy. To observe
the above condition, quality improvements and dgwelents are necessary in transport
infrastructure of international importance (roads|ways, ports, airports), in regional and
local transport infrastructure (mainly roads), adlas in the public transportation system.

The public transport becomes an ever more impogsapéct of development of Latvia as a
scarsely populated country, as well as its impadagrows in view of necessity to promote
low carbon economy. In the process of negotiatlmetsveen the Latvian authorities and the
services of the European Commission the agreemest ngached that Latvia makes
significant effort to develop public transport ihet form of both support to traffic
organisation as well as support to actual provigibpublic transportation. It is especially
important to attain the goal of polycentric devel@mt of the country to ensure public
transportation is developed not only in immediateraunding of the Riga City but also
outside it — in the larger territory of Latvia.

Taking into account growing importance of the raénsportation the NSRF and the
respective programme endevours to provide a sagmifi financing to development of this
mode of transportation. It is important also in thew of the fact that the pan-European
project Rail Baltica is the only one Trans-European Network Transpoojept possibly
taking place on the territory of Latvia. The Latviauthorities have expressed support to the
idea ofRail Balticaand are in favour of further elaboration of thigiative. In case th&ail
Baltica proves to be financially feasible and economicplbtified, support form the Funds
can be made available for a portion of the project.

Investments in environmental and energy infrastmagtincluding heat supply infrastructure,
must be made to ensure substantial improvementiseirtcoverage, quality, cost efficiency
and sustainability of the services provided. Initdid to the need to implement the EU
legislative requirements and objectives pertainiiog environmental protection, it is
important to secure that investments increase twnamic attractiveness of specific
geographical areas to investors and visitors, dsaseprovide adequate quality of life for
communities in these areas. Environmental riskshastdrically polluted areas might have a
substantial influance on the possibility of temiéb development. Therefore it is necessary to
make prerequisites reducing these risks and tié&vourable influence.

Pristine natural areas, biodiversity, cultural dmstorical heritage represent a resource that
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can be adapted to increase the economic poteritifleocountry and its specific areas, to
increase economic activity, as well as to imprombabitants’ life quality indicators.
Consequently, the SF and CF support in this fielougd leverage infrastructure and public
service improvements related to the above resoutices enabling the attraction of further
investments (especially private investments) anclesmse in economic activity of the
surrounding areas. Environmental risks and inhegritentaminated sites have serious
implications in the territorial development processInvestments in these fields could
facilitate the development of tourism sector, whar@reater number of visitors to the
country in total and to separate its territoriegmibe attained by framing and improving
touring products.

214. In order to implement the strategy of policentrevelopment, stated in the Latvia’s National
Development Plan 2007-2013, it is very importantdacentrate investments in cities as the
driving force for regional development to ensuresithgrowth and competitiveness,
following an integrated territorial developmentaségy (principles of teritorial and cross-
sectoral integration). Regarding the above mentipeéies need additional incentives for
their development, allowing them to implement inatbve solutions to their development
problems, that would effectively complement supgmxvided to infastructure under this
thematic axsis.

2.2.7.Horizontal Priorities

215. Balanced territorial development- to ensure balanced territorial and sustainable
development of the nation, it is of critical impammte to reduce disparities between the levels
of development in various areas of the countryeegly, disparities between the capital
city region and other areas, by implementing a @atyric development model. Enforcing a
homogenous distribution of urban areas enables fonmation of a structure where
development centres of national importance are temmgnted by important regional,
municipal and local development centres. The tdslevelopment centres is to serve as
drivers of social and economic growth in their exdfve areas, as well as fulfil the functions
of public service centres. The SF and CF assistanc® aim to reduce the unfavourable
socio-economic trends by providing support to malp regional, municipal and local
development centres.

216. International competitiveness of Riga Ciy strengthening Riga City as the center of
transaction, science and culture excellence irBéidéc Sea region is a crucial factor for the
whole country’s rapid development. One of the taskéhe EU funds assistance is also the
fortification of capital city’s economic potentiahd international competitiveness, as well as
the transfer of city’s rapid development to thet refsthe countly. Being one of the major
cities in the Baltics and the capital of LatviagRis uniquely positioned to gain from Funds.

217. Macroeconomic stability- the macroeconomic stability of the country is efegant on the
economic capacity to maintain the growth rate ameliee the sustainability of such growth.
Consequently, the SF and CF investments must fozaisly on the productive sectors
capable of contributing to overall growth of theoeomy in a medium- and long-term
perspective. The SF and CF interventions for imenmeents in public services and
infrastructure must play an essential role in prongpothe cost efficiency of the above
sectors thus strengthening the financial sustdibalof the nation. Application of public-
private partnership solutions in various developim@ojects of public interest will be an
important condition for a sustainable financialipplin the period 2007-2013. To this end,
special support must be provided to those SF anddzfnanced initiatives that mobilise
private funding in addition to pubic funding (EU daiLatvian). Moreover a number of
initiatives is to be utlised to mitigate the prigash-effect of massive inflow of the EU
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Funds into the Latvia’s economy, including studyreasons for price increases, Latvia will
try and avoid launching major procurements simatarsly, support to business will to a
large extend switch from grants to participativetmes such as financial engineering and
others.

Equal opportunities- eradication of any kind of gender, race, ethratgious, belief-based,
disability, sexual, or age discrimination and emgyequal opportunities for all groups is a
horizontal principle to be respected in all areashe SF and CF intervention. A very
specific attention was paid by the ESF regulatiowards gender equality and Latvia
undertakes to ensure this aspect of equal opptigsmwill be at the heart of the hirozintal
priority.

Sustainable developmentfor the purpose of the NSRF and the programmingumds is
viewed in a focused manner aotection of environment. Rational use of natueslources
and protection of environment for the next generaiis a precondition for national
development. Consequently, the application of theaBd CF funding must consider the
necessity to reconcile the economic growth and afs@atural resources, to avoid the
economic and social progress being made at thenegpef overexploiting natural resources
and degrading environmental quality. To achieveaheve objective, the provision of the
SF and CF support requires environmental impaatsassent for all major investments in
infrastructure, promotion of environment-friendklgchnologies in projects co-financed by
the SF and CF, introduction of environmental stagslan production processes, as well as
innovations in the environmental sector.

Information society- the development of the information society issely related to the
progress towards a knowledge-based economy and |l&dge society, as it determines
access to knowledge as the main resource for rmdtidevelopment. Consequently, an
important SF priority for the period 2007-2013 s improve the availability of public
services through ICT, to apply ICT solutions toateenew jobs, foster the development of
innovations and entrepreneurship. Action must lertao bridge the “digital gap” in the
society, which is determined by inaccessibilityimformational and knowledge resources
due to remoteness of residence, limited incomemsoifficient skills of certain groups in the
society. To this end, the SF funding must increasailability of ICT in terms of
infrastructure and ICT user skills.

The following indicators for monitoring of horizaitpriorities will be used:

= Balanced territorial development — territory deystient index (baseline of 2005:
Riga region 1.003, Vidzeme region -0.877, Kurzeemian -0.431, Zemgale region
-0.59, Latgale region -1.346).

= [nternational competitiveness of Riga City - GDP gapita in Riga as % of average
GDP per capita of Baltic Sea region capital citi@openhagen, Stockholm,
Helsinki, Vilnius, Tallinn, Riga) (baseline of 20029%).

= Macroeconomic stability — annual GDP growth ratendé below 3% (baseline of
2006: 11.9%).

= Equal opportunities — employment level:

- between gender (baseline of 2006 in age betweeant64:. men —
70.5%, women — 62.3%),

- older people (baseline of 2006 in age between 8%d4n53.3%),

- disabled persons (baseline of percentage for didapkrsons in age
between 15 and 64 is estimated via evaluation at kdeginning of
programming period 40-52%).
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= Sustainable development — proportion of renewab&rgy resources in balance of
primary energy resources (baseline of 2005: 35%).

= [nformation society — internet availability in hallds as % of total number of
households (baseline of 2006: 42.2%).

2.2.8.Link between the Strategy and OPs

222. To achieve the above objectives, the SF and CFsimants will be managed through three
operational programmes:

= ESF OP “Human Resources and Employment”,
= ERDF OP “Entrepreneurship and Innovations”,
= ERDF and CF joint OP “Infrastructure and Services”.

223. Each OP comprises priorities and measures thatilbotg to the implementation of the
NSRF strategy in accordance with the specific nespents of the relevant fund (CF, ESF,
ERDF) and regulatory restrictions pertaining taqiblie areas of assistance. Although the
structure of OPs largely corresponds to that ofNIsRF strategy with its 3 thematic axis,
OPs also include measures that seek the implenmniait objectives under more than one
thematic axis. Each OP is designed to ensure thedmbal priorities are met in accordance
with the specifics of the relevant fund. The comptie with and implementation of the
horizontal priorities must be ensured through thteoduction in each OP of appropriate
measures or activities, developing specific progadection criteria, as well as securing an
adequate monitoring scheme for verifiable indicafmertaining to the horizontal priorities.

224. The three OPs thus contribute to attainment ofativies related to more than one strategic
axis, at the same time it is always possible tartyesee relation between a measure in the
OP and the specific priority axis supported byl'lierefore it is possible to identify funding
devoted to each of the priority axis, and see thategic justification for each of the
measures included in the OPs. The three prioriiy ae supported by such funding:

= Thematic Axis 1 — Development and Efficient Utiism of Human Resources
receives 1.14 billion EUR of the total 4.5 billi@UR allocation, therefore 25.31%
of the funding can be attributed to it, while semgainst the background of the
Structural Funds the percentage is higher — 38.34%.

= Thematic Axis 2 — Strengthening Competitiveness dfrbgress towards a
Knowledge-based Economy receives 0.71 billion EUR16.7% of the total
allocation.

= Thematic Axis 3 — Improvements in Public ServiGsd Infrastructure as a
Precondition for Balanced National and Territofzgévelopment is the only axis
receiving contribution by both the Structural Fuideamely the ERDF) and the
Cohesion Fund, which estimates at 2.67 billion EWR8.99% of the total.

225. At the same time the distribution of available fungdby Operational Programmes is as
follows:

= ESF OP “Human Resources and Employment” - 550nilEUR;
= ERDF OP “Entrepreneurship and Innovations” - 73Biom EUR;
= ERDF and CF joint OP “Infrastructure and Service87243 million EUR.

2.2.9.Coordination of the assistance

226. The coordination of SF and CF operational programnie important for mutual
harmonization and separation of sectors of assiefaand for alignment with horizontal
objectives. In order to ensure coherence betwesthtiee OPs to achieve the strategic goals
set at the level of the NSRF, the coordination ma@ms are put in place.
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227. The mutual coordination of SF and CF operationagpmmes is ensured by the Ministry of
Finance as the Managing Authority, as well as by @P Monitoring Committee. The
concentrated implementation model, whereby all @RBge a joint Managing Authority,
fosters better coordination between OPs. A jointnMwing Committee has also been
established for the OPs, which allows for optimuoordination of OPs by concentrating
information on all OPs in one place. In the nedmres with the European Commission
services it was agreed to establish also two demticaub-Committees — one for ESF and the
other for ERDF and the CF.

228. In order to avoid overlap in SF and CF investmeats well as the situation whereby
financing for a particular sector cannot be proglidey any financial instrument, it is
important to coordinate the SF and CF with the Raam Agricultural Fund for Rural
Development and the European Fisheries Fund. Téigarticularly important when
complying with the cohesion policy objectives asmptemented by the common agricultural
policy objective to ensure a fair standard of lgvfior the rural community.

229. The coordination of SF and CF operational prograsinwith the instruments for
implementing the common agricultural policy and jbiat fisheries policy will be ensured
by the Ministry of Finance as the Managing Authoof SF and CF. During the elaboration
of the OPs, the Ministry of Finance consulted thaiMry of Agriculture on the measures to
be included in the programming documents and cmmdit for receiving financing.
Coordination will also be ensured during implem&ota with the participation of a
representative from the Managing Authority in therdpean Agricultural Fund for Rural
Development and European Fisheries Fund monitamamgmittees (management groups), as
well as with the participation of a representatirem the Ministry of Agriculture in the SF
and CF operational programme Monitoring Committee.

230. In addition, according to the national legislatitwe Ministry of Regional Development and
Local Governments will ensure coordination of thBsOwith the National Development
Plan, while the Ministry of Economy will ensure cdmation of the OPs with the Latvian
National Lisbon Programme, thereby ensuring harmaiimn of investments under the SF
and CF with the national development programmingudeents. All of the institutions
mentioned are members of Monitoring Committee.
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3. DESCRIPTIONS OF OPERATIONAL PROGRAMMES

3.1.“HUMAN RESOURCES AND EMPLOYMENT"”, EUROPEAN SOCIAL

231.
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FUND OPERATIONAL PROGRAMME

Article 158 of the Treaty sets out one of the malifectives of the European Community,
namely, to promote its overall harmonious developnaad to strengthen the economic and
social cohesion of the Community. The above objeatif Article 158 is in line with Article

146 of the Treaty that provides for the establishinod the European Social Fund, the main
task of which is to support the economic and samaksion in the area of human resources.

Investments made in human resources by fosteringloyment, developing education,
social inclusion, social dialogue and social paghg, serve to promote the economic and
social cohesion and thus also contributes to thectie of harmonious development of the
Community.

Community Strategic Guidelines regard investmentluman resources as a key factor to
achieve the Lisbon agenda. In the context of the@ean Social Fund, CSG provides for
investing in the drivers of growth and employmer#,well as in the promotion of improved

governance.

The Lisbon National Reform Programme of Latvia s®i§ priority activities aimed at the
following areas — promotion of an inclusive labonarket, fostering economic activities in
backward regions, addressing the problem of undegtlavork, improving educational and
training opportunities.

In the communication of the European CommissionH&xon Policy in Support of Growth
and Jobs: Community Strategic Guidelines for 2003 improvement of quality and
efficiency of public administration activities iseqzeived as an important aspect for
economic development of territories, promotion @foperation among the territories.

The priority activities of CSG and LNRPL are alst sut in the National Development Plan
by defining the development of an individual as ¢katral objective and, for the purpose of
national development, requiring the implementatmin measures directly or indirectly
fostering the development of an individual and thls® of the entire society.

The National Development Plan of Latvia for 2007-20states that it is necessary to
accomplish administratively territorial reform bgtablishing capable local governments, it
IS necessary to ensure that strategic managemeantpbes are applied in local governments
and involvement of local governments and regiorsoitial dialogue should be promoted.

In addition to the above strategic documents, theakd Latvian policy on employment and
investments in human resources is set out in thedfimg documents:

Community Lisbon Strategy;

EC Memorandum on Life-long Learning;

National Report on Strategy for Social Protectiod &ocial Inclusion;

Regional Development Guidelines

Education Development Guidelines for 2007-2013

Life-long Learning Policyl Guidelines for 2007-2013

Development Guidelines for Higher Education, Saeeand Technology 2002-2010
and other documents;

= Policy Guidelines on Disability and Reducing itsnSequences 2005-2015.
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3.1.1.0P Objective

239. In order to promote sustainable development of inateconomy (Goéteborg Strategy) and
achieve the employment objectives of the LNRPL psupof the European Social Fond will
be provided to activities aimed at achievementutifdmployment, fostering of productivity
at work, social cohesion and inclusion, strengthgraf the social dialogue and reinforcing
the capacity of social partners, as well as enguaictessibility of education and training at
all levels.

3.1.2.0P Areas
240. The OP is focussed on the following areas:

= Higher education and science,

= Education and skills,

= Promoting employment and health measures,
= Promoting social inclusion,

= Administrative capacity building.

3.1.2.1. Higher Education and Science

241. One of the main objectives of Latvia economic pplis to establish an effective,
competitive and knowledge based economics. In dodpromote the development of Latvia
economics prerequisites should be made for transitiom the model of low-qualified
labour employment and the industry of low addedu&aproduction to an innovative
(knowledge-based) development model. In order tplement this objective there is a
necessity to improve quality of the higher eduagtibus providing the preparation of highly
gualified specialists, correspondent to the requémets of labour market, promote the
development of human potential in the field of sce and research, investing into
elaboration of progressive technologies, produastsservices.

242. The main identified problems in the developmenhigher education and science in Latvia
are the following:

= Lack of systematic analyses of the medium-term dehaf the national economy
in the field of vocational and higher education;

= [nsufficient quality of the higher education, andsufficient cooperation between
higher education establishments and the employerpromote preparation of
qualified specialists, whose skills and knowledgerespond to the labour market
demand;

= Low proportion of students in natural scienceshit@togies, engineering and health
care;

= Insufficient number of students and graduates insteraand doctor study
programmes;

= Ageing of the academic staff and its unsatisfactacivity in the qualification
improvements;

= [nsufficient number of employees in science an@assh, contrary age structure of
the employed and disproportional division betweeghér education and research
sectors.

243. The development of the higher education and scienceherent to employment promotion
and national economy development in the Communtitgt&gic Guidelines, and in order to
implement this objective the following goals aretedmined: to adjust the system of
education and training to the demands of knowledgejernization of higher education and
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the development of human potential in the fieldédénce, research and innovations.
NLP sets the following priorities in the field odlecation development:

= Increase the accessibility and quality of higharcadion correspondent to the labour
market demands;

= Promote the modernization of vocational, highercation and practical training
system; equal acquisition of knowledge, qualifieatiand skills in the significant
national economy fields of the sate and regions;

= Promote cooperation among science, higher educatidrentrepreneurship;

= Consolidate the leading role of universities in tevelopment of science and
research;

= Provide the development of the scientific intellattpotential, improving the grant
system for doctors’ degree study programmes andtioge the prerequisites for
scientific research.

Above mentioned priorities are also marked by NBxAphasising the modernization of the
higher education correspondent to the contempodamypands and the improvement of
guality and accessibility, the development andgrdagon of science potential in the unitary
context of science in the EU. NSRF area of educatievelopment investments meets the
following NDP strategic measures and sub-measufdsicated and Creative Individual
(also, Qualified and Accessible Higher Educatiomaifing the Workforce to Meet
Requirements of the Labour Market) and the Develapnof Science and Research (also
Excellence of Academic Science, Revival of Acadeamd Applied Research Potential).

The main areas of higher education and sciencel@®went in Latvia provide Education
Development Guidelines for 2007-2013 and Higher dation, Science and Technology
Guidelines for 200-2010, as well as other stratdgimuments of Latvia and Europe.

In order to address the issues mentioned abovd;uh@pean Social Fund will contribute to
the following investment areas: the improvement smience and innovation policy
elaboration and implementation, the developmenintdllectual potential, sustaining the
studies in masters’ and doctors’ degree study pragres and human resource involvement
in science, including the establishment of newrddie groups for researches, activities for
the improvement of higher education quality anccdsrespondence to labour market needs,
improving the qualification of the academic persainthe content of study programmes and
quality of implementation and providing the prepianma of qualified specialists in the prior
areas of the national economy development.

3.1.2.2. Education and Skills

248.

The development of education is vital providing atdequacy to the economic growth and
meeting the increasing market demands for profeatiqualification in order to promote
stable growth, human resource competitiveness,itgquahd productivity according to the
objectives of Lisbon strategy. The main identifigdblems in the field of education are the
following:

= Lack of systematic analyses of the national econamegium-term demand in the
field of vocational and higher education, inconfagnof the system of national
gualifications and educational programmes withrdggiirements of labour market;

= [nsufficient cooperation between educational eshbients and employers,
insufficient social dialogue on the level of reggaand specific branches;
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= Significant number of youngsters involving in thabdur market without
gualification and correspondent general knowledgd skills for the continuing
education;

= |nsufficient involvement of youngsters in the sedary education, disproportion
between the opportunities of secondary and vocaltieducation, low prestige of
vocational education and unsatisfactory qualiteadcation;

= [nsufficient professional orientation and caredatexd education for youngsters;

= Unsatisfactory qualifications of secondary and wWioceal school teachers, lack of
teaching staff and its ageing;

= [nsufficient life-long learning, retraining and pessional development opportunities
for people of different age groups;

= Insufficient accessibility of education and acquisi possibilities of working and
social skills for persons at risk of social exatusiincluding insufficient resources
for educating the disabled.

The provision of qualitative and accessible edocator all levels of knowledge and all age
groups of people is stated as the central godiefievelopment of education in Community
Strategic Guidelines, thus promoting the employment

NLP sets the following policy priorities in the aref education:

= Improve the quality of education and ability to @stjto the demands of labour
market; promote the partnership of municipality amenployers and the
responsibility for the provision of education aibdity;

= Improve the accessibility of all levels education;

= Decrease the number of discharged pupils;

= Develop and improve the system of life-long edwrati

The above priorities are also highlighted in thdidteal Development Plan, placing special
emphasis on the task of developing vocational gécugaespecially in the regions of Latvia
currently providing its correspondence to the dessaaf labour market. NSRF area of
education development investments correspondsetdalfiowing NDP strategic measures
and sub-measures: Educated and Creative Indivi@glsd, Qualitative Primary Education,
Compulsory Secondary and Accessible Higher Educalioaining the Workforce to Meet

Requirements of the Labour Market and Full Exptata of Human Creative Potential and
its Life-Long Development).

To address the above issues, the European Soaia &ssistance will be channelled to
support the following main areas of investmeng tlevelopment of vocational education,
improving the cooperation between social partnes employers, the improvement of the
vocational education and general skill acquisitgprality, accessibility and attractiveness,
including the improvement of curricula and teache@mpetence correspondent to the
current demands, the development of professionaht@ation and career education, life-long
education and the promotion of accessibility, idahg the groups at risk of social exclusion,
capacity and collaboration promotion of the resgaasnstitutions for education and life-
long education policies.

3.1.2.3. Promoting Employment and Health Measures

253.

This area is of critical importance for the natibdavelopment, as the development of
employment, including improvements to the laboucéohealth, facilitate overall economic
progress, growth, competitiveness, productivity, veal as welfare of the society and
individual.
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In the sphere of employment Latvia predominantbetasuch issues of concern as mismatch
of skills with the current labour market requirertsgnlabour shortages of several
professions, declining working age population, igepopulation in general and
unsatisfactory labour force health, including ahhjgroportion of occupational diseases,
undeclared employment, low proportion of the setfpyed in the total number of the
employed population, considerable regional dispait limited professional and
geographical mobility of labour force, insufficiefiexibility of work organization forms,
high unemployment rate of low-skilled people, hontal professional segregation, gender
pay gap, insufficiently developed support and aardglystem of safety at work, insufficient
administrative capacity and weak local partnerstipselaboration and implementation of
effective and integrated employment policy.

In accordance with Community Strategic Guidelindgmber States are set the following
policy priorities in the area of employment:

= Attract and retain more people in employment anddenaise social protection
systems;

= Improve adaptability of workers and enterprises #mal flexibility of the labour
market;

= [ncrease investment in human capital through bettecation and skills.

Based on the above priorities of Member States @8G provisions, due regard must be
given to investments in the capacity building oblziadministration.

The LNRPL sets the following priorities for emplognt:

= Promotion of an inclusive labour market;

= Stimulating economic activities in regions lagglmghind;

= Increased efforts to solve the problem of undedlaverk and stimulating people to
embrace the formal economy.

= Education and training, increasing opportunities fetraining and improving
qualifications.

The above priorities are also highlighted in thedidtal Development Plan, placing special
emphasis on the task of reducing poverty and sgeigitegation. The NSRF investments in
employment correspond to the following NDP strategneasures and sub-measures:
Efficient Application and Life-long Development tife Creative Potential of an Individual,

and Inclusive and Retaining Labour Market (inclydfccess to Jobs and Their Diversity in
Regions, and Support for Promotion of Employment).

The employment policy of Latvia is closely relatedand based on the EU policy. Based on
the Integrated Guidelines for Growth and Jobs, apgd by the Council on 12 July 2005,

Latvia has developed its Lisbon National ReformgPamme 2005 — 2008. Employment

Policy Guidelines represent an integral part of doeument thus aligning the measures to
achieve the Lisbon objectives with the current @@monomic situation of Latvia and its

specific problems.

Proposed fields of assistance from the Structuwalds are in line with the priorities set in
the European and national policy documents.

To address the aforementioned issues, the Eurofemml Fund assistance will be
channelled to the following main areas of investingackling the current labour market
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problems of Latvia by increasing competitivenesghefworking age population, and raising
gualification of the employed, supporting self-eoyshent and business start-ups,
stimulating adherence to gender equality, employnrelations and occupational safety
principles, supporting implementation of local eoyphent plans, reinforcing the capacity of
labour market institutions, introducing innovatiselutions in the labour market, addressing
issues of flexicurity and migration policy in theontext of employment, as well as
implementing preventive measures to improve labmuce health, including efforts to

increase availability of health care services tougs of population at risk of social

exclusion.

3.1.2.4. Promotion of Social Inclusion

264.

265.

266.
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This area is essential for the national developmessupport to various measures of social
inclusion promotes the development of an inclusiebour market, reduces social
segregation, and increases individual and commuvetfare.

The main problems of social inclusion in Latvia Hre following:

= [nsufficient amount, diversity, quality and accésigy of social care, social and
professional rehabilitation services;

= [nsufficient number of professionally educated abaare specialists in social
assistance services and institutions providingad@are services;

= Limited opportunities for persons with potentiakahilities to assess individual
requirements and capacity for work;

= [nsufficient accessibility to education, professibrand social skills training for
groups at risk of social exclusion, economicallgative persons and persons with
addiction problems.

Community Strategic Guidelines establish a closeliok between the employment
promotion policy and addressing issues of socialusxon. CSG call for an even broader
range of support to build pathways to integratiod aombat discrimination, by proposing
the following tasks in the area of social inclusion

= Enhancing participation of groups of people at n$lsocial exclusion in vocational
education and training programmes;

= Developing appropriate rehabilitation programmes social services;

= Combating discrimination and promoting tolerancd #me acceptance of diversity
in the workplace through diversity training and asveess-raising campaigns for the
public.

The LNRPL sets the following priorities for sociatlusion:

= Promotion of an inclusive labour market to increabe competitiveness of
unemployed persons, especially groups of peoplskabf social exclusion;

= Stimulating economic activities in regions lagglmghind;

= Increasing the availability of professional andiabrehabilitation services;

= Education and training of social service profesaisn

In addition to the above priority tasks, the NasibBevelopment Plan puts special emphasis
on the necessity to implement preventive measwesdulicating or reducing the underlying
causes of social exclusion, i.e., poverty and gggien of income, long-term
unemployment, regional disparities and disparitietsveen urban and rural areas. The NSRF
investments for social inclusion correspond to N2P sub-measure Reduction of Long-
term Unemployment and Integration in the Labour héarof Groups of People at Risk of
Social Inclusion.
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National Report on Strategy for Social Protectiow &ocial Inclusion 2006-2008 sets the
following tasks in the field of social inclusion:

= to improve access for children and young peoplgestdd to the risk of poverty and
social exclusion to education and labour markevices, facilitate permanent
employment of young unemployed persons and disalohednployed persons aged
15 to 25 by improving their working skills and coetencies, to facilitate
employment of young convicts and ex-convicts,

= to improve accessibility of social services to redi persons and to develop care
services alternative to institutional care, thusilitating regaining of their social
status and their social inclusion, as well as ecimgnthe employment opportunities
of their family members.

Joint memorandum on social inclusion defines thieiong measures to reduce poverty and
social exclusion:

= Qvercome educational disadvantage;
= Formation of an inclusive labour market and prommobf employment;
= Developing social services.

Since 2002, Latvia participates in the Communitytidec Programme to Combat Social
Exclusion and the implementation of the nationaliaoinclusion programme is compliant
with the overall social inclusion process in Eur@@ed at substantially reducing the level
of poverty in the EU by 2010.

To address the above issues, the European Socidl &asistance will be channelled in the
following main areas of investment: increasing evgpient opportunities for economically

inactive, unemployed, persons facing difficultirsentering Latvian labour market after their
residing abroad, other groups of population at oskocial exclusion, improving the system
of assessing capacity for work, development ofaaehabilitation services for persons with
functional impairments, homeless persons and ajhaups of population at risk of social

exclusion.

3.1.2.5. Administrative Capacity Building

273.

274,

Administrative capacity building is an essentiakbgondition for stable, balanced and
focussed development of public administration avaas partners, as well as for the increase
of efficiency of public administration and publiersice institutions, thus achieving the

objective of improved governance that will promdke application of better regulatory

principles in public administration, consequentlgsaring more efficient development

policies and achievement of objectives set by laasrid the European Union.

Considering the analysis of the current administeatapacity and governance features of
public administration, the following issues arearted as the main problems:

= [nsufficient interrelation between policy plannirgfforts and long-term policy
planning documents, especially in the aspect ofnolgf priorities, conducting
impact assessment and financial planning;

= Weak interrelation of development planning docursent regional and local
administration level, as well as their interrelatiovith the state development
priorities defined at the national level,;

= [nsufficiently developed strategic planning systanthe national, regional and local
administration;

= Low quality of the elaborated territory and devetgnt planning documents and
lack of integrated vision regarding developmenteofitories;
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= [nsufficient qualifications of the public adminiatron personnel;

= Lack of development planners at regional and |teadl;

= High turnover of the personnel;

= Absence of a common human resource managementrsyste

= Low initiative of public administration bodies tastablish and introduce quality
management systems;

= Lack of a systematic approach to assessment amihation of the administrative
barriers;

= Unsatisfactory quality and accessibility of puldarvices;

= Limited improvement and diversification options farontinuing education
programmes;

= [nsufficient cooperation of public administratiooddes and social partners and
society;

= [nsufficient cooperation of public administratiorodies and higher educational
establishments.

Community Strategic Guidelines identify governarase an integral part of the cohesion
policy. Pursuant to CSG, special regard must be paiimprovements in institutional
capabilities in policy design, implementation, impassessment, the dissemination of
evaluation culture, transparency of public admratsbn processes.

The Lisbon National Reform Programme of Latvia dafined the administrative capacity
building, improving the quality and availability ptiblic services as a priority in every area.

Furthermore, the National Development Plan emphasibe goal to establish a rational
structure and division of governmental and municipactions, clearly defined national and
municipal responsibilities, effective horizontaldavertical coordination, professional public
administration with high ethical standards. The WSReasure ,, Capacity Building of Public
Administration and Social Partners, and the Intatidm of Principles of Better Regulation
in Public Administration” corresponds with the NDReasure Good Governance as a
Constituent Part of Sustainable Growth Policy (wahg sub-measures: Improvement of
Planning and Forecasting System, Capacity of Mpalities and Regions, Cooperation of
the Public, Private and Non-governmental Sectotegration and Representation of Latvian
National Interests in International Processes), @sd partly — Infrastructure and Services
for Various Types of Human Activity and Lifestyle.

Several lines are set in the Regional Policy Guigsl to attain policy goals and results
which determine necessity to strengthen activifyacgy and planning capacity of planning
regions and local governments, develop and implémerually co-ordinated sectoral and
regional policy; develop co-operation mechanismghe area of regional development;
provide support to regional and local level inditins to increase their capacity.

The public administration development policy foe theriod until 2013 was defined in the
Public Administration Reform Strategy 2001 - 200@plementation Programme of the
Public Administration Reform Strategy, Action Pléor the Implementation of Public
Administration Reform Strategy, Guidelines for Dipment of the Policy Planning
System, Concept Paper on Introduction of the SjratBlanning and Mid-term Budgetary
Planning in public administration , Order of theb@et of Ministers “On the Mid-term
Budgetary Goals and Priority Areas of Development2008-2010” ,Guidelines for Results
and Performance Indicators, as well as the Coreapér on the Common Salary System of
Public Sector Employees.

To address the above issues, the European Socidl &asistance will be channelled in the
following main areas of investment: development amgrovement of better regulation

National Strategic Reference Framework of Latvi@2@013 70



281.

Draft

policy instruments and methods through assessiagntipact of current policies in areas
such as budgetary and financial policies, industaied service policies, business policy,
transport and communications policies, regionalicped, public administration policies,
tertiary (higher) education, science and innovatjguadicial policies, and improving the
policy planning and implementation system on theidaf the above assessment results.
Concurrently with improvement of policy planningdamimpact assessment a number of
activities will be carried out to reduce administra barriers, to improve the quality of
public services, and to increase the quality affidiefcy of public administration bodies,
especially, in the fields of tax administrationndncial planning, management and
accounting, as well as social services. A key aoéathe ESF investments is the
reinforcement of human resource capacity in botilip authorities and social partners,
NGOs, planning regions and local governments (regievhich will emerge as a result of
administratively territorial reform.

Within the framework of the European Social Furite support will be provided for the
planning regions and local governments of the mgito strengthen administrative and
development planning capacity, promoting attractbrappropriate experts and qualitative
elaboration of development planning documents, et as development of co-operation
networks.

3.1.3.0P Implementation

282.
283.

284.

The Operational Programme is co-financed from thepgean Social Fund.

The Operational Programme constitutes 100% of @imaavailable under the European
Social Fund.

The Ministry of Finance is the Managing Authoritiytbe Operational Programme, whereas
the Ministry of Welfare, the Ministry of Educati@and Science, the Ministry of Helth, the

Ministry of Regional Development and Local Govermtse the State Chancellery, the
Ministry of Economics, and Ministry of Finance fillthe functions of Intermediate Bodies.

The scope of authority of each IB within the franogkvof the Operational Programme is
determined on the basis of policy-making remitadlebody at the national level.
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3.2."ENTREPRENEURSHIP AND INNOVATIONS”, EUROPEAN
REGIONAL DEVELOPMENT FUND OPERATIONAL PROGRAMME

285. Article 158 of the Treaty sets out one of the malectives of the European Community,
namely, to promote its overall harmonious developnaad to strengthen the economic and
social cohesion of the Community. The most effectiay to achieve the above objective is
to provide assistance for the improvement of ecaooattivities and development of
entrepreneurship — facilitating the creation andettgpment of new firms and raising
productivity in the existing businesses. In additio that, innovative business activities must
be supported, thus enabling the achievement of pgmopriate level of welfare in the
reference period through the utilisation of limiaablic resources.

286. CSG place special emphasis on the developmenttadpeaneurship, improvement of R&D
and innovation capacities as the main elementsafth strategy. It is highlighted that only
by changing the economic structure and shiftingpwative production of high added value
the objectives of Lisbon Council can be achieved.

287. The LNRPL highlights the decisive role of R&D andterprise births for economic
development. The analysis part of the programmeegots a number of positive trends in the
development of SMEs, however, it also notes thatisfactory development of business
environment in the largest part of Latvia. It imctuded the system of innovations is weak
and cannot ensure adequate competitiveness obthrg.

288. The NDP identifies a number of shortcomings in thectioning of the scientific and
innovative system and gives a low rating for therall condition of innovations in Latvia.
The NDP concludes that the business environmeoftl®y quality and there is a wide range
of barriers for start-up enterprises, including adstrative, financial, personnel, public
infrastructure obstacles and other hampering factor

3.2.1.0P Objective

289. To ensure progress towards the average EU standavdsifare, the fund will leverage the
national resources of Latvia to provide supporttfe@ development of science, innovations
and entrepreneurship, stimulating the transfer &DRechnologies, strengthening the R&D
support and scientific infrastructure, facilitatimgsearch activities of practical nature,
fostering cooperation among entrepreneurs and n&s®a, supporting the creation of new
firms and improving access to finance.

3.2.2.0P Areas
290. The OP is focussed on the areas of investmentlasvio

= Science and innovations;
= Access to finances;
= Promotion of entrepreneurship.

3.2.2.1. Development of Scientific and Innovative Potential

291. Assistance to science, applied research and inioogatis an important instrument of
economic development and strengthening competitis®nApplied research and innovations
facilitate the competitiveness of a nation in tHebgl economy, as well as business
competitiveness by providing state-of-the-art tedbgy, products and services in the
market.
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292. The main problems for the development of scienaficl innovative potential in Latvia are
the following:

Insufficient cooperation between the private seatat scientific institutes, scientists
and higher educational establishments;

Insufficient number of practical researches andkiesnsfer of technology;

A low number of internationally acknowledged pubtions and patents;

Limited possibilities and skills of knowledge commialization;

Scarce investments in R&D (public and private) ansufficient availability of
financial resources for the development of innoxatideas into actual products
(proof-of-concept, technical feasibility studiessting etc.);

Obsolete scientific infrastructure, unsatisfactamgovation support infrastructure,
insufficient number of modern laboratories to inmpént technology-related
projects;

Small number of innovative enterprises;

Uneven distribution of scientific potential in ttegritory of Latvia.

293. CSG propose the following measures to promote iatio® activities:

Strengthening cooperation among businesses ande&etlusinesses and public
research centres;

Supporting R&D activities in SMEs and enabling SM&sccess R&D services;
Support for regional cross-border and trans-natiomatiatives aimed at
strengthening research collaboration;

Strengthen R&D capacity building, including ICT search infrastructure in areas
with significant growth potential.

294. The LNRPL proposes the following measures to st@teulR&D and innovations:

= Consolidate the scientific intellectual potentiadadevelop the innovative research

in the field of innovative technologies, create theerequisites for scientific

researches in the branches which have correspopdgaritial and the perspectives
of development;

To improve innovation support structures and natiatevelopment programmes,
establishing a technology agency, elaborating sippohemes, establishing a
national programme for the protection of intelledtuproperty, as well as

implementing a range of measures to increase camgpoawareness of the
significance of industrial property and its proteot

To support the transfer of knowledge and technqgldagilitate the development of
innovative products and technology by elaborating emplementing a programme
of technology incubators, continuing the formatadra technology transfer network,
developing and implementing a support programme tfag establishment of

business incubators, industrial (scientific andhietogical) parks, as well as
attracting investments to regions.

295. The National Development Plan has established ttietlow level of public and private
investments in research and development is onehef main factors hampering the
development of applied research, commercialisatibmesearch results and formation of
innovative businesses in Latvia. The NSRF investmenthe Development of scientific and
innovative potential corresponds to the followilNDP strategic measures and sub-
measures:

= Technological Excellence and Flexibility of Entegess (including

Commercialisation of Applied Science, Transfer phdvations and Technology,
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Application of Knowledge to Strengthen Competitiges of Enterprises, Creation
of New Competitive Enterprises, Development of @weandustries), and

= Development of Science and Technology (includingcelence of Academic
Science, Revival of Academic and Applied Researotetial, Modernisation of
Scientific Infrastructure in Institutes and Highlestucational Establishments).

296. Apart from the above-mentioned strategic and plagrdocuments, the development of
scientific and research potential is set out irmge of policy documents of the European
Union and Latvia — National Programme for Competiiess and Innovations, National
Innovations Programme 2003 -2006, as well as tkbdr National Reform Programme of
Latvia.

297. In order to apply a complex approach to solvinggheblem of scientific development and
commercialisation, particular attention will be g¢p&0 the following issues: the development
of scientific potential in the prospective disa@s of science, including the facilitation of
international cooperation; the formation and depmlent of innovative, scientific and
technological infrastructure, mainly on the basfistlee existing potential of scientific
institutes and higher educational establishmenttie éstablishment of a coordinated
technological transfer system; increasing accestnding and granting funding for the
creation of new knowledge-based enterprises; tbeigion of support for the formation of
clusters and centres of excellence, establishmehtreodernisation of scientific laboratories;
support for purchasing facilities and equipmenlkatmnch the manufacturing process of new
and innovative products; the formation of “businaegel” and advisory (mentor) networks;
the promotion of R&D in the private sector by implenting awareness campaigns and
granting access to funding.

3.2.2.2. Access to finances

298. Availability of financing is crucial to economic delopment, as investment in enterprises
raises effectiveness and competitiveness as wednasires higher growth of economy.
Difficulties in access to working capital and capitnvestment funding is a substantial
obstacle for raising entrepreneurial activity anchpetitiveness to SME’s and start-ups. This
difficulty is especially relevant for innovative érhigh growth enterprises and companies
located outside Riga region.

299. The main problems in the area of availability ofncing are as follows:

= Jack of financial instruments available for busiméevelopment;
= high requirements for collateral in commercial b&nk
= insufficient access to funding for start-ups.

300. CSG determine that one of the key elements in kedgé and innovation promotion process
is improving accessibility to financial resourc€SG advises the following:

= supporting non-grant instruments such as loansuredc debt financing for
subordinate debt, convertible instruments (mezzamiabt) and risk capital (e.qg.
seed capital and venture capital). Grants shouldude® to build and maintain
infrastructures that facilitate access to finaneay.(technology transfer offices,
incubators, ‘business angels’ networks, investmeeadiness programmes).
Guarantee and mutual guarantee mechanisms cowdoalsupported to facilitate
access to micro-credit by SMEs;

= developing an integrated approach that simultarigosspports innovation, its
transfer into new commercial activity and the aafaility of risk capital.

301. Concerning access to financial resources the LNRPhtifies several issues that need to be
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tackled:

= facilitate availability of venture capital,

= improve the availability of funding by granting loguaranties;

= ensure allocation of financing for business develept in the early stage;

= develop program of technology incubators aimednaberaging the establishment
and development of new competitive enterprises.

Furthermore, the NDP also concludes that, irreppedaif the favourable tax system, the
process of starting a business is hampered andgesm range of measures to address the
following problems, which are essential for the elepment of SMEs and export capacity:
changing business regulations, access to finar{cingstment and operating capital), lack of
human resources, lack of knowledge in generatingpuations, limited cooperation of
enterprises. Thus, the NSRF investments in the ptiom of entrepreneurship correspond to
the following NDP strategic measures and sub-measurechnological excellence and
flexibility of enterprises (including applicatiorf &nowledge to strengthen competitiveness
of enterprises, creation of new competitive eniegs; development of creative industries).

In order to apply a complex approach to facilitakeilability of funding for business
development, particular attention will be paid tbe tfollowing issues: establishing
technology incubators (aimed at encouraging thabéshment and development of new
competitive enterprises), development of guaranies) and venture capital instrument
development, as well as other external financingstlities.

3.2.2.3. Promotion of Entrepreneurship

304.

305.

306.

307.

In order to ensure a long term growth of the econoihis necessary to expand the
competitiveness of existing enterprises and cneetefirms. The open economy and the free
movement of resources require that it is essertbalensure the attractiveness and
competitiveness of the business environment.

The main problems in the area of entrepreneursieijasfollows:

» |ow business activity;

= alarge share of enterprises mainly producingteritternal (Latvian) market;

= a limited number of enterprises operating in secteith high added value and low
consumption of natural resources;

= insufficient scale of manufacturing final producgsdy for consumption (enterprises
compete in the industrial market with products ebaparatively low added value);

» unattractive business development infrastructuregons;

= inflexible financial instruments for promoting egpreneurship.

CSG propose member states to promote entrepreme@nsth innovations, at the same time
respecting competition rules. CSG advises theiofig:

* making R&D innovation and education supply moreicefht and accessible to
firms, in particular SMEs;

= providing business support services;

= promoting entrepreneurship, facilitating the creatand development of new firms
by entities involved in R&D activities.

The LNRPL identifies a low track record in a ramgfecrucial entrepreneurship indicators
and proposes the following:

= development and analysis of sectoral policy initeg, taking into account specific
problems of various sectors including promotiortiokters;
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= by promoting diversification of rural economy andtablishment of favourable
conditions and the necessary infrastructure.

308. Furthermore, the NDP also concludes that, irrespeaf the favourable tax system, the
process of starting a business is hampered andgesm range of measures to address the
following problems, which are essential for the elepment of SMEs and export capacity:
changes in business regulations, lack of humaruress, lack of knowledge in generating
innovations, limited cooperation among enterpri3é® NSRF investments in the promotion
of entrepreneurship correspond to the following NddRategic measures and sub-measures:
technological excellence and flexibility of entagas (including application of knowledge to
strengthen competitiveness of enterprises, creatbbnnew competitive enterprises,
development of creative industries, sustainable effidient use of natural and energy
resources).

309. In addition to the aforementioned strategic andhpitdg documents, the policy of promoting
entrepreneurship is determined by a number of palacuments of the European Union and
Latvia — National Programme for Competitiveness dndovations, Joint Economic
Strategy, Long-term Economic Strategy of Latviad &mdustrial Development Guidelines of
Latvia.

310. The ERDF contributions will be allocated to raisasimess activity, secure financial
assistance for business development, paying spati@htion to business in regions, to
facilitate interindustry cooperation, cluster deyghent, and access to external markets, as
well as to support raise of value added in produgtihe introduction in production of new,
innovative goods and technologies.

3.2.3.0P Implementation
311. The Operational Programme is co-financed by th@jgean Regional Development Fund.

312. The Operational Programme constitutes 30.19% @infie available from the total ERDF
appropriation.

313. The Ministry of Finance is the Managing Authoritfytbe Operational Programme, whereas
the Ministry of Education and Science, Ministry BEonomics, and Ministry of Finance
fulfill the functions of the Intermediate Bodies @acordance with their respective sectoral
policies.
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3.3."INFRASTRUCTURE AND SERVICES”, EUROPEAN
REGIONAL DEVELOPMENT FUND AND COHESION FUND
OPERATIONAL PROGRAMME

314. Investments in infrastructure are one of the mosical areas of investment that facilitate
the reduction of disparities between the levelsatio-economic development in regions
lagging behind — infrastructure is the backbonéhefeconomy and society, and the strength
of this foundation determines opportunities to easuapid, sustainable and balanced
development.

315. Community Strategic Guidelines note the importan€enational infrastructure and the
attractiveness of regions in economic developmeat stress that the new EU Member
States have particularly big needs for investmeniisfrastructure.

316. The Lisbon National Reform Programme of Latvia pkcspecial emphasis on the
importance of environmental, transport and energyastructure for the development of
national economy, as well as on investments inticrgaan information society through
introduction of e-government.

317. The NDP provides a detailed overview of the curstatus of infrastructure and the impact
of its quality on the development of other sectofrgshe national economy; the document
also highlights regional differences characterisbiche availability and quality of several
types of infrastructure.

318. Within the framework of the Single Programming Damnt 2004-2006, assistance was
granted for investments to improve environmentéiastructure, enhance accessibility and
transport systems, develop information and comnatitic technologies, as well as
strengthen educational, health and social infragire. The Cohesion Fund assistance for
the 2004-2006 period was also provided for largdescenvironmental and transport
infrastructure projects.

319. The Operational Programme ,Infrastructure and $es’iis co-financed from the European
Regional Development Fund and the Cohesion Fund.

3.3.1.0P Objective

320. In order to create a sound basis for rapid, sustdénand balanced development (Goteborg
Strategy), the funds will contribute to improviniget quality and accessibility of public
infrastructure by co-financing investments in ti@ors, environmental, energy, ICT, cultural
and tourism, housing energy efficiency, urban dgwelent, educational and social
infrastructure, as well as by addressing othereisselated to infrastructure and accessibility
to services that determine essential impediments the achievement of regional
development objectives of the EU and Latvia. Thed&iwill especially favour initiatives
that mobilise private resources in addition to @kailable public funding (EU and national),
facilitate efficient application of public fundinge., exercise the public-private partnership
mechanisms.

3.3.2.0P Areas
321. The Operational Programme ,Infrastructure and $es’iis aimed at the following areas:

= Transport;
= Environment;
= Energy;
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= [nformation and communication technologies;

= Educational infrastructure;

= Social infrastructure;

= Socio-economic potential of cultural environment;
= Tourism;

= Development of cities and city — regions.

3.3.2.1. Transport

322.

323.

324.

325.

Investments in transport are critical, as an eiffectaccessible and competitive transport
system if one of the most important preconditiohsustainable development and economic
growth of the nation.

The main problems of the transport system in Latwerelated to the deteriorated condition
of roads and railways, insufficient through-put @eipy in specific segments, insufficient
capacity of port access roads and Riga interndtiaingort, inadequate traffic safety level,
non-competitive public transport. The main traffitoblems are the following — deteriorated
infrastructure, inefficient connections of bridgde relevant street networks, poor
organisation of traffic and obsolete technicallfies in traffic regulation and organisation.

Community Strategic Guidelines emphasize that togigion of efficient, flexible and safe
transport infrastructure can be regarded as a sagesprecondition for economic
development as it boosts productivity and thus,dineelopment prospects of the respective
regions by facilitating the movement of people godds. Furthermore, the development of
Europe-wide transport infrastructures, with a mgatdr focus on cross-border projects, is
essential to achieving greater integration of metionarkets, especially within the context of
an expanded Union.

CSG provide the following guidelines for action:

= give priority to the 30 projects of European int#yd EN projects, and cross-border
links;

» investments in secondary connections at the reblieval;

= support to rail infrastructure and creation of abl-&ide interoperatable ralil
network;

= promoting environmentally sustainable transportvoeks;

= improving connectivity of landlocked territories tbhe Trans-European network
(TEN-T);

= developing “the motorways of the sea”.

326. The Lisbon National Reform Programme of Latvia de$ the following priorities for the

coming years:

= to improve the condition of the national road netwvand increase the through-put
of roads and bridges to meet the EU requirememprdve the system of funding
and provide additional financial resources for dexelopment and maintenance of
Category 2 roads thus fostering regional developmen

= to improve and develop the quality of internatiotmahsport corridors;

= to develop an integrated passenger transport sylsyeastablishing a new, efficient
public transport management system, defining ratesfunctions of different modes
of transport in providing public transportation\sees and creating a uniform and
rational network of public transport;

= to improve the quality and development of interowadil transport corridors, increase
the through-put of roads and bridges in accordamite the EU requirements, in
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order to meet the objective of Verona Declaratmmeiduce by 2010 the number of
lethal road casualties by 50% compared to 2002;

= to create an efficient, safe, competitive, envirentdariendly, balanced and multi-
modal transport system that is integrated in the-vitle system, meets the
economic and social requirements of the countmnigure internal and international
passenger and freight transport.

327. Although investments from different sources haverbmade across the whole country to
improve the quality of infrastructure, the NationBevelopment Plan concludes that
insufficient availability of services is still obsed, especially in rural areas. Furthermore,
the delayed territorial reform hampers the proadssfrastructure planning in a nation-wide
context. The NSRF investments in transport cornedpo the NDP strategy sub-measure
Multi-modal, Integrated and Safe Transport Syst&csessible to People.

328. The National Development Plan sets out the follgwimeasures:

= to increase the through-put of roads and bridges tbrm a part of the TEN
network;

= to improve traffic safety in areas where intensdfitr flows intersect with urban
centres;

= when planning investments for the development efEast-West rail corridor, it is
necessary to continue the commenced rail developmpejects related to the
development of rail infrastructure and improving teaffic safety, as well as to
implement new projects;

= the proposed development perspectives include ldetriéication of railway lines
representing the main rail transport corridors, erotbation of traction power-
supply systems on the electrified lines, increasing through-put capacity of
specific railway lines.

329. In the 2004-2006 programming period the CF fundiag made available for transportation
infrastructure investments in various projects loé road Via Baltica. Furthermore, the
Single Programming Document provided finance fa tknovation of Category 1 road
infrastructure and improving connectivity among thain centres of economic development
and linking them to TEN-T, as well as providing pag to increasing the efficiency of
urban transport systems, renovating small portsyels as renovating the rolling stock of
passenger trains.

330. The transport development measures must be aimddh@mbving the quality of and
developing international transport corridors, impng the national road network and
increasing the quality of Category 1 national roddsensure their compliance with
standards, increasing the through-put of roads lambes to meet the EU requirements,
creating an effective and integrated passengeispmh system, further developing rail
infrastructure, including electrification, strengtiing competitiveness of and developing
port infrastructure of Latvia, optimising urban risport systems and securing the
development of airport infrastructure.

3.3.2.2. Environment

331. This area is important for Latvia as a region, tagfluences overall quality of life and
development opportunities. Investments in enviromiadeinfrastructure must be made to
ensure substantial increase in the coverage, yualist-efficiency and sustainability of
services. The implementation of the critical enmim@ntal priority to minimize climate
change and reduce air pollution is possible byirgetippropriate environmental standards
for investments in the field of energy, transpondaagriculture. The development of

National Strategic Reference Framework of Latvi@2@013 79



332.

333.

334.

335.

336.

Draft

environmental infrastructure comprises the follagvaonstituent areas:

= water management;

= solid and hazardous waste management;

= nature protection;

= rehabilitation of the inherited contaminated sites;
= the reduction of environmental risks.

In order to ensure sustainable development andowimmy environmental quality, a proper
monitoring and control system has to be set upaalaghted as necessary.

The main problem of Latvia in the area of water agment is insufficient supply of clean
drinking water from centralised water distributigupe networks, degraded, out-dated,
incompliant and inefficient waste water collectiand treatment system, and discharging
non-treated waste water into the environment. Ttennproblem in the area of waste
management is the low access to waste managenmitese large number of outdated
dumpsites and their negative environmental impagsufficient environmentally safe
infrastructure for solid and hazardous waste mamagé limited possibilities of waste
recycling and processing, negative environmentglaich of the inherited contaminated sites
and the related public-health risks, in case thkupon enters groundwater or surface
waters. The country lacks a comprehensive envirotahand technological assessment, not
all objects and factors posing environmental tledwtve been identified. In addition to the
need to implement all environmental requirementd abjectives provided for in the EU
legislation, it is crucial to ensure that theseestments are not aimed only at increasing the
attractiveness of individual areas to investors &isitors, but also securing appropriate
living conditions for local communities. Latvia hasnderdeveloped eco-tourism
infrastructure in the nature areas specially ptetkto preserve biodiversity. Collections of
plant and wildlife specimens are displayed in utadé premises under inadequate
conditions that threaten their preservation andeumthe their educational and awareness-
raising function for the general public.

Community Strategic Guidelines emphasize the needasistance to projects that are
environmentally friendly and promote the creatidrjas, thus support must contribute to
investments in infrastructure in regions, espegiall the new Member States, to comply
with environmental legislation in the fields of wat waste, air, nature and species
protection.

The Lisbon National Reform Programme of Latvia paeg for the following environmental
measures:

= to preserve biodiversity at its current level,

= to improve and modernise environmental protectivinastructure by developing
water management infrastructure, creating a wasteagement system, promoting
the processing of municipal waste and establislzoi¢gection systems for sorted
waste;

= to reduce the effects of climate change as far emsanably practicable and
implement relevant adaptation measures.

The National Development Plan defines the follonamgas of environmental infrastructure:
water management: it must be ensured that all waster flows are collected and undergo
secondary treatment or an equal processing phdsesbdischarging them into receiving
waters, collection systems must be designed, amtistt and operated on the basis of cost-
efficient best available techniques, volumes anderds of waste waters must be given due
consideration, rainwater overflow discharges antdupon to receiving waters must be
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reduced, wastewater sludge must be appropriaedyetd and managed; waste management:
stabilize the production of municipal waste, reey8l0% of the total packaging, reduce
dioxin emissions resulting from waste incineratiosaduce the amount of waste to be
deposited and hazardous waste. The NSRF enviroamienwestments correspond to the
following NDP strategic measures and sub-measusestainable and Efficient Use of
Natural and Energy Resources, Development of Pub&cvices (water supply, waste
management, heat supply etc.) and Rationally UsddPaeserved Natural Environment.

As for the environmental sector in the 2004-2006gpsmming period, the CF funding was
provided to large-scale environmental infrastruetoirojects in water management and waste
management. Furthermore, in the framework of thagl8i Programming Document
assistance was granted to water infrastructureegi®jin urban areas with a population
equivalent of 2000, establishing sorted waste cbtla points in municipalities, as well as
re-cultivation of environmentally incompatible sinahd medium dumpsites in accordance
with requirements set by relevant national prograsam

The policy-making priorities for environmental istments include improving

environmental quality and increasing quality ofelifor people, pursuant to currently
effective environmental protection legislation; imping water management infrastructure
in accordance with the current environmental pteiec requirements; introducing a
sustainable system of solid and hazardous wastageament; rehabilitation of contaminated
sites; maintaining and developing biodiversity apbtected areas, identification and
elimination of environmental risks.

3.3.2.3. Energy

339.

340.

341.

The sufficiency of energy to sustain economic demelent of the nation and quality of life
of its citizens is an issue of national securitiieTdevelopment of energy sector is required
to ensure balanced, high-quality, reliable andasnable supply of energy to the economy
and general population. Investments in energy strfuature would substantially improve the
availability of energy to consumers, coverage, itpatost-efficiency and sustainability of
services, lower the impact of the energy sectortten environment and climate change,
reduce the energy-dependence of Latvia on supples outside the EU. The energy
infrastructure comprises the following:

= infrastructure for primary energy resource extragtitransportation and supply to
consumers;

= electric power supply system (production, transimis@and distribution of electric
power);

= centralised, local and individual heat supply syste

= energy consuming systems of consumers.

The main problems in the energy sector are thevatlg — high dependence on imported
fuel (natural gas), decentralised heat supply, pedrnical condition of heat supply systems,
low energy efficiency of heat consumers, low safdtyydraulic structures of water power
plants. The prolonged capital return cycle charétte to the heat production industry and
the large amount of required investments are tluelying causes for the poor condition of
systems and low energy efficiency at heat supplterpnses. The requirements and
objectives of the EU environmental legislation easthat investments in the energy sector
not only increase the attractiveness of specigasuto investors and visitors, but also secure
quality of life for local communities.

Community Strategic Guidelines emphasize the nemdstipport to energy efficiency
projects and propose the following action:
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= promote investments that contribute to the EU Kyamimmitments;

= support projects that increase energy efficienay,, écrease energy efficiency of
buildings, develop renewable and alternative endeghnologies, develop the
traditional energy networks, where there is evideoicfailure;

= promote the use of biomass in the energy sector;

= promote the production of electric power in co-gatien facilities.

The Lisbon National Reform Programme of Latvia jxes for the following action:

= promote the use of renewable energy sources;
= promote extended application of co-generation ogtiofor the electric power
production.

The National Development Plan sets out the follgndievelopment measures in the field of
energy: increase the energy efficiency on the suppd demand side, promote extended
application of biomass in the energy sector, pr@nbé production of electric power in co-
generation facilities. The NSRF investments inghergy sector correspond to the following
NDP strategic measures and sub-measures: sustaiaadl efficient use of natural and
energy resources, development of public servicedefwmanagement, waste management,
heat supply, etc.) and rationally used and preseenwwironment.

Within the framework of the Single Programming Deant for 2004 - 2006, support was
provided to modernizing some of the heat supplyesys, in order to ensure compliance
with environmental requirements and increase eneffigiency of heat supply systems.

The policy-making priorities for energy investmemtslude support to the energy sector for
increasing energy efficiency both on the supplyesigproduction, transmission and
distribution of electric power) and demand side, veall extended application of co-
generation options, renewable and local energy cesuincluding wind energy, and
elimination of technogenic risks.

3.3.2.4. Information and Communication Technologies

346.
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The development of information society is closalated to the progress towards the society
of a knowledge-based economy, as it is a precamdit access information and knowledge
as the main sources of national development. Inrtfeemation society, notable economic
growth and strengthening of competitiveness is iptss®nly through extensive application
of ICT in public administration, entrepreneurshidouseholds.

The development objective of the information sqgcist to ensure that everyone benefits
from options provided by ICT, consequently, equapartunities for all must be created to
utilise ICT and access information; ICT skills afgple must be improved, social inclusion
must be promoted and barriers set by regional diggamust be reduced.

Community Strategic Guidelines place special emghas the development of ICT
infrastructure as a favourable option to increagecompetitiveness of regions, and note the
significant economic potential of improving the dahility of e-government services.

The EU legislation and guidelines pertaining to tharmation society are binding for
Latvia. The EU initiative ,i2010 — a European Infmation Society for growth and
employment” defines information society prioritiés an integrated framework with the
Lisbon strategy guidelines in support of growth golls that emphasise the role of ICT,
especially in creating jobs, education and progdoublic services. When promoting the
availability of benefits of the information societg entire population, the Commission
Communication on e-Accessibility must be considerdtie document emphasises the task
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of ensuring accessibility of homepages for disalled elderly people.

350. The Lisbon National Reform Programme of Latvia @%gs the following priority areas,
placing special emphasis on the knowledge-basetbety

= to facilitate extensive use of ICT in national amdinicipal bodies, SMEs and
households;

= to introduce e-government, including electronic nsigire, at the same time
improving the structure of public administrationdamat the same time, eliminating
redundant elements, ensuring transparency and yamgyoefficiency of public
administration, as well as increasing public pgrdtion in the processes of public
administration;

= to ensure safety of networks and information, adl vas compatibility and
interoperability, to create an information areahwiit frontiers;

= to promote the extension of broadband networkdudheg to regions with limited
access to services, in order to develop a knowkbdged economy.

351. The National Development Plan defines a prioritdéwelop ICT infrastructure and services,
as well as general accessibility of public netwprksorder to ensure improved availability
of information, knowledge and services. The NSR¥estiments in ICT correspond to the
following NDP strategic measures and sub-measeselopment of ICT Infrastructure
and Services and General Accessibility of Publitwdeks, and Infrastructure and Services
for Various Types of Human Activity and Lifestyle.

352. The E-government Development Programme provides n@asures to increase the
efficiency of investments in ICT infrastructure pdiblic administration, integrate the main
national registers, create the base infrastructafe e-government, improve public
administration services through ICT, including tlevelopment of e-services, to improve the
existing and create new information systems of ipuatiministration, digitalize archives,
databases and registers, improve security, asasetdompatibility and interoperability, in
order to create an information area without framstie

353. The main future priorities of the EU to achieve thisbon agenda in e-government are
defined in the EU Ministerial e-Government Declamat

= All citizens must become major beneficiaries of @&nment, European public
administrations must make public information andvises more easily accessible
through innovative use of ICT and through improviskjlls and support for all
users;

= The public sector must achieve considerable gairefficiency through the use of
ICT; e-Government must significantly reduce the austrative burden on
businesses and citizens;

= Delivery of public services must be designed arotugtomer’s needs, including the
objective of at least 50% of public procurementabthe EU public procurement
threshold to be carried out electronically;

= Promotion of widely available trusted access to lipubervices across the EU,
through mutually recognised electronic identifioas.

354. For the 2006-2010 period Latvia must abide by theAgetion Plan on e-Government that
sets the following four tasks for Members Statethearea of e-government:

= the development of inclusive e-government to pransaicial inclusion;
= more efficient and cheaper e-government;

= improving the quality of services, including thréuthe use of e-procurement;
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= cooperation of all stakeholders, including thosehef public and private sectors, to

achieve the objectives of e-government.

355. As for the 2004-2006 programming period, fundingswaade available under the Single
Programming Document to the development of pulbiformation systems (municipalities,
libraries, archives, museums), including digitaisa efforts, to improve the quality of
services, creating public Internet access poissyell as developing ICT in peripheral
areas and extending the high-quality broadbandar&twAs for the 2004-2006 programming
period, the ERDF funding is made available for ihglementation of the National
Programme ,Development and Improvement of Basedtifucture for E-government”.

356. The main objectives and results to be achievebdaratea of communications by 2013:

= To ensure that by 2010 broadband Internet accessade available in an area

covering 85% of the country, in 100% public adnmi@Bon bodies and in 100%
educational establishments, encompassing improviameio the existing
communication infrastructure, development and neamiance of new infrastructure;
To ensure that by 2012 the conversion from analdfgveand radio broadcasting
format to digital format is completed;

To ensure that by 2013 the Geographical Informafgstem comprises information
on the coverage of electronic communications nekgvor Latvia.

357. The general information society issues and investnmiorities for the 2007 -2013
programming period are the following:

3.3.2.5.

the development of state information systems, oholy the creation of databases,
registers and archives of national importance, smibdgity, digitalisation,
compatibility and interoperability, as well as igtation aimed at creating the
technical basis for the development of e-services;

providing the necessary ICT infrastructure and rhmgeé access to public
administration bodies, operating in such areas rapl@/ment, social services,
health, culture, education and others; developroketservices;

further development of public Internet access {in

training of the public administration staff to ingwe their skills in response to the
new ICT requirements;

providing and ensuring access to broadband datesrriasion networks, paying
special attention to areas lagging behind;

creation, development and improvement of electrapimmunications networks of
national importance, ensuring the security of di@asmission.

Educational Infrastructure

358. The long-term concept paper “Model for Growth oftia: Individual First”, which was
approved by thé&aeima identifies knowledge, intelligence and their &Kilapplication as
the main resource for the future development ofvieat Generation, accumulation,
dissemination and application of knowledge mustcbaesidered a complex process that
forms the basis for economic development, sodmldnd knowledge-based society.

359. Education, science and research represent the drarmg forces behind knowledge,
innovations and high technology that must be gittem highest priority in the country
pursuant to the above concept paper, approveddfyabima Investments in the educational
system play the most important role in the develepihof education, science and research,
as well as providing high-quality, up-to-date, gsdional human resources.

360. The main problems of the education system, whiale heery serious financial implications
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and require vast resources, are related to thdaibsand degraded educational infrastructure
— buildings, premises, teaching equipment and ifi@s) teaching materials, research
equipment, instruments and equipment. The vocdteahacation requires the provision of at
least such facilities that enable conducting vacreti training activities in an environment
that corresponds to workplace conditions in thetrmosovative enterprises of the particular
sector.

Community Strategic Guidelines establish a closk tietween the educational development
and promotion of employment, as well as investmaatsmprove R&D and innovative
potential. The central task of educational devalept is the provision of high-quality and
accessible education and training at all levelstlier entire life of an individual, as well as
contribution to human resource development as thie slement of the growth strategy.

The Lisbon National Reform Programme of Latvia tifees the following priorities in the
area of educational development:

= to improve the adaptability of the education systerd students in response to new
labour market requirements;

= to improve the accessibility of higher education aorrespondence with the labour
market requirements;

= to improve the accessibility of education at alidis.

The above priorities are also highlighted in thetibéal Development Plan that places
special emphasis on the task to develop higher \emu@tional education, especially in
regions, at the same time ensuring its correspasdeiith the labour market requirements.
The NSRF investments in educational infrastructcoerespond to the following NDP

strategic measures and sub-measures: Educated raeatlv€ Individual (including High-

quality Primary Education, Mandatory Secondary afwdcessible Higher Education,
Training the Workforce to Meet Requirements of tha&bour Market, and Efficient

Application and Life-long Development of the CreatiPotential of an Individual) and
Modernisation of Scientific Infrastructure in Instes and Higher Educational
Establishments.

As for the 2004 — 2006 planning period, assistadoncamproving teaching facilities and

infrastructure was granted to 28 vocational edooatestablishments and 9 higher
educational establishments, however, the imbalarteeen the ESF funding for improving
educational programmes, teaching methodologiesyrimgscontinuing education of teaching
staff and the tiny ERDF allocations to provide tiecessary facilities, equipment, and to
improve buildings and premises, frequently in ereanoy technical conditions, which were
utilised to implement the elaborated educationalgmammes, poses threats of failing to
achieve the planned developments in quality.

To address the above issues, the ERDF fundindowithade available for investments in the
following areas: provision of modern educationatl atudy equipment and infrastructure in
vocational educational establishments, includingsgms; improvement of vocational
education programmes and their implementation tyuaineeting the labour market
requirements; modernization of rooms and devicabenhigher educational establishments;
provision of higher education quality and accedgybin the fields of national economy
development priorities; insurance of material bdsesgjualitative natural science acquisition
in secondary educational establishments; provisioaiccess, special equipment and special
study facilities to higher, vocational, general aspkcial educational establishments for
persons with various disabilities.
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3.3.2.6. Social Infrastructure
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To facilitate investments in human resources, improvelfare and provide accessible and
high-quality public services in the whole territasy the country, considerable investments
must be made in the social infrastructure.

The problems of the health-care system are retatélue insufficient immediate possibilities
of out-patient and in-patient service providersplaimed by the recent reform aimed at
improving the infrastructure. The problems are akdated to the quality and availability in
the whole country of primary health-care serviced madequate availability of emergency
health-care services. In the area of social sesyitte main problems are related to the low
availability, diversity and quality of social caaad social rehabilitation services, technical
facilities and equipment of professional rehahilita services, the assessment system of
health conditions, functional capabilities and thegstrictions, infrastructure required to
provide the above services. Insufficient facilities institutions responsible for the
implementation of labour market policies hamper grevision of up-to-date and high-
quality services to customers, efficient and fasth@ange of information among institutions,
branches and service centres, as well as the fumog of a joint customer registration
system, co-operation with employers, qualitativeadachange and analysis within the EU.

In accordance with Community Strategic Guidelirgsecial attention must be given to the
quality and availability of health-care that hasdaect impact on the productivity,
competitiveness, and quality of life of the labdoirce. In addition to that, CSG propose a
priority to modernise educational and training astructure by integrating ICT.

The Lisbon National Reform Programme of Latvia,doynplementing the above priorities,
defines the following as an essential measure +awipg the infrastructure of social care
and social rehabilitation, increasing the accebisilio technical facilities for professional
rehabilitation, as well as improving the infrasture of labour market institutions.

The above priorities are also highlighted by theidteal Development Plan. The NSRF
investments in social infrastructure corresponth&following NDP strategic measures and
sub-measures: Health as a Value, and InclusiveRatdining Labour Market (including

Support for Promoting Employment, and ReductionLohg-term Unemployment and

Integration in the Labour Market of Groups of Peogi Risk of Social Exclusion).

The policy priorities related to support for disablpersons and individuals with potential
disability are set in the Policy Guidelines for Reithg Disability and its Consequences 2005
-2015. The document provides for the development afinge of disability prevention
measures, improvement of the diagnostic system etectl disabilities, as well as the
improvement of the social protection system foradisd persons and promotion of
employment of people with special needs. The intctidn of new social assistance
measures is planned in the field of rehabilitatiemployment and social services, in order
to ensure that persons with potential disabilisesid becoming disabled, whereas persons
with severe functional disorders receive supportthuce risks of social exclusion.

The health care policy of Latvia is set out in thglementation Plan of the Development
Programme for Out-patient and In-patient Healthec&@ervice Providers 2005-2010, which
guantifies the parts of health infrastructure to ibgwroved, as well as Guidelines for
Development of Human Resources in Health Care ¢hgphasize a long-term objective
(2005 —2015) to provide human resources to andreribair development within the sector
of health care.

Latvia demonstrates considerable disparities betwéee levels of socio-economic
development in Rja and other regions, as well as between the nitéés and the remaining
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areas of the country. The current development madelLatvia can be classified as
monocentric, whereas progress towards a polycedaiwelopment model is hampered by
insufficient growth of development centres. Poodgveloped public services, lack of
interest of entrepreneurs as potential investard,ad people as potential residents represent
the main impediments for the development of thevatu@ntres.

Community Strategic Guidelines place strong emphasi the specific needs of certain
areas, such as urban and rural territories, for poepose of stimulating balanced
development and eliminate obstacles to their gromtiaddition to the above activities, CSG
propose investments in public services and infuasiire to improve investment environment
and quality of life in the above areas.

The Lisbon National Reform Programme of Latvia Botdhe considerably slower
acceleration of economic activities in regions wmésthe capital city of ®ja and its
surrounding area. One of the underlying causesttier above conditions is the slow
administrative-territorial reform of Latvia, henttee prolonged survival of a large number of
economically and administratively weak local goveemts incapable of fulfilling the full
range of municipal functions. Consequently, thelengentation of administrative-territorial
reform, as well as stimulating economic activitybiackward regions are considered priority
tasks.

The National Development Plan identifies citiegtss main driving force behind long-term
economic growth and development of Latvia. Thisgglberm development perspective will
be implemented through polycentric urban systerashovide the best options of ensuring
balanced economic and social development in Latvia whole. Cities must be developed as
economic hubs that also secure the developmeriteourrounding area of region. Due to
increased concentration and numbers of peoplebaruareas, cities will face a number of
problems related to spatial planning and provisidrhigh-quality physical infrastructure
services. It corresponds to the following NDP sigat measures and sub-measures:
Polycentric Urban and Rural Structures for Develeptn and Development Centres —
Drivers of Balanced Development in Regions.

The Regional Development Law (effective as of 23ilA2002.) determines the objective of

regional development — to stimulate and ensure nbath and sustainable national

development considering the specifics and oppdraspf the country as a whole and its

separate areas, reducing disparities between ai@as, and preserving and facilitating the
characteristic natural and heritage features aneldpment potential of each area. Due to
geographical location, cultural, historical and remmic traditions, different areas may

pursue different development models that takeddilantage of features or potential, which
is characteristic to the particular location. Falto harness the above potential to full extent
has resulted in unfavourable socio-economic disparibetween different regions that

hamper the competitiveness of Latvia in the Euraggaion.

To address the above issues, the ERDF fundindowithade available for investments in the
following areas:

= the development of institutions responsible forithplementation of labour market
policies, social care, social rehabilitation, irthg improvements to prison and
probation centre infrastructure;

= professional rehabilitation, providing technical cifdies and improving
infrastructure to assess capacity for work;

= the modernisation of health-care infrastructurgeemlly in primary health-care
and emergency health-care, improvement of infragire promoting healthy and
active lifestyle;
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= making large-scale investments in sports facilitiesorder to promote health of
people and the quality of labour force, thus creppreconditions for the formation
of a healthy, physically and mentally developedspeality;

= renovation and development of pre-school educatistitutions (kindergatens) and
alternative care infrastructure.

3.3.2.7. Socio-economic Potential of Cultural Environment
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Attractiveness of cultural environment influencis fuality and fosters the development of
living environment, as well as social and econométfare. Research of different economic
growth factors suggests that culture specificallyrégarded as an important factor in
facilitating regional competitiveness. High qualdyltural environment boosts the quality of
labor force stimulates development, employment exedme in other sectors. It attracts
enterprises, consequently contributing to the @yeadbf new and high-quality jobs and
promotes the diversification of regional and loeabnomies, their creative and efficient
development thus reducing regional disparities.

The main problems of Latvia in cultural environmemé as follows: out- dated cultural
infrastructure, lack of up-to-date cultural infrasture outside the capital Riga does not
provide quality living and working environment cka of new, modern, important for
regional development cultural objects that wowlskér creation of new innovative cultural
products that correspond to developing needs ofomess, insufficient use of cultural
potential in development of a knowledge based $gaci@sufficient supply of cultural
services. Poor preservation of cultural heritage@s as lack of effective and innovative use
of its socio economic potential of the heritage arhder cultural resources created and
gathered in Latvia.

Community Strategic Guidelines (2006/702/EC) inthcthe role of cultural services in
innovative entrepreneurship, attraction of highlyalkified labor force, renewal of living
environment in the context of Lisbon agenda.

The Lisbon National Reform Program of Latvia 2602008 in terms of providing more
attractive environment for entrepreneurship apét@s implementation of coordinated
sectoral and regional policies, ensuring favorablenditions for the creation and
development of cultural products and services,isouand cultural tourism.

The National Development Plan 2007 - 2013 iderdtifieat quality cultural environment
that is formed by well maintained and accessiblautal heritage as well as varied cultural
traditions and creative activities is an import@nécondition for sustainable and well-
balanced territorial development. Apart from fostg its local identity, it is crucial for
Latvia to establish an intercultural dialogue tlgbuthe development of relevant
contemporary cultural environment and related stftacture for reduction of regional
disparities in accessibility of culture (minimum skat of cultural services), including
diversification of cultural services, providing ediuopportunities for socially deprived
groups. The NSRF investments in cultural envirominm@rrespond to the NDP strategic
sub-measures 4.2.2. Creation of a Common Cultyrat& and 6.3.3. A Well Developed
and Accessible Cultural Environment and Culturatbtiical Heritage.

The main cultural policy documents of Latvia are tiollowing: the long-term National

Cultural Policy Guidelines 2006 —2015: Nationalt8tand the National Program: Culture
2000-2010, as well as National Cultural Policy Rties. The above guidelines reflect
construction activities related to preservation abdilding of cultural objects, the

development of creative industries and formationegional cultural policies.
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As for the 2004-2006 programming period, fundingswaade available within the
framework of the SPD to provide support for theatien and development of nature- and
heritage-related tourism products, as well as fa development and modernization of
public tourism infrastructure by simultaneouslyiwfly to maintain and increase the
economic potential of cultural heritage.

To ensure future strengthening and boosting of dbeio-economic capital of cultural
environment, full use of its resources by creatbbncontemporary multifunctional objects
with cultural function in the regions need to b@morted as well as support should be given
to private owners of cultural heritage , legal emnand managers among them state and
municipal institutions and non-governmental orgatians that implement public functions
stated in legal acts, non-governmental organizatiand private owners who provide
implementation of public function on the basisoftural heritage objects and accessibility
by integrating nationally important cultural heg&in formation of qualitative public space
and in the process of development of creativesirees.

The priority investment policy measures are alevs:

= Development of nationally important cultural infragture i.e. preservation of
cultural heritage, creation of new multi — func@bncultural objects and
development of the related infrastructure;

= Development of cultural heritage and contemporanyucal infrastructure in order
to diversify and intensify economic activities aaeate new nationally important
cultural products.

3.3.2.8. Tourism
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Highly developed infrastructure has a direct andnediate impact on quality of life of
people in all areas, ensuring favourable livingiemment, as well as economic welfare.
The development of tourism can foster growth irumber of related economic sectors, thus
making a significant contribution to national dey@hent in general and strengthening
competitiveness of the country in the common maokéhe European Union. By developing
tourism as one of the priority economic sectois,sltiare may increase to 5-7% of GDP in
the coming 5-8 years, hence boosting the overaP @@wth of the country.

Although the tourism sector has experienced rapiekbpment, a number of problems still
hamper future opportunities in the sector to atttaarists, e.g., insufficiently developed
tourism infrastructure, its capacity and natured haritage-related tourism products (cultural
tourism and eco-tourism). The development of taarisfrastructure will facilitate rational
utilisation of natural and cultural resources, asl\as stimulate sustainable development of
different areas of the country. There is a lackaofrism market studies that can provide a
sound basis for tourism marketing that could ftetdi the image of Latvia as a popular
tourism destination. A new set of innovative andtidctive tourism products is required;
furthermore, the development of low-season tourmwducts and services is critical. It
creates preconditions for additional investments tfee development of economic and
tourism infrastructure, improving tourism offer regions and areas of clustered tourism
resources.

Community Strategic Guidelines highlight an intégdaapproach to territorial cohesion;
furthermore, the cohesion policy can help to cresatstainable communities, by ensuring
that economic, social and environmental issuegaided through integrated strategies at
the EU and national level. Tourism infrastructuge an essential component in both
strengthening the economic competitiveness anaisastie development of the nation.
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The Lisbon National Reform Programme of Latvia 2088 sets the following priorities in
promoting balanced development — promotion of @méneeurship and innovations,
development of human resources and promotion ofagment that are inextricably linked
to the tourism sector.

The National Development Plan highlights that teariis a sector of high economic
integration with links to development processesramsport, ICT, trade, services and other
sectors. One of the main development objectivaletourism sector is to increase its share
in GDP of Latvia by positioning and promoting Latvin international markets as a
distinctive, reliable and recognised tourism dedton, thus increasing the period of stay of
incoming tourists in Latvia and, consequently, himgsrevenues from the tourism sector.
The NSRF investments in tourism correspond to tileviing NDP strategic measures and
sub-measures: Preserved and Accessible Culturatdamvent and Cultural and Historical
Heritage, Rationally Used and Preserved NaturalirBnment, and Creation of New
Competitive Enterprises, as well as Access to andrBity of Jobs in Regions.

As for the 2004-2006 programming period, fundingswaade available within the
framework of the SPD to provide support for theatien and development of nature- and
heritage-related tourism products, as well as f@r tevelopment and modernisation of
public tourism infrastructure by simultaneouslyiwfly to maintain and increase the
economic potential of cultural heritage.

Latvia is rich in natural medicinal resources aratlitions that are currently under-utilised.
For example, the development of national levelasiiructure of resort, mineral water and
medicinal mud management is necessary. Attractitural environment and developed
cultural infrastructure both have direct impact qumlity of life by providing preserved
environment and foster economic well-being, fagiétthe development of cultural tourism
as an important tourism product of Latvia. To rezltitze low-season effects in the tourism
sector, Latvia must make investments in the deveé of international conference centres.
A competitive advantage of Latvia in the Europeanrism market is ensured by the
availability of the Baltic Sea coastal areas; bedéghdevelopment and improvement of the
above for environmentally friendly utilisation waluboth facilitate the creation of new
tourism products and securing sustainable growthhese areas. According to experts,
diverse active tourism products would increasentimaber of SMEs (up to 30 enterprises per
1000 inhabitants in 2010) and reduce the unemplaymage. According to market research
data, 1/3 of Western tourists are willing to indulig active tourism - trekking, biking, or
boating.

The ERDF financial assistance for tourism develapnwell be allocated to promote the
development of tourism products of national impoct and the development of tourism
information system.

3.3.2.9. Development of Cities and City - regions

396.

To ensure the development of a well-balanced dtégeessential to develop urban network
and urban-rural cooperation with an aim to provateessibility of services as close to
inhabitants as possible. There is a wide recognitab the EU and national level (by
researchers, politicians, sectoral experts etcth@fimportant role of cities in strengthening
regional competitiveness. The role of the citissthee driving force of regional development,
is growing, taking into account the aims set by B¢ and Latvia’s National Development
Plan 2007-2013 to develop competitive knowledgesdasconomies. In addition, it is
recognized both at the EU and national level tiat development of cities and other
territories is to be promoted on the basis of thengples of integrated territorial
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development approach that should be ensured aftéges of planning and implementing
territorial development priorities.

Latvia is characterized by a monocentric distribiitiof the population — there is one
powerful centre, Riga, and a wide and evenly diated network of towns. For a long time
such a distribution of population was regarded mslstacle for regional development;
however, it has a significant growth potential thah be developed by implementing the
concept of polycentric development. In the existimgjwork of towns, in addition to the

development of one major centre - Riga, the devety of which is essential to ensure the
national competitiveness of the international scatber centres have to be purposefully
developed until they become strong enough to tat#liregional growth. The most important
development problems of the development of citi@shs are outworn public infrastructure,

including public transport, business, cultural etdrastructure, as well as lack of public
services and low administrative capacity.

On the basis of the Lisbon Strategy objectives @tl&vel, the framework of Structural

Funds for 2007-2013 - Community Strategic Guidaina Cohesion and Structural Funds
regulations highlight the necessity to provide supor development of urban territories
thereby making cities attractive to investment awdk.

Latvia’s National Development Plan 2007-2013 dexldnat the towns have to become an
important development driving force of each regamd of all the country, whose potential
and the perspective development direction is detednwithin the spatial planning process
of the region, in co-operation with public instituts, local governments, NGO’s and the
public. Creation of the network of towns and thsirengthening increases the mutual
complementing abilities of them and it is an efifieet instrument for a balanced

development.

Development planning documents of planning reg{deselopment programs, spatial plans)
emphasize the necessity to promote the growth wéldpment centers, thereby ensuring
accessibility of services, as well as the develagneé functional links between urban and
rural territories.

One of the European Union structural funds prioiity2004-2006 programming period was
the promotion of territorial cohesion, which inched development of accessibility and
transport system, improvement of environmentalastiucture and tourism, development of
information and communication technologies. Thisnly comprised 32,6% (279 459 231,7
EUR) of financing made available to Latvia in 200206 programming period.
Development centers of national and regional ingyar¢ during 2004-2006 programming
period investments amounted approximately to 4ZD@M EUR, incl. 284 000 000 EUR
from European Union structural funds, 59 000 OOOREState budget financing and
approximately 4 000 000 EUR local governments’riiciag.

Overall the support to cities and city - regionsisant to complement sectoral measures and
activities under all three Operational Programthegroviding opportunity for cities and
towns to develop their competitiveness, accessilalnd attractiveness factors according to
integrated urban development strategies, int.cabffer innovative ideas and approaches to
promote different elements of crucial importancegmwth of cities and city-regions.

3.3.3.0P Implementation

403.

The Operational Programme ,Infrastructure and $es/iis co-financed from the European

19 Operational Programme “Human Resources and Emp@n#mOperational Programme
“Entrepreneurship and Innovation”, Operational Pangme “Infrastructure and Services”.
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Regional Development Fund and Cohesion Fund.

404. The Operational Programme constitutes 69.81% @nfie available under the ERDF and
100% of finance from the Cohesion Fund appropnmatio

405. The Ministry of Finance is the Managing Authority the Operational Programme. The
following Ministries fulfill the functions of Intanediate Bodies of this Operational
Programme — Ministry of Transport, Ministry of Emiment, Ministry of Economics,
Ministry of Culture, Secretariat of the Minister ddpecial Assignment for Electronic
Government Affairs, Ministry of Welfare, Ministryf ddealth, Ministry of Education and
Science, Ministry of Regional Development and Ldsalvernments, Ministry of Finance.
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4. FINANCING PLAN
406. For implementation of targets of Lisboan stratdggre is indicatively provided approximately 61%nfreotal financing of NSRF.

Table 10: Financing plan for 2007 — 2013

Financing of Community, EUR, current prices
OP Funds Total 2007 2008 2009 2010 2011 2012 2013

European Regional Development Fund und Cohesiod Fu

OP “Entrepreneurship

and Innovation” ERDF 736 730 950 80478 334 87 838 96 083 145 104533757 113293243 122 4334881 930 151
OP “Infrastructure and
Services” ERDF+CF| 3243062967 355477 320 3882B34 423412403 460 194974 498 319 740 538 048 4979 425 752
ERDF 1703286414 186066917 203406262 222 141/44@1 627 169 261 926929 283 056 893 305 010(804
CF 1539776553 169410403 184728022 201 270{9638 527 805 236 3928111 255041601 274 414|948
European Social Fund
OP “Human Resources
and Employment” ESF 550 653 717 60 319 858 651885 71878 635 78 137 205 84 624 222 91 392|770 429888
Total NSRF 4530447 634 496 275512 541989 257 591 374{1832 865 936| 696 237 205 751924 750 809 780|791
Total ERDF 2440017 364 266 545251 291 3850918 224 585 346 210926 375220 172 405 490|379 946655
Total CF 1539776558 1694104p3 184 728022 1 2 963| 21851780b 236392811 255041601 24848
Total ESF 550 653 71}/ 60 319 8b8 65876 139  7BIGBS 78 137 205 84 624 222 91 392 770 98 424/888
EAFRD 1041113504 152867 493 147 768 241 w24B3| 147 766381 148781700 15018874 1514394
EFF 125 015 563 13 597 544 14 887 723 16 282|1467 736 296 19 243 706 20 816 794 22 451 354
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5. SF AND CF MANAGEMENT FRAMEWORK AND ADMINISTRATIVE
CAPACITY

5.1. Structural Funds and Cohesion Fund Management Fram&ork

407. In accordance with the concept for the planning mrahagement system for the European

408.

4009.

410.

411.

Union’s Structural Funds and Cohesion Fund for20@7-2013 period, as approved by the
Cabinet of Ministers on 18 October 2005, the cotragion model has been selected for the
management of the SF and CF during the 2007-20dg@mming period. This provides for
succession of the SF management system for the-2008 programming period, by
maintaining a single Managing Authority, single Rent Authority and single Monitoring
Committee. In contrast to the 2004-2006 programnpiegod, the number and the status of
Intermediate Authorities has been optimised by dbamg two-level Intermediate
Authorities. Therefore, the Structural Fund and €bn Fund institutional framework for
2007-2013 includes elements of succession that stereessful when implementing the SF,
and improves upon the shortcomings in the managemgstem for the 2004-2006
programming period.

The following authorities are engaged in the mamneage system of the SF and CF:

= the Ministry of Finance as the NSRF Coordinatinghiuity and the OP Managing
Authority,

= the State Treasury as the Payment Authority,

= the sectoral ministries (the Ministry of Economitise Ministry of Education and
Science, the Secretariat of the Minister for Sge&ssignments for E-government
Affairs, the Ministry of Culture, the Ministry of Blfare, the Ministry for Regional
Development and Local Governments, the Ministry Tafansport, the State
Chancellery, the Ministry of Health, the Ministry the Environment, the Ministry
of Finance) according to their policy areas as Besible Authorities and
performers of functions of Intermediate Bodies,

= the agencies (State Employment Agency, State Eiduc&ievelopment Agency,
Central Finance and Contracting Agency, Investnagt Development Agency of
Latvia, Society Integration Foundation, State RegioDevelopment Agency,
Housing Agency, Health Statistics and Medical Tedbgies State Agencyas
Cooperation Authorities according to the scope efedation of functions of
Intermediate Bodies,

= the State Treasury as the Certifiying Authority,

= the Ministry of Finance as the Audit Authority,

= Procurement Monitoring Bureau as performer of ebeaontrols for procurement
documentation of the EU funds projects.

Nevertheless the Ministry of Finance performs tlhmcfions of Managing Authority,
Responsible Authority and Audit Authority, therellwbe ensured a clear separation of
functions within the ministry. Also within the S¢affreasury there will be ensured a clear
separation of functions of Paying Authority and t@gng Authority.

The Minister for Special Assignments for Adminisima of the European Union Funds are
in charge of coordination of the EU structural farashd Cohesion Fund in Latvia.

The management of Structural Funds and the Cohésiod in Latvia is regulated by the
Community Strategic Guidelines, Council Regulati®@C) No 1083/2006 laying down
general provisions on the European Regional Devednp Fund, the European Social Fund
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and the Cohesion Fund and repealing Regulation (f}260/1999, Regulation (EC) No
1080/2006 of the European Parliament and of then€bwn the European Regional
Development Fund and repealing Regulation (EC) RB811999, Regulation (EC)

No 1081/2006 of the European Parliament and ofbencil on the European Social Fund
and repealing Regulation (EC) No 1784/1999, Couftéigulation (EC) No 1084/2006

establishing a Cohesion Fund and repealing RegulatiEC) No 1164/94, Commission
Regulation (EC) No 1828/2006 of 8 December 2006ngeout rules for the implementation
of Council Regulation (EC) No 1083/2006 laying dogeneral provisions on the European
Regional Development Fund, the European Social Famdl the Cohesion Fund and of
Regulation (EC) No 1080/2006 of the European Radia and of the Council on the
European Regional Development Fund.

For implementation of Structural Funds and the Gaire Fund, the Managing Authority

draws up a unified legislative framework in ordergrovide for a unified and uniform

implementation of the Structural Funds and the Gmme Fund. The major legal act
governing the EU Funds management in order to geowfficient and transparent
implementation of the EU funds in Latvia accordingsound financial managemet is Law
on the Management of the European Struructural $@mdl Cohesion Fund (binding from
March 1, 2007). The Law defines the rights andgattions of the institutions involved in the
management of the EU funds, rights and obligatadrthe final beneficiary, as well as order
of decision making, challenge and appeal of th&étui®ns involved in the management of
the EU funds.

In order to provide the EU funds management their@alof Ministers according to the
delegation of the Law issues so-called horizont¢gjulations of the Cabinet of Ministers
which governs the different stages of the EU fun@magement cycle and determines the
EU funds implementation system. The Law provides dlelegation in order to issue the
Cabinet of Ministers regulations as follows:

= The order of programming and implementation ogEkkfunds, including the ex-

ante verification of proceurement documentation;

Order of monioring and evaluation of the EU funaipliementation;

Order on reporting on irregularities;

Order of provision of functions of Audit Authorifgr the EU funds management;

Order on provision on-the-spot cheks;

Order on the planning of the EU funds financingitite State budget;

Order of publishing of information related to thejgxrts co-financed by the EU

funds;

Order of provision of publicity and visual identitgquirements of the EU funds;

= Order of establishment and operation of the EU $umdnagemnst IT system;

= Requirements for the establishment of the managearah control system of the
EU funds;

= The rules of procedure of the Monitoring Committee.

In order to implement the EU funds co-financed \disti or sub-activity the Cabinet of
Ministers according to the delegation of the Lasues the Cabinet of Ministers regulation —
the order on implementation of the EU funds adtjvitefines the Project selection criteria,
requirements for final beneficiary, Responsible ity and Cooperation Authority,
division of competence and order of cooperationwbet them, as well as the form of
functional subbordination of Responsible Authoetyd Cooperation Authority.

The planning regions are involved in the implemgotaof the Structural Funds and the
Cohesion Fund (inter alia in working groups drafttender documents, as well as in project
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appraisal), thus ensuring compliance with the m@plecof partnership, as well as enforcing
the needs of the planning regions by taking intooaat typical development trends and
development potential.

5.1.1.Managing Authority

416. The obligation of Managing authority is to ensune thanagement and implementation og
the EU funds. The Managing Authority, in coopenatiwith Intermediate Bodies and
consulting social, non-Governmental and regionalneas, develops the National Strategic
Reference Framework and Operational Programmes, émsuring compliance with the
principle of partnership during the preparation ppbgramming documents, as well as
ensuring inter-sectoral coordination between therwentions of the Structural Funds and
the Cohesion Fund. In addition to preparation efglogramming documents as provided by
the legislative acts of the European Community, Managing Authority also ensures the
preparation of the Programme Complement for ther&@mmal Programmes which is
approved by the Cabinet of Ministers. The Progran@oenplement for the Operational
Programmes lays down the eligible expenditurehefdctivities, the type of assistance, the
beneficiaries, funding plans with breakdowns byivats and years, implementation
provisions of the activities, monitoring indicatoas the measure level, as well as their
division by planning regions.

417. The Managing Authority also provides for the depeh@nt and maintenance of the single
Management Information Systems (MIS) of the StnadtBEunds and the Cohesion Fund.

418. The Managing Authority performs the following atiloinal functions:

= ensure organisation of evaluation of the EU funds,

= ensure the implementation of information, publi@tyd communication measures,

= ensure the management of the EU funds technicastasse management and
effectiveness of implementation;

= manage the Monitoring Committee and Sub-Committe®es ensure monitoring of
the Operational Programmes,

= draw up annual and final reports,

= draw up the chapter on the EU finds investmentgherannual report on national
reform programme implementation,

= approximate and submit the large-scale projekctseéd=uropean Commission.

419. The Ministry of Finance performs the functionsloé Managing Authority.
5.1.2.Paying Authority

420. The Paying Authority carries out payments to theaFiBeneficiary. It also checks the
payments and the advance payments received froiEutogean Union.

421. The State Treasury performs the functions of thergaAuthority.

5.1.3.Responsible Authorities and Cooperation Authoritiesas performers of functions of
Intermediate Bodies

422. The Intermediate Bodies represent a set of funstparformed by a Responsible Authority
or the Responsible Authority in conjunction witlCaoperation Authority.

423. It is planned that during the programming perio@007-2013 the Intermediary Bodies will
perform the following functions:

= draw up the Operational Programmes within secta@mnpetences (analysis,
strategy, priorities, measures, etc.),
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= draw up the implementation provisions (criteriagible expenditure, applicable
activities, etc.),

= perform financial planning,

= perform monitoring functions at the measure level,

= selection and approval of projects,

= management of project implementation, entering iafgreements, monitoring
implementation thereof,

= perform control and on-the-spot checks ,

= check and authorise payment requests, prepare @ixpendeclarations,

= information and publicity measures at the levgbbrities and measures.

424. Functions 1-4 may not be delegated and are pertbbigehe Responsible Authority itself,
however, implementation of the functions 5-9 maledated to the Cooperation Authority
(Implementing Body).

425. Other functions of the Intermediate Body, takintpiconsideration the scope of functions
delegated to an Implementing Body are the following

= verify compliance of the goods and services defisleand costs,

= ensure electronic recording of accounting data werye project, as well as the
necessary information for financial management, itoang, control and evaluation,

= ensure that the Final Beneficiaries or institutioviich ensure implementation of
Operational Programmes use separate accountirgnsyst

= ensure documentation storage.

5.1.4.Audit Authority

426. The Audit Authority verifies efficient functioningnd compliance of the Management and
Control Systems of the Operational Programme:

» lays down requirements for audits carried out i@ fiystems of the Intermediate
Bodies, the Managing Authority and the CertifyingtAority and organise audits by
verifying that the Management and Control Systeimh® Operational Programme
comply with requirements laid down in the legislatiacts of the EC and the
legislation of the Republic of Latvia.

= verifies the effective functioning of the Managemand Control Systems of the
Operational Programmes and its compliance duriegirtiplementation process of
Operational Programmes,

= verifies eligibility of expenditures,

= presents to the European Commission an audit gyratevering the bodies which
will perform audit on effective functioning and cphance of the systems and will
verify compliance of expenditures, the method taubed, the sampling methods to
be used for audit of expenditures and the indiegttbanning on audits and controls,

= prepares and presents to the European Commission:

= an annual control report on the Management andrGldBystem,

= an annual opinion on the effective functioning @oednpliance of the Management
and Control System,

= a closing expenditure declaration together witlalfireport on the Management and
Control System,

= ensures that audit is carried out in compliancé witernationally recognised audit
standards.

427. The Ministry of Finance performs the functions loé tAudit Authority.

National Strategic Reference Framework of Latvi@2@013 97



Draft

5.1.5.Certifying Authority

428. The Certifying Authority certifies the statementd expenditure to the European
Commission:

= drawing up and submitting to the European Commmssigpenditure declaration in
electronic form,

= certifying that the information included in the exwaliture declaration is correct,
based on verifiable supporting documents, as wellitaresults from reliable
accounting systems,

= certifying that the declared expenditure compliéh \European Union and national
legislation, and that the expenditure has beenriaduwithin the scope of the
respective projects,

= ensuring that the received information on the pdaces and verifications carried
out is adequate for certification of expenditure,

= for the purpose of certification evaluates resoftall audits and verifications carried
out by the Audit Authority,

= providing records of the requested expenditureslectronic form to the European
Commission,

= Keeping an account of recoverable amounts, repdgitige European Commission,
where possible, by deducting them from the nexestant of expenditure to the EC.

429. The State Treasury performs the function of theifyarg Authority.
5.1.6.Procurement Monitoring Bureau

430. The obligation of Procurement Monitoring Bureautds ensure the ex-ante control of
procurement documentation of the projects co-fiedrizy he EU funds and ex-ante random
check for procurement procedure.

431. The Procurement Monitoring Bureau has right to denthe information necessary for
execution of its functions to the institutions ihxed in the management of the EU funds, as
well as final beneficiary,

5.1.7.Monitoring Committee

432. The Monitoring Committee is established by obseyvihe principles of partnership and
gender equality. The Monitoring Committee comprisggresentatives from the Managing
Authority, the Intermediate Bodies, the Paymenthbuity, the Certification Authority and
the implementing agencies, as well as social, revegimental and regional partners. There
are established two sub-committees of the Monigpr@ommittee — sub-committee for
operational programmes co-financed by European dreyi Development Fund and
Cohesion Fund, and cubcomittee for operationalaraghe co-financed by European Social
Fund.

433. The Monitoring Committee is responsible for the manmg of OPs, as follows:

= carries out regular monitoring of the OPs accordmgpecific indicators,

= approves the project selection criteria, and angraiments to the criteria,

= evaluates progress,

= examines the results of implementation and thanatient of objectives for each
priority, as well as the results of evaluations,

= examines and approves the annual and final impl&atien reports,

= examines the annual control reports,

= examines the reports on the progress of implemgnsimategies and attaining
objectives,
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evaluates and makes recommendations for amendtoethis OPs,

evaluates and approves recommendations for amensimenthe Commission
decision on the Fund's investments,

ensures that the implementation of the OPs ishofla quality and timely,

ensures the coordination of information betweerFineds.

434. As regards the monitoring of the implementationtttd Funds at the political level, it is
expected that the Cabinet of Ministers will examthe annual and final implementation
reports. Furthermore, the Managing Authority prepaa quarterly report for the Cabinet of
Ministers on the current situation in implementthg SF and CF.

Table 16: SF and CF management framework

NSRF coordinating authority at the MoF
opP Infrastructure and services Entr_epreneqrshlp and Human resources and
innovations employment
Funds ERDF, CF ERDF ESF
Managing
Authority MoF MoF MoF
Monitorin OP Monitoring Committee
fhg [Managing Authority, Intermediate Body (IB), Payméuthority, Certification Authority, implementing
Committee . : : - .
agencies, regions, Latvian Union of Local and Regi@overnments, social partners, NGOs]
Monitoring Sub-Committee Monitoring Sub-Committee
RA _Areas for RA _Areas for RA _Areas for
investment investment investment
Transport
MoT mfrastructyre,. MOE Entre_preneu_rsh|p MoW En_1pl(_)ymer_1t,
telecommunication and innovations social inclusion
S
Education and traifl(ijnucamglrgn
MoES science MoES Science, research MoOES | N9, 9
. earning, access tq
infrastructure )
education
Environmental Technical Administrative
MoEnv . MoF . SChan capacity at
IB and infrastructure Assistance .
di national level
correspcgpm Social Administrative
main MoW . MRDLG capacity at local
areas infrastructure
level
MoH _ Health MoE Training of
infrastructure empoyed
MoE Energy, tourism MoH Healtfh of labour
orce
Ministry of Cultural-historical Technical
. MoF .
Culture heritage Assistance
Regional and
MRDLG territorial
development
SMSAEGA E-government
MoFE Tec_hnlcal
Assistance
Certifying
Authority State Treasury State Treasury State Treasury
Audit
Authority MoF MoF MoF
Payment
Authority State Treasury State Treasury State Treasury

Source: Ministry of Finance
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Partnership

Latvia acknowledge the partnership principle as a@inie core principles in preparation and
implementation of NSRF and OPs. Latvia’ s objectisss to involve all the relevant parties,
including socio-economic partners, regional pagr(@tanning regions, local municipalities
and their associations) and respective NGOs inoedailon process of NSRF and OPs, thus
ensuring the transparency and visibility of thegess, as well as respecting the interests of
partners and potential beneficiaries of the EU fund

In implementing partnership principle during eladtaon of the NSRF and OPs several
instruments were used - such as involvement dh@a (mostly industry associations,
regional partners, municipalities) in elaboratioh the respective description of OPS’
priorities and measures, debate on NSRF and OBwimeetings of ‘shadow’ Monitoring

Committee, organization of public discussions aanplng documents, publishing the draft
NSRF and OPs on the web page already starting ttmmvery early drafts of those

documents.

By establishing the ‘shadow’ Monitoring CommitteeNovember 2005, the priority was to
ensure involvement of the partners in the discustooum for NSRF and OPs. Thus, the
participants from councils of planning regions, ddation of Local Governments, Labours’
Union, Employers’ Confederation, as well as theeetive NGOs were asked to nominate
their representatives to participate in the ‘shadéenitoring Committee. The meetings of
the Committee, where the draft NSRF and OPs weseudsed, took place on December 2,
2005 and June 2, 2006.

In order to ensure transparency of the elaborgbimtess of planning documents and to
provide an opportunity to become acquainted with iost recent draft of the documents
starting from the middle of November 2005 all thrafddocumentation of NSRF and OPs
was published on the EU funds web pagen.esfondi.lv

For each of the programming document a public disicun was organized. The discussions
were launched for the partners and wider publiotganizing the press conference. Within
the framework of public discussions the documengsewpublished on the EU funds web
pagewww.esfondi.lv All the interested organizations and individuaksre asked to submit
their comments. The discussions were concludedhbyneetings of all the stakeholders,
where the comments and proposals were discussadiveitr authors. After that the agreed
comments were incorporated into the documents. G&lginet of Ministers was informed
about those comments, where the common understanglas not reached during the
discussions.

The public debate on the NSRF was launched on Nbgerh6, 2005 and continued till

December 9, 2005 — in parallel with the officialpagximation of the NSRF. Within the

framework of public discussions there were 358 cemis received from more than 20
institutions (including development agencies ofnpiag regions, local municipalities,

NGOs, ect.). On January 10, 2006 the Ministry afalRce organized the meeting on the
comments received during the public discussion, aotisequently, 114 or 44.4% of all
comments were agreed for incorporation into the NSR

In addition to that on January 25, 2006 the Migisif Finance organised a round table
discussion with the most active NGOs (European Muwm — Latvia, Centre for Public
Policy Providus Latvian Adult Education Association, Latvian Gne&lovement) with

regard to the non-agreed comments provided by tleationed NGOs. Most of the
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discussion was focused on ESF issues. As a rektifteopublic discussion on NSRF the
focus from infrastructure to education and sciesrog human resources was changed.

The public debate on three OP (“Human ResourcesBEanployment”, “Entrepreneurship
and Innovations”, “Infrastructure and Services”)swaunched on May 16, 2006 — also in
parallel with the official approximation of the QRM&together during the public discussions
453 comments were received on OPs, and 240 or $3B&m were agreed for incorporation
into the OPs.

Dynamics of the comments as per OP is as folloW&7-comments were received on the OP
“Human Resources and Employment” (89 or 50.3% efrtlwere agreed for incorporation
into the OP), 102 comments were received on the'Ed@repreneurship and Innovations”
(46 or 45.1% of them were agreed for incorporatidn the OP), and 174 comments were
received on the OP “Infrastructure and Service®5(br 60.3% of them were agreed for
incorporation into the OP).

By assistance of Regional Structural Funds InfoimnaCentres five public discussions in

five planning regions of Latvia about the OPs werganised. In addition to that the

minister’s round table discussion with field exgedf human resources, entrepreneurship,
macroeconomics, infrastructure, regional develognaeid EU funding issues was hold on

June 26, 2006. The discussion included the investrpgorities as set by the EU funds

planning documents for 2007-2013 and the discussias covered by the internet policy

portalwww.politika.lv.

Finally on September 6, 2006 the Ministry of Fioarorganised an open discussion about
the EU funds implementation issues in 2007-2013 wibvernmental, non-governmental,
regional and social partners, as well as Structdfahds beneficiaries in current
programming period where the system changes in-20Q3 were introduced and discussed
in several working groups.

The planning regions has been involved in sevesaudsions with line ministries organized
by the Ministry of Regional Development and Locav@rnments in order to identify the
territorial criteria (specific activities for pactilar territories, specific project selection
criteria, regional quotas, differential co-finamgi rates) for activities, stipulating the
observation of horizontal priority for balancedritrial development.

Taking into account the aforementioned the partnprprinciple was ensured also during
the negotiation process of the OPs - the negotiatielegation approved by the Cabinet of
Ministers included representatives from socio-eomicoand regional partners, as well as
from the NGOs. In such a way the partners as weltepresentatives of line ministries
during the March and April 2007 had an opportumityparticipate in all negotiation rounds
with European Commission on the adoption of theflatdls programming documents.

The principle of partnerhip will be observed alssidg the implementation stage of the EU
funds — involving the partners in elaboration ofplamentation documentation of the EU
funds, organizing the public discussions of implatagon provisions of the EU funds
activities (project selection criteria, CabinetMinisters regulations on implementation of
activities), involving of partners into the projeetppraisal commissions, as well as
participating into the Monitoring Committee meesng

5.3. Administrative capacity of institutions engaged inthe management of the

449.

EU funds

The existing human resources and administrativeaagp will be taken over with the
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continuation of the institutional system for mamagihe SF and CF. All the Intermediate
Bodies (line minietries), except for the State Gledlery, have experience in managing and
implementing the SF during the 2004-2006 prograngnpariod. The authorities also have
experience of administering the pre-accession @r@mstruments Phare and ISPA.

There were a total of 897 staff positions in thensiging Authority, Intermediate Bodies and

grant scheme administrators in 2004, for work eslab the SF and CF. 603 (67%) of all the
staff positions were filled. The lack of human neses is mainly due to the number of

vacancies in the Rural Support Service, which isemgaged in the management of the SF
and CF during the 2007-2013 programming period.

There were 991 staff positions in 2005, which isrammease of 10% on 2004, and this was
mainly for strengthening the capacity of the secdedel Intermediate Bodies or
implementing agencies. No significant increasehm tnumber of staff positions is expected
during the 2007-2013 programming period, becausetype and similarity of functions
performed in 2004-2006 can be ensured within taméwork of existing human resources.

Additional strengthening of administrative capacityl be required in institutions that did

not perform any SF management functions during2@4-2006 programming period — the
State Chancellery as the Intermediate Body andviinestry of Finance as the Certification

Authority.

Strengthening of the administrative capacity dutimg 2004-2006 programming period was
mainly carried out with the support of SF techniaasistance funds. A total of 16 training
courses were organised by November 2005 on subgects as EU regional policy and
structural instruments, the legislative basis m BU and Latvia related to the SF, SF project
administration, SF project evaluation, risk managetn State support system, data
protection and others. A total of 707 employeesktpart in the training courses, i.e. on
average, every employee engaged in the managerinat SF.

The total scope of technical assistance for trgiprojects in 2005 was LVL 102 for every
staff position, however, given the need for acagirnew skills in order to manage the SF
and CF more effectively, an increase in the scdgmancing allocated for training is vitally
important.

The SAS organises regular training courses forl sgrvants on issues related to the SF.
However, surveys show that civil servants believat tthe information provided on the
courses is too generalised or even outdated. Erapfogre interested in acquiring practical
knowledge, which cannot always be provided on th8 Sourses, due to the lack of suitable
training programmes and lecturets.

Certain institutions paid salaries to those empisyengaged in the management of the SF,
during the 2004-2006 programming period, within tihhemework of the SF technical
assistance funds. The average gross monthly sttarytechnical assistance funds is LVL
398, which is 40% more than the average salaryublip sector employees during the
second quarter of 2005.

Despite the relatively high salaries paid to empé&s/from the technical assistance funds,
when compared to the average salaries of publitoisemnployees, there is frequent job
rotation. For example, the job rotation in the Mging Authority was approximately 30% in
2004 and 2005, which is due to the great demandgecialists in the Latvian labour market,
where other employers, particularly in the privegetor, can offer better salary and working

11 UNDP project. "Strengthening institutional capafor implementation of the EU Structural
Funds". Final report. Riga, 2004, pp. 48.
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464.

Draft

conditions.

The quality of administrative capacity is ensurgdte permanence of human resources. A
third of the employees within the Managing Authpiliave three to six years experience of
managing the SF and pre-accession final instrumasatat August 2005. At the same time, a
qguarter of the employees have less than one yegpsrience of managing the SF. Given
that the human resources are relatively balancéerins of professional experience with the
SF, and given that the existing employees have igjta wealth of knowledge and
experience at Managing Authority level, the Mangghuthority is in a position to perform
its functions in an optional fashion.

A Human Resources Development Plan will be prepdueshg the 2007-2013 programming
period, which will encompass all the bodies engagele management of the SF and CF.

When strengthening the administrative capacityrduthe 2007-2013 programming period,
it is important to maintain existing human resosydey ensuring competitive salaries, and to
provide the relevant knowledge and skills in respgcthe management of the SF during
future training. This applies to all institutionsgaged in the management of the SF and CF.
Therefore, the main areas to receive technicaktasgie for strengthening administrative
capacity during the 2007-2013 programming periotl @ support for human resources
training, as well as ensuring competitive salaries those employees engaged in the
management of the SF and CF.

Furthermore, given the experience of project dgualent gained during the 2004-2006
programming period, whereby the implementation lofast a quarter of all projects was
delayed due to the poor quality of the projects,isitimportant to strengthen the
administrative capacity of project applicants, untthg public authorities, in respect of
project development, within the framework of tedahiassistance.

Strengthening of administrative capacity is alsed®sl in the planning of evaluation studies
and ensuring implementation. The results of evalnatcarried out during the 2004-2006
programming period have not been available duriregdevelopment of the programming
documents for the 2007-2013 programming period,ciwrshows that due planning of
evaluation studies is required, in order to offeg bptimum solutions for administration of
the Funds during the current and future programrparipds.

Of equal importance is the strengthening of adratize capacity in monitoring of the
Funds, by financing the creation and operation ofamagement information system within
the framework of technical assistance, which woydtbvide information on the
implementation of the SF and CF. The experienceneghiduring the 2004-2006
programming period, whereby there was no apprapri@nagement information system IT
solution, hinders the monitoring of projects, measupriorities and the Funds.

Actions strengthening the institutional capacitg apnsistent with the national actions for
public administration and public services and cehewith strategic choices identified in the
NSRF. The actions will be undertaken under thergpyi6Administrative Capacity Building”
of OP “Human Resources and Employment”. The indieatontribution of ESF to this
priority is estimated at 52 410 000 EUR. The maitioas for strengthening of institutional
capacity under this priority are as follows:

Policy Impact Assessment and Conducting Policy Rebe

Reduction of Administrative Barriers and Qualitydravement of Public Services,

Increasing Operational Quality and Efficiency obRei Administration Institutions,

Development of Human Resource Planning and Manage/@gstem in Public
Administration,
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= Capacity Building of Social Partners, Non-GoverntaénOrganizations and
Municipalities,

» Improvements to Training Schemes for Public Adntratson Professionals,

= Attracting Specialists to Planning Regions, Townd Amalgamated Municipalities,

= Development Planning Capacity Building of PlannirRegions and Local
Governments.
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6. INFORMATION AND PUBLICITY MEASURES

465.

466.

467.

468.

469.

Information and publicity measures in respect ¢istance under the SF and CF are aimed
at fostering public awareness of the activities &nadisparency of the EU, by creating a
uniform understanding of the assistance in all Men8tates.

The Managing Authority draws up an OP communicatstrategy within three months
following approval of an OP. The Responsible Auities participate in the development of
the communication strategy by providing recommeondat Once the communication
strategy has been agreed, it is forwarded for agbrio the Monitoring Committee, which,
in turn, sends the information on the communicasimategy to the Commission.

The Managing Authority is responsible for the maragnt of the SF and CF information
and publicity measures, according to the procedlaiesdown in the OP communication
strategy. The Responsible Authorities are respém$dy implementing the communication
strategy, whilst the Cooperation Authorities argpansible for providing support in the form
of information to beneficiaries, when administertegders and working with beneficiaries
on a daily basis. The beneficiaries are respondimecompliance with the compulsory
publicity requirements, when implementing projemsfinanced under the SF and CF.

The Managing Authority is also responsible for aoating the activities of the SF regional
information centres within the context of the Skd &F information and publicity measures,
and also informs the EU Monitoring Committee on pregress of implementing the OP
communication strategy (which includes preparingformation for the annual
implementation report).

The indicative allocation of the EU funds financifay implementation of communication
stategy 2007-2015 estimates at 7.5 million EUR.
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PUBLICITY MEASURES PLAN:

Jan 2007 - Dec 2007

Launching Operational Programs

Jan 2008 - Dec 2013

AL

Operational Programs implementation

Draft

Jan 2014 - Dec 2015

AN

Operational Programs closure

— Y

v

2008
2007

T T T T

2009 2010 2011

2012

2013 2014 2015

Stage 1: Launching Operational Programs: January @07 — January 2008

5

2016

Measure type Content Target groups Institutions invlved
MEASURE 1: Mass media relations
1 2 3 4
- EUfunds TVand |- EU funds availability - Potential Project - Managing Authority
radio programes | - Launching open calls applicants - Responsible Authorities

- Press releases

- Interviews,
comments,
opinions

- Press conferences

- Launching restricted calls
- Major projects
- Ecenomic sectors

development in context of
EU funds implementation

- Project implementation
- Contact information etc.

- Final beneficiaries
- Latvian society

- Information
intermediates

Co-operation
Authorities

Regional SF
information centres (5)

MEASURE 2: Mass media monitoring

1

2

3

4

- media monitoring

- LR national and local press
reviews and content
analyses

- Institutions involved in
EU funds management

Managing Authority
Responsible Authorities
Co-operation
Authorities

Regional SF
information centres (5)

MEASURE 3: Regional conferences about EU Funds

1

2

3

4

- Regional
conferences (5)

- EU funds projects in
5planning reagions

- Final beneficiaries in
planning regions

- NGOs, social and
regional partners

- Institutions involved in
EU funds management

- Latvian society

Regional SF
information centres (5)

MEASURE 4: Publicising and dissemination information materialsand
1 2 3 4
- Information - NSRF - Potential project - Managing Authority
materials in line of | -  OPs applicants - Responsible Authorities
Cabinet of - OPs complements - Information i
S - Co-operation
Ministers intermediates P

- Activities under
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regulation ,EU
Funds publicity
and visibility”

responsibility of
Responsible Institution

- Other information materials
content correspondent with
the target group (s)

Public administration
institutions

Local authorities

NGOs, social and -
regional partners

Authorities

Regional SF
information centres (5)

MEASURE 5: Consultations, information measures for potential @plicants including informative support in

planning regions

1

2

3

4

Seminars,
consultations etc.

- EU funds availability

- Practical information to
potential applicants and fing
beneficiaries

- Contact information etc.

l

Potential project
applicants, especially in -
regions
Final beneficiaries, -
especially in regions
Information
intermediates

Responsible Authorities
Co-operation
Authorities

Regional SF
information centres (5)

MEASURE 6: Promoting involvement of potential applicants and prtners in drafting and discussion of project

selection criteria

1 2 3 4
- Any form of - EU funds project selection | - NGOs, social and - Responsible Authorities
promoting criteria regional partners
society’s - Potential project

participation

applicants,

MEASURE 7: Development of a single network in the EU Funds wepagewww.esfondi.lv among home pages of

institutions involved in EU Funds management

1 2 3 4
- Developmentofa | - Information support to - Potential project - Managing Authority in
single home pages potential applicants and final  applicants co-operation with
network beneficiaries - Final beneficiaries Responsible and Co-
- Unified contact - Information operation Authorities

information of
contact persons of
EU funds
institutipns

intermediates
Web page visitors

and Regional SF
information centres (5)

MEASURE 8: Flying EU

flag at the Managing Authority on 9" of May

1

2

3

4

Flying EU flag

Inhabitants of Latvia | -

Managing Authority

Stage 2: Operational Programs implementation: Febrary 2008 — December 2015

Measure type

Content

Target groups

Institutions inwlved
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MEASURE 1: Mass media relations

1 2 3 4
- EUfunds TVand |- EU funds availability - Potential Project - Managing Authority
radio programes | - Launching open calls applicants - Responsible Authorities

- Press releases

- Interviews,
comments,
opinions

- Press conferences

Launching restricted calls
Major projects
Ecenomic sectors

development in context of
EU funds implementation

Project implementation
Contact information etc.

- Final beneficiaries
- Latvian society

- Information
intermediates

- Co-operation Authorities

- Regional SF information
centres (5)

MEASURE 2: Mass media monitoring

1 2 3 4
- media monitoring | - LR national and local press | - Institutions involved | . \anaging Authority
reviews and content analyses in EU funds ) .
- Responsible Authorities
management ] -
- Co-operation Authorities
- Regional SF information
centres (5)
M EASURE 3: Annual conference on EU Funds
1 2 3 4

Annual conference on
EU Funds

EU funds implementation
with a focus on reached
indicators

- Final beneficiaries in
planning regions

- NGOs, social and
regional partners

- Institutions involved
in EU funds
management

- Latvian society

- Managing Authority in
co-operation with
Responsible and Co-
operation Authorities
and Regional SF
information centres (5)

MEASURE 4: Dissemination of specific information

1 2 3 4
- Information - EU Funds implementation | - Final beneficiaries in | - Managing Authority
materials in line of process and results planning regions - Responsible Authorities
Cabinet of . ) : »
Ministers - EU Funds project examples| - NGOs, social and - Co-operation Authorities

regulation ,EU
Funds publicity
and visibility”

Reached indicators

Project implementation
experience etc.

regional partners

- Institutions involved
in EU funds
management

- Latvian society

- Public administration
institutons

- Regional SF information
centres (5)

MEASURE 5: Public opinion poll (1x year) about society’s awanmeess of EU Funds

1

2

3

4

- Public opinion poll

Society’s awareness of EU
Funds

- Latvian inhabitants
(random choise /
1000)

- Managing Authority
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MEASURE 6: Placement of Billboards and permanent information faques and posters

1 2 3 4
- Billboards and - Information on EU funding Final beneficiaries - Responsible or Co-
permanent in EU Funds projects Inhabitants of Latvia operation Authority
information

[72)

plagues and poster
at project sites

MEASURE 7: Updating homepages

1 2 3 4
- Home pages - Actual EU funds information Potential project - Managing Authority
applicants - Responsible Authorities
Final beneficiaries - Co-operation Authorities
Information -

intermediates
Home pages visitors

Regional SF information
centres (5)

MEASURE 8: Consultations, information measures for potential @plicants and final beneficiaries including

informative support in planning regions

1

2

3

4

- Seminars,
consultations etc.

EU funds availability

Practical information to
potential applicants and final
beneficiaries

Project implementation
experience

Potential project
applicants, especially in -
regions
Final beneficiaries, -
especially in regions
Information
intermediates

Responsible Authorities
Co-operation
Authorities

Regional SF
information centres (5)

MEASURE 9: Conferences, seminars of technical nature on majgroject implementation

1 2 3 4
- conferences - Practical information to major project - Managing Authority
- Seminars major project applicants and applicants and - Responsible Authorities
. beneficiaries beneficiaries . "
- Exchanging - Co-operation Authorities

experiences and
good practice

information
intermediates

Regional SF information
centres (5)

MEASURE 10: Publicising list of EU Funds beneficiaries

1

2

3

4

- list of EU funds
beneficiaries in ling
with the Cabinet of
ministers
regulation
“Publicising
information about
EU funds project”

Content in line in line with
the Cabinet of minister
regulation “Publicising
information about EU fund
project”

12

Final beneficiaries
Inhabitants of Latvia

Responsible Authorities
Co-operation Authorities

MEASURE 11: Flying EU flag at the Managing Authority on 9" of May

1 |

2

3
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Flying EU flag

Inhabitants of Latvia

Managing Authority

MEASURE 12: Qualitative research in 2010 about the impact of phiicity measures

1 2 3 4
- Qualitative - Reached indicators and - Inhabitants of Latvia | - Managing Authority
research impact of information and | . nstitutions

publicity measures

Stage 3: Operational Programes closur2014-2015

Measure type

Content

Target groups

Institutions invlved

MEASURE 1: Qualit

ative research in 2010 about the impact of phlicity measures

1 2 3 4
- Qualitative - Reached indicators and - Inhabitants of Latvia - Managing Authority
research impact of information and | . |xstitutions

publicity measures
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7. COORDINATION OF SF AND CF OPERATIONAL PROGRAMMES
AND COORDINATION W ITH OTHER SUPPORT MECHANISMS

7.1.Coordination of sf and cf operational programmes

470.

471.

472.

The coordination of SF and CF operational programmne important for mutual
harmonisation and separation of sectors of assistasnd for alignment with horizontal
objectives.

Thereby, CF investments are mainly focused on piogi assistance for large-scale
infrastructure projects, but the ERDF, for the mpatt, provides assistance for relatively
small scale investments. Assistance under the ESRimed at investments in human
resources and, to a lesser degree, in infrasteyotehich are traditionally financed under the
ERDF.

The mutual coordination of SF and CF operationagmmmes is ensured by the Ministry of
Finance as the Managing Authority, as well as lgy@# Monitoring Committee and its Sub-
committees. The concentrated implementation moddlereby all OPs have a joint
Managing Authority, fosters better coordination viletn OPs. A joint Monitoring
Committee has also been established for the OHshwaliows for optimum coordination of
OPs by concentrating information on all OPs in plaee.

7.2.Coordination of operational programmes with other sipport mechanisms

473.

474,

475.

476.

In order to avoid overlap in SF and CF investmeats,well as the situation whereby
financing for a particular sector cannot be progidey any financial instrument, it is
important to coordinate the SF and CF with the Raam Agricultural Fund for Rural
Development and the European Fisheries Fund. Téigarticularly important when
complying with the cohesion policy objectives asmptemented by the common agricultural
policy objective to ensure a fair standard of lgvfior the rural community.

During the 2004-2006 programming period, the guigasection of the EAGGF and the
FIFG were programmed together with the ERDF andB8E, within the framework of the
single programming document, thereby ensuring tthexte is no overlap between the funds
and that there is complementarity. By re-groupiggcaltural and rural support measures, as
well as measures in the fisheries sector, undeaaragpfinancing — programming, financial
management, implementation and control systemse—ntahnagement of these Funds is
simplified, but there is an increased need for mlutaoordination and to ensure
complementarity.

The coordination of SF and CF operational programmméth the instruments for
implementing the common agricultural policy and jbiat fisheries policy will be ensured
by the Ministry of Finance as the Managing AuthorDuring the development of the OP,
the Ministry of Finance will consult with the relwt sectoral ministry, the Ministry of
Agriculture, on the measures to be included ingtegramming documents and conditions
for receiving financing.

The SF and CF and the European Agricultural FundRioral Development will be isolated
at the territorial and sectoral level, in the arefmtervention. Financing under the European
Agricultural Fund for Rural Development for develogp competition, diversifying the
economy and improving the standard of living, iad used for investments in rural areas.
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Within the meaning of the Law on Agricultural andr®l Development, a rural territory is
the entire territory of Latvia, except for towns radtional importance and district centtés.

Assistance for new enterprises, within the framéwairthe European Agricultural Fund for
Rural Development, is to be provided for the cragatf micro-enterprises in rural areas,
and, to a lesser degree, for improvements to thlal linfrastructure (such as roads,
telecommunications, energy supplies, water sup@msage and waste management).

477. At the sectoral level, co-financing under the Ewap Agricultural Fund for Rural
Development is to be provided for investments imicadfural processing enterprises
irrespective of their location.

478. Coordination will be ensured during programme impatation with the participation of a
representative from the Managing Authority in therdpean Agricultural Fund for Rural
Development and European Fisheries Fund monitamamgmittees (management groups), as
well as with the participation of a representatirgm the Ministry of Agriculture in the SF
and CF operational programme monitoring committee.

479. In addition, the Managing Authority will ensure edmation of the OPs with the National
Development Plan, thereby ensuring harmonisatianwastments under the SF and CF with
the national regional development programming dcmnisn

12 5aeima of the Republic of Latvia, Section 1, Paaply five of the Law on Agricultural and
Regional Development (in force from 11.05.2004)vljas Véstnesis, 10 May 2004.
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8. INFORMATION ON EX-ANTE EVALUATION AND SEA PROCESS A ND
RECCOMENDATIONS TAKEN INTO THE CONSIDERATION

8.1.Ex-ante evaluation process

480.

481.

482.

483.

484.

485.

486.

According to second part of Article 48 of the Coliftegulation (EC) No 1083/2006 of 11
July 2006 laying down general provisions on thedgean Regional Development Fund, the
European Social Fund and the Cohesion Fund ana@dlmregdregulation (EC) No 1260/1999
Member State shall carry out an ex ante evaludtiorplanning documents.

Ex-ante evaluation of National Strategic referefraenework and the all three operational
programs commenced in July 2006 by preparing fepoits. In the result of an open call
procurement procedure SIA ,PricewaterhouseCoop&as chosen to be the ex-ante
evaluators.

The main objective of the ex-ante evaluation iemhsure a preparation of qualitative EU
funds planning documents for the period 2007—-2@18cicordance with the EU and Latvian
normative acts, as well as in compliance with tloaintry’s development needs and
provisions laid down in the EU and Latvian planndaguments.

According to the Article 48 of aforementioned Regigdn the objective of the ex-ante
evaluation is to optimize the allocation of budggtaesources under operational
programmes and improve programming quality. Théuaten should contain identification
and appraisal of the disparities, gaps and poleoti@evelopment, the goals to be achieved,
the results expected, the quantified targets, thieerence, if necessary, of the strategy
proposed for the region, the Community value-addeel ,extent to which the Community's
priorities have been taken into account, the lesstsawn from previous programming and
the quality of the procedures for implementatiomnitoring, evaluation and financial
management.

Ex-ante evaluation is carried out in parallel wile preparation of the EU funds planning
documents. During the process of ex-ante evaludtienexperts provide their opinion and
recommendations about the prepared planning dodsmen their authors, they do
participate also in the negotiations process with European Commission on the approval
of the planning documents.

Until the end of October 2006, when the draft répavere prepared, discussions on each
planning documents took place on a regular basisngnthe parties involved in the
preparation of planning documents — representatifeshe respective line ministries,
Managing Authority and independent experts. Aftee treports was received a public
hearing was held (see information about the Strategvironmental Assessment) when the
opinion on the reports prepared by the expertsdcbalexpressed by the whole society, inter
alia, social, regional and non-governmental septotners. After the reports were received
discussion on each comment took place among tludvied parties, consequently the reports
were updated.

Experts were helpful in preparation of planningwoents that ensure clear and constructive
layout of issues and lucidity.

8.1.1.Conformity assessment of socioeconomic analysis aathborated strategy to the the

487.

needs identified
Main conclusions and recommendations expressedsres were in respect to insufficient
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data analysis on the necessity of interventionhm $pecific area, as well as the lack of
country’s policy planning documents in the specdrea that would, for instance, classify
the industries by priority. Evaluators asked thenobasions in the analytical part and
weaknesses identified to be grounded by statisiidatmation and analysis. This was taken
into consideration updating the planning documdnysdrafting more precise activity

descriptions, and providing more comprehensiverméion in the OP complements. In
updating the data the line ministries used the nmgistanding statistical data and
unprejudiced information from studies within thdéimits. Regarding the justification of

activities more detailed explanatory notes weréuithed.

8.1.2.Conformity assessment of developed strategic justiftion to strategy

488. Experts were asking to consider a possibility tovite more detailed information on the
necessity of assistance in respect to the speatfitvity. One must note that the OP
complements cover the areas where assistance aseofin more details by setting the
priority areas; the final version of the planningcdments the synergy part is significantly
enhanced.

489. There was an invitation expressed to provide a nuwwiled description on how the
horizontal priorities’ targets are met within eagteasure, for instance, by marking the
particular activities that target these priorities by marking the target groups that are
involved in the implementation of activities, or Bgfining a specific set of project selection
criteria that would allow to meet the horizontalopities’ targets. Thus OP complements
provide description of the implementation of honta priority. For instance, horizontal
priority “International competitiveness of RigayCits implemented by having a large part of
the target group positioned in Riga or its surrongd

8.1.3.Conformity assessment of the developed strategy tle Community Cohesion strategic
guidelines and Latvian line policies

490. Independent experts certified that the developedmphg documents are altogether in line
with the Community Cohesion strategic guidelinesgnsrio laid down in the National
development plan and the respective line basidipasifor the period 2007 — 2013.

8.1.4.Assessment of the anticipated results and impact

491. It was recognized that in the development phagbeflocuments no target indicators were
set for the horizontal priorities; thus a risk wdentified to lack the possibility to evaluate
the horizontal priority targets. There was an apfrean the experts to develop evaluation
criteria on the programme level (outcome, impant)order to create an opportunity to
evaluate the results achieved by the programmeota, tavoiding going deeper till the
priority level, to review a possibility to includeaseline values for all the indicators, thus
providing an opportunity the targets achieved tetaveyed in relative values and making it
easier to interpret the results achieved in thdiqudar context, as well as review the
possibility to indicate the data sources and theogeof reconstruction for the indicators
included in the document, as well as indicatingrttethod used for data calculation. Experts
invested rather much effort in the developmenndidators.

492. On the initiative of the Managing Authority an indastitutional working group on the
indicators was organized, which considered allabements expressed by the experts and
which results are visible in the final version bktplanning documents — indicators are
defined in a comprehensive and logic manner, inctudhe indicators for horizontal
priorities, ensuring the evaluation of targets aeéd, in the OP complement the data sources
and method used for its calculation is depicted.
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8.1.5.Assessment of the implementation system

493.

Experts expressed a suggestion to indicate spditiiacial beneficiaries. This information
is included in the OP by indicating the groupsinéhcial beneficiaries for each activity.

8.2. Strategic Environmental Assessment

494,

495.

496.

497.

498.

499.

500.

In accordance with the Law “On Environmental impastsessment” and the Directive
2001/42/EC of the European Commission on the asszdsof the effects of certain plans
and programmes on the environment independent &xg8tA “VentEko”) within the
contract on ex-ante evaluation carried out the renmental impact assessment of the
aforementioned four planning documents by prepafiong environmental reports — one for
every planning document.

In the environmental reports analysis of the reSpelanning document level EU and
Latvian environmental policy documents and nornaatiacts is performed, activities
proposed in the planning documents are analyzeah fifte environment protection and
sustainable development perspective, possible @mviental impact if implementing the
planning documents is assessed, possible alteesaiivthere are such are analyzed, and
recommendations to reduce the environmental efbécthe activities mentioned in the
planning documents and enhance sustainable devetdmare given.

In the preparation of environmental reports thendparency principle was obeyed by
effectively publishing the most outstanding infotma on the Ministry of Finance
administered web site, thus making the informapablicly available. Public hearing of the
environmental reports took place from October 30062 until December 14, 2006. On
November 6, 2006 seminar was organized to attragiublic attention to the fact that the
public hearing for the environmental impact assesdgrnommenced. Institutions involved in
the EU funds implementation and the developmemilafning documents, social, regional
and non-governmental sector representatives gaataxl in the seminar. Overall there were
around 50 participants. The aim of the seminar twagive an overall insight and the most
outstanding information on the ex-ante evaluatioth @an strategic environmental assessment
of the EU funds planning documents, as well aspeatedly pay partners attention that the
EU funds planning documents environmental repartsraenced. The meeting of the public
hearing during which an opportunity was provided eigpress comments and make a
discussion on the comments took place on Decem!#06.

Experts concluded that overall the planning documare in line with the targets set out in

the environmental policy planning documents. Anitation was expressed to enhance the
involvement of people in addressing environmenssués, to make a more accurate
definition of the historically polluted territoriegs well as to evaluate a possibility to set
alternative territories for the development of pitie to closeness of the protected area
Natura 2000).

Managing Authority by making adjustments to plamgnidocuments have taken into
consideration the comments expressed and madectiegpehanges.

In the beginning of March 2007 positive opinionstbe four environmental reports were
received from the Environment State Bureau (ESBe-competent authority.

In accordance with the part VII of the provisiorssdl down in the Cabinet of Ministers
regulations No 157 of March 23, 2004 “Procedures Strategic Environmental Impact
Assessment” the Ministry of Finance within 14 dafter the planning documents are
adopted prepares and publishes on the websitefamigtive report in which it points out
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how the environmental report and opinion of the ESBhat is taken into account, and how
the evaluation of alternative solutions and the m@mts in respect to environmental reports
is carried out. The author within 5 days after ithfermative report is prepared publishes it
on the website, publishes it in the newspaper ‘il@dwestnesis” and sends electronically to
the ESB the report on the adoption of planning doenis to be published on its website, as
well as sends it to the institutions that had comie@ or had given recommendations during
the preparation process of the documents.

501. In order to attest direct or indirect environmenialpact of the implementation of the
planning documents, and in order to make amendmiéntecessary in the planning
documents ESB in its opinion suggests to the Minisf Finance to prepare monitoring
reports at least two times during the planningqee(preferably in 2010 and at the end of the
period 2013) and hand it in to the ESB. In ordeati@st direct or indirect environmental
impact, an environmental impact not foreseen befamd if necessary to amend the planning
documents, the author of the planning documentsesaout the environmental monitoring.
The author prepares monitoring report that contafermation available and at least the
change of environmental situation and descriptioh tendencies related to the
implementation of the planning document. Environtaemonitoring should utilize state
statistical data, information obtained via carryiogt the environmental monitoring and
other information that is available to the authigionitoring report is a base for focused
further decision making based on precise data. E&Rjests considering a possibility to
create unified monitoring programme for all fouramhing documents thus avoiding
redundancy of data production, summarisation aradyasis. Exploration of all interested
parties involved and main environmental aspectesisential in building the monitoring
system, taken into consideration environmental gutain requirements and sustainable
development principles.

502. The managing authority plans to implement the renemdations of the competent authority
into practice.
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