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A. Introduction

a) Preface

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

The European Council in Luxembourg decided that

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

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

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

- describes the relaions between Lithuania and the Union, in particular in the framework of
the Association Agreement;

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

- asesses Lithuania's Situation and prospects in respect of the economic criteria defined by
the Copenhagen European Council (afunctioning market economy and the capacity to cope
with competitive pressures and market forces within the Union);

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

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

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

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

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

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

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

accession negotiations
For the European Parliament the rapporteur is Mr loannis Souladakis.
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b) Relationsbetween the European Union and Lithuania

Recent developments under the Association Agreement (including bilateral
trade)

Lithuania has continued to implement the Europe Agreement correctly and contributed to the
smooath functioning of the various joint inditutions.

The Association Council met in February 2001 and the Association Committee meeting took
place in June2001. The system of sub-committees continues to function as a forum for technical
discussons.

Since the issuing of the last Regular Report, the Joint Parliamentary Committee comprising
representatives of the Lithuanian and European Parliament met in November 2000 and June
2001.

Lithuania's trade with the EC has continued to increase in 2000 (exports by 21% and imports
by 5%), dthough a a dower speed than with other countries In the year 2000, Lithuanian
exports to the EC accounted for 48 % of total exports. The share of imports from the EC
represented 46.5% of tota imports. EC exports to Lithuania stood at €2.7588 hillion and
importsa € 1.9805 hillion during 2000. Looking at trade by sectors, machinery and eectrical
goods represent the largest sector for EC exports to Lithuania. The textile sector is the largest
sector for EC imports from Lithuania

Regarding agricultura products, a new agreement on reciproca concessions with Lithuania has
been implemented from 1 January 2001 on an autonomous basis, pending the conclusion of an
additiond protocol to the Europe Agreement. A second round of bilateral negotiations for trade
liberdlisation is presently being prepared and would cover more sendtive sectors, in which
current trade islow in particular due to a high degree of tariff protection.

As regards the negotiations with Lithuania on processed agriculturdl products, an agreement
was reached at technical level between the two parties. The new agreement shall be extended
to trade in al processed agriculturd goods and will envisage the imination of import duties for
products under quotas, increases in the amount of quotas, and concessions for new products.
The preparatory work for the adoption of an Association Council decison is ongoing.

As regards the negatiations in view of new reciproca concessonsin the fidd of fish and fishery
products, an agreement was reached at technica level between two parties. The preparatory
work the conclusion of an additiona Protocol to the Europe Agreement is ongoing.

As regards anti-dumping proceedings, in January, 2001 an investigation concerning imports of
ammonium nitrete originating in Lithuania was terminated and, in July 2001 provisiond measures
were imposed on imports of urea originating, inter dia, in Lithuania.

The Protocal to the Europe Agreement on Conformity assessment and Acceptance of industria
products (PECA) was initidled with Lithuaniaiin July 2001. The PECAs are mutud recognition
agreements based on the implementation of the acquis.

Current discussons in the inditutiond framework of the Europe Agreement seek to achieve
progress in areas like protection of intdlectuad property rights, the restructuring of the
8



agricultural sector, the restructuring of the energy sector and on setting up of appropriate
adminigrative sructures in the field of financia control and regiond policy. There are no mgor
trade problemsin the relations between Lithuania and the EC.

Accession Partnership / National Programme for the Adoption of the Acquis

A revised Accesson Partnership was adopted in December 1999 - its implementation is
reviewed in Part D. This Regular Report is accompanied by a proposa from the Commission to
update the Accession Partnership.

In July 2001, Lithuania presented arevised Nationd Programme for the Adoption of the acquis
(NPAA), in which it outlines the strategy for accession, including how to achieve the priorities of
the Accession Partnership (see Part D).

Community aid

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

For the years 2000-2002 tota financid assstance to Lithuaniaamounts to around € 126 million
from Phare, € 90 million from SAPARD, and around € 155 million from ISPA.

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

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

The Phare programme alocated to Lithuania commitments of € 328 million during the period
1992-1999 and €87 millionin 2000°. The 2001 Phare Programme for Lithuania conggs of
an dlocation of € 45.5 million for the Nationd Programme, concentrated on the following
priorities:

3 Thisincludes an allocation of €3 million to Cross-Border Co-operation (CBC) Programmes, and €35 million for nuclear

decommissioning.
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Continuation of socid security financing reform (€ 3 million)

Further dignment with the trangport acquis and strengthening administrative capecity to
manage the implementation of trangport policy (€ 2.4 million)

Strengthening the energy market regulator (€ 1.95 million)

Deveopment of animd tracing and epidemiologica surveillance sysem and modernisation
of phyto-sanitary research and administration (€ 3 million)

Strengthening the capacities to manage public hedth system in compliance with EC
Regulations (€ 1 million)

In the fiedd of environment two projects were sdected a) Strengthening the indtitutional
capacity to implement EC requirements on management of chemicals, geneticaly modified
organisms, IPCC and climate change and b) Creation of radiation protection infrastructure
and development of supporting services (€ 4.15 million)

In the field of Justice and Home Affairs an amount of € 4.8 million would be provided to: a)
Strengthening the fight againgt crime through establishing the national Europol Bureau and
upgrading the Forensic Science Service' s Central Laboratory b) Strengthening the capacity
of Lithuania sjudiciary

In the fidd of Adminigtrative Capacity three projects were chosen amounting to € 5.16
million: Public externd audit, specid preparatory program for structura funds and atwinning
light reserve.

A Phare contribution of € 4.43 million was provided for Lithuanian participation in the
community programmes and the 5™ framework programme

As regards economic and socid cohesion, an amount of €15.57 million is dlocated to
support productive sector, human resources development and improvement of business
related infrastructure. Two of the projects am at building up sructures and facilities for
developing and promoting innovation and SME relaied projects. Such activities are
contributing to the development of projects to be financed under the Structurad Funds upon
accession.

Anadditiond € 3 million of the overal Phare nationd programme was dlocated for Lithuania's
participation in the Baltic Cross Border Cooperation progranme. CBC includes a smdl project
facility supporting co-operation activitiesin the Bdtic region.

At the internationad Donors Conference held in Vilnius in June 200 on the decommissioning of
Unit 1 of the Igndina Nuclear Power Plant, the Commission, on behdf of the European
Communities, pledged financid assistance amounting to atota of €165 million with the current
Financia Perspectives (i.e. until 2006). This pledge is subject to the annua budgetary
dlocations by the budgetary authority. The bulk of this contribution is ddlivered via the Igndina
International Decommissoning Support Fund managed by the EBRD. On the basis of a specid
nationad Phare programme to support decommissoning and consequentiad measures in the
Lithuanian energy sector, the following amounts have been dlocated so far: €10 million in 1999,
€35 million in 2000 and €55 million in 2001.
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Lithuania dso participates in and benefits from Phare funded multi-country and horizontd
programmes, such as TAIEX and the Smdl and Medium-sized Enterprises Facility.

Furthermore, Lithuania participates in Leonardo da Vinci, Socrates, Y outh, Raphadl, SAVE I,
Hedlth and Socid Policy, AIDS Prevention, Drug Dependence, Equal Opportunities, aswell as
the Fifth Framework Progranme for Research, Technologicd Deveopment and
Demongration. Lithuania participated in the third multi-annual programme for SMEs (1997-
2000) from 1 March 2000 until the end of the programme (31 December 2000). Following the
ratification and entry into force of the agreement, the forma participation of Lithuania in the
European Environment Agency will sart in January 2002.

In order to streamline Community lega procedures and thereby facilitate future participation of
Lithuaniain Community programmes, a decison isin the process of being adopted by the EU-
Lithuania Associaion Council establishing the generd principles of such participation.

Overdl, the impact of Phare has been positive. Effective transfer of know-how, equipment and
financial resources has taken place in a number of important fidds such as indudtrid
redructuring and privatisation, SME devdopment, trade and investment promotion,
environment, energy, and land regisration. Phare support to agriculture has succeeded in
devdoping sector drategies and initiating essentid  indtitutiond and financid mechanisms
servicing enterprises in this sector.

In Lithuania, Phare played for example a particularly important role in:

- Strengthening veterinary and phytosanitary control. A project on technical assstance to
veterinary and phytosanitary control €695 000) was completed in August 2001. This
project provided training for veterinary and phytosanitary border inspectors on control
procedures applied to the products of the animd and plant origin. In addition, the project
contributed to the development of designs for veterinary and phytosanitary border

ingpection posts.

- Devedoping an integrated farm register. A project on an integrated farm register and an
agricultura information system (€700 000) helped Lithuania to decide on the methodology
of aland parce identification system. Two pilot projects were implemented in the didricts
of Panevezys and Kaisadorys.

- Deveoping wastewater systems. A project of € 750.000 is aimed at the development of the
Wadgtewater System in the town of Varena.

The Phare Review of 2000 confirmed the accesson-driven approach and emphasised the
importance of helping countries to prepare for the Structural Funds. The Review foresees the
possibility that management of the Phare funds can be fully decentrdised from 2002 if the strict
pre-conditions set down in the Co-ordination Regulation 1266/99 are met. Second, Phare
programming can be moved onto a multi-annua basis if supporting strategies are in place. Third,
the trends introduced in 1997 continue with an increased role for Deegations, further
greamlining of procedures and, ladly, increasng empheds on rasng the verifigble and
quantifigble impact of Phare projects in inditution building, investment in compliance with the
acquis and economic and socia cohesion.
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The implementation of the Phare programme has recently experienced some difficulties.
Contracting occurs very late, putting projects at risk and reducing implementation periods.

From September 2001, the functions of National Aid Co-ordinators have been transferred from
the Minigtry of Foreign Affairsto the Minigtry of Finance.

The SAPARD programme prepared by the Lithuanian authorities was agpproved by the
Commisson in November 2000. The Community contribution to SAPARD in Lithuania for
2001 is€ 30.4 Mio.

The plan foresees a number of priority measures for agriculture and rural development, including
(2) investments in agriculturd holdings, (2) improving processing and marketing of agricultura
and fisheries products, (3) improvement of rurd infrastructures and (4) development and
diversfication of economic activities providing for multiple activities and dternetive income.

The Multi-annual Financing Agreement, which sets out the rules for implementing SAPARD,
and the Annual Financing Agreement, which sets out the Community financia commitment for
the year 2000 to Lithuania, were both signed in March 2001. The Lithuanian Parliament ratified
both agreements in June 2001. These agreements entered into force at the end of August 2001
when their ratification was notified to the Commisson.

The following structure will be used for the implementation of SAPARD:

- The Nationad Fund, located within the Minisry of Finance administers SAPARD funds
dlocated under the responghility of the Nationa Authorisng Officer (NAO) and is
respongble for the national accreditation of SAPARD Agency.

- The Managing Authority isthe Minigtry of Agriculture.

- The Nationa Paying Agency, under the Ministry of Agriculture has been desgnated as
SAPARD agency responsble for the implementation and financid management of the
programme. The agency is proposed to operate from its sest in Vilnius with 10 regiond
offices throughout Lithuania

The Lithuanian authorities have concluded the accreditation of ther national implementing
dructures and have notified the Commission on their Nationa Act of Accreditetion in July
2001. At the same time a complete package of information was also submitted (procedures
manuas, policy statements on fraud, rotation of sengtive podts, legd acts and agreements, tc).
The Commission has been examining, also on the spot, the basis for the nationa accreditation
and the operationd capacity to manage the programme. This review work is about to be
successfully completed and a Commisson Decison conferring the management of ad to
Lithuaniais expected to be taken very soon.

As concerns the | SPA programme, the 2001 dlocation will be €53 million +/- 20% depending
on the qudity and balance of projects submitted.

With regard to project applications, atotal of 17 officid gpplications have been submitted to the
European Commission by the Nationa 1SPA Co-ordinator , 10 in the environmenta sector and
7 in the transport sector. The projects which have been adopted by the Commission include:
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- Rehabilitation and extenson of the water supply and sewage collection sysemsin Vilnius
- Upgrading and extension of the wastewater trestment system in Druskininkai

- Upgrading of the Corridor IXB (Vilnius-Klapeda)

- Improvement of the ViaBdltica

- Modemisation of tedecommunication, signdling and power supply concerning the raillway
component of Corridor 1XB.

From September 2001, the functions of Nationa 1SPA Co-ordinator have been transferred
from the Minigry of Foreign Affairs to the Minigry of Finance. The two line minigries (Ministry
of Transport and Communication and Ministry of Environment) are responsible for technica
programming, project implementation, evauaion and monitoring. Implementing agencies have
been designated within the line minigtries. Financiad controllers will have to be designated within
esch implementing agency.

Twinning

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

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

A totd of 372 twinning projects, primarily in the fidds of agriculture, environment, public
finance, judtice and home affairs and preparation for the management of Structural Funds, have
been funded by the Community between 1998-2000. These represent the principal priority
sectors that have been identified in the Accesson Partnerships. But aso other important
sectors of the acquis have been addressed through twinning, for example, socid policy, fight
againg drugs, trangport, and telecommuni cations regulation.

Thanks to the strong support and response from EU Member States 103 twinning partnerships,
funded by Phare 1998 and involving dl candidate countries and dmost al Member States are
coming to an end or have been concluded. Under Phare 1999 a further 124 projects are being
implemented and the programming exercise for Phare 2000 includes a further 145 twinning
projects. The 2001 programming exercise foresees 131 twinning projects in al Phare
beneficiary countries as well as Cyprus and Madta. Furthermore, the candidate countries are
being offered the possbility of drawing on Member States expertise through Twinning light
(projects of up to 6 months duration), to address well-circumscribed subjects of limited scope,
which emerge during the negotiation process as requiring adaptation. It is estimated that around
250 twinning projects are operationa throughout the candidate countries at any onetime.
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For Lithuania, the totad number of projects implemented by twinning over the period 1998-
2000 is 27. Out of these projects, 16 are ongoing (13 from the 1999 programme and 3 from
the 2000 programme). Among the ongoing projects, for instance Germany is providing
assdance towards drengthening the enforcement of border control in the veterinary and
phytosanitary sectors, notably by training the phytosanitary ingpectors. Among the twinning
projects financed under the 2000 programme and which are currently being prepared, Lithuania
is going to be assded in preparing itsdf for the participation in the European Employment
Strategy and the implementation of the European Socia Fund.

A number of areas have been pinpointed for twinning assistance under the Phare 2001
programme, including:

- Socid security financing reform

- Further dignment with the trangport acquis and strengthening of the adminigtrative capacity
in the trangport policy area

- Strengthening the energy market regulator

- Deveopment of animd tracing and epidemiologica surveillance syssem and modernisation
of phytosanitary research and administration

- Strengthening of the indtitutiond capacity to implement EC requirements on management of
chemicals, geneticaly modified organisms, IPCC and dlimate change

- Creation of the radiation protection infrastructure

- Strengthening the fight againg crime through establishing the national Europol Bureau and
upgrading the Forensic Science's Services Centra Laboratory

- Strengthening the capacity of thejudiciary
- Strengthening the capacity to manage the public hedth system in compliance with the acquis

- Public externd audit.

Negotiations/ screening

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

Since the opening of the accesson negotiations, substantid discussons on the individua
chapters of the acquis started, and by June 2001, negotiations on al chapters (with the
exception of chapter 30 - Ingtitutions and chapter 31 — Other) have been opened.

By the end of September 2001, the following 18 chapters were provisondly closed: Free
Movement of goods, Free movement of services, Free movement of capita; Company law;
Fisheries EMU; Satidicss Socid Policy; Indudrid policy; Smdl and medium-sized
undertakings, Science and research; Education and training; Telecommunication and
Information technology; Culture and audio-visud policy; Environment; Consumers and hedlth

protection; Externd relations, Common foreign and security policy.
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B. Criteriafor membership

1. Political criteria

Introduction

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

In its 2000 Regular Report on Lithuania's progress towards accession, the Commission
concluded that:

“Lithuania continues to fulfil the Copenhagen paliticd criteria

"As regards public adminigration reform, in line with the rdevant medium-term priority of the
Accesson Partnership, Lithuania has made progress in implementing the legidation on public
adminigration and civil service. In continuing this reform, further issues need to be addressed,
namdy, the level of remuneration, additiond traning and improved inter-minigterid co-
ordination.

"The reform of the legd system has Sgnificantly progressed with the adoption of the Civil Code
and the Crimind Code. This reform needs to be completed through the adoption and
implementation of new Codes of Civil and Crimind Procedure, which inter alia should
contribute to the speeding up of court proceedings. Efforts on judicia reform need to be
sepped up, in particular with regard to training of judges and prosecutors, filling al vacant
positions, and improving the functioning of the courts, especidly the adminigtrative courts.

"As regards the fight against corruption, the important measures which have aready been taken
need to be completed through the adoption of a Nationd Anti-corruption Strategy.
Enforcement needs to be sgnificantly strengthened by further reinforcing the relevant agencies
and effectively ensuring their co-ordination.”

The section below ams to provide an assessment of developments in Lithuania since the 2000
regular report, as well as of the overdl Stuation in the country, seen from the perspective of the
politicd Copenhagen criteria, induding as regards the overal functioning of the country’s
executive and its judicid system. Developments in this context are in many ways closdly linked
to developments regarding Lithuanid's ability to implement the acquis, in paticular in the
domain of judice and home affars. Specific information on the development of Lithuania's
ability to implement the acquis in the fidd of jusice and home affairs can be found in the
relevant section (Chapter 24 — Co-operation in the field of justice and home affairs) of part
B.3.1. of thisreport.

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

proclaimed at the Nice European Council.
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Recent devel opments

Following the parliamentary eections of October 2000, the new Government took office in
November 2000. Due to a change in the ruling codition, the Government resigned in June
2001. A new government took office in July 2001. While the first change entailed a protracted
period when important vice-minigteriad posts were not filled, the second change in government
was swift, without any mgor disruption to the functioning of the civil service. In both cases, the
Government confirmed Lithuania s commitment to accession to the EU.

1.1. Democracy and therule of law

The parliament

The parliament continues to operate smoothly. In January 2001, the Seimas adopted, with the
support of al the politica groupings, a resolution stating that Lithuanid s rapid accesson to the
EU is the country’s drategic god and giving priority to the adoption of EU accession-related
legidation.

The executive

During the reference period, Lithuania made some limited progress in the implementation of the
Law on Public Adminigtration and the Law on Civil Service.

In October 2000, a regulation concerning the procedure for imposing disciplinary sanctions
upon civil servants for misconduct in office was adopted. In April 2001, the Seimas amended
the Law on Civil Service in order to smplify the procedures of recruitment and dismissal and
increase thelr transparency.

A new ranking and remuneration system for civil servants was adopted to meet common
criteria. However, the level of remuneration remains unéttractive.

The implementation of the Nationd Strategy of Training of Civil Servants in Preparation for EU
Membership through the Lithuanian Indtitute of Public Adminidration continued. The indtitute
currently runs five internationa projects and during the period January 2000 — September 2001
organised about 140 training seminars, in which some 2 400 public servants from 70 indtitutions
took part. While these training efforts are to be welcomed, it is important to give them a more
sysematic character.

The reorganisation of the Public Adminigration continued. In January 2001, the Ministry of
Public Adminigration Reforms and Loca Adminigtration was abolished.  Its functions were
tranderred to the Ministry of the Interior and the Ministry of Finance. The sgnificantly
expanded respongbilities of the Minigtry of Finance require an urgent increase in adminigrative
cgpacity inthisminigry.

Overdl, sustained efforts are required to further advance the process of reforming and
reorganising the public adminigtration, so as to fully ensure its independence, accountability and
transparency, as well as its capacity to implement and enforce the acquis. The adoption of the
outstanding secondary legidation should be acceerated and adequate financia resources should
be secured.  Inter-departmental co-ordination must be further reinforced. Findly, the reform

17



process should cover dl the different sectors of the administration while cregting the conditions
for the necessary continuity and stability of the administration.

Thejudicial system

Over the last year, some progress was made in reforming the Lithuanian legd system, and
improving the functioning of the judiciary. However, the continued legd vacuum, resulting from
delays in the adoption of the new Law on Courts, remains a matter of serious concern. The
envisaged new Law should address the issues raised in a 1999 ruling of the Lithuanian
Condtitutiona Court, to the effect that certain powers of the Ministry of Jugtice in administering
the courts contradicted the principle of the independence of the judiciary laid down in the
Condtitution. Pending the adoption of the new Law on Courts, the Department of Courts,
under the Minigry of Jutice, paforms de facto some adminidrative tasks regarding the
management of the Courts.

As indicated, the independence of judges is firmly laid down in the Lithuanian condtitution, and
protected by the Lithuanian Congtitutiona Court. In 2001, the Congtitutional Court ruled that a
decison taken by the Seimas in September 2000 to significantly reduce judges sdaries was
uncongtitutiond, given that this could be athreat to the financia independence of the judges.

Following the adoption of a new Civil Code as reported in the previous Regular Report, in
June 2001 the Seimas passed the relevant amendments to the existing Code of Civil Procedure,
s0 asto dlow for the entry into force of the new Civil Code as of July 2001. A new Code of
Civil Procedure isin preparation, but has ill to be adopted.

In January 2001, the new Law on Adminigtrative Courts Proceedings came into force. In
accordance with the new Law, the Higher Adminigtrative Court and the Adminidrative Divison
of the Court of Appeds were merged into the Generd Adminigtrative Court. As aresult, there
IS now atwo-tier adminigrative court system that conssts of the County Administrative Courts,
which serve as courts of firgt ingance, and the Generd Adminigtrative Court, which has an
gopeds and judicid review function, and is in charge of the formulaion of uniform judicid
practice.

Since September 2000, asylum apped cases are now dedlt with by the Vilnius adminigrative
court. As of June 2001, this court had handled 53 asylum appea cases. Bankruptcy cases are
dedt with by the Regiona Courts.

As regards the number of judges, from July 2000 to September 2001, the number of positions
was increased by 20 to atotal of 712. In the same period, 19 judges were gppointed. The
number of vacancies is now 68. There is an action plan to fill dl the vacancies by the end of
2003. Before beng gppointed, candidates are undergoing an extensve training and
gpprenticeship programme.

As regards the capacities of the Prosecutor’s Office, in the first half of 2001 the county
prosecutor's offices in five mgor towns were reorganised, with the am of reducing the number
of interna units and redllocating staff to operationa work.
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The number of court cases dedt with dightly increased: in 2000, 17 048 crimind cases and
124 011 civil cases were completed, compared to 16 755 crimind cases and 119 843 civil
casesin 1999.

Despite this increase, the backlog has not substantialy grown. At the end of 2000, the number
of crimind cases which had been under consderation for more than 6 months in the digtrict
courts was 6 421 compared to 5 878 at the end of 1999. The number of civil cases under
condderation for more than 6 months in the district courts was 20 467 at end of 2000, which
compares to 20 468 at the end of 1999. At the end of 2000 there were 4 088 adminidrative
cases unresolved.

Over the past year, efforts to improve the training of judges have continued, notably in
specidised areas and in acquis-related matters. The Judicid Training Centre conducted over
Sxty courses on vaious legd subjects in 2000 and 38 seminars in the first haf of 2001. In
particular, during the reporting period it provided atraining course on the gpplication of the new
Civil Code. Some training is being developed dso for the Prosecutor’s Office by its own
Traning Centre.  These efforts must be sustained. In particular, training should become
systemtic, and gppropriate attention should be paid not only to Community legidation, but also
to such subjects as good judicid practice, and human rights law.  Also, speciaised courses in
bankruptcy and asylum matters for judges in regiond Civil Courts and Adminigtrative Courts,
respectively, are required. Adequate resources and a dtable indtitutional status should be
secured for the Judicid Training Centre. More incentives should be provided for judges to
participate in the training courses, and the possibilities for traineeships abroad should be further
developed.

Ovedl, Lithuaniais ill in the process of reforming its judicid system. The reorganisation of the
court system is gradudly being implemented, however, much remains to be done. First and
foremogt, the New Law on Courts needs urgently to be adopted. Adequate budgetary
resources and the managerial competencies which are necessary for the adminigtration of the
court system need to be secured.  Furthermore, the functioning of Courts, and chiefly of the
Adminigrative and Regional Courts, requires further improvement, in particular as concerns
working conditions of their saff. Additiond training efforts have to be made to improve the
qudifications of specidisaed judges and prosecutors. Recruitment of skilled judges should be
encouraged <0 as to fill al vacant podts in digtrict and adminigtrative courts, as well as in the
Regiond Civil Courts Additional staff needs to be recruited for the Organised Crime and
Corruption divison of the General Prosecutor's Office, and county prosecutors offices should
be further reinforced. Since the entry into force of the Criminal Code will take place at the same
time as the entry into force of the Code of Criminad Procedure which is 4ill in preparation,
Lithuania needs to take urgent action to ensure that the Code of Crimina Procedure is adopted
as soon as possible. Also the Code of Civil Procedure needs to be adopted.

Anti-corruption measures

Progress has been made in the fight againgt corruption. Although there are gill problems, there
IS evidence that Lithuania has improved its cagpacity in this domain. Adminigtrative corruption,
however, remains an area of concern. Quick adoption by the Seimas of the Nationa
Anticorruption Strategy and its Implementation Plan is a pre-requisite for effective sectora
actionsin the various ingtitutions concerned.
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Over the past year, the Specia Investigation Service (SIS) consolidated its role as the co-
ordinating anti-corruption agency. The organisational structure of the Specid Investigation
Service was improved, and 63 SIS officers received specidised training, including abroad. A
Code of Honour of the SIS officers was adopted.

In terms of its activities, SIS achieved condderable results in fighting corruption in budgetary,
municipd, credit and financid ingtitutions, as well as among avil servants in public tendering,
privatisation, locd authorities, foreign investment, customs and law enforcement. 1n 2000, 108
crimina cases were initiated (as compared to 125 in 1999), 56 crimes againgt the civil service
were detected (as compared to 98 in 1999), and 98 civil servants and public officias were
charged with offences againgt the civil service (as compared to 168 in 1999). In the first half of
2001, the SIS uncovered 124 crimes, and 98 persons, including 58 civil servants, were
charged.

In its annua report for 2000, SIS reported that corruption occurs mainly in the field of public
procurement and customs. The most frequent type of corruption (in terms of number of
incidents) is adminigrative corruption.

In February 2001, SIS, the Police Department, the Tax Police Department, the Border Guard
Service (former Border Police Department), the State Security Department, the Ministry of
Defence, the Customs Department and the Prosecutor Generd’s Office dgned an inter-
indtitutional Co-operation Agreement on Anti-Corruption Operations. Under this agreement,
these agencies will implement common actions and exchange information. In addition, the SIS
actively co-operates with internationa agencies through the National Bureau of Interpal.

SIS has been involved in the preparation of a National Anti-Corruption Strategy which was
gpproved by the Government in September 2001. The Strategy, dong with its Implementation
Plan, still needs to be adopted by the Parliament.

In May 2001, the Seimas adopted a Resolution on the Fight againgt Corruption, which put
forward a number of anti-corruption measures to be implemented by the relevant Seimas
committees, the Government, and SIS.

In duly 2001, a new Dividon for Invedtigations in Office, invesigating violaions made by
customs officids, was established in the Customs Department.

Lithuania has ratified the Council of Europe Convention on Laundering, Search, Saizure and
Confiscation of proceeds from crime and has sgned the Council of Europe Crimind Law
Convention on Corruption in December 2000. It has not yet sgned the Council of Europe Civil
Law Convention on Corruption. Lithuania participates in the Council of Europe Group of States
agang Corruption (GRECO), and is, jointly with Estonia and Latvia, developing the Bdtic
Anti-Corruption Initiative with the support of the OECD Secretariat. This initiative focuses on
legidative improvements, capacity building and community involvement in order to tackle
corruption.

The welcome efforts made over the past year should be sustained and reinforced. Progress
should be made with the adoption of the Nationa Anti-Corruption Strategy and its
Implementation Plan by the Parliament, and with the adoption of a new Law on Corruption
Prevention. As regards the continued problem of adminigtrative corruption, further progress in

drengthening the public adminigration and ensuring the trangparency of administrative
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procedures is required. The finaisation and adoption of the envisaged Code of Ethics for
Public Servants would be an important step in this regard. The administrative capacity of SIS,
together with other key players, in combating corruption needs to be further strengthened in
terms of geff training. Qudified Saff has to be recruited to fill in remaning vacancies. Inter-
agency co-ordination should be further strengthened in order to avoid overlap of operations and
endure efficient exchange of information. Fnaly, greater involvement of avil sodiety in the fight
againg corruption should be encouraged.

1.2. Human rightsand the protection of minorities

As mentioned in the previous Regular Reports, Lithuania continues to respect human rights and
freedoms. The following section focuses on subsequent magor developments.

Over the padt year, Lithuania has made further progress in acceding to the magjor human rights
conventions (see Annex).

The principle of non-discrimination, which is enshrined in the Condtitution, is a the bass of
variouslaws. The new Crimina Code, which has not yet entered into force, contains provisons
prohibiting discrimination on a wide range of grounds. No other new developments are to be
reported with regard to the transposition of the EC anti-discrimination acquis (see Chapter 13
- Social policy and employment).

The Ombudsman system continues to function satisfactorily.

Civil and political rights

Lithuania has addressed the issues identified in this area in the 2000 Regular Report, and
positive developments can be reported in severa domains. However, some problems persst.

Isolated cases of degrading treatment by law enforcement officids continue to be reported.
Oneinvestigation is being carried out by the Prosecutor’ s Office.

Lithuania remains a country of origin with regard to trafficking of human beings. Trafficking
of women continues to be a problem and greeter efforts to prevent it and vigorous measures to
combat the crimind organisations involved are required. Adequate protection and support for
the victims need to be ensured. Greater involvement of NGOs againg trafficking in women
should be encouraged. The implementation of the Programme on Control and Prevention of
Proditution and Trafficking is ongoing.

Concerns remain about pre-trial detention. While pre-trid detention period is on average five
months, in accordance with the law it may reach 18 months, and can in practice last longer.
Recent rulings by the European Court of Human Rights underline the need for Lithuania to
change its detention practices. In October 2000, the European Court of Human Rights
delivered two judgements relating to events that occurred in the 1990s, establishing in both
cases a violation by Lithuania of Art. 5 of the European Convention on Human Rights. In the
meantime, measures to prevent these violations from reoccurring had aready been taken. The
new Crimina Code, which has not yet entered into force, provides for a reduction of pre-tria
detention time.
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Asfar astheinditutiona structure of the Penitentiary System is concerned, in January 2001, the
Department of Prisons was transferred from the Ministry of Interior to the Ministry of Justice.
As regards prison conditions, in 2001 the Seimas passed a law amending the Code of
Correctiona Labour, expanding the rights of sentenced persons. In particular, the possibilities
for long-term family visits were expanded, and the redtriction of phone cals to family members
and other relatives was repedled. Following the amnesty of mid-2000, the total prison
population decreased from 14 412 in January 2000 to 10 750 (of whom 1766 are pre-trail
detainees) in September 2001. However, overcrowding remains a problem. Lack of medica
care is dso a concern. Consderable investment is needed to bring prisons up to acceptable
standards.

As regards legd aid, the Law on State Guaranteed Legd Aid, amed a ensuring the provision
of state-guaranteed legal aid in avil, adminigrative and crimind cases, for citizens of Lithuania,
as well as foreign naionds and Sateless persons residing in Lithuania, who cannot afford lega
fees, entered into force on 1 January 2001. In 2000, the Government disbursed € 763 000and
€ 694 000in the firg haf of 2001 in remuneration for atorneys providing legd assistance in
criminal cases on the assgnment of the investigator, prosecutor or the courts.

While Lithuania has achieved a good leve of dignment with the European and internationa
standards on asylum, a number of issues remain to be addressed, including the definitions for
determination of safe third countries and safe countries of origin.  Co-operation and co-
ordination among the various ingtitutions involved in refugee matters need to be improved, in
particular through the establishment of a comprehensive regidtration system.

Asregards crimes against humanity, a Lithuanian court found guilty a person charged with
genocide committed during World War 11.

During the reporting period, as concerns the fight againgt racism, xenophobia, anti-Semitism
and ethnic intolerance, actions were taken by the Genera Prosecutor and the courts againg the
chief editor of a newspaper for publication of articles of anti-Semitic character and againgt the
publisher of a cdendar inciting ethnic intolerance.

The new Criminad Code, which has not yet entered into force, eiminates the difference in age as
regards consent depending on sexual orientation, and includes provisons banning
discrimination on that bass.

Freedom of expression and freedom of religion are enshrined in the Lithuanian condtitution,
and continue to be respected.

Economic, social and cultural rights
Further progress was made in this area since the last Regular Report.
In June 2001, Lithuaniaratified the revised Council of Europe Social Charter.

Asregards equal opportunities, the Ombudsman of Equa Opportunities has continued to take
decisve action. As a result, public awareness on equd rights, particularly at work, has
increased.  Upon the Ombudsman’s recommendation, in January 2001, the Seimas amended
the legidation on parenta benefits in order to ensure equa trestment as regards the bringing-up

of children. The Ombudsman handled 25 complaints, which is the same number asin 1999. Out
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of these, 6 related to sexud harassment and sexud abuse; the others concerned gender
discrimination & work or in seeking employment, or related to discriminaion in education.
About haf of dl the complaints were judged by the Ombudsman to be grounded and
infringements of equal opportunities were established.

The work of the inter-departmental Commission for Equal Opportunities continued in order to
ensure that the state authorities implement effectively the provisons of the law concerning equa
opportunities. In the meantime, the number of women in the Lithuanian parliament decreased,
and stands now &t 14, compared to 24 in the previous legidature.

The Children's rights Ombudsman, established in November 2000, has been particularly
active. In April 2001, the Ombudsman submitted her first report to the Seimas. In 2001, the
Office received 75 written and 230 ord complaints. Most complaints refer to violations by
children's care inditutions, litigation over aimony and parental custody of a child. The report
notes growing minor delinquency and spreading drug addiction as the two main problems and
recommends streamlining the children's rights protection system. In addition, the report
highlights the inactivity of loca government inditutions.

In order to guarantee the rights of disabled persons, in February 2001, the Government
adopted the Policy Paper on Reform of Diagnosis of Disability and Socia Security Measures
for Persons with Disability.

As regards trade unions, the unionisation level has dightly increased: in September 2001, it had
reached 13 per cent of the working force. Trade union rights are generally respected. There
are certain redrictions on the right to join trade unions for limited categories of civil servants.

Minority rights and protection of minorities

Since the 2000 Regular Report, the overal Stuation with regards to protection of minorities
continues to be satisfactory, and some progress was made in implementing integration
programmes.

The Government continues to support programmes promoting economic, socid and cultura
development of Lithuania's minority communities. The Government dlocated € 131 000for
implementation of the Programme for Socia and Culturd Integration of National Minorities in
2001. The Programme on State Language Use and Promotion for 1996-2005, which servesto
as3s minorities in learning or improving their knowledge of Lithuanian, continues to be
adequately financed.

The Roma community counts around 3 000 people, who live in difficult conditions. In 2001,
the Government started the implementation of the new Roma Integration Programme dlocating
€ 244 000 from the state budget, of which € 152 000is earmarked for the construction of the
Roma Public Centre (darted in 2000), and € 91 000for education, hedth care, and cultura
needs of the Roma minority. Ongoing efforts to increase the integration of Roma in Lithuanian
society need to be sustained. Much more attention should be paid to the issue of housing.

To ensure the effective implementation of these welcome integration programmes, funding will
need to be increased, and the capacity of the Department of National Minorities and Emigration
should be upgraded.
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1.3. General evaluation®

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

Lithuania has made some progress in reforming the public administration and the judiciary,
where the adminidirative court system has been re-organised. The legd system has improved
with the entry into force of the new Civil Code. The capacity to fight corruption has been
drengthened. The active role of the ombudsman in the field of equal opportunities and, more
recently, children’sright is noteworthy.

Sudtained efforts are required to further advance the process of reform of the public
adminigration, covering dl different sectors of the administration, while creeting the conditions
for the necessary continuity and stability of the administration. Adequate financid resources
should be secured, inter-departmental co-ordination must be further reinforced and training
should become more systematic. As regards the judicid system, the new Law on Courts
urgently needs to be adopted. Adequate budgetary resources and the manageria competencies
which are necessary for the administration of the court system need to be secured. The
adoption of the Code of Crimina Procedure must be speeded up in order to dlow for the
implementation of the new Criminal Code.

In the fidd of the fight againgt corruption, the efforts made over the past year should be
sugtained and reinforced, through the adoption of the National Anti-Corruption Strategy and its
Implementation Programme by the Parliament, and with the adoption of a new Law on
Corruption Prevention. As regards the continued concern over administrative corruption,
further progress in ensuring the trangparent application of adminigtrative procedures is required,
and the co-ordination among the agencies combating corruption should be further strengthened.

Lithuania has made progress towards meeting the accesson priorities related to the political
criteria 1t has made limited progress in implementing the public adminigtration law and the cvil
sarvice law. The Government has approved the National Anti-Corruption Strategy which now
needs to be adopted by the Parliament and implemented. A training programme for judges,
covering various aspects of EC law and acquis enforcement, has started and needs to be
continued.

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

accession by each of the candidate countries’, COM (2001) 700.
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2. Economiccriteria

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

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

This finding was confirmed in the 1998 and 1999 regular reports. In its 1999 regular report the
Commission found that

“Lithuania has continued to make progress in establishing a functioning market economy and is
on the way to being able to cope with competitive pressure and market forces within the Union
in the medium term, provided it completes the remaining reform agenda.”

In its 2000 Regular Report the Commission found that:

“Lithuania can be regarded as a functioning market economy and should be able to cope with
comptitive pressure and market forces within the Union in the medium term, provided that it
continues with the implementation of the current structurd reform programme and undertakes
further necessary reforms.”

In examining the economic developments in Lithuania snce the Opinion, the Commisson’s
gpproach was guided by the conclusions of the European Council in Copenhagen in June 1993,
which gtated that membership of the Union requires:

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

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

2.2. Economic developments

Lithuania's economic situation has further improved since the Regular Report 2000. The
economy has been experiencing an export driven recovery, which is starting to spill over into the
domestic economy. However, private and public investments are Hill relatively duggish. As a
result of strong export growth and low imports supported by fiscd restraint, the externd
baance has sgnificantly improved. Inflationary pressures remained particularly low, reflecting
weak domestic demand and the strength of the Litas. The currency board arrangement with its
peg to the USD has provided a credible externa nomina anchor, supported by economic
consolidation. Fisca discipline has been maintained and the sustainability of public finances has
improved.
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M ain economic trends

Lithuania 1996 1997 1998 1999 2000 2001
|atest

Red GDP growth rate per cent 47 73 51 -39 39 51H1

Inflation rate®

- annual average per cent 24.7 88 50 0.7 09 1.1
(Sept)

- December-on-December per cent 131 82 24 03 13 21
(Sept)®

Unemployment rate, end-year

- ILO definition per cent 164 141 133 14.1 160 | 166P Q2

General government budget per cent of GDP -2.8 -11 -31 -5.7 -33

balance

Current account balance per cent of GDP -9.2 -10.2 -12.1 -11.2 -6.0

million ECU/euro |  -569 -865 | -1158 | -1,120 | -725 -315°
Jan-July

Foreign debt

- debt export ratio per cent 259 276 371 66.7 62.7

- grossforeign debt million ECU/euro 860 1273 1,677 2,651 3470

Foreign direct investment in

flow per cent of GDP

- balance of payments data 20 38 83 48 34

10
million ECU/euro 123 321 793 484 410 355‘1““:/%_

Structural reforms have proceeded along the lines set out in the last Regular Report. The
privatisation of the financid sector is close to completion. The legd framework for market entry
and exit has been improved. Labour market regulations have been liberdised. The role of the
state has been further reduced and trade liberdisation has been increased. The restructuring and
privatisation of the dectricity and gas sector is under way. Measures to improve the human and
physica capita have been hampered by budgetary congraints. The pension reform has been
discussed in the parliament, but no decision has been taken.

© ® N o

National CPI
National CPI

10 source; Website of National Bank

PROXY HICP since 1996 (see methodological notes)
Moving 12 month average rate of change, national CPI
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Main Indicator s of Economic Structurein 2000

Population (average) thousand 3,696

GDP per head" PPS 6,600
Per cent of EU 9
average

Share of agriculture® in:

- grossvalue added per cent 7.6

- employment per cent 19.6

Investment-to-GDP ratio® per cent 18.8

Gross foreign debt/GDP* per cent 28.5

Exports of goods & services GDP per cent 45.5

Stock of foreign direct investment Million Euro 2,524
Euro per head® 683

P: provisona data

Lithuania has been catching up with the EU, although from low levels. GDP per capitain
terms of purchasing power standards reached 29.3% of the EU average in 2000, dightly up
from about 27% in 1995, but down from levels enjoyed in 1998. Regiond differencesin income
levels are moderate. 1998 data show relative regiond income levels ranging from 32.4% in %
of the EU in the capitd, Vilnius, to around 20% in other regions of the country. The economic
activity rate (at around 60% in 2000) and the employment rate (at 60.1%) have shown a dight
decline over the past years, reflecting the risng unemployment, driven by enterprise restructuring
and the economic dump in 1999. Also last year, despite strong economic growth in that period,
the Stuation on the labour market deteriorated: the unemployment rate rose from 14.1 % to
16.0% (184% among men and 13.4% among women), including 53.0% long-term
unemployed.

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

demographic statistics.

Agriculture, hunting, forestry and fishing.

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

1 Estimated.

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

The existence of a functioning mar ket economy

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

There is broad consensus about the main direction of economic policy. Despite changing
codition governments, the Lithuanian authorities maintained the policy gpproach adopted in the
anti-crigs programme of December 1999 and enghrined in medium-term plans, such as the Joint
Assessment of Economic Policy Priorities signed in May 2000 or the renewed pre-cautionary
IMF agreement of April 2001. In line with the commitments in the Accession Partnership,
Lithuania is participating in the Fiscd Survellance Exercise and submitted its firs Fiscd
Notification in April and the Pre- accesson Economic Programme (PEP) in October 2001.
Drawing up the PEP involved mog of the minidtries and some other indtitutions, and the
programme was approved by the government. The new government, gppointed in July, has
declared that it will maintain the policy orientation of its predecessor, aiming at EU membership.
It has dso pledged to fulfil the IMF stand-by arrangement drawn up by the former government.
The arrangement, Sgned in Augudt, commits Lithuania to continue with gructurd reforms,
utilities privatisation, and fiscd discipline.

In 2000, Lithuania returned to growth from a decline in GDP. On average, red GDP grew
by 3.3 % in 2000 and even by 5.1 % year-on-year in the first haf 2001. Growth was mainly
driven by exports, but private consumption contributed significantly. Exports and private
consumption increased by 12.9 % and 3.8 %, respectively, in 2000, and by 18.4 % and 4.6 %
in the firgt haf 2001. Except for private consumption, domestic demand was very week in
2000. Public consumption and total fixed investments both decreased for the second year in a
row. However, the decreases were smaller in 2000 than in 1999, amounting to 0.8 % and
3.8 % for public consumption and investments respectively. In the first haf of 2001, investments
increased by 5.1 %. As a result of severd years of low investment growth, the share of
investment in GDP has been declining recently, reaching 20.7 % of GDP in 2000.

The labour market situation continued to deteriorate, despite the economic growth of last
year. Employment fell from the second quarter 2000 to the second quarter 2001 by amost 7%,
and thus even faster than the year before with a decline by 5.5%. As a result of economic
restructuring, but also increased unemployment regigtration, the aready high unemployment rate
increased by 1.9 percentage points to 16.0 % between 1999 and 2000, according to ILO
definitions. While the registered average unemployment rate was 11.5 % in 2000, in some
regions it reached significantly higher, values of between 20 and 30 %. The economic activity
rate fell from last year’' s 61.9 % to 60.4 % in 2000.

Inflationary pressures remained particularly low in Lithuania. The main factors contributing

to the low inflation have been weak domestic demand and the appreciation of the Litas against

the Euro in 2000. Furthermore, wage settlements have remained moderate. The average CPI

increase was only 1.0 % according to the nationa definition. The harmonised CPI (HCH!)

increase was even lower, 0.9 %. Although generd inflation was low with prices fdling for
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severd items, prices for housing, water, eectricity, gas and other fuels, and communication rose
congderably. This was a necessary consequence of the stronger cost recovery achieved by
those providers. In contrast to the development of consumer prices, producer prices rose
sharply by 18.0 % on average in 2000, partly reflecting increasing energy prices. During 2001,
inflation has risen dightly, but ill remained low a 2.1 % in September. The upturn in inflation
was mainly induced by price rises for food and beverages, and communications.

The currency board arrangement remains, although the currency peg will switch from the
USdollar to the Euro. The Litas has been pegged to the US dallar, and the main god for the
central bank has been to maintain this exchange rate. After some unsuccessful atempts, the
central bank announced 6 months in advance, in a way that was both transparent and timely,
that on 2 February 2002 it would change the peg of the Litas from the USD to the Euro,
maintaining the externa vaue of the currency a the switchover. The change in the peg is
intended to reflect changes in trade orientation and to prepare for post-accesson EMU
participation. This measure will further accelerate and deegpen Lithuanias integration with the EU
economy by diminating the exchange rate risk for investment and trade with the EU, aslong as
the currency board arrangement remains credible. The Lithuanian Centrd Bank reduced the
reserve requirements from 10% to 8% with little apparent impact on credit expansion.

Public finances were characterised by fiscal discipline, and the sustainability of public
finances has been improved. In 2000, the budget deficit fell from 7.8 % of GDP to 2.8 %.
Using harmonised EU accounting standards (ESA 95), the budget deficit decreased from 5.7 %
of GDPin 1999 to 3.3 % in 2000%. The stand-by arrangement with the IMF foresees a further
reduction of the deficit to 1.4 % of GDP in 2001, and 1.3% of GDP in 2002 (GFS
accounting). However, in order to achieve fisca targets, public expenditures, and in particular
public investment, have had to be reduced drastically. In order to restore the leve of
investment, the government plans to increase investments this year. One burden on public
finances is the accumulation of tax arrears. Improvements have been made at centra level, but
the municipaities have dill to tackle this issue. A new pension reform, including a mandatory
funded pillar, is in preparation. The introduction of the new penson system is expected to
generate an annud deficit in the State Socia Insurance Fund equivaent to 0.9 % of GDP. It has
not yet been decided how the deficit will be financed. The government gpproved guidelines for
a tax reform in May 2001. Its main god is to dreamline the tax system functioning and to
dimulate the supply side of the economy. The reform includes a gradud reduction of both
company income tax and persond income tax, as well as raisng the minimum untaxed income
leve.

The current account deficit is still high, but has improved. In the year 2000, the deficit
decreased to 6% of GDP, compared to 11.2 % in 1999. In the first haf of 2001, the current
account deficit decreased by 0.9 percentage points to 5.0, compared to the first half of 2000.
The improvement in 2000 was mostly the result of a rapid increase in merchandise exports. In
2000, exports increased by approximately 29% in current prices, and in the first haf of 2001 by
25%. The main contribution to this improvement came from machinery, eectrical equipment and
vehicles and prepared foodstuffs. The strong increase in the export of mineral products was
more than offset by increased imports of minera products, in particular oil. The pattern was the

6 Two figures are given for the government balance. One is based on the most commonly used national concept, and the
other is calculated according to the European System of Accounts (ESA 95), which was reported by the candidate
countries for the first time this year.
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same in the firg haf of 2001, with the exception that tota imports began to increase more
rapidly. The baance of services recorded a somewhat increased surplus in 2000. The financia
accounts showed a surplus, and foreign direct investments covered about 56 % of the current
account deficit.

The macroeconomic policy mix has been broadly appropriate. The currency board
arrangement has maintained both currency and price sability, and a the same time alowed
interest rates on loans to fal dowly. The conduct of fiscad policy has succeeded cutting both the
current account deficit and the budget deficit. However, the reduction of the budget deficit was
largely dependent on areduction in public invesment.

The share of the private sector has increased. The private sector contribution to GDP
increased in 2000, from 70 % to 72 %. The share of employees in the private sector was 68 %
in 1999, and rose to 69 % in 2000. Redtitution of land is close to completion, and the land
market has darted to function. However, the regtitution process has dowed down. By 1
September 2001, ownership rights had been established for 79 % of the rurd land areaclamed
in citizens gpplications, just 1 percentage point more than a year earlier. This should, however,
not hide the fact that the amount of decisons taken increased by 10% during the period
September 2000 — September 2001. Nevertheless, in August 2001, the parliament adopted
amendments to the law on regtitution, with a view to speeding up the process. Regulated prices
account for about 20.5 % in the CPI. Last year they accounted for 18 %. However, this
increase in the share of administered prices only reflects price increases for these goods and
sarvices, and not an increase in the amount of goods and services whose prices are regulated. A
real increase in the amount of regulated prices, however, represents the minimum prices for
grains, which were introduced in August 2001.

Privatisation is approaching completion. In 2000 privatisation dowed down, but at the end
of the year the Lithuanian Development Bank was sold, and in early 2001 both the Lithuanian
Shipping Company and the Lithuanian Savings Bank were sold. The only remaining Sate-
owned bank, the Agriculturd Bank, is being prepared for sale later this year. This will be the
third attempt to sdll the bank. Several other companies are also prepared for future privatisation:
the Lithuanian Gas Company, the Klapeda Transport Heet, the Lithuanian Electricity
Company, and the Lithuanian Airlines. However, no firm dates have yet been announced.
Besides these large holdings, the state dso holds minority stakes in a number of enterprises. A
new regulation is being prepared so as to speed up the sale of these minority stakes.

Conditions for market exit have been improved, although the implementation of the
existing legislation needs to be strengthened. In July 2001 a new bankruptcy law and an
enterprise restructuring law came into force. Following the Russan criss, the amount of
bankruptcy procedures launched rose rapidly in 1999 and 2000. In 2000, 415 bankruptcy
cases were initiated, but only 7 of them were completed. In total, 102 cases were completed
last year. The new laws are expected to smplify and speed up the liquidation process as well as
the restructuring process. The implementation of the laws may be hampered by the lack of
competent judges — however, this problem is recognised by the authorities and the training of
judges is ongoing. Thus, dthough the laws represent a crucia step forward, setting up properly
functioning bankruptcy and restructuring procedures is till a key chalenge. Market entry is il
hampered by too much bureaucracy in connection with company registration and licensing. In
2000, 10392 new enterprises were registered, and 9362 were unregistered, resulting in a total
of 112442 enterprises on 1 January 2001.
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Property rights are well established, and land restitution is close to completion. By 1 May
2001, 81 % of privatdy-owned agricultura land had been legdly registered and was ready to
enter the market. However, foreigners sill face redtrictions as regards acquisition of land (see
chapter 4, free movement of capital).

Privatisation of banks is nearly finished. Since the las Regular Report, two of the three
remaning state banks have been privatised and there are plans to sdl the third, the Agricultural
Bank, representing 13.6 % of tota assetsin the banking sector, at the end of 2001. All indl, 10
commercia banks and 3 foreign bank branches are currently operating in Lithuania On 1
January 2001 the share of foreign investment in bank capita amounted to 57.7 %.

The financial sector has slowly continued to stabilise. Profitability in the banking sector
grew lagt year. Pre-tax profits increased from 0.21% of total bank assetsin 1999 to 0.46% in
2000. The proportion of non-performing loans continued to decline, from 11.9% in 1999 to
10.8 % in 2000. At the end of 2000 the capita adequacy ratio of the banking system was 16.3
%, well above the 10 % requirement of the Bank of Lithuania

Efficiency has increased, but the interest rate spread is still wide. The average long- and
short-term spread between interest rates on loans and deposits declined during 2000, from
10.4 percentage points in the first quarter of 2000, to 8.6 in the fourth quarter, and 7.5 in the
second quarter of 2001. However, despite the decline, the level is dtill very high.

The financial sector has not been very active in channelling funds to the private sector.
Between the end of 1999 and the end of 2000, lending to the private sector stagnated - on
average it accounted for 12.8 % of GDP in 1999 and for 11.7 % in 2000. However, a smdl
upturn in lending occurred in the first half of 2001. The securities market is till underdevel oped.
It is very difficult for companies to raise funds through securities issues. On 1 January 2001
shares of only 6 companies were listed on the Officid List and 48 on the Current Ligt of the
Nationd Stock Exchange. This is a decline from 1 January 1999 when 6 companies were
represented on the Officid list and 56 on the Current List. On 1 January 2001, a united Bdtic
list comprisng stocks of the largest companies listed on the Riga Stock Exchange, the Talinn
Stock Exchange, and the Lithuanian Nationd Stock Exchange was edtablished. The
capitalisation of the stock market represented 28 % of GDP in 1999, and 27 % in 2000; bond
market capitaisation (incd. T-bills) was 4% in 1999, and 3% in 2000. The intended
edablishment of a funded penson system should in the long run have a postive impact on the
deepening of the capita market.

Financial market supervision has further strengthened. The Law on Commercia Banks has
been amended in severd stages S0 as to bring the legidation closer to the standards in the EU.
The paliament has, inter dia, adopted amendments that will improve the bankruptcy
procedures and speed up the liquidation process. The Bank of Lithuania, the Securities
Commission, and the State Insurance Supervisory Authority have sgned a trilaterd agreement
on co-operation. The Bank of Lithuania has dso sgned severd agreements on internationd co-
operdtion.
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The capacity to cope with competitive pressure and market forces within the
Union

The ability to fulfil this criterion depends on the existence of market economy and a sable
macroeconomic framework, alowing economic agents to make decisons in a climate of
predictability. It dso requires a sufficient amount of human and physca capitd, including
infrastructure. State enterprises need to be restructured and al enterprises need to invest to
improve ther efficiency. Furthermore, the more access enterprises have to outside finance and
the more successful they are a restructuring and innovating, the greater will be their capacity to
adapt. Overdl, an economy will be better able to take on the obligations of membership the
higher the degree of economic integration it achieves with the Union before accesson. Both the
volume and the range of products traded with EU Member States provide evidence of this.

Macroeconomic stability has been maintained, including price stability and sound public
finances, allowing economic agents to take decisions in a climate of stability and
credibility. After the economic decline caused by the Russan criss and the delayed but
successful redirection of economic policy towards sustainability, the principles of a market
economy are more firmly established in the Lithuanian economy.

Lithuania's human capital stock provides a good base for growth. The qudifications of
Lithuanids labour force have been comparatively high, in particular with respect to technical
know-how. In some specidised fidds, such as semiconductor, biotechnology, e ectromagnetic
and laser technology, the amount of R&D has been very high. However, while a decline in
young peoples participation in education has been partialy reversed in recent years, a
ggnificant proportion of children continues to leave school without basic qudifications.
Compulsory schooling lasts for 10 years in Lithuania, and enrolment ratios are very high. The
ratio between pupils and teachers is relaively favourable with 9 pupils per teacher. During
recent years, this rate has even improved. However, the mgor issue is to adjust the educational
system to the new challenges of arapidly changing market economy. The content of educetion,
traning and research is sometimes outdated and not sufficiently suited to these new
requirements.

Labour market policy is increasingly focused on liberalising labour market regulations
and on active labour market measures. In order to increase the flexibility of Lithuanias
labour markets, lay-off benefits have been reduced and the potentia for part-time employment
and service contracts has been improved. In addition, the recently amended bankruptcy and
restructuring procedures foresee improved possbilities for reducing excess labour.
Furthermore, a programme to promote employment has been adopted by Parliament. It
contains measures to support job creation and labour mobility. The programme puts specia
emphags on regions with high unemployment. For the firg time in severd years, in 2000 wage
settlements have been farly low, despite high productivity gains. This was mainly due to the
dragtic rise in unemployment since 1999, relatively low growth and subdued inflationary
pressures.

Investment was relatively low last year, reflecting low growth and fiscal adjustment.
Gross fixed capitd investment amounted to 21% of GDP in 2000. This was rdatively low
compared to the years before the Russian crigs, when the investment share was in the range of
24-27% of GDP. The man reason for this drop was the sharp decline in public sector
investment, reflecting Lithuanids attempts to reduce the deficit through cuts in public sector
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expenditures. Despite this curb on public sector investment, maintaining infrastructure investment
has been declared as a priority. According to first quarter data, investment is picking up in
Lithuania, in particular private sector investment. Public investment is supposed to be
ggnificantly higher in 2001. Neverthdess, given Lithuanias need to accelerate its economic
dynamics and to improve its attractiveness for foreign direct investment, the present level of
public sector invesment is rather low. Infrastructure is in genera sufficiently developed.
However, the railway network would need additiona investment, in particular given Lithuanias
role as trangt country between the CIS and the Bdtic Sea.

Foreign direct investment inflows are still at a relatively low level. In 2000, net FDI
inflows accounted for 2.5% of GDP, compared with 4.5% of GDP in 1999. Danish and
Swedish enterprises are gill the main investors in Lithuania, accounting for about one third of
FDI inflows. The third biggest source of FDI inflows are US companies, accounting for about
10% of FDI. About 30% of FDI goes to the manufacturing sector, while the trading sector
accounts for about 23%. This indicates that Lithuaniais not so much seen as an export market,
but as a favourable place for production. A relatively large part of FDI inflows is ill related to
privetisation. However, snce the 2000 Regular Report, the significance of green-fidd
investment has improved. The most prominent examples are related to the food processing
industry, telecommunication and biotechnology, accounting for about 16% of total FDI inflows.

The restructuring of the economy has gained additional momentum. While Lithuanids
initid response to the Russan crisis had been to dampen the negative impact and to postpone
sructura adjustment, in November 1999 Lithuania adopted a liberd approach and has since
kept to this course. As a result, economic restructuring has accelerated in 2000. The
amendments to the bankruptcy and restructuring legidation facilitate the dlosing down of non-
viable companies and the re-orientation and reorganisation of troubled but in principle viable
companies. Labour market regulations have become more flexible. State aid to troubled
enterprises has been sgnificantly reduced and general support for enterprise start-ups and in
particular SME's has increased, both a dtate and municipal level. Specid commissons
congding of the socid partners (the Sunst and Sunrise commissons) are advisng the
government on ways to improve the busness environment and smplify adminigraive
procedures. Trade protection has been removed. The ongoing structural change is documented
by labour market developments. The biggest job losses in 2000 took place in agriculture and
congruction, while trade, education and tourism have been the most important employment-
generating sectors. A amilar pattern gppears from output datistics of the different sectors.
Given the high share of employment in agriculture, this sector will surely face further pressure to
restructure.

Sate interference has been declining further. Lithuania has further reduced date ad to
enterprises from 1.3% of GDP in 1996 to 0.2% of GDP in 2000. Furthermore, the privatisation
of date enterprisesis close to completion. In the banking sector, only one bank remains under
date control so far. Financia support to private enterprises has declined sharply. Market
regulations have been liberdised and regulatory barriers reduced. On 31 May 2001, Lithuania
became a member of the WTO and of the Batic Free Trade Zone. Furthermore it has
concluded Free Trade Agreements with Bulgariaand isin the final stage of Sgning a Free Trade
Agreement with Romania.

Lithuania has proceeded with privatising its state enterprises. All banks but one are now
privatised and the date shipping company LISCO has been sold. Preparations for the
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privatisstion of mogt remaining Sate enterprises, like the Lithuanian Airlines, the Klaipeda
Transport Fleet and the Lithuanian Electricity company Lietuvos Energija and Lithuanian
Gas, are under way.

The share of SVIES accounts for around 96% of all registered companies. The government
supports the creation of SMEs through various programmes, like business incubators and
through smplified adminigtrative procedures. Municipdlities too are supporting the establishment
of new companies. However, according to independent research indtitutes, small enterprises il
face difficulties with unclear regulations and red tape. In addition, private enterprises face
difficulties getting access to credit financing, as banks are rather cautious and interest rates are
relativey high.

Trade integration with the EU has increased further. Trade openness is farly high and
increased from 89.8% of GDP in 1999 to 97.4% in 2000. This increase reflects the export-
driven recovery, which took place in that year. The volume of trade with the EU further
increased in 2000 (exports by 21%, imports by 5%), athough a a dower speed than with
other countries. Thus, the EU's share in total merchandise exports declined from 50% in 1999
to 48% in 2000. The second most important trading partners are the other members of the
CEC10-group, accounting for 22% of exports. Given the subgtantid trade links between the
CEC10-group and the EU, Lithuanias direct and indirect exposure to EU trade dynamics is
therefore quite high. The share of exports to the CIS has declined from 46% before the Russian
criss to 16% in 2000. Lithuanias export performance on EU markets was very favourable, in
particular when taking into account the continued appreciation of the Litas againgt the Euro by
around 11% on average in 2000. The red effective exchange rate aso appreciated by about
7% during this period.

Energy products are an important element in the commodity structure of Lithuania's
exports. Industrid commoditiesin total (SITC 5-9) account for about two thirds of Lithuanias
exports. The three most important commodity groups for export are mineral products, in
particular oil, accounting for about 20% of total exports, textiles, accounting for 18%, and
eectrica machinery, accounting for about 10%. Exports of minera products are rather volatile,
while the shares of textiles and eectrica machinery have been steadily increasing. Exports to the
EU are dominated by textiles and clothing, accounting for about one third of tota exports to the
EU, and ectrical machinery and chemical commodities, each accounting for about 10%.

2.4. General evaluation

Lithuania is a functioning market economy. Provided that it makes further substantiad efforts to
continue with the vigorous implementation of its sructura reform programme, it should be able
to cope with the competitive pressure and market forces within the Union in the near term.

Lithuania has preserved macroeconomic stability, improved the fiscal and externd imbaances
and reduced date interference. The privatisation of banking, other sectors and land is nearing
completion. New bankruptcy and enterprise restructuring laws finally came into force.

17" See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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However, unemployment remains high and the structural problems on the labour markets will
have to be addressed. While important laws to restructure and liberalise the energy market
were adopted, further acts need to be adopted and effective implementation needs to be
ensured. Financid intermediation continues to be low and inefficient. Domestic and foreign
investment remains a relaively low levels. The authorities need to properly implement the new
lega framework for business, specificdly the bankruptcy laws. The planned penson reform
must be advanced and implemented. Fiscd discipline must continue and the sustainability of
public finances in the medium-term must be ensured, aso to keep the current account deficit
under control in the context of currency board.
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3. Ability to assume the obligations of member ship

Introduction

This section ams to update the Commisson’s 2000 Regular Report on Lithuanid's ability to
assume the obligations of membership - that is, the legd and indtitutiona framework, known as
the acquis, by means of which the Union implements its objectives. Alongsde an evduation of
relevant developments since the 2000 Regular Report, this section seeks to provide an overdl
as=ssment of Lithuania s ability to assume the obligations of membership, and of what remains
to bedone. Thissection is Structured to follow the list of twenty-nine negotiating chapters, and
Incorporates an assessment of Lithuania s adminigtrative capacity to implement the acquis in its
various aspects.  Lithuania's progress in trandating the acquis into its offida language is
assessed in a separate section.

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

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

In the 2000 Regular Report, the Commission concluded that :

“Lithuania has made sgnificant overdl progressin terms of trangposition and, to alesser extent,
implementation of the acquis. Additiona progress is required notably in areas such as taxation,
agriculture, regiond policy and financid control. The strengthening of adminidrative cagpacity,
which has, in part, been limited by the budgetary congtraints, should be continued in a sustained
and more coherent manner.

Inthe fidd of theinternal market, Lithuania has made progressin particular as regardsthe free
movement of goods (dtandardisation and market surveillance), dthough the adoption of
European harmonised dandards should be accderated. The implementation of public
procurement legidation has continued but the adminigtrative capacity and the independence of
the Public Procurement Office need to be further strengthened. Significant progress has taken
place in the area of competition with the adoption of the State ad law, while effective
enforcement and strengthening of the relevant adminidtrative structures need to be ensured.
Further progress towards complete dignment in the area of free movement of capital has
been regisered but some remaining redtrictions need to be abolished Alignment concerning
intellectua property rights has proceeded; however, proper enforcement remains very week.
While progress has been made as regards the strengthening of the adminigtrative capacity in the
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areaof taxation, very limited progress can be reported on adignment. Lithuania has made
progressin thefied of customs, however further efforts are needed as regards implementation
and adminidrative capacity.

Sgnificant progress has taken place in digning with the audiovisual acquis. Developments have
taken place in the telecommunication sector with the decison to establish an independent
regulatory authority. This authority needs to become fully operationd.

Lithuania has made some progress in laying the legd and adminidrative basis to prepare
participation in the Common Agricultural Policy, but much progress is gtill needed in terms of
both adignment and adminigtrative capacity. Alignment on veterinary and phytosanitary matters
has moved forward, and the veterinary administration has been re-organised. Lithuania has
darted digning its legidation with the acquis on fishing resources management, and has partly
dreamlined the relevant inditutional set-up. The legd framework for market regulation and
sructural assistance should be devel oped.

Lithuania has continued to make progress in the fied of the environment, and has now
achieved a fair levd of dignment, dthough there are till magor differences across sectors.
Implementation is ill a mgor concern in particular concerning weater, waste and industrial
pollution and risk management, due to the heavy investments required.

Inthe areaof transport, Lithuania has continued to dign its legidation and achieved sgnificant
progress in particular in the fields of road trangport safety, air trangport and maritime safety.
However, implementation will ill require condderable resources. As regards the energy
sector, Lithuania has made sgnificant progress in implementing the nationa energy Srategy,
notably through the adoption of the law on the decommissioning of Unit 1 of Ignaina NPP and
other important laws, this provides a bass for the restructuring of the sector and market
liberdlisation.

There has been some progress in trangposition and implementation of the social acquis, notably
in the field of hedlth and safety at the workplace. Further efforts are required as regards labour
law and socid didogue. Implementation and enforcement remain a cause for concern. The
active role played by the Ombudsman for equa opportunities has to be noted. In the area of
industrial policy, Lithuania has developed further the political and legd framework for the in-
depth restructuring of its industry. Efforts have, however, focused on conceptua aspects and
little has been done in terms of implementation. The adoption of the new legidation on
bankruptcy and enterprise restructuring is il outstanding.

In the field of regional policy, progress has taken place in establishing the legd framework,
athough adminigrative capacity presents serious wesknesses. Despite consderable efforts,
financial control in Lithuania is not yet in line with internationaly accepted practices, in
particular with regard to internal audit. Progress has taken place as regards the reform of the
budget system, which needs to be pursued.

Progress has been made in most areas of justice and home affairs, both in terms of legidative
aignment and adminigtrative capacity. A generd, and serious, weskness in most aress of judtice
and home affars remains, however, the inability to ensure effective co-ordination among
relevant ingtitutions and bodies.
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As Lithuania reaches a more advanced leved of dignment, greeter attention needs to be paid to
srengthening adminigtrative capacity, o as to ensure effective implementation and enforcement
of the acquis. Some efforts have been made in this regard. In particular, certain existing
Ingtitutions have been reformed, such as veterinary and market survelllance bodies, and the legdl
basis for the establishment of new indtitutions has been laid down, for example in the case of the
Consumer Protection Council. However, the budgetary congtraints Lithuania has experienced
during the reporting period have limited the effective operationa capacity of new indtitutions as
well asthe required reinforcement of existing structures.

Ovedl, Lithuania has made satisfactory progress in meeting the short-term priorities of the
Accesson Partnership, especially as regards economic reform. However, in some areas such as
agriculture, taxation, adminigtrative capacity (including management and control of EU funds),
further progressis till required. Lithuania has dready started to address a number of medium-
term Accession Partnership priorities.”

3.1. Thechaptersof theacquis

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

Chapter 1: Free movement of goods

Since the last Regular Report, Lithuania has made good progress in digning its legidation with
the acquis and in strengthening its adminisirative capacities.

As concerns horizontal and procedural measures, progress has continued in upgrading the
generd framework for the New and Global Approach Principles. In February 2001, the
Lithuanian Government gpproved the Programme on Conformity Assessment Infrastructure
Development. The Programme evauates the need for testing laboratories and certification
bodies in Lithuania which can provide testing and certification as laid down in New Approach
Directives as well as that required by Old Approach Directives. An amount of approximeately
€1.7 million was dlocated for 2001 to cover expenses for equipment and accreditation. In the
fidd of standardisation, Lithuania has accelerated the adoption of standards. As of October
2001, 45% of all European standards have been adopted as Lithuanian standards. In the area
of market surveillance, the Nationd Consumer Protection Council was established during the
reporting period and its statute approved by a Government Resolution of January 2001. (See
also Chapter 23 - Consumers and health protection).

Progress can aso be reported regarding the adoption of sector specific legislation. During
the reporting period, Lithuania achieved further aignment with the New Approach Directives
as regards machine safety, persona protective equipment, lifts, safety of dectrica equipment,
electromagnetic compatibility, pressure vessels (gas cylinders, pressure equipment), and medica
devices. A technicd regulation on design, congtruction and placing on the market and putting

into service of recreationd crafts entered into force in January 2001, and in June 2001
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provisons trangposng the acquis on legd metrology regarding non-autometic weighting
equipment entered into force.

As regards sectors covered by the Old Approach Directives, further progress has been made
in digning the acquis in the aress of cosmetics, chemica substances (testing methods of
chemicals, dassficaion and labdling of dangerous chemicas), pharmaceuticas, and motor
vehicles (road vehicles and their part type approva). As concerns the latter, in January 2001,
Lithuania ratified the UN/ECE Agreement. The State Road Transport Inspectorate under the
Minigtry of Trangport and Communications has been charged with the task of implementing
provisions of the above mentioned Agreement.

Inthefield of food safety (see also Chapter 7 — Agriculture), Lithuania made progress in the
trangposition and implementation of the acquis by way of the adoption of provisons on chicory
extracts and entry into force of provisons on frozen convenience food and food additives.
Lithuania dso reformed its control inditutions and established a single State Food and
Veterinary Service, responsible for the control of the whole food chain (from anima feed to
food for the final consumer) and started the accreditation process of control laboratories.

No significant developments are to be reported as regards the transposition of the acquis on the
control of weapons and the return of cultural goods.

As concerns the development of Lithuania s adminidirative cagpacity for the implementation of
horizontal and procedura measures and sector specific legidation, progress has been made in
grengthening the framework indtitutions.

Since January 2001 the Lithuanian Accreditation Bureau (LA), which is the key indtitution for
implementation conformity assessment legidation, has been operating as an independent
indtitution, in accordance with a Governmenta Resolution of December 2000. The Lithuanian
Accreditation Bureau was evauated by European Accreditation in February 2001. The
evauation covered LA’s assessment regarding accreditation of testing and cdibration
laboratories and product certification bodies. As of January 2001, 37 accredited testing
laboratories and certification systems for homogenous product groups are operating in
Lithuania They cover household electrical equipment, household eectronic equipmernt,
telecommunications equipment and IT products, agriculturad machinery, congruction materids
and products, medica devices and furniture.

The Lithuanian Standards Board has, in preparation for membership of CEN/CENELEC,
established two standardisation divisons that reflect the CEN, CENELEC and ETS| sectors.

Since the overhaul of the market survelllance systems in 2000, the State Non-Food Product
Inspectorate has conducted 4107 checks of non-food products. Out of this number, 1091
checks were performed at service rendering entities, and 452 checks were performed following
public requests. In order to effectively perform market surveillance the State Non-Food
Product Inspectorate co-operates and exchanges the information on unsafe products with al
relevant indtitutions. The Inspectorate is aso involved in the system of the trangtional Rapid
Exchange of Information (TRAPEX) and isits network contact point.

As regards the free movement of goods in the non-harmonised sector, Lithuania adopted an
Action Programme in June 2001. The Action Programme provides for the dimination of import
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licensing obligations for acohoal, tobacco and ail products by the second quarter of 2003; and
the trangposition of the principle of mutual recognition by the fourth quarter of 2003.

Inthefidd of public procurement, there are no legidative developments to report since the last
Regular Report. As regards adminigirative capacity, increased funding has been dlocated to the
Public Procurement Office and the list of approved specidists for the purposes of the
Independent Dispute Settlement Commission was extended. There also has been increased
participation of foreign contractors (13.6 % of contract vaue in 2000 compared to 7.6% in
1999) and increasing number of open tenders (80.6% of contract value in 2000 compared to
70.4% in 1999) has been reported.

Overall assessment

Lithuania has dready trangposed a substantia part of the acquis in the area of free movement of
goods. In order to ensure full alignment, however and more effective enforcement of the acquis,
these efforts need to continue. Considerable progress has been made regarding transposition of
horizontal and procedural measures. Further progress has dso been made in strengthening the
necessary framework indtitutions in particular for standardisation and accreditation with a view
to ensuring their independence and the qudlity of ther functioning.

However, progress towards full membership of the European standardisation bodies
(CEN/CENELEC) is dependent upon the establishment of a non-governmenta standards
organisation, which is foreseen for 2003. In order for the Lithuanian Standard Association to be
fully operationd by 2003, the Lithuanian Standards Board will have to speed up the drafting of
its future Statutes and secure more involvement by industry in the standards preparation process.
The co-operation with economic operators should be one of the key activities of the Lithuanian
Standards Board.

The raisng of economic operators awareness of the Lithuanian Standards Board, as the
Nationa Standard Organisation, is dso linked to the need for an increase in funding. The
Lithuanian Standards Board needs to establish tools which will alow the Lithuanian Standards
Association to raise its own financid resources by providing services, sdling standards, and
promoting the adoption of standards on a voluntary basis.

Finaly, the momentum for adoption of new standards should be maintained, and the ambitious
timetable for adoption of European standards should be closaly adhered to.

In the fidd of metrology some progress has been made in improving cdibration equipment and
in strengthening operationa capacities and know-how. Much more progress is needed to
improve the adminigtrative and operationa capacities of the accredited calibration |aboratories.

Lithuania has advanced well with dignment in the area of market surveillance dthough there is
need to further strengthen adminigtrative capacities, including drawing up plans and determining
priorities, staff training, development of inter-ingtitutional and international co-operation and
exchange of information, replacing pre-marketing regidration with market surveillance, and
diaogue with market players.
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The trangposition of the New Approach Directives has progressed well and for the remaining
sectors the transposition is under development. A number of the legal provisons that were
adopted have not yet entered into force. The infrastructure has reached a reasonable level.

As regards the sectors covered by the Old Approach Directives, the legd and adminidtrative
frameworks on fertilisers, drug precursors, glass, textiles and footwear were dready in place
and the transpogition and implementation of remaining Old Approach Directives is progressing
geadily. The Lithuanian authorities should also concentrate their efforts on gradudly replacing
old market authorisations for medicina products with new ones complying with the trangposed
legidation.

As regards food safety legidation, trangposition work is quite advanced and efforts are being
devoted to preparing both the adminigtration and the food operators. However, considerable
progress still needs to be achieved to complete the co-ordination of the control activities, and
ensure full implementation and full compatibility with the acquis. The pre-marketing
authorisation of foodstuffs, in particular, will need to be abolished before accesson, so as to
prepare in a timely manner both the administration and the food operators for the principles
underlying the EC food safety system and particularly those concerning the EC generd hygiene
rules.

As regards safety checks on products at externd borders, Lithuania sill needs to establish
gppropriate customs and market surveillance infragtructure as well as effective administrative
cooperation between competent authorities.

Much remains to be done as regards the non-harmonised sector. Lithuania has adopted an
Action Programme in this area, however it is not clear whether this will be sufficient to ensure
full dignment. Concrete action to ensure the implementation of mutua recognition has not yet
been undertaken. The Lithuanian authorities also need to screen their nationa legidation in
respect of other barriers to trade as well aslicensing.

Current public procurement legidation presents a number of important shortcomings which will
need to be amended, to ensure full dignment with the acquis. These include, inter alia,
provisons on thresholds, contract vaue, technical specifications, registration requirements for
joint ventures and a number of other procedural issues. Changes are aso necessary in the
utilities sector in order to make the relevant provisons of the legidation compatible with the
acquis. As far as the remedies system is concerned, conciliation and attestation procedures
must be introduced. There has nonetheless been progress in the implementation of existing
legidation and further improvement of adminidrative sructures. As concerns administrative
capacity, the Public Procurement Office needs to be further strengthened and further specidist
training should be foreseen.

Chapter 2: Free movement of persons

Since lagt year's Regular Report, Lithuania has made a reasonable degree of progress in the
area of free movement of persons.

As concerns mutual recognition of professonal qualifications, from October 2000 to June
2001, severd regulations were adopted in the area of health care specialigts, bringing Lithuanian
legidation further in line with the acquis. In particular, legidation was adopted regarding the
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professond qudifications of doctors, denta practitioners, generd practice nurses, midwifes,
and pharmacigs. Rules were aso adopted in June 2001 regulating professona qudifications
and mutua recognition for veterinary surgeons. Lithuania has continued to develop its
adminidrative dructures with the establishment, in February 2001, of a Co-ordinating
Commission in the Field of Professond Qudification Assessment and Recognition, and the
approva of the structure of the Appeds Commission.

In the areas of citizen’s rights and free movement of workers, legidation on the status of
foreign nationals was amended in June 2001. The amendments grant EU citizens the right to
temporarily resde in Lithuania, to undertake economic and business activities, to provide
sarvices and to study. Detailed provisons required for obtaining a temporary residence permit
in Lithuania are laid down in the law.

As regards co-ordination of social security systems, a bilaterd agreement with Finland on
socid protection was ratified in May 2001.

Overall assessment

In the area of free movement of persons, Lithuania has achieved a reasonable level of legidaive
adignment. Efforts will need to be maintained to ensure complete dignment and the necessary
adminidrative capacity to implement the acquis.

In the area of mutua recognition of professond qudifications, primary legidation is largely in
place, and the process of adopting secondary legidation has started. Further measures will need
to be taken to ensure that dl professonas can meet the requirements set out in the sectora
Directives. Outgtanding issues relate in particular to legidation on lawvyers and architects.
Further efforts are needed to introduce al the necessary administrative structures as well as
aufficient education and training programmes. Existing adminigtrative structures aso need to be
reinforced. It will need to be ensured that, by accession, there are no provisons in Lithuanian
legidation which contradict Community rules, in particular with respect to nationdity, residence
or language requirements. Legidation will need to incdlude smpler procedures to dlow the
provision of services.

In respect of professond qualifications obtained before harmonisation, Lithuania should
introduce measures to ensure that dl its professonals can, as of accesson, meet the
requirements laid down by the directives.

As concerns citizens rights, legidation is largely in line with the acquis, but some further efforts
will be needed to ensure full dignment by accesson.

In the area of free movement of workers, key inditutions in this sector are in place and
performing relatively well, and preparatory measures for future participation in the European
Employment Service (EURES) should continue, especidly with regard to language training.
However further legidation on the employment and resdence of migrant workers will be
required to ensure full dignment with the acquis.

With a view to the future co-ordination of socid security systems, Lithuania is encouraged to
intengfy its contacts with present and future EU Member States, which will facilitate Lithuania s
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compliance with the acquis upon accession. Close attention should be paid to ensuring that
sufficient adminidirative structures are in place.

Chapter 3: Freedom to provide services

Since last year’s Regular Report, Lithuania has made steady progress in the area of freedom to
provide services.

As concerns freedom of establishment and freedom to provide non-financial services,
some progress has been made in terms of dignment. The legidation on the legd datus of
foreigners was amended in June 2001 ensuring the freedom to provide services in Lithuania,
including for self-employed persons.

Congderable progress has been made in the fidd of financid sarvices, and especidly with
regard to the banking sector. In December 2000, the Board of the Bank of Lithuania adopted
aresolution on capita adequacy caculation rules. The resolution lays down the procedures for
the measurement of assumed market risks (interest rates, equity, foreign exchange, counterpart
and commodity risks) and the additiona capital requirements to cover such risks. Additiona
rules on consolidation of financid statements and on consolidated supervision were adopted by
the Bank of Lithuaniain March 2001.

In January 2001, the Law on Commercid Banks was further amended providing the possibility
for foreign naturadl and legal persons other than existing foreign credit indtitutions to st up new
banks in Lithuania without any redtrictions. The changes in the law are additiond to existing
requirements regarding large exposures and annud financid statements; they specificaly make
the owner of credit inditutions respongible for internd controls and am a guaranteeing the
Independence of internd auditing.

In February 2001, the Deposits Insurance Law was amended, providing for the insurance and
compensation of depodits kept in Lithuanian commercia banks, in branches of foreign banks, in
the Centra Credit Union and in credit unions.

In March 2001, a new law setting out the supervisory role of the Bank of Lithuania was
adopted. The law provides, inter alia, for the independence of the Bank of Lithuania (see
chapter 11 — Economic and monetary union).

During the reporting period, the Bank of Lithuania concluded co-operation agreements in the
field of prudentid supervison with the Commisson for Banking Supervison of Poland and the
Bank of Estonia

The Credit Inditutions Supervison Depatment of the Centrd Bank performed on-ste
ingpections of al licensed banks in 2000. Provisioning againgt substandard and doubtful loans of
20% and 40% respectively has been set, while such loans have decreased as a proportion of
the banks portfolios. An early warning system has aso been set up.

Concerning the Insurance sector, the Lithuanian Government adopted, in November 2000, a
Resolution on Annua Financid Accounts of Insurance Companies. This Resolution brings the
acocounting requirements for insurance companies further in line with the acquis.
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In May 2001, the Insurance Act was further amended, liberdising the investment of insurance
asets doroad, regulating the acquigtion of qudifying holdings in insurance companies as
provided for by the “third generation” Directives and opening up, for WTO countries, the
freedom of servicesin certain classes of transport insurance.

In June 2001, Lithuania adopted legidation on compulsory third-party liability motor insurance,
which is due to enter into force as of April 2002. According to the law, the provisons shdl be
phased in gradudly with the objective of implementing dl the requirements of the acquis by
January 2004.

The Supervisory Authority (SISA) issued 4 new insurance licenses between January 2000 and
June 2001, while 2 licenses were revoked and 2 bankruptcy procedures opened (the Authority
has aso given out 99 permits for new products and 112 permits for changes in product terms;
such supervisory measures concerning product standards will have to be abandoned on
accession). In 2000 and the first quarter of 2001, 21 on-site ingpections were carried out and
10 adminigirative sanctions imposed. The Authority aso licensed and ingpected a number of
insurance brokerage companies. SISA is a member of the International Association of
Insurance Supervisors (1A1S).

In the fidd of investment services and securities markets, there have been no sgnificant
legidative developments. In 2000, the Lithuanian Securities Commission carried out over 60
on-gte inspections. 24 full-scope and 37 targeted examinations of financid brokers were
carried out. In 2000, licences were suspended in 3 cases and withdrawn in 9 cases. Financia
sanctions were gpplied in 17 cases, mainly for falure to provide information in a timely manner
and for violations of securities accounting management.

In the area of protection of personal data and the free movement of such data, some
progress can be noted, in particular as regards entry into force of legidation. The revised law on
the Legd Protection of Persona Data came into force in January 2001.

In February 2001, the Convention of the Council of Europe for the Protection of Individuas
with regard to Automatic Processing of Persond Data was ratified by the Lithuanian Parliament.

In 2000 the State Data Protection Inspectorate carried out 4 ingpections on the processing of
persona data in the public sector and 1 ingpection in the private sector. During 2000, the
Inspectorate registered 5 complaints on the processing of persond data but no violations were
identified. In 1999 two complaints were investigated. In 2000 the number of consultations
increased up to 600 compared to 100 consultations on the processing of persond data carried
out in 1999.

The number of data controllers has increased sgnificantly during the reporting period. In 2001,
to date, the State Data Protection Inspectorate has recorded 702 registered data controllers
(534 data controllers were registered in 2000, and112 in 1999).

Inthefidd of information society services, some progress has been made. The Civil Code
and the amendments to the Code of Civil Procedure which entered into force in July 2001 are
intended to cover some basic dements of the acquis concerning eectronic commerce. In
December 2000 a Government Resolution was adopted which partly transposes the acquis on
the provison of information in the fidd of technicd Sandards and regulations concerning
information society services.
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Overall assessment

Lithuania is advanced in this area, especidly with regard to legidative dignment. Concerted
efforts have been made to strengthen adminigtrative capacity, particularly in the financid services
sector.

In the area of freedom of establishment and freedom to provide non-financid services, a
number of obstacles till need to be abolished. Lithuania has identified the remaining nationaity
restrictions and plans to abolish these by accession.

In the field of financid services, Lithuanian legidation is now largdy in line with the acquis as
regards banking. In the field of insurance, a postive development has been the adoption of
legidation on compulsory third-party liability motor insurance with the am of implementing in full
the requirements of the acquis by January 2004. Due attention should be paid to ensuring timely
implementation of this legidation. Further efforts are required to ensure legidative dignment in
the areas of tourist assstance and legd expenses, as well as the Third Generation Directives.
Legidation in the investment service and securities sector needs to be brought further into line
with the acquis.

Adminidrative capacity has been srengthened in dl the inditutions (Bank of Lithuania,
Securities Commisson, State Insurance Supervisory Authority), which have dso benefited from
speciadised training. Moreover, an inter-ingtitutional co-operation agreement of December 2000
between the aforementioned bodies on financid supervison has contributed to increased co-
ordination, strengthening of supervison and quaity improvemen.

More work gtill needs to be done to improve the supervision of insurance services.

As regards data protection, legidaion ill needs some fine-tuning, the Data Protection
I nspectorate needs to be strengthened and further training on the enforcement of data protection
legidation is necessary. The insufficient degree of independence of the Data Protection
I nspectorate continues to be a mgjor shortcoming. Further efforts are needed to ensure that the
scope and relevance of data protection is fully understood by the judiciary and the Lithuanian
adminigretion.

In the area of information society services, further efforts are needed in order to complete
dignment with the acquis and establish the requisite adminidrative bodies. Domestic Lithuanian
legidation is ill not fully in line with the acquis on trangparency, conditional access and
€lectronic commerce.

Chapter 4: Free movement of capital

Lithuania has continued making progress in terms of dignment with the acquis in this area snce
the last Regular Report. Some progress has aso been made with strengthening and modernising
the rlevant inditutions.

Asregards capital movement and payments, in May 2001 the Seimas amended the Law on
Insurance. The Law abolishes the authorisation procedure for insurance companies investing
authorised capital funds and technical reserve funds abroad. It also alows foreign companies
(established in the Member States of the WTO) to provide insurance relating to arcraft and
ships (and goods transported by these means) without being established in Lithuania
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In April 2001, the Securities Commisson adopted a resolution which further harmonises the
provisons relating to investments made by pension funds with the acquis.

With the entry into force of the new Company Law in July 2001, no new specid rights are
alowed to be granted to the shares owed by the state or municipdities.

As regards payment systems, no progress has been made in terms of trangposition of the
acquis, while some progress has been made in the design of the payment infrastructure.

Overall assessment

Oveadl, Lithuania has achieved a high degree of liberdisation of capitd movements and there
are no redtrictions on the inflow and expatriation of capital by investment companies. Legidation
on direct investment and on the operation of foreign insurance companies has been substantialy
aigned. However, as regards payment systems, the leve of dignment with the acquis achieved
to date is very limited.

Thereis ill aneed to abolish the condtitutiond restrictions in the acquisition of agriculturd land
by foreigners and foreign lega persons and the authorisation procedures redtricting the
acquistion of non-agriculturd land by foreigners. The other remaining redtrictions are in the
opening of accounts abroad and physical cross-border transfer of currency, investment in the
banking and lotteries sector, the application of specid rights for the State in three privatised
companies, cross-border operations of EU insurance companies, investment in foreign assets by
Lithuanian pension funds and insurance companies and capital adequacy provisons for financid
brokers concerning investments in EU markets.

Redtrictions on inward direct investment in national security and defence appear to be
compatible with the acquis. Security companies with foreign capitd are operding fredy in
Lithuania

Subgtantid efforts are required to transpose and implement the acquis on payment systems
(including the introduction of adequate and effective redress procedures) and to improve the
payment infrastructure.

In the fidd of money laundering, the implementation of anti-money laundering measures
should be improved and the independence of the Financid Intelligence Unit in the Tax Police
should be ensured. The inditutions responsible for the enforcement of the prevention of money
laundering and the co-ordination of their activities require strengthening.

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

Chapter 5: Company law

Since lagt year's Regular Report, Lithuania has made good progress as regards company law
and protection of intellectud and industria property rights.

In the field of company law progress can be reported in terms of legidative aignment. The new
version of the Law on Companies entered into force in July 2001. The new law puts grester
emphasis on the rights of shareholders, epecialy concerning access to information. It aso
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contains more extengive provisons in regpect of mergers and divisons, the change of the legd
form of companies, and the protection of creditors rights.

The new Civil Code aso entered into force in July 2001, providing detailed but smplified rules
for the regidration of lega persons, including companies. In June 2001 the Law on
Egtablishment of Regigter of Legd Entities was adopted under which the task of managing the
Register shdl be assgned to the Ministry of Justice. As a result, annud financid statements of
legd entities will be accessblein future.

There were no legidative particular developmentsin the area of accounting law.

Asregards protection of intellectual and industrial property rights, progress can be
reported since the last Regular Report. In January 2001, new legidation on trademarks
(adopted in October 2000) entered into force. These changes bring lega provisionsin Lithuania
further in line with the acquis, and with the requirements of the TRIPs Agreement (Trade-
Related Aspects of Intellectua Property Rights), the Madrid Protocol, the Trademark Law
Tresty and the recommendations of WIPO concerning well-known marks and license
agreements. Thelegidation dso provides for a digpute settlement mechanism.

In December 2000, the State Patent Bureau signed a Memorandum of Understanding with the
Office for Harmonisation of the Internd Market (OHIM), with the objective of assgting the
State Patent Bureau in the preparation and introduction of the Community Trademarks system
in Lithuania (by way of training, seminars tc.). In June 2001, Lithuaniawasinvited to become a
member of the European Patent Organisation (EPO) as of July 2002.

In January 2001, legidation on the protection of intdlectua property rights in the sphere of
import and export of goods took effect. This law ams a transposing the acquis on the
gpplication of measures to prohibit import, export and re-export of counterfeit and pirated
goods and the requirements of the TRIPs Agreement. For the implementation of this Law, 11
officers responsible for the protection of intellectud property rights in the fidd of import and
export of goods have been gppointed to various customs posts, and one co-ordinating officer
has been gppointed in the Customs Department.

Lithuania ratified the WIPO Copyright Treaty (Geneva, 1996) in April 2001. Lithuania has aso
ratified the WIPO Performances and Phonograms Tregty.

A total of 24 prosecutors, speciaising in the fied of intellectua property rights, have been
gppointed a the Prosecutor Generd’s Office, and at county and district prosecutors offices.
Currently, the Prosecutor Office in Lithuania is conducting preliminary investigations in 11
crimina cases.

In 2000, 126 patent gpplications were filed with the State Patent Bureau (compared to 157 in
1999) and 148 patents were granted (compared to 160 in 1999). In 2000, 3666 European
patent gpplications were extended into Lithuania (compared to 2882 in 1999). In 2000, 2583
trademarks gpplications were filed in Lithuania and 4780 trademarks were registered, whilt, in
the same period, 4304 international trademark registrations were extended into Lithuania, in
accordance with the Madrid Protocol. As concerns industria design, 106 applications were
filed in 2000 and 112 industrial designs registered (compared to 145 and 160, respectively, in
1999).
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Disputes regarding the regidration and use of indudtrid property items, arisng before the
documents of lega protection are issued, are settled by the Divison of Appeds of the State
Patent Bureau. In 2000 the Divison of Appedls received 343 objections and appedls out of
which 117 were settled. All subsequent appedls are settled by the Vilnius Digtrict Court.

In line with the Government Strategy for the protection of copyright and related rights and the
Action Plan for 2000-2003, a number of training courses have been carried out for judges,
customs officids and police officers.

Overall assessment

Lithuania has made further improvements as concerns legidative dignment, however effective
enforcement needs to be strengthened.

As regards Company law, the new Law on Companies is largely in line with acquis
requirements. Legd provisons governing the Enterprise Register would need to be further
revised in order to guarantee the effective management of information. Further improvements
are needed in developing amodern IT system and ensuring the availability of trained personnel
in local and centrd regidration offices. Further pecidised training shal be required in view of
the establishment of the new Central Register of Lega Entities.

Current legidation on auditing will have to be revised in order to ensure conformity with the
provisons of the new Civil Code Legidation on accounting and consolidated annual
accountability also needsto be amended. The inditutiona set up in the field of accounting needs
to be drengthened and the existing supervison mechanism for auditors and audit firms is not
adequate. Lithuania needs to clarify which indtitution shal exercise the forma power of setting
accounting standards.

At present company regidration in Lithuania is the respongbility of 56 municipdities, each of
which maintains a loca register. The Ministry of Economy registers enterprises with foreign
capitd and the Bank of Lithuania adminigers the regisger of commercid banks. The
Department of Statistics is respongible for the database of registered enterprises. The new Civil
Code envisages 15-18 locations for company regidtration at court mortgage offices and a
Centrd Regigter giving methodologica advice and co-ordinating the general database.

As regards indudtrid property rights, Lithuanian law isin principle largely in line with the acquis
on trademarks and only minor adjustments will be necessary to reach full compliance. Some
adjusments will aso be required prior to accesson to the Community trademark system.
Legidation on patents, including protection for biotechnological inventions, and indudtrid
desgns, should be amended to bring it in line with the acquis and the European Patent
Convention and to ensure full compliance with the TRIPs Agreement. Further efforts are
required with ensuring proper coordination and cooperation among the various enforcement
bodies (police, customs, and judiciary) in order to improve the fight againg piracy and
counterfeiting.

Serious efforts have been made to modernise the State Patent Bureau. Efforts to strengthen
adminigrative capacity should continue, with emphasis on the enforcement of rights. Staff should
recelve additiond training in the field of trademark protection that would ensure adequate
enforcement of the Law on Trademarks.
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With respect to the Rome Convention on the law gpplicable to contractua obligations, the main
provisons are contained in the Civil Code, which entered into force in July 2001. Lithuania has
sarted the preparatory work, which needs to be completed to ensure a swift implementation of
the Regulation replacing the Brussals Convention on jurisdiction and enforcement of judgements
in avil and commercid metters

In the fied of intdlectud property rights, the main legd acts in this sector have dready been
adopted and are largdly in line with the acquis, however secondary legidation ill needs to be
adopted, notably in order to dign with the acquis on information society and resde rights. The
Strategy on Enforcement of Copyright and Related Rights (edopted by the Government in
September 2000) is a poditive development and itsimplementation should be speeded up.

Despite the efforts that have been made, enforcement remains a source of concern. The
inditution respongble for the horizontal enforcement of copyright and related rights, the
Copyright Divison of the Ministry of Culture, lacks resources to cope with numerous
obligations on internationd and nationd levels. Adminidrative cgpacity of collective
adminigration associations must be further developed in order to prevent infringements of
copyright and related rights.

Practical sills of the Divison of Copyright and Related Rights and of collective adminigration
asociations should adso be improved as regards the implementation of internationa
conventions. Protection of intellectud property in a digitd environment and the fight againgt
counterfeiting must be strengthened.

Particular atention should be paid in the future to improving enforcement of crimind law and
drengthening the Customs authorities, in view of ther role in fighting piracy (see also Chapter
25 — Customs Union). Moreover, gppropriate enforcement of border control legidation must
be ensured. Also the Intelectua Property Unit in the Tax Police Department needs more
training athough some progressin enforcement of legidation by Tax Police can be noted (mainly
in relation to pirated CDs and videos).

Chapter 6: Competition policy

Since last year's report, Lithuania has made considerable progress as regards competition

policy.

Inthefidd of anti-trugt, Lithuania has made good progress during the reporting period. The
Lithuanian Competition Council adopted three Resolutions dealing with procedura issues as
well as with substantive rulesin the transport sector.

In the year 2000, the Competition Council issued 63 decisons (6 on horizontd agreements, 7
on abuse cases and 50 on mergers), some of which carried serious fines. Figures for the first
months of 2001 indicate asmilar level of activity.

In the state aid field, substantia progress has been made. The Competition Council has
complemented the basic Law on the Control of State Aid with severd pieces of secondary
legidation, namely on procedure as well as on regiond ad. In May 2001 the Compstition
Council dso adopted rules on aid for the rescuing and restructuring of enterprises. In addition,
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the legidation of March 2001 on enterprise restructuring and bankruptcy requires the
Competition Council to gpprove aid measures foreseen in the course of such proceedings.

The scope of state aid monitoring has been widened to cover aid granted under new laws.
Further to an Ingtruction of the Prime Minister of April 2001, the Competition Council shall vet
al draft laws that may lead to the granting of dtate aids. It is expected that this mandatory
consultation mechanism will dso soon be integrated into the Government's Working
Regulations.

Lithuania also provided, during the reporting period, a proposal for aregiona aid map, for joint
adoption in the Association Committee.

As regards adminidirative capacity, the enforcement practice of the state aid divison of the
Competition Council is developing. It issued 3 decisons during the firg 6 months of its
operation in 2000 (the amount of aid granted in Lithuaniain 2000 was very low). The number
of assessed cases hasrisen sgnificantly during the first months of 2001.

Overall assessment

Oveadl, Lithuania has st out the main conditions necessary for a competition policy which is
largely competible with acquis requirements.

Lithuanid s legidation in the anti-trust field contains the main principles of Community anti-trust
rules, as regards redtrictive agreements, abuse of dominant postion and merger control. As
regards secondary legidation, Lithuania has dready started to introduce the Community block
exemptions. Further dignment with the modernisation of the Community’s competition policy is
required, in particular relaing to vertica restraints and to horizontal cooperation agreements.

As concerns adminidrative capacity, the Competition Council may need further strengthening
and specidisad training in the medium term in order to ensure a full and effective enforcement of
the rules. The Competition Council has 26 staff engaged in anti-trust enforcement activities. In
addition, the capacity of the judiciary to ded with competition issues should be improved
through specidised training.

The enforcement record of the Lithuanian Competition Council has so far been reasonably
successful. The increasing number of fines which were imposed during the reporting period may
be viewed as further evidence of the development of a solid enforcement practice. Continuous
srengthening of the enforcement is needed, however, as well as a more deterrent sanctioning
policy. Priority should continue to be given to such cases tha concern the most serious
distortions of competition. The investigation procedures of the Competition Council should be
samplified and the rules for attributing fines should be revised.

In the area of state ad control, Lithuania's primary legidation contains the basic principles of the
acquis. A sysematic ex ante control of al new legidation and aid proposals is ensured. As
regards secondary legidation, Lithuania has aready implemented most of the key subgstantive
rules of the sate aid acquis. Legidation on the free economic zones has aso been brought in
line with the acquis.

As regards transparency, state aid reports have been submitted for the years up until 2000 and
the qudity is satisfactory. A state aid inventory is being prepared and constantly updated.
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The State aid Divison of the Competition Council currently has 6 staff members. Further taff
Increases are necessary, especialy as the new legidation on enterprise restructuring, as well as
on bankruptcy procedures, is expected to lead to a significant increase in such cases. Further

traning especidly in the judiciary fied is necessary.

The State aid Divison of the Competition Council has a reasonable enforcement record.
However, more atention will have to be devoted in the future to the monitoring of the
privatisation process. It is essentid that dl bodies involved in state aid matters cooperate closdy
with the Competition Council.

Chapter 7: Agriculture

Agriculture in Lithuania accounted for 7.6 % of the gross vaue added in 2000, as opposed to
8.4% in 1999, Employment in agriculture has declined over recent years, accounting for 18 %
of totd employment in 2000” as opposed to 20.2 % in 1999.

While the live anima sector saw a decrease of 5.7% crop production increased by 26.6%.
Tota production of milk decreased by 13.3 %. This was the result of low productivity and a
decline in the number of cows. In meat production, beef is the most important product. Prices
of pigmest in the first haf of 2001 were, on average, 20 % higher than compared to the same
period in 2000.

In 2000, EC imports®of agriculturd products originating in Lithuania increased by 32 % to
€132.2 million. EC exports to Lithuania increased by 4 % to €263.1 million. The trade baance
in favour of the Community amounted to €130.9 million compared to €151.8 million in 1999.
The most important product groups in terms of EC imports from Lithuania are prepared feed
(39 %) with an increase of 101 %, dairy products (14 %) with an increase of 15 % and
vegetables (7 %) with an increase of 17 %. As far as EC exports to Lithuania are concerned,
the most important sectors are miscellaneous preparations (13 %) with an increase of 15 %,
fruit (8 %) with an increase of 25 %, coffee, tea and spices (8 %) with an increase of 11 %,
cereds (5 %) with a strong increase as a consequence of bad climatic conditions, and meet (5
%) with an increase of 64 %.

In 2001, the state budget for agriculture, forestry and veterinary amounts to approximately
€180 million. Out of the total agriculture budget, € 22 millionwill finance direct support schemes
for farmers, €17.6 million input support, €16 million investment support and €109 million
generd and other support measures. State support for agriculture, including rurd development,
and fisheries represents 7.7% of the 2001 state budget.

Direct payments were introduced in 2001 for flax and rapeseed. Rye and buckwheat have
aready benefited from direct payment (in LFA areas) since last year. Compensatory payments
for storage of cereals were set for the 2001 yield.

8 The source for all agricultural statisticsis EUROSTAT unless otherwise specified.

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

20 source of trade figures: Uruguay Round definition of agricultural products, figures taken from EUROSTAT COMEXT
(see U.E. 12/15: Commerce des Produits Agricoles 1988-2000, 1 Partie D.G. AGRI/A.2 Anayses quantitatives,
préventions, statistiques, études, 2001, p. 10-57 et 86-89)
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Lithuanian agricultural and food product trade policy is implemented by way of gpplication of
such regulatory measures as the system of autonomous, conventiona and preferential customs
duties, tariff quotas, export refunds, and licensing for imports. Agricultural and food products in
Lithuania are mostly subject to ad valorem customs tariffs, while some goods (alcohol, sugar,
and cigarettes) are subject to compound customs tariffs.

With regard to land reform, progress has been dow since last year. The number of claims filed
by the citizens increased over the reporting period. Therefore, while the amount of decisons
taken increased by 10% during the period September 2000 — September 2001, restitution
figures amount to 79 % of ownership rights, just 1 percentage point more than ayear earlier. As
concerns the remaining part, the necessary supporting documents are missing for about 16 % of
land indicated in the gpplications. In order to speed up the regtitution process, amendments to
the law on procedures and preconditions for the restitution of citizens rights were adopted by
the Seimas in August 2001. The deadline for applications for redtitution has been st a 31
December 2001 and the deadline for submitting al the necessary documentation proving the
right to land ownership was set a 1 July 2002.The average farm sze has dightly increased to
12.6 hectares. Legd titles have so far been issued for 2.46 million hectares, which have thus
been registered in the land cadastre. This compares to 2.1 million hectares reported in the 2000
Regular Report. Private land transactions have increased. In the period of July 2000 to June
2001, total land transactions (including leases) reached 264 700 hectares, representing around
10,8% of registered land.

Horizontal issues

As regards implementation of measures related to the European Agricultural Guidance and
Guarantee Fund (EAGGF) Lithuania has made some progress since last year's Regular
Report.

The Nationa Paying Agency, under the Ministry of Agriculture has been designated as the
SAPARD agency respondble for the implementation and financid management of the
programme. Lithuania has expanded its adminidtrative cgpacities both a the nationd and
regiond levels. At the regiond level 10 Rurd Development Programme Departments have been
established. As of May 2001 there were 45 daff at headquarters and 60 employees in the
regiona units The process of accreditation is close to finalisation (see section A.b - Relations
between the European Union and Lithuania).

There has been some progress in implementing the Integrated Administration and Control
System (IACS) over the past year. Animd identification and regidration is operationd for
bovine animds. In pardle with the identification of animas, the development of a system for the
identification and regigration of land parcels has been initiated but has suffered from delays.
Based on results from two pilot areas a find decison was taken by the Ministry of Agriculture
to use a “block” system to implement the Land Parcel Regigter. On the bads of the exigting
regigers (anima regigers), the Rura Busness Development and Information Centre has
developed a prototype agricultural producers register which is intended to cover al agricultura
producers in the country. The existing farm register does not cover dl agriculturd holdingsin the
country.

Concerning the Farm Accountancy Data Network, a Government Resolution on the Surveys
of Results of Agriculturd Producers Activities and the establishment of the Farm Accountancy
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Data Network (FADN) was adopted in April 2001. The Nationd FADN Committee was
established at the beginning of 2001 and is composed of representatives from the Ministry of
Agriculture, Department of Statistics, relevant indtitutions and interest groups.

The development of the market information system and further collection and processing of data
isbeing carried out by the Lithuanian Agriculture and Food Product Market Regulation Agency,
the Lithuanian Chamber of Agriculture and the Lithuanian Ingtitute of Agrarian Economics.

Rules for Organic Agriculture were reviewed and adopted in December 2000 and entered
into force in January 2001. These rules define requirements for anationa certification system for
production, processing, trangportation, storage and marketing of organic agricultural products.
There are currently 230 certified organic fams in Lithuania The total area certified is 4 700
hectares. A support programme for organic farmers has been launched. The Organic
Agriculture Financial Order has been reviewed and adopted.

Common market organisations

Snce lag year's Regular Report, Lithuania has made progress by introducing quality
requirements for certain products and by adopting a new Sugar Regime.

In January 2001 the Ministry of Agriculture approved the work plan for 2001-2004 for the
Market Regulation Agency. The Market Regulation Agency merged with the Lithuanian
Agricultura International Trade Agency in August 2001 to become the Agriculture and Food
Product Market Regulation Agency. Its functions will aso include price reporting.

The programme for a cereals quality assessment network has been improved during the
reporting period. Direct payments were introduced for some cereds (buckwheat and rye).
Compensatory payments for storage of cereals were set for the 2001 yield.

As regards milk and dairy products mandatory requirements for milk qudity, methods for
quaity andyss of milk and nine reference andyss methods for raw milk were adopted in
March 2001 and are in force. The new rules for purchase of milk were gpproved in  May
2001. One of the provisons of the new rules is that in order to motivate production of extra
quaity raw milk the difference in price between extra and first grade raw milk should be at least
10 per cent.

Inthefidd of Meat and Meat Products, identification and regidtration of cattle was completed
In 2000 and the mandatory quality requirements for the carcasses of bovine and pigs are now
partly implemented. Rules for the classfication and value-based payment system (according to
the weight and quality of carcasses) for bovine animals were adopted in June 2001 with entry
into forcein May 2002. At the end of 2000, measurement and evauation units for assessing the
quantity of lean mest in pig carcasses were ingtaled in three mest-processng enterprises. A
gpecid inditution for training of carcass classfiers was established in the Veterinary Academy in
November 2000. The prospective classifiers have received executive training abroad.

With regard to fruit and vegetables, the State Plant Protection Service was authorised to
ingpect imported production of fresh fruit, vegetables, other plants and plant crop production by
rules adopted in April 2001. In order to further improve the quality and competitiveness of fruit
and vegetables a number of mandatory quaity requirements were approved in June 2001. In
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addition, a methodology for ingpection for certain ceategories of fruit and vegetables was
adopted at the end of 2000.

A new Sugar Regimein line with the EC requirements was approved by the Government at the
beginning of March 2001. It regulates sugar beet production, importation and processing of
sugar raw materids, control of production and stocks, as well as statisticad data supply and
balance making system, foreign trade, and relations with beet growers.

As regards processed agricultural products, legd acts establishing qudity requirements
(methods of analyses of wines and ethyl alcohol) were adopted and are in force as of June
2001. A technica regulation on the terms, definitions and description of processes in the sector
of acoholic beverages was adopted at the end of June 2001 and will be in force as of January
2002.

Secondary legidation was agpproved on the mandatory qudity and technical production
requirements for dried fodder.

Rural development and forestry

Some progress can be noted both in the legidative fidd and in strengthening adminidtrative
capacity.

The Agri-environmental measures are included in the Nationd Agriculture and Rurd
Development Programme covering two pilot areas. In January 2001 the Rurad Support Fund
was reorganised into a Speciad Rurd Support Programme. For the year 2001 the Specia Rurd
Support Programme alocated 48 per cent of the budget for the financing of rural development
measures (to co-finance priority investment programmes, to finance agricultural research,
training and consulting programmes as well as for the operation of Agricultural Credit Guarantee
Fund).

In April 2001 the Seimas adopted the Law on Forests. This law sets management and
economic regulation in forestry and ensures fair competition in the forestry sector. The State
Foregt Inventory and Management Ingtitute is respongble for state and private forest inventory
and nationa accounting for forests.

Veterinary and phytosanitary issues, including food safety

Lithuania has continued to make progress as regards the veterinary and phytosanitary sectors,
notably by continuing aignment. The framework legidation in the veterinary sector is in place
and trangpostion of the implementing rules has gtarted. Limited progress can be noted as
regards upgrading inspection arrangements at external borders.

The State Food and Veterinary Service (SFVS) has taken over al functions of the former State
Veterinary Service and subordinate veterinary ingtitutions. Compared to its predecessor the
new inditution has an extended scope of responsbility and covers the whole food production
chain, including quality control of feedingstuffs. The SFVS and its subordinate indtitutions have
1360 employees. The centrd office has 67 employees and the Food Control Inspectorate of
the Food and Veterinary Service has established territorid divisonsin dl 10 counties. The Staff
has undergone training on different food safety and veterinary issues in many EC laboratories
and indtitutions. During the first quarter of 2001 the State Food and Veterinary Service has
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conducted 1917 checks. After these ingpections 8 establishments were closed, 276 warnings
wereissued and activities of 290 entities were temporarily stopped.

The National Veterinary Laboratory accredited in April 2000 carries out physica, chemica
and microbiologica checks on foodsiuffs of anima origin, and certain checks on foodstuffs and
fodder of non-animd origin. It aso implements the Monitoring Programme for Hazardous
Residues which was adopted in 2001. As regards border inspection posts (BIPs), progress
has been dow in the implementation of the Strategy for Reinforcement of Veterinary Border
Pogts. Lithuania has selected 9 border posts for upgrading. Construction has been carried out
only in Medininkai a the border post with Belarus. Technicd specifications for four BIPS:
Sdcininkal, Lavoriskes, Kybartai and Klaipeda seaport have been prepared.

Asfor animal breeding, secondary legidation was adopted in May 2001 on the organisation of
productivity control of dary cattle and obligations for the kegping and maintenance of herd
books.

The identification and registration of caitle was completed in 2000. The identification and
registration of pigs, sheep and goats remains to be completed.

In the context of the Geographicad BSE Risk Assessment, Lithuania has been classfied in group
1.

In the phytosanitary area Lithuania has made further progress in the legidative fidld. New lists
of harmful organisms came into force on 1 January 2001. Control measures againgt potato wart
disease were adopted in March 2001 and uniform principles for the evauation of plant
protection products were issued. A number of laboratory specidists from the Phytosanitary
Research Laboratory has acquired training in Member States in performing tests in accordance
with EC requirements.

Severa mandatory requirements on the quality of seeds and propagating material have been
approved since the last Regular Report.

A Resolution was adopted in April 2001 to establish the phytosanitary register. The register
includes plant growers, as well as producers and importers of plants and plant products, which
are subject to on-the-spot phytosanitary checks or import inspections. The State Plant
Protection Service is responsible for kegping it up-dated.

At the end of 2000 secondary legidation was adopted concerning regulation of the production,
use and market organisation of compound feedingstuffs as well as on the caculation of energy
vaue. This legidation will enter into force in January 2002. Legidation was dso adopted on
rules on storage conditions, veterinary and hygiene requirements for premises producing and
goring feedingsiuffs. In June 2001 safety requirements for the marketing of feedingstuff were
adopted.

The State Plant Protection Service under the Ministry of Agriculture implements nationa
phytosanitary and plant protection policy, performs phytosanitary control of imported plants and
products of plant origin, and phytosanitary certification of exported plants and products of plant
origin. The Service dso performs control tests to determine the spread of non-quarantine plant
diseases, pests and weeds in the country. In 2000, the State Commission for the Registration of
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Plant Protection Products registered 19 new plant protection products and renewed registration
for 24. The list now contains 172 products.

The State Seed and Grain Ingpectorate implements qudity control and certification of
agriculturd plant propageting materid. The centrd office of the inditution employs 37
employees, 19 of whom are in charge of the adminigtration of propagating materid certification.

Phytosanitary control of imported plants and plant productsis carried out in accordance with
the rules adopted in November 2000.

In April 2001 the Food Safety Strategy was adopted. Its main objective is to accelerate the
trangpogtion of EC legd requirements into Lithuanian law and ensure effective implementation.
This Strategy outlines the sysems for co-ordination between the various officid bodies
involved, their competencies, organisation and daffing. Reorganisation of food control
indtitutions is currently under way to reduce the costs and increase the efficiency of the activities
of such indtitutions

The andysis of risk factors and system of Hazard Analysis and Critical Control Points have
been further introduced in food processng enterprises. At present, 18 milk processing
enterprises, 3 meat processing enterprises, 8 fish processing enterprises and 11 fishing vessels
have been granted a veterinary approva number which alows export of their production to EU
countries.

In order to implement the food qudity and safety assurance systems, a Good Manufacture
Practice manud for cheese, fresh dairy products and laboratories (microbiological) has been
issued by the Lithuanian Food Ingtitute and submitted to dairy companies and laboratories for
implementation. As regards accreditation, at the end of 2000 the Centrd Raw Milk Qudity
Analysis Laboratory was gpproved and the Accreditation Certificate was granted in January
2001 confirming that the |aboratory meets the requirements.

Lithuania has recently adopted most of the EC measures to prevent and control BSE. The main
problem remains the rendering of animal waste, where legidation has been fully gpproximated
with EC requirements but implementation will require mgor invetments.

Overall assessment

Ovedl, Lithuania has continued reforming its structures in the agriculture field in order to be
able to implement the acquis. However, important measures remain to be taken.

Asregards land reform, further progress is needed to complete the restitution process. Lithuania
needs to adopt the necessary conditutiona amendment, currently under discusson in the
Seimas, to abolish the redtriction on the sdle of agricultura land to foreigners.

With regard to horizontal issuesthe paying agency needs further strengthening. As regards the
development of the Integrated Adminigtration and Control System, some progress can be
noted. The identification and registration system for bovine animals has been completed and a
decision has been taken to use ablock basis for the land parcel register. However, further work
Is necessary. Congderable efforts are necessary to implement the land parcel identification
system, especidly as regards digitdisation of land parcels according to EC requirements. The

qudity of the farm register should be improved and it should be made operationd. Training of
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gaff in order to improve adminigtrative cgpacity remains an important task. A precise date for
the agriculture census planned for 2002 remains to be st.

Asregards Common Market Organisations a Market Regulation Agency for Agriculture
and Food Products has been set up with the objective of preparing CAP administrative
sructures. Concerning the adminidration of generd CAP requirements, training is still needed
for the Market Regulation Agency. The current national support schemes differ consderably
from the CAP mechanisms. New adminidtrative structures will therefore need to be established
for the CAP measures. So far little attention has been paid to, and few actions taken, to
develop these Structures.

Steps have been taken todevel op the Farm Accountancy Data Network, but further efforts are
needed to improve data qudity.

In the area of organic farming, the rules recently adopted now need to be implemented.

Asfar as rural development and forestry are concerned, Lithuania needs to make further
efforts to introduce agri-environmental measures.

Further advancement has been made in establishing the necessary adminigtrative structures for
the design and implementation of rural development programmes. Additiond budgetary and
saff resources dlocated to the operations have enabled further indtitutional development.
Congderable attention has been paid to the training of staff, as well as development of systems,
procedures, control and audit measures in accordance with EC rules. Despite the progress
achieved, further efforts are required for the establishment of proper monitoring procedures to
ensure suitable functioning of a certifying body. Asin the previous period, training of saff should
be carried out.

Theinditutiona framework for forestry isin place to implement the Community acquis.

The framework legidation in the veterinary sector is in place and advancement can be noted
in transposing implementation rules. However, in most areas these have not yet been
implemented. Pogtive seps have been taken in the trangpostion of EC requirements in the
phytosanitary area. A resolution for the establishment of a phytosanitary register and severd
mandatory requirements for qudity of seeds and propagating material have been adopted.
Limited advancement can be noted in strengthening the adminigtrative structures for border
control.

The identification and regigtration of animas (pigs, sheep, goats) needs to be completed.

Although progress has been made with regard to upgrading laboratories, further efforts both in
terms of financid and human resources, need to be pursued for the development of suitable
laboratory infrastructure to ensure accreditation in order to implement HACCP requirements,

In the fidd of control of animal diseases and animal health, Lithuania till needs to establish
contingency plans and to creste a reserve fund covering expenses for compensation in the case
of an outbreek of an infectious disease. Lithuania should dign itsdf with the requirements
concerning notification and continue preparations for participating in the anima disease
notification system.

57



Lithuania has adopted most of the EC legidation concerning animal welfare, but further
progress is needed with regard to the restructuring of the animal production sector.

Implementation of inspection arrangements and upgrading of facilities, paticularly a the
future external borders needs to be stepped up for both veterinary and phytosanitary

ingpections.

Further legidative dignment has taken place as regards plant hedth, anima nutrition and quaity
of seeds and propagating material. The decison to set up a phytosanitary register is an
important step towards aignment with the acquis in this area. Adequate attention should be paid
to completing the establishment of the register and to start issuing plant passports to be used to
check the movement of plants and plant products within the EC. The system of import permits
will have to be abolished as part of the process of gpproximation of Lithuanian legidation with
the acquis.

While the progress in the legidaive fidd is welcome, substantid efforts are needed in the
phytosanitary area both in the trangpodtion process and in the strengthening of the
implementation and control structures. Adequate resources are required to establish an
appropriate laboratory infrastructure in line with EC requirements.

Lithuania has adopted a Food Safety Strategy and streamlined its administration with regard to
food safety, and the veterinary services appear to be well structured. Particular attention is il
needed to enhance the capacity to enforce legidation.

As regards the agri-food industry, meeting EC quadity standards remains a mgjor chalenge. In
particular, many smal establishments do not fulfil EC requirements. More efforts should be put
into the restructuring process for food processng establishments including those for mest,
canned fruit and vegetables and upgrading them so that they arein a position to comply with EC
food safety standards. An initial strategy has been introduced to tackle the problem but a
detailed action plan for upgrading remains to be drawn up.

Lithuania has recently adopted most of the EC measures to prevent and control BSE (total feed
ban, remova of Specified Risk Materid, routine testing of cattle). The main problem related to
the prevention and control of TSE legidation concerns rendering. Plans have been introduced to
upgrade one of the existing rendering plants to meet the EC requirements. In this context it is
important to pay particular attention to the collection, storage and recovery of dead animals and
animd wadte, in particular Specified Risk Materid.

Chapter 8: Fisheries

Since the lag Regular Report, some progress can be noted on the legidative sde, and
restructuring of the Fisheries Department in the Ministry of Agriculture has been completed.

The Department of Fish Resources of the Minigtry of Environment was abolished in January
2001. The Minidry of Agriculture is respongble for fisheries policy preparation and
implementation. The Fisheries Department employs 25 civil servants.

As regards resource management, ingpection and control, some progress has been
achieved in setting up a Vessel Monitoring System in line with the requirements of the acquis.

Satellite tracking devices were purchased in December 2000 and ingtdled in 59 fishing vessels
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of alength of 24 meters and above which are operating in the open Bdtic Sea. The Sea Fishing
Divison of the Depatment of Fisheries and the Marine Environment Protection Agency co-
operate in the fidd of satellite-based fishing vessels monitoring, collection and transmitting of
data However, there is 4ill no Integrated Information System. The Ministry of Agriculture
adopted the regulations on first sale in June 2001.

In the fidd of structural actions, in August 2001 the Government adopted a resolution
providing for the establishment of the Fishing Vessds Regidter.

Concerning market policy, the Ministry of Agriculture adopted the regulaions on producer
organisations in September 2001.

As concerns State aid to the fisheries sector, no devel opment can be reported.

Concerning international fisheries agreements, the bilaterd agreement with the Faeroe
Idands (Denmark) ceased to gpply in April.

Overall assessment

Lithuanias fisheries policy is partly digned to the acquis in this area. Significant further work
will be necessary, especidly in terms of implementation and enforcement.

Lithuania has completed the restructuring of the Fisheries Department in the Ministry of
Agriculture respongble for policy formaion and assgned the resource management and
ingpection and control functions to an inditution under the Ministry of Environment. It remains
important to improve co-ordination between the central and regiond levels and between the
Minigtries of Environment and Agriculture. The restructuring of the adminigtration has to be
accompanied by training or recruitment of quaified Saff.

Generdly, the process of adoption of legidation should be speeded up. In the field of resources
management, ingpection and control, the legidation needs to be expanded so as to alow for
comprehensve data collection, and to provide for appropriate penatiesin case of infringements.
The functions related to resources management, ingpection and control are mainly based on the
controls carried out by the Marine Environment Protection Agency of the Klaipeda Regiond
Environment Protection Department of the Ministry of Environment. The Agency haes 20
employees, of whom seven are inspectors. Lithuania's inspection capacity ill needs to be
srengthened, in particular by upgrading and intensifying ingpections and controls and improving
capacity for controls on the high sees. At present, the inspectors also carry out a number of
additiond tasks. A refocusng of ther activities in favour of fisheries activities would be
desirable, aswell as better guidance from the centrd leve.

There is aso a need to reinforce the technica means for ingpection and control, particularly by
taking further steps to provide satellite-based vessdl monitoring. Lithuania needs to implement
first sdles notes and introduce in practice the computerised retrieva of data, otherwise there is
no possibility of performing cross-checks on the information received from logbooks. For a full-
scae sadlite monitoring in line with the requirements of the acquis, substantia further work is
needed for the establishment of a fisheries monitoring centre and for completion of the
equipment of al vessds. The dlocation of funds for the new facilities in Klapeidais a good step
towards expanding capacity and improving infrastructure in the field of control and ingpection.
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Lithuania should continue its efforts to  implement ingpections a the 14 landing places and for
the fishing industry asawhole.

As regards dructurd actions, these are currently based on the 1999 Agricultura and Rura
Support Strategy gpproved by the Government, which includes a Strategy on Integration with
the EU in aguaculture, fish handling and processing in the fisheries sector. Regarding the
adminigrative cagpacity in the area of structurd funds, the SAPARD Paying Agency in the
Minigry of Agriculture is meant to become the platform for financdd management of the
Financid Instrument for Fisheries Guidance (FIFG). The establishment of the ingtitutiond set-up
required for programming, implementation, financia control, monitoring and evauation of
sructura funds measures should be accderated. Early establishment of the said divison would
fecilitate the smooth implementation of the SAPARD program, as far as fisheries actions are
concerned, and subsequently that of FIFG. Further attention should aso be pad to the
restructuring of the processing indudtry.

On vess regidration, Lithuania still needs to commence the re-measurement of fishing vessals
and then findise the separate and exhaudive fishing vessd register required by the acquis.
Lithuanid's decison not to proceed with the re-measurement of vessas before the Fishing
Vessls Regigter isin place may further delay the process in the short term. These actions are a
pre-condition for the future management of the fleet capacity and related EC Structurd ad. It is
equaly important for Lithuania to define fleet capecity objectives that am a achieving a
sugtainable balance between resources and their exploitation. The plans to set up a Divison of
the Department of Fisheries in Klaipeda to take charge of the maintenance of the Vessds
Monitoring System, the Fishing Vessals Regidter, the re-measuring of vessals and the system of
fisheries data and information should not be delayed any further.

As regards market policy, no market intervention mechanism for fish products has been
edtablished. Effectively controlling the common marketing standards in ports and on wholesde
markets, and collecting and transmitting data concerning the price reference regime and data on
markets, aso require efforts.

State ad to the fisheries sector is limited to the financing of the fisheries research programmes
and restocking of natura lakes.

Lithuania is a member of severa regiond fisheries organisations, in particular, the Internationd
Bdtic Sea Fisheries Commission and the North Eeastern Atlantic Fisheries Commission, and
has bilaterd fisheries agreements with Russia, the United States, and Canada.

Chapter 9: Transport policy

During the last year, Lithuania continued to dign its legidation with the acquis and achieved
good progress in particular in the fields of road trangport safety, railway restructuring and civil
aviation, including strenghtening the rlevant adminigrative capacity.

Asregards Trans-European Transport Networks, further emphass has been given to the
modernisation of the main transport infrasiructure of Corridors | and 1X with investments of
more than €63 million snce July 2000.
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Intheareaof land trangport, progress was achieved in thefidd of road transport with regard
to socid rules, technology and safety. The rules on Licensing of Road Trangport Activities were
amended by a Government Resolution at the end of 2000 with the am of gradudly increasing
the financia standing requirements for access to the professon of internationd transport
operator. Further legidative activities concerned the ingtalation and use of speed limiting devices
and, through the new law on Road Traffic Safety, rights and respongihilities of authorities and
road users as well as the technica standing, control and regigtration of vehicles. In April 2001
the Government amended the rules on working time and rest periods. Some functions related to
the enforcement of the road transport acquis are carried out by the Ministry of the Interior, in
paticular in reaion to driver examination, isuing driver licences, vehicle regidration,
compilation of a data base on motor accidents and road traffic control. Amendments to the
Road Traffic Rules are conddered by an inter-ministeria Road Traffic Safety Committee before
forma approvd.

On railways, the Government has recently gpproved some basic legaly binding guiddines on
the rallway sector reform, which should stimulate the legd and economic restructuring of
Lithuanian Rallways and ensure further dignment with the acquis, including the new EC
legidation of 2001 to accelerate the liberaisation of railways.

On inland waterways trangport more secondary legidation has been issued during 2001 to
support the Inland Water Transport Code, in particular concerning documents for vessels and
crew members, including issuing diplomas of competency.

Asconcernsair transport, the civil aviation inditutions have been reorganised according to the
provisons of the Law on Aviation which was adopted in October 2000. A new Civil Aviation
Authority (CAA) was set up in July 2001, succeeding the former Directorate of Civil Aviation
as regards commercid air navigation services and regulatory issues and the Inspectorate of Civil
Aviation for flight safety oversight. The Air Navigation Services are now a separate commercia
entity. A tota of 50 postions are alocated to CAA. Staff has been transferred from the Civil
Aviation Directorate for this purpose, with certain changes to the organisationd structure. In
April 2001 the Joint Aviation Authorities Board accepted the Lithuanian CAA as a Candidate
Member.

As foreseen under the Law on Aviation, an independent “Civil Aviation Accidents and Incidents
Investigation Commission” chaired by a Permanent Head vested with appropriate powers and
resources has been established on 1 July 2001. The Chairman, who is directly accountable to
the Minister of Trangport and Communications, will on a case-by-case basis assemble a team
of experts.

In February 2001, the Government approved the privatisation guidelines for the nationa carrier,
Lithuanian Airlines (LAL) and subsequently started to select privatisation advisors through an
internationd tender. The advisors will have to carry out an economic and financid andysis of the
company and assst in choosing a sirategic investor.

As regards maritime transport, following an Order of the Minister of Transport and
Communicetions, the Safe Shipping Administration (SSA) was established in July 2001.
However, dthough the Director is directly accountable to the Minister of Transport and
Communications, from an organisational and financial resources point of view SSA remains a
branch of Klaipeda State Segport Authority pending further reorganisation in future years. Staff

61



(136 employees, of which more than 40% are working as crew members on board of 7
auxiliary fleet vessdls) and tasks are dmogt identica with the preceding indtitutional set-up,
under which parts of the Klaipeda State Seaport Authority and of the Harbour Master’ s Office
were responsible for both Flag and Port State related functions. Inspections of Lithuanian flag
vessels as wel as port State control inspections are at present carried out by 5 qudified
ingpectors. The Klaipeda State Seaport Directorate (now 158 staff members) and the Harbour
Magter’s Office (37 gaff members) gtill co-ordinate the public and commercid operations and
developments in the segport.

In January 2001, the 1979 International Convention on Maritime Search and Rescue (SAR 79)
wes rétified by the Seimas. The Order of the Minister of Transport and Communications on
Amendments to the Order on Lithuanian Safe Shipping Management Documentation was
approved on 1 February 2001. Rules on Port State control and Flag Sate control were
approved and entered into force on 2 April 2001.

According to 2000 gtatistics under the Paris Memorandum of Understanding, the percentage of
Lithuania flag vessdls detained following port state control was 8.3%, a decrease compared to
1999 (9.8%) and 1998 (18.8%). This compares to an average for EU-flagged vessels of 3.9%
in 2000.

Overall assessment

Lithuania is partly digned to the acquis in this area, but some issues Hill require particular
attention.

A genead concern in the Ministry of Trangport and Communications is the lack of funds for
gpecidised training and technicd office equipment. The Minigry follows the Governmenta
Indtitutiond  Strengthening Plan of October 2000. This contains an assessment of the
implications of European Integration, particularly trangpodgtion of transport acquis, for
indtitutional development and analyss of human resources needs, and is intended for budget
planning.

As regards Trans-European Transport Networks, the Lithuanian authorities place the main
emphasis on the further modernisation and development of the priority transport infrastructure
aong trangt corridors | (Via Bdtica) and IX, which is of particular importance for a trangt
country like Lithuania

As regards road transport, no further progress has yet been achieved in the area of
harmonisation of vehicle taxation and road user charges. Adminidrative capacity should be
srengthened, in particular through specidised training of staff on important supervisory and
control functions in the fields of access to the profession, socid rules (particularly driving times
and rest periods), vehicle taxation and road user charges, as well as technicd and safety
standards.

In the railways sector, the government is encouraged to pursue the restructuring of Lithuanian
Railways, taking into account the requirements of the new acquis in force since early 2001.
Particular attention should be paid to ensure the independence of the management of railway
undertakings, the separation of infrastructure management from trangportation operations and
drengthening of the railway adminigration. The capacity of the State Railway Inspectorate

62



should be further strengthened through an increase in staff numbers (at present 11) so asto be
able to make progress with harmonisation of legidation and to handle upcoming regulatory
tasks, such as supervisng the management of railway infrastructure and traffic safety following
full restructuring of the rallways. Regulatory mechanisms need to be in place concerning
infrastructure charging and financing, cross-subsdies, the maintenance system and infrastructure
capacities. Lithuania gtill needs to implement the acquis regarding interoperakility of raillways.

Concerning the inland waterways sector, it should be noted that this type of trangport is not
developed extensvely in Lithuania. Therefore, the existing State Inspectorate (30 staff) ssemsto
be adequately staffed.

As regards air transport, the progress is tangible in the field of adminidrative capacity, in
particular with the effective functioning of the Civil Aviaion Authority. Lithuaniais committed to
follow closgly the submitted indicative timetable for progressively incorporaing the Joint
Avidion Reguirements (JARS) into itslegd system.

As regards maritime trangport, the progress made through the recent setting up of the Safe
Shipping Adminigtration must be judged to be limited. Despite a certain legd independence, its
functioning depends on the budget, administrative resources and equipment of the (partidly
commercid) Klapeda State Segport Authority. This Situation may possibly lead to a conflict of
interests, for example in times of decreasng traffic flow through the port of Klaipeda It is
therefore of particular importance that Lithuania drengthen its efforts with regard to the
envisaged further restructuring of its maritime safety authorities.

Despite a congtant decrease since 1998, the Lithuania flag vessel detention rates as a result of
port State control ingpections under the Paris Memorandum of Understanding are till well
above the average for EU-flagged vessdls. Lithuania is aware that it needs to continue
drengthening its flag state implementation policy and resources.

Chapter 10: Taxation

Since the last Regular Report, Lithuania has made a moderate degree of progress in the area of
taxation.

Inthefidd of indirect taxation a number of important legidative measures entered into force
during the reporting period.

In January 2001 amendments to the Law on VAT entered into force. The amendments
harmonised principles for determining the place of supply of services with the rdlevant
provisons of the acquis. The amendments aso clearly defined the concept of services rendered
outside the territory of Lithuania and the gpplication of the zero-rate to them. In June 2001
further amendments to the Law on VAT entered into force, introducing the special scheme for
travel agents.

In March 2001 amendments to the Law on Excise Duties entered into force and expanded the
range of minera oils subject to excise duty by including liquid petroleum gas (LPG) when used
as motor fud.

Additiond amendments to the Law on Excise Duties came into force in June 2001, which, in

principle, harmonise the sructure and rates gpplied to acohol and acoholic beverages. The
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amendments divided acohol and acoholic beverages into groups provided for in the acquis and
the basis of cdculaion was harmonised, i.e. wine, fermented beverages and intermediate
products are taxed according to the number of hectolitres and beer is taxed according to the
actud adcohalic strength.

There are no particular developmentsto report in the field of direct taxation.

Asregards administrative co-operation and mutual assstance, the Lithuanian Parliament
ratified the Conventions for the Avoidance of Double Taxation of Income and the Prevention of
Fiscd Evasion with Russia, the Netherlands, Croatia, Sovenia and Armenia. In June 2001 the
agreement between Lithuania s State Tax Ingpectorate and National Tax Board of Sweden on
mutua adminidrative assstance, in order to ensure more effective gpplication of the double
taxation agreement, came into force.

A number of measures were taken to improve the overadl adminigtrative capecity of the tax
adminigretion.

During the second half of 2000, improvements were made to the Taxpayers Regidter, as a
result of which, information is collected and stored on domestic and foreign lega and naturd
persons having liability to pay taxes or to withhold taxes for other persons. The data are stored
in the State Tax Ingpectorate’ s central register’ s database.

In April 2001 anew divison dedling with the administration of excise duties was established.

During the past year, dl loca tax offices were connected to the central computer network of the
State Tax Inspectorate.

The system of data exchange with the Customs Department was improved by revisng the
agreement with the Customs Department. Data on taxes and duties provided by the Customs
Department are stored in the central database and may be accessed from the local tax offices of
the State Tax Inspectorate.

Findly, in September 2001, amendments to the Law on Tax Adminigtration entered into force.
These amendments introduce a number of changes in tax adminisiration procedures in repect
of tax audit performance, gpplication of sanctions, examination of tax disputes and enforcement
and postponement of debts.

Overall assessment

Lithuania has, on the whole, achieved a reasonable degree of dignment in the area of taxation.
Further efforts ill have to be made to ensure full compliance of Lithuanian tax legidation with
the acquis, and o that the tax administration is fully prepared for EU accession.

In particular, the list of VAT exemptions is too broad and the excise duty rates for acohol and
acoholic beverages, tobacco products and minerd oils are lower than the EC minimum rates. In
addition, the range of minera oil products is till too narrow and the combined rate has to be
introduced for cigarettes.

It will be important to ensure that existing and future legidation complies with the principles of
the Code of Conduct for Business Taxation.
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On adminidraive capacity, further modernisation of the IT sysems of the State Tax
Inspectorate is needed, in particular in relaion to the interconnection with EC systems. The
State Tax Inspectorate, for instance, has not yet put in place an integrated tax IT system
capable of interfacing with VIES (VAT Information Exchange System) and SEED (System for
Exchange of Excise Data). The process of drengthening and modernisng the State Tax
Inspectorate needs to be continued, including further specidised training. Further efforts should
be made in conducting Smultaneous audits and strengthening adminigtrative co-operation.

Chapter 11: Economic and monetary union

A detailed assessment of Lithuania's economic policy in its various aspects has been given
above, in the Chapter discussing the economic criteria (B-2). Therefore, the present section is
limited to a discussion of those aspects of the Economic and Monetary Union acquis--as
defined by title VII of the EC tresty and the other relevant texts—-which candidate countries
should implement before accession, i.e. the prohibition of direct public sector financing by the
central bank, the prohibition of privileged access of the public sector to financid ingtitutions, and
independence of the national centra bank. As to the process of liberdisation of capita
movements, upon the completion of which compliance with the EMU acquis is conditiond, this
aspect has been covered above, in the section on Chapter 4 — Free movement of capital.

Since the last Regular Report, Lithuania has made significant progressin the adoption of EMU-
related acquis.

In March 2001, the Seimas amended the Law on the Bank of Lithuaniawith aview to digning it
with the acquis. This law dso confirms the prohibition of direct public sector financing by
the central bank.

As regards the prohibition of privileged access of public authorities to financid inditutions, some
progress has taken place with the abolition of the authorisation by the Supervison Authority to
insurance companies to invest capital funds and technica reserve funds abroad.

Concerning the independence of the central bank, the new law ensures sgnificant progress
towards full dignment with the acquis in the area of financid, persond and inditutiona
independence. The new law also ensures that the primary objective of the centrd bank is
defined as price gahility.

Overall assessment

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

Ovedl, Lithuania has achieved a high level of dignment with the EMU-rdlated acquis.

In the area of central bank independence, further aignment is needed in order to safeguard
againg possible conflicts of interest relating to the duties of Members of the Board.
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Lithuania dso needs to further dign its legidation with the provisons of the acquis prohibiting
privileged access of public sector authorities to financid indtitutions, notably as regards the
remaining restrictions on insurance companies and on investment of pension scheme assets.

Chapter 12: Statistics
Lithuania has made subgtantial progress over the past year in this area.

Asregards statigtical infrastructure, in March 2001 a government Resolution approved the
new satute of the Department of Statistics and established a new composition of the Statistics
Council of Lithuania. The Council’'s man function is to andyse organisationd and
methodologica issues. The adminigtrative capacity of the Department was strengthened in terms
of gaff, equipment and training.

Concerning classification, a nationa verson of NACE classfication has been applied since
November 2000.

Concerning demogr aphic and social statistics, the tota housing and population census was
carried out in April 2001. Processing of deta is well underway. A labour cost survey is being
introduced successtully.

As regards avallability of datistics at regional levd, a lig of regiond indicators including
indicators of economic and socid development has been drawn up and put into a centra
database. More sectord datistics have become available at regiond leve, eg. loca units of
large enterprises.

In the fidd of macr o-economic statistics, in March 2001 the caculation of the Harmonised
Consumer Price Index was brought in line with the acquis. In May 2001, the government
passed a Resolution on the implementation of the European System of Accounts (ESA 95),
which gives the Department of Staidtics the task of coordinating dl indtitutions involved in
implementation. A development plan for nationa accounts is being drawn up.

For business statistics, the statistical register of economic actors has been updated for 2001
leading to subgtantia quality improvements, e.g. the regidration of locd kind of activity units. As
of 2001 data on the production of industrial enterprisesis now collected and processed using a
nationa verson of the PRODCOM classfication.

No particular progress has taken place during the reporting period in the fidd of transport
statistics.

Where external trade is concerned, statitics continued to be of good quality.

For agricultural statistics, preparations for the tota agriculturd census are under way. In
March 2001, the Quedtionnaire and Methodology of the Tota Agricultura Census were
approved. Co-ordination with other bodiesinvolved in agriculturd Satisticsis visbly improved.
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Overall assessment

Lithuania is quite well advanced in the field of datistics. The adminidrative capacity of the
Depatment of Statittics is very high, with a highly qudified, motivated and well trained gaff.
These capacities need to be maintained.

Co-operation between the Department of Statistics and related inditutions, including the
Minigtry of Agriculture, is aready good, but needs to be further strengthened

A number of gatidtics, eg. externd trade datidtics, are dready in line with acquis. As regards
availability of datidtics a the regiond level, NUTS 11 has been defined. The European System
of Accounts (ESA 95) has to be fully implemented and qudity of results must be improved. As
regards demographic and socid statistics, the frequency of the labour force survey needs to be
increased and preparations for a structure of earnings survey need to be findised. Business
datistics have made good progress, but still need to be further improved, eg. in the use of
supplementary units for products. The requirements regarding tourism datistics need to be
implemented. For trangport satistics, an accounting system for expenditure on infrastructure in
respect of transport by rail, road and inland waterway needs to be introduced. It is of particular
Importance to secure adequate resources for the preparation and conduct of the total
agricultura census, to be carried out in 2002. A precise timing needs to be set.

Chapter 13: Social policy and employment

During the reporting period Lithuania has made seady progress in trangpostion and
implementation of the socid acquis. A new Law on Hedth and Safety of Workers was
adopted, as well as new legidation in the fields of socid protection and labour law. As regards
employment, the Government has approved a programme for promotion of employment
opportunities. Nevertheless, there are important legidative ingruments that have ill to be
adopted.

Intheareaof Labour Law, the new Labour Code still needs to be adopted. In February 2001
the Law on Guarantee Fund of September 2000 was amended to bring it into line with the
corresponding acquis, by abolishing the requirement of a minimum period of employment. In
June 2001, the Government gpproved the regulations of the Guarantee Fund and set up the
Guarantee Fund Council. In March 2001 amendments were adopted to the Law on
Employment Contract, Law on Wages, Law on Holidays and Law on Trade Unions.

As regards equal treatment for women and men, the new Law on Hedth and Safety of
Workers, which is intended to fully transpose the provisons of the directive concerning
pregnant workers and workers who have recently given birth or are breast-feeding, was
adopted in October 2000. In January 2001, the amendments to the Law on State Benefits for
Families Bringing up Children were adopted. Through these amendments equa conditions for
both parents when it comes to obtaining family benefits are guaranteed.

Legd gpproximation continued concerning health and safety. The new Law on Hedth and
Safety of Workers was adopted in October and entered into force in November 2000. The
Law trangposes the framework directive and the main provisons concerning working time,
preventive measures for hedth and safety for young persons, and pregnant workers (see
above). In October 2000 the Law on the Supervison of Potentialy Hazardous Equipment was
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adopted. According to this law the technical control of compliance of the equipment with safety
requirements must be carried out by authorised public indtitutions. In this respect, the Technical
Supervison Service was reorganised into a public office in January 2001. In December 2000
the Regulation on Safety of Workers Potentidly at Risk from Explosive Atmospheres was
adopted. The number of ingpectors in the State Labour Inspectorate has increased by 10 since
the last reporting period. The gtaff has received training in various areas such as labour law,
labour hygiene and investigation of accidents at work.

From July 2000 to July 2001 the State Labour Inspectorate inspected 16 877 enterprises. It
detected 47 694 infringements of safety and hedlth and labour law in enterprises and imposed
finesin the sum of about €155 000.

As regards public health, not much progress can be reported since last year. Lithuanian
authorities and indtitutes are participating in specific projects under the Network for the
epidemiologicd survelllance and control of communicable diseases in the Community. The
further development of measures in this area should be undertaken againgt the background of
the principles and methodology of the Community network. With reference to the tobacco
acquis, the Law on Tobacco Control has been amended: the maximum tar yield of 12 mgisto
become applicable as from 1 January 2003.

No particular developments can be reported with regard to social dialogue

Concerning employment labour market developments were negative in the year 2000. The
level of employment (Labour Force Survey basis) fell by 5% as compared with 1999, to 1.52
million, the lowest leved of employment seen during the whole period since the beginning of
trangtion. Lithuania and the Commission have launched the Employment Policy Review with a
view to examining progress made by Lithuania in adapting its employment system so as to be
able to implement the European Employment Strategy in line with the Brployment Title. Work
on a Joint Assessment of Employment Priorities started in November 2000.

In May the Government gpproved a programme for promotion of employment opportunities for
2001-2004. Implementetion by the Lithuanian Labour Exchange began in July. The main
objectives are to hdt the increase in unemployment by the end of 2001 and to reduce the
registered unemployment rate to 7-8 percent in the first haf of 2002. The measures for
implementation of the programme were adopted in February 2001 and the Nationa Action Plan
in May 2001. Through this Action Plan Lithuania intends to reform and strengthen the policy
gructures and delivery sysems needed to implement new employment policy tasks. A
Regulation on the Implementation of Locd Employment Initiatives intended to promote new
jobs, improve of the loca economy, increase employment and reorganise local communities
was aso approved.

In the area of social protection, new rules were gpproved for forming the State Socia
Insurance Budget and its implementation Stipulating that financid statements of the State Socid
Insurance Fund Board be drawn up in accordance with International Accounting Standards. In
October 2000 the Government approved the Concept of Reform of the State Socia Insurance
Contributions adminigtration. Ancther legidative act, the Law of State Socid Insurance
Pensions, was adopted in December 2000 accelerating the rise of the retirement age by
introducing an increase of 6 months annudly. Certain provisons were changed concerning
payments to old age and disabled pensoners. Also in December, the Law on Sickness and
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Maternity Socia Insurance was passed. The law determines categories of persons covered and
rights to benefits as wel as conditions for their granting, caculation and payment. As regards
Pension Reform, is pace dowed down during the reporting period. In May 2001 the parliament
ratified the European Socia Charter.

In order to guarantee the rights of disabled persons, in February 2001, the Government
adopted the Policy Paper on Reform of Diagnoss of Disability and Socia Security Measures
for Persons with Disability.

As regards Structural Funds and the European Social Fund (ESF), the Government took a
decison in May concerning the inditutional structure and various paying agencies. According to
this decison the Ministry of Socid Security and Labour will be the paying agency for ESF.

No particular developments are to be reported as regards the transposition of the anti-
discrimination acquis.

Overall assessment

Ovedl, while Lithuania has advanced in digning with the acquis, some key legidation such as
the new Labour Code and the Public Health Law remain to be adopted, and implementation
and enforcement need to be further addressed. The necessary indtitutiond structure isin placein
most areas, but it has Hill to be strengthened.

As regards Labour Law, good progress has been made as regards the trangpostion of the
insolvency Directive. However, the new Labour Code and the Law on the establishment of the
European Works Council remain to be adopted.

The sharp deterioration in the labour market over the last two years has heightened the
challenges faced by employment policy in Lithuania. With regard to employment important steps
have been taken, but the Joint Assessment Paper is to be findlised only in the near future. It will
be important to ensure an effective monitoring of the phasing in of the priorities and
commitments contained in the Joint Assessment Paper.

The capacity of the Public Employment Services needs to be further strengthened.

In generd, the dignment with the acquis has been particularly good in the area of equd
trestment for women and men, and the Ombudsman Office has proved to be effective in
enhancing the implementation of equal treatment. However, a number of provisons of EC law
concerning, in particular, the shift in the burden of proof in cases of discrimination based on sex
and a definition of indirect discrimination are till to be trangposed.

As regards hedth and safety, adminidirative capacity needs to be strengthened in order to
ensure effective operation of the Labour Inspection inditutions. Provisions for protection of
workers from chemical agents and their preparations need to be adopted.

In the fidld of public hedth, there is a need to adopt the Law on Public Hedlth and to improve

the legidation on communicable disease surveillance and control. The further development of

measures in the area of communicable diseases should be undertaken againgt the background of

the principles and methodology of the Community network. In addition, Lithuania should

continue its efforts to develop a hedth monitoring system in order to obtain hedth data and
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indicators comparable with the Community hedth monitoring sysem. Work on the
transpogition, implementation and enforcement of the tobacco acquis should be continued.

Efforts are required to make the exising socid diaogue structures more efficient. Tripartite
mechanisms should lead socia partners to be consulted on mgor economic and socid aress.
Efforts are dso required to promote and strengthen bi-partite sociad dialogue structures
especidly at sectora level. The Government must also assist the socid partners to prepare them
for the active role they will be caled on to play in the EU context, and to reinforce their
necessary structures and capacities for collective bargaining and socid diaogue at dl levels.

As regards socid protection, Lithuania has set up the legd and inditutiond framework for
reforming its socia security system and the indtitutions are in place. However, sustained efforts
are needed to implement the reforms that have been introduced. The systems to be established
should be capable of co-ordinating with systemsin the EU.

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

The Government has recently taken important decisons concerning the didribution of
respongbilities with regard to the Structurd Funds and designated the paying agency for ESF.
These decisions need to be trandated into practice and preparations for future participation in
ESF should continue, particularly as regards the development of adminidirative capacity in the
relevant Minidries and locad authorities.  Further efforts are required to improve both
adminigrative capacity and the mechanisms for co-ordingtion of ESF interventions in the
context of the European Employment Strategy and the Inclusion Process.

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

Chapter 14: Energy

Since the last Regular Report, Lithuania has continued to make progress in the energy sector,
athough the regtructuring and privatisation of the utilities are suffering delays. Progress in the
sector, based on the 1999 Nationa Energy Strategy, was enhanced through the (delayed)
adoption, in May, of the Action Plan implementing the Nationd Energy Strategy. The energy
sector developments remain closdy linked to the closure of the Igndina Nuclear Power Plant
(INPP).

Concerning security of supply, and in particular oil stocks, little progress has been made.
Current emergency oil stocks are approximately at 40 days, nearly half of the required 90 days.
The Minigry of Economy’s State Reserves Divison and Fud Strategy Divison take care of
managing oil stocks maiters (4 persons). Reflections are ongoing regarding strengthening the
indtitutiona set-up.
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The Lithuanian energy sector (ail, gas and nuclear fuels notably) remains heavily dependent on
Russian supplies, despite plans for diversfication throughout the energy sector. In the oil sector,
the recent ded ensuring a second (Russian) source for supplies to the Maizelka refinery and
aming & complementary privatisation, improves the supply Situation of the refinery and is to be
welcomed. The recent modernisation of the Klapeda oil termind aming & a smooth
transhipment of light oil products aso contributes to improving the security of supply.

Lithuania has made important steps as regards competitiveness and the internal energy
mar ket (notably the Electricity and Gas Directives ), despite delays in the restructuring and the
privatisation of the Lithuanian dectricity and gas companies. Electricity and gas prices
increesingly cover codts, dthough ditortions remain.

Progressin the gas sector seems most marked with the adoption in October 2000, amendment
in June and entering into force in July of the Law on Naurd Gas This Law dlows a
considerable market opening of approximately 80 %. Part of the secondary legidation required
to implement this law has been adopted recently. Despite the market opening, the origin of
supplies remains Russa. The Government decided in October on the privatisation modd for the
gas company. As pat of the restructuring process and in  preparation for unbundling
according to the Gas Directive, non-core activities were separated from the Lithuanian Gas

Company.

In the electricity sector, Lithuania decided in June, through an amendment of the Electricity
Law, to postpone its entry into force (and therewith the start of market opening) by sx months,
until 1 January 2002. In view of this Stuation, Lithuania developed a “Trangtiona Market
Modd” for the period until January 2002, in order to make a swift start on market opening.
The steps for market opening have been defined as follows: 21 % of the market as from 2002;
26% as from 2003; 33% as from 2004; and full market opening as from 2010.

Progress with the restructuring of the Lithuanian Electricity Company has been achieved
through, inter dia, the unbundling of accounts for its activities (generdtion, transmisson,
digribution and non-core activities) snce December 2000. In June Lithuania adopted a law
amending the Law on the Reorganisation of the Lithuanian Electricity Company (entry into force
in July) with the am of, inter dia, amplifying the reorganisation process. In Augudt the
Government adopted the reorganisation plan for the company, which isto be divided by the end
of 2001 into one transmission, two distribution and two generation companies.

With the am of phydcaly joining the internd energy market Lithuania and Poland continued
preparations for an dectricity link between the two countries. The Nationa Control
Commission for Prices and Energy is the regulatory authority in the dectricity, gas, heat and
water sectors and it is responsible, inter dia, for pricing, licenang and dispute settlement.
Elements that confirm the independence of this authority are the nomination of the chairman by
the President for a fixed period of five years and its reporting duty directly to the Seimas. The
entry into force of the Law on Natura Gas has increased the powers and independence of the
Control Commission. The Control Commission employs more than 40 persons.

Lithuania continued to improve ener gy efficiency over the past year, dthough no particular
legidative development can be reported. In September the Government adopted an updated
Nationa Energy Efficiency Program 2001-2005. During 2001 an amount of € 0.4 million was
made available for the implementation of the Programme. The Energy Agency, an independent
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entity but fully owned by the Ministry of Economy, isthe main body in this area and dedls, inter
dia, with energy efficiency and the enhancement of renewable energy sources. It employs 30
persons and had a budget of € 0.3 million in 2001. The State Energy Inspectorate is in charge
of state supervison and control of state-owned energy entities, with the am of ensuring safe,
efficient and reliable use of energy resources and energy supply. Its budget for 2001 is €700
000 and it has 100 employees.

It is recaled, regarding nuclear energy, that a the Ignaina Nuclear Power Plant (INPP)
Lithuania operates two RBMK-type reactors with a nomina capacity of 1500 MW
each.Lithuania continued the preparations for the closure and decommissioning of Unit 1 of
INPP, through the adoption in February of a Decommissoning programme for Unit 1. A list of
detailed messures, timetables, competent organisations and financing sources had been laid
down in the above-mentioned Action Plan implementing the Nationd Energy Strategy.
Furthermore the Minister of Economy adopted in April a List of Implementation Measures of
the Decommissoning Programme for Unit-1 in which technica/environmental measures and
socia/economic measures are listed. The Seimas adopted in July a Law on a Decommissioning
Fund for Ignaina NPP that will enter into force in 2002.The Seimas furthermore ratified in July
a Framework Agreement with the EBRD, paving the way for the forma implementation of the
Igndina Internationd Decommissoning Support Fund (IIDSF), to which the European
Community is the mgor donor. In January, a commission to ded with problems of the INPP
region was established in the Seimas, while the nunicipdities of Visaginas, Igndina and Zarasa
have agreed to form an INPP Regiona Development Committee to dedl with issues linked to
the decommissioning process.

VATES, the nuclear regulatory body in Lithuania, reports directly, on an annud bass, to the
Prime Minigter. After a recent restructuring, it is organised in nine departments (such as public
relations, nuclear materid control, licensang, decommissoning and radiation protection and
safety assessment). In April the Government decided to increase staff levels by 10 persons, with
the am of reaching 48 employees by the end of the year and 58 by the end of 2002. The
introduction of a quality assurance system is proceeding, while the regulatory body continues to
srengthen its capacities including those related to decommissioning.

The Lithuanian Electricity Company continued the re-payment of arrears to the INPP, reaching
aleve of € 37.5 millionin May, and a schedule has been developed for the remaining amounts.

With regard to nuclear safety, INPP continued the implementation of its second nuclear safety
improvement programme 1997-2005 (SIP-2). Between January and September 2001, the
INPP implemented 13 measures costing €12.5 million (LTL 45 million). Since 1997, atotd of
144 (out of 193) measures, with a budget of €9.3 million (LTL 334 million), have been
implemented. Ignaina advanced with the preparation of a Safety Assessment Report for Unit-2
(SAR-2), in view of the further licensng of Unit-2. In mid-2001, INPP submitted revised
technical specifications for the ingtdlation of a diverse second shutdown system in Unit 2 that
received a favourable preliminary consderaion from the regulatory authority, thus moving this
difficult safety-related project forward.

As pat of the implementation of the Law on the Treatment of Radioactive Waste, the
Radioactive Waste Management Agency was established in May 2001. Onceit is operationd,
it will dedl with the trestment and disposd of radioactive waste. The Agency's budget alocation
Isgpproximately € 0.13 million for 2001 and currently it is staffed with Sx persons. In February,
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regulations on the 'Management of Radioactive waste and on ‘Radiation Protection a the
Nuclear Power Plant’ were issued.

Overall assessment

Lithuania has achieved a reasonable level of dignment with the energy acquis, but needs to
maintain its efforts - notably in the area of the Internd Energy Market, oil stocks and nuclear
energy - if itisto bein apogtion to comply with the Union's requirementsin the energy sector.

Lithuania has continued to take steps to reform the energy sector. The restructuring of the
electricity and gas sectors continued, despite delay in the privatisation process. The adoption of
the privatisation model for the gas company is to be welcomed. Steps to prepare the closure
and decommissioning of the Ignalina NPP have been taken.

Particular atention should be given to the preparation for the Internal Energy Market (eectricity
and gas directives). In this respect, an expedient completion of the reorganisation and
privatisation of the eectricity and gas sectors is needed. Furthermore, the drafting of secondary
legidation, particularly in the dectricity sector should be enhanced. The market opening plansin
the dectricity sector gppear to satisfy the current requirements of the Electricity Directive.
Egtablishment of a Common Bdtic Electricity Market in 2002 will be useful with a view to
preparing for the Electricity Directive. The Nationa Control Commission for Prices and Energy
should be strengthened in order to prepare it for its regulatory functions as defined in the interna
energy market directives. Despite the fact that the Control Commission has a separate budget
line, negotiations on budget may be a strain on its indegpendence. Removal of price digortionsin
the energy sector should continue while "stranded costs' aso need attention.

Also in need of particular attention is the legidative aignment as regards emergency oil stocks,
the establishment of a financing plan for the required invetments in this aea and the
srengthening of the adminidrative structure.

Energy efficiency and the use of renewable energy should continue to be improved, while
Lithuania should continue to give due atention to dignment with the energy efficiency acquis
Full implementation of the updated Nationd Energy Efficiency Programme 2001-2005 and a
rapid adoption of the draft Law on Energy Saving will be ingrumentd in this respect. The
Energy Agency should be strengthened.

As regards nuclear energy, the European Union has repesatedly emphasised the importance of a
high levd of nudear safety in candidate countries, including the need to respect closure
commitments and to set a precise date for the closure of INPP Unit-2. In June 2001, the
Council of the European Union took note of a Report on Nuclear Safety in the Context of
Enlargement. This report contains findings on the Stuation and perspective of nuclear safety in
each candidate country as well as recommendations for specific improvements. In duly, the
Commission conveyed this report to the candidate countries.

Generd recommendations of the Council Report cal for al candidate countries with nuclear
power plants to complete their plant-specific safety improvement programmes, and to ensure
that their programmes include measures considered good practices within the European Union,
particularly regarding various specified safety measures such as assessment practices,
emergency procedures, feedback of experience, resources of the regulatory authority and other

aspects.
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The report recommends al candidate countries to continue their nationa programmes regarding
the safe management of spent fuel and radioactive waste, and regarding the safety of ther
research reactors.

With regard to Lithuania, the Council Report recommends twelve specific measures to ensure
the safe operation of the Ignaina NPP until find closure, and of other nuclear ingdlations,
including measures to ensure adequate resources for  the regulatory authority, full respongbility
and improvement of the financid dtuation of the operator of the Ignaina NPP, information
agreements with Latvia and Belarus and other specified technica aspects, such as adiverse shut
down system for Igndina Unit 2.

It isrecaled that the future of the Lithuanian energy sector is closdly linked to the closure of the
Ignaina NPP. It is aso recaled that the Seimas, in the context of the adoption in 1999 of the
National Energy Strategy decided, inter dia that Unit 1 of the Igndina NPP will be closed
before the year 2005 and that the precise find date for the decommissioning of Unit 2 shal be
solved in the updated Nationa Energy Strategy to be prepared in the year 2004. In this regard,
the Commission underlines that the timetable for adoption of the definite decision on the date for
closure of Unit 2 should be compatible with Lithuanias timetable for accesson. Furthermore,
the Commission recdls that the EU consders that the definitive closure of Unit 2 should teke
place a the latest by 2009. With this in view, Lithuania should continue to address nuclear
safety issues a the Igndina NPP and should continue to prepare its closure and
decommissoning. Preparation of decommissioning should include also due attention to the
regiona consequences and the devel opment of an adequate regiond policy.

Lithuania should continue to address the independence, staffing levels and competence of the
regulatory body that al need to be strengthened. Its human resources of VATES should be
increased in view of the tasks related to the safety improvement programme and the
intengfication of the decommissoning process. The safety improvement programmes (SIP-2)
should be fully and timey implemented, induding the inddlation of the Diverse Second
Shutdown System at Unit 2 of Igndina NPP as a matter of high priority. The new safety andysis
report for Unit 2 of Igndina NPP (SAR-2) has to be produced by INPP and completely
reviewed by the regulatory body by the end of 2002. Adequate levels of nuclear safety have to
be maintained during al phases of the operation and decommissioning of the Ignaina NPP inter
diaby mantaining ahigh leve of technica and aff qudlity.

Lithuania should specificaly ensure adequate cagpacity (inter dia at Ministry of Economy and
INPP leve) to prepare and implement projects related to decommissioning, including those to
be funded under the Igndina International Decommissoning Support Fund.

The Radioactive Waste Management Agency should rapidly become fully operationd, while
aufficient funding needs to be ensured for its functioning including specific training. In generd,
radioactive waste and spent fuel management need continued attention.  Lithuania will need to
ensure compliance with Euratom requirements and procedures. In this respect, continued
attention should be given to preparing the implementation of Euratom Safeguards, in particular
regarding the reporting of nuclear materid flows and inventories directly by the persons or
undertakings operating nuclear inddlations or storing nuclear materid. It is to be noted that
Lithuania has concluded a Full Scope Safeguards Agreement with the IAEA. An Additiond
Protocol to this Agreement isin force since July 2000.
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Chapter 15: Industrial policy*

Since the last Regular Report, the most notable step forward has been the adoption of the
legidation on enterprise restructuring and bankruptcy. Only limited progress has been made in
the promotion of competitiveness.

There has been no progress in defining delivery mechanisms for implementing the medium-term
indugtrial strategy, or the Business Innovation Programme adopted in 2000. The Ministry of
Economic Affairs has continued to put the emphasis on quality and export promotion, through
eg. subsdisng cogts for 1SO certification and participation in trade fairs. 1t should be noted
that Lithuania has started implementing new procedures on gtate ad that are in line with the
acquis through a systematic natification of support schemes to the Competition Council (see
Chapter 6 - Competition policy).

The Business Development Council, the Ministry’s advisory body in the area of enterprise
policy, has recently been reorganised. The policy-making role of the Council, which includes
representatives from public ingtitutions and leading business associations, has been reinforced.
It will be consulted on the priorities and instruments of indugtriad policy, as well as on any draft
legidation having a bearing on enterprise development, and will monitor and evaduate the
implementation of drategies. In doing so, it will be asssted by permanent committees,
composed mainly of representatives of governmental agencies, large indudrid firms and
research inditutions, and in particular, by one dedling with industrid competitiveness and one
dedling with export promotion. It istoo early to judge the impact of this reorganisation.

The Government gtill consders that the improvement of the business environment is centra to its
investment promotion policy. This Strategy is proving successtul, but further progress is Hlill
needed in this area (see Chapter 16 — Small and Medium- sized Enterprises). Over the
reference period the manufacturing sector has continued to attract the highest proportion of FDI
(amogt 30% of dl inflows in 2000), though not to the same level as in previous years. The
positive trend in reinvested earnings from foreign investors has been confirmed and greenfield
investment has increased.

Privatisation has progressed further. (See Section 2 - Economic criteria).

Interms of indudtrid restructuring, the mgjor breakthrough was the adoption in March 2001
of new legidation on bankruptcy and enterprise restructuring.  This new legidation has been
developed on the basis of internationa good practice in the field of insolvency. The bankruptcy
law defines more flexible and rapid procedures for bankruptcy initistion. The restructuring law
provides for the rehakilitation of companies which have inherited debts but are gill economicaly
viable. Mogt of the secondary legidation needed to implement the laws has now been adopted.
Only two restructuring cases have been initiated since the entry into force of the laws in July
2001. However, there has been a steady progression in the initistion and completion of
bankruptcy cases. The Enterprise Bankruptcy Management Department at the Ministry of
Economic Affars continues to operate effectively, despite some difficulties in filling vacancies.
As of September 2001, some 1 300 enterprises had gone through bankruptcy procedures and

2 Developments concerning Industrial policy should be seen in relation to the overall enterprise policy, including the SME
policy (see Chapter 16 — Small and medium-sized enterprises).
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nearly one fourth of cases had been completed. In 2000 the mgority of bankruptcy cases
Initiated were in the food and construction sectors.

Overall assessment

The politicd, legd and adminigrative framework for faciliteting in-depth restructuring and
improving the compstitiveness of Lithuania's indugtry is now in place and is being digned with
the principles of EC indudtrid policy. The chalenge now liesin implementation. The Ministry of
Economic Affairs needs to better define its role and drengthen its cgpacity, including in the
preparation for Structural funds. There is sill scope for improving co-ordination between
activities of the various inditutions, eg., in the area of investment promation, between the
Minigtry of Economic Affairs and the Lithuanian Development Agency. It can in this respect be
noted that some key indtitutions, such as the Ministry of Education and Science, are not part of
the consultation process of the reorganised Business Development Council.

There are severd mechaniams in place to consult the business community. However, dthough
their functioning has improved over the years, they il tend to favour particular interests groups
and individua companies. The Confederation of Lithuanian Indugtridists, which represents the
interests of most large industrid enterprises, subsdiaries of foreign companies, and research
indtitutions, is akey player. In order to further remove regulatory and adminidtretive barriers to
investment, more attention should be paid a the politicd leve to the consultation of foreign
investors.

Privdtisation of the industrid sector is virtualy complete and restructuring has progressed
further, athough unevenly between consumer goods indudtries, such as foodstuffs and textiles,
and traditional sectors, such as mechanical engineering. The strengthening of the banking sector,
notably through further privatisation and consolidetion could help increase investment levels in
the indudtrial sector. It is crucid to continue efforts to implement quickly the long awaited
legidation on bankruptcy and restructuring, and in particular to further develop the appropriate
Ingtitutional set up and competencies for enforcement. The adoption of secondary legidation
needs to be completed through the adoption of a by-law enabling public creditors to transfer
ther rights to Turto Bankas, the assst management indtitution in charge of the sale of non-
performing loans. There is dill alot to do to ensure proper implementation. The chdlenge isto
creste a new culture among public inditutions and the business community. Because of the
generd lack of skillsin thefields of risk assessment and the evauation of enterprise restructuring
plans, intensve training of administrators, as well as of key actors in the public and private
sectors, is needed. The capacity of Regiond Courts that are responsible for bankruptcy
procedures should be further strengthened.

Chapter 16: Small and medium-sized enterprises?

Since the lasgt Regular Report, Lithuania has made some further progress in developing its
enterprise policy. There have been positive developments in terms of an increase in the budget
for SVIE promotion and a progressive rationadisation of business support schemes. However,

2 Developments concerning SME policy should be seen in relation to the overall enterprise policy, including Industrial
policy (see chapter 15 - Industrial policy).
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capacity condraints a the Ministry of Economic Affairs continue to hinder a consstent
implementation of measures in support of SMES.

During the reporting period the budget for implementing SME policy has increased fourfold and
Is now secured through a direct dlocation from the date budget. However, only limited
progress can be recorded in the implementation of the measures included in the “Smdl and
Medium-sized Business Development Strategy until 2003,” the SME strategy adopted at the
end of 2000.

The government has adopted and has started to implement severa regulations to facilitate
access to finance for SMES, amed at improving the loan guarantee system implemented through
the Lithuanian Export and Import Insurance Company as well as promoting micro-credits and
venture capitd.

The network of business centres has further expanded and severd initiatives such as subsdised
advisory and training services and a pilot supplier linkage programme were successfully
implemented by the SME Development Agency (SVMIEDA) at the end of 2000. These latter
activities were, however, discontinued at the beginning of 2001 because of uncertainties about a
merger of SMEDA with the Regiona Development Agency. Thisis now resolved, but affected
negatively the credibility of state-sponsored programmes.

A new trend in Lithuanian SME policy is decentraisation. Municipdities have received specific
budgetary dlocations, the mgority of which is provided to business in the form of preferentia
loans, partid or full interest-rate subsidies for commercid loans, direct financid support for
amdl investments and subsidies for training and counsdling aswell asfor marketing activities.

The entry into force of the New Commercial Code in January 2001 (see Chapter 5 —
Company law) as well as an easier access to information about regulations and administrative
procedures through Internet are pogdtive steps towards the improvement of the business
environment. The Sunrise initiative launched in 2000 to streamline the procedures dealing with
business resulted in some changes in the legidation and in the administrative procedures.
However, this initiative lost momentum over the reporting period. The government is currently
reectivating the process.

No progress has been made since the last Regular Report in relation to the SME definition
goplied by Lithuania, which is more regtrictive than the EC definition.

Overall assessment

Lithuania's policy towards SMEs follows the approach promoted a EC level. However, the
adoption of a dedicated strategy and the increase in the budget for SME promotion has not so
far created the expected momentum. This is mainly due to lack of strong co-ordination and
continuity in action. As a result, despite some recent efforts to rationaise business support
schemes and improve the consultation with the busness community, there has been no
convincing atempt to solve globaly issues that are critica for raising the level of entrepreneuria
activity. In particular, there is a need to define a clear line on the measures available to support
gart-ups and the role of government bodies in the preparation of projects that could be funded
through pre-structurd aid instruments.
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Complex adminidrative procedures reman a mgor obstade to SME creation and
development. It is crucid that the government at the highest level steps up measures to smplify
the business environment. A systematic andlysis of legal and adminigtretive barriers for SVIES
should be made and an action plan to diminate unnecessary bureaucracy should be
implemented. The impact of measures should be assessed in close collaboration with business
associaions. The trend of increasingly involving business associations in law-making should be
continued.

There is dill a need to dign the SME definition, in particular as regards the sze and
independence criteria.

While the basic adminidrative capacity is dready in place a both nationa and regiond levels,
sgnificant rationdisation in the functioning of the inditutions is till necessary in order to prepare
Lithuanid s SME sector for integration into the European Union. The SME Divison a the
Ministry of Economic Affairs needs some strengthening. SMEDA should be engbled to fully
play its role in drengthening the business support infrastructure and improving the qudity of
business support services. The Minidry of Economic Affairs is in the process of improving
consultation mechanisms through a reform of the Business Development Council and the setting
up of acommittee on SME and tourism promotion.

Chapter 17: Science and research
Further progress has been made in this area since the last Regular Report.

In December 2000, the Law on Long-Term Financing of Science and Education was approved
by the Seimas. The Law ams a reforming the system of research, higher education and
education in 2001. In February 2001, the government approved the provisions of the Structural
Reform of the Science and Higher Education system. These plan to adopt principles and
methods for the State Higher Education Indtitutions research and teaching activities, and
prepare a Restructuring Plan for the State Research and Higher Education Ingtitutions.

In July 2001 the White Paper on Science and Technology was gpproved. This White Paper will
serve as a bads for the development of a strategy for science and technologies.

Some progress has been made concerning research and technological development in business
enterprises and non-profit organisations. In order to enhance the effectiveness of the system of
research and technological development, the new procedure for dlocation of state support for
research ingtitutes for 2001-2004 was established in December 2000. Lithuania continued to be
fully associated with the Fifth Framework Programme. For the firg time the State Budget
provided funding for state research inditutes, taking into a condgderation effectiveness and
qudlity of research, competitiveness as well as participation in the Fifth Framework Programme.

The Commisson for co-ordination of Lithuanian participetion in the the Fifth Framework
Programme, established in 1999, has been renewed, bringing into the Commisson
representetives of the Confederation of Indudridigts, the Ministry of Economy and the
Lithuanian Academy of Sciences, in order to promote links between research ingtitutions,
industry and SMEs.
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As for other candidate countries associated with the Fifth Framework Programme, Lithuania
has been granted observer status in CREST (Comité pour la Recherche Scientifique et
Technique).

Overall assessment

Although the overdl inditutiona sat up tha Lithuania needs to participate in Community
Programmes isin place, the reinforcement of research-related administration capabilities as well
as strengthening of the research infragtructure is necessary to ensure successful participation of
Lithuaniain the Framework Programme.

The co-operation between Research and Development ingtitutions and SME and industry has
been strengthened, but further progress is needed.

Further concrete measures are required to increase the financia support for research and
development, and particularly to stimulate business enterprise expenditure on research, and
favour fresh cepita investment. Priority should be given to the development of a nationd
drategy and programme for the development of science and technology policy. Funding
mechanisms should be digned with the redefined priorities. Measures are needed to promote
and enhance the rate of research and development, to further encourage research that supplies
relevant technology to smal and medium-sized enterprises, and to increase European co-
operation in this fidd. Legidation to facilitate the creation of high tech indudtries is necessary, in
particular to attract foreign investment.

Chapter 18: Education and training
Some further progress has been made in this area.

In the past year Lithuania has continued to participate in the Community programmes (see
section A.b — Relations between the European Union and Lithuania). Nationd policy in the
field of education and studies is implemented by the Department of Science and Studies of the
Ministry of Education and Science.

As regards the Directive concerning education of children of migrant workers, no
progress has taken place.

As regards reforming its education and training system, in December, 2000, the Law on
Long-term Science and Education Funding was adopted.

Overall assessment

Participation in the rlevant Community programmes is satisfactory and the established nationd
agencdies are functioning. Lithuania till needs to bring the legidation concerning the education of
children of migrant workers fully in line with the acquis. Lithuania has advanced in reforming its
education and training system.

Chapter 19: Telecommunications and information technologies

Some progress has been made since the last Regular Report in this area.
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Concerning the liberalisation of the telecommunications market, no development can be
reported as regards the liberdisation of fixed telephony. In this sector, the incumbent operator,
Lietuvos Telekomas, enjoys a de jure monopoly regime until 31 December 2002. Excluding
fixed telephony, competition has been strengthened by theissuing of athird GSM licence.

As regards the regulatory framework, a number of important items of secondary legidation
have been issued, rdating in particular to licenang and numbering. The rules on licensing of
telecommunications activities were adopted in October 2000. The licence is issued through a
tendering procedure only for those activities which require scarce resources, namely, radio
frequencies and tdecommunications numbering. These rules do not determine the licensing
procedure for UMTS.

In February 2001, the Communication Regulatory Authority became operationd, following the
gppointment of its director by the President of the Republic.

Asregardsthe postal services, no progress has taken place.

Overall assessment

Lithuania has achieved afair leve of dignment in this area, but important efforts remain to done
as regards the dignment in particular on fixed-line telephony and postal services as well as
adminidrative capacity.

The tdlecommunications market in Lithuania has been liberdised, except for fixed line telephony
communications. Work has begun building on the foundations lad by the 1998
telecommunications law to resolve the remaining problems regarding dignment with the acquis.
However, further rapid progress is now required. Properly regulated interconnection should be
a priority. Price re-bdancing and affordability remain crucid issues. As concerns the status of
Voice Over Internet Protocol as aliberaised service, efforts are being made to regulariseit.

As regards adminidtrative capacity, the recently established Communication Regulatory
Authority is undergtaffed (13 vacancies out of 111 available positions) and its present staff have
amost no experience in nonradio areas. Moreover, the Authority lacks the appropriate
equipment to be able to monitor the communication and radio spectrum, as well as assume its
market survellance functions Therefore, strengthening the adminidrative capacity of this
Authority isamatter of priority.

As for the postd services, further aignment with the acquis is required. The adminidrative
dructure in charge of posta services within the Communications Regulatory Authority will need
to be dlocated qudified staff and appropriate financing.

Chapter 20: Culture and audio-visual policy

During the reporting period, sgnificant progress has been made by Lithuania in terms of
legidative dignment.

Concerning audio-visual policy, in October and December 2000 the Parliament adopted
amendments to the Law on Nationa Radio and Televison which, together with the Law on
Provison of Informéation to the Public, makes up Lithuanid's legd corpus in this domain. The
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amendments addressed brought Lithuanid s legidation largely into line with the acquis, induding
measures on jurisdiction, public access to mgor events, promotion of European and
independent works, the protection of minors and the duration and content of advertising.

Three inditutions are now involved in the adminigration and implementation of the acquis. In
December 2000 the Government designated the Ministry of Culture as the inditution
respongble for the implementation of the provisons of the European Convention on
Trandfrontier Televison and the Protocol amending this Convention. The Council of Nationa
Radio and Tdevison is respongble for the regulation of the activities of the nationd radio and
televison. The Radio and Teevison Commisson (RTC) is respongble for the regulation of the
activities of commercid radio and TV gations, cable networks and microwave multi-channel
systems. The Commission can impose sanctions for violations of the law or license conditions.
From May 2000 to May 2001, the RTC renewed licenses for about 70 terrestrial television and
radio broadcagters. The new licenses contain obligatory provisons on programme structure and
content, including rules on advertising and teleshopping, as well as on respect for human dignity
and protection of minors and socid interests.

No particular developments are to be reported in the field of culture.

Overall assessment

Lithuanid's legidation concerning the audio-visud fidd is largdy in line with the acquis.
Therefore, efforts should now be concentrated on implementation, including the adoption of
secondary legidation concerning licence renewd for cable operators and codes of conduct on
programming and advertising. Public awareness should be raised on such generd principles as
non-discrimination, proportionality and protection of minors and public moras.

Lithuania has sgned and retified the Council of Europe Convention on Transfrontier Televison
and its Protocol.

It is important that the Radio and TV Commisson (RTC) now dart drafting and publicisng
codes of Ethics and involve professond organisations such as the “Ethics Commisson of
Journdigts and Publishers’ and the “Commisson on the Protection of Minors’. Furthermore,
due to the length of judicid procedures in Lithuania as well as the specificity of media law, the
RTC should set up adminigtrative tools to impose sanctions on those breaching broadcasting
legidation. The RTC aso needs to improve the existing administrative licensing processes (in
particular for cable licenses). Findly, monitoring instruments should be established so that the
RTC is able better to manage the large volume of data it must process and can develop a
database on the audio-visud market/industry. The RTC seems to require increased human
resources given the range of its respongihilities.

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

Since the 2000 Regular Report, Lithuania has made some progress in preparing for the
implementation of gtructurd policies.

Asregardsterritorial organisation, no changes have been made with regard to the proposed
provisona NUTS dassfication. A Government Resolution ” on implementation of the European
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National Account System” was adopted in May 2001; it aims at enforcing the agpplication of
the NUTS classfication.

As regards the legidative and ingtitutional framework, since the las Regular Report
Lithuania has adopted a number of Government decisons with the purpose of defining the
respongibilities in terms of programming and managing the Structurd and Cohesion Funds.
These decisons provide for the desgnation of the future Structurd Funds managing authority
and paying authorities. Furthermore, regiona policy has been defined as a part of the State's
economic invesment policy and integrated into the budget and invesment planning.
Accordingly, the process of drafting the National Development Plan has been integrated into the
State budget preparation. In order to ensure control of the state budget and EC funds, a
Government Resolution on the Approva of the Programme of Internad Control and Interna
Audit System Set Up in the Public Sector was adopted in October 2000.

With regard to the ingtitutional framework, there have been substantid changes since the last
reporting period. The Ministry of Public Adminigtration and Local Authorities was abolished in
January 2001 and subsequently the Department of Regionad Development was established in
the Minigtry of Interior. The department is respongible for the co-ordination of the preparation
of regiond development programmes and for the implementation of the nationd regiond
development policy. The other functions have been transferred to the Minigtry of Finance in its
capacity of future managing authority and co-ordinating body of the programming and
implementation of the EC Structurd Funds and nationd co-financing.

Within the Minigtry of Finance, the function of planning and co-ordinating the EC support and
nationa co-financing will be given to the newly established Financid Assstance Department.
Upon accession, the Financid Assgtance Depatment will  become the single managing
authority for the Single Programming Document (SPD). Until accesson, the main function of this
department will be related to the pre-accession funds. Acting in close co-operation with the
budget department the department will aso co-ordinate and facilitate the preparation of the
Nationd Development PlavSingle Programming Document, and ensure inter-ministeria co-
operation throughout the Government.

The following ministries have been designated as future paying authorities for the Single
Programming Document: Ministry of Finance — European Regiond Development Fund paying
authority; Ministry of Socid Security and Labour — European Socid Fund paying authority;
Ministry of Agriculture — European Agriculturd Guidance and Guarantee Fund paying authority
and Financid Instrument for Fisheries Guidance paying authority. According to the Government
decisons mentioned above, line ministries will under the overal responghility of the managing
authority, be involved in the implementation of individua measures or priorities co-financed by
the Structural Funds in their respective areas of competence.

Interms of programming, Lithuania has prepared a second preliminary Nationa Development
Plan for 2001-2003, which was used as a reference document for Phare 2001 Economic and
Socid Coheson programming. The preparation and content of this programming document
auffered from a series of structural wesknesses such as insufficient inter-ministeria co-ordination
and involvement of locd, regiona, economic and socid partners. The Nationd Development
Pan dso lacks a financid or inditutiond framework that would dlow the priorities and
measures liged in the preliminary Nationd Devel opment Plan to be implemented.
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In February 2001 the Government approved the “Concept Paper for the Preparation of the
National Development Plan”. According to this concept paper the Ministry of Finance shall now
have the overdl respongbility for programming the preparatiion and co-ordination of the
Nationad Development Plan and draft Single Programming Document. The Ministry of Economy
shdl prepare the nationa development strategy and be in charge of co-ordinating sector
drategies while the Minigtry of Interior is responsble for shaping the nationd regiond policy and
for co-ordination of the regiond contributions to the Nationd Development Plan. The whole
process of preparation of the National Development Plan is co-ordinated by a Working Group,
the members of which were approved by the Prime Miniger's Order of 29 May 2001.
Lithuania has aso decided that the assistance to be provided by the Structurd Fundsiis to take
the form of a Single Programming Document.

Vey little progress has been made in developing a modern monitoring, reporting and
evaluation sysem in Lithuania. Initid reviews are under way for the development of indicators,
monitoring databases and reporting systems.

Concerning financial management and control, the Lithuanian Government adopted a
Resolution in May 2001 with the objective of defining the role and responghilities of State
indtitutions as regards the implementation of the EC Structural Funds.

Overall assessment

Overdl, while Lithuania has advanced in designing the structures for programming and managing
the Structural and Cohesion Funds and by integrating the process of the Nationd Development
Plan into the State budget and investment planning, subgtantia efforts are il required in terms
of programming and in order to develop the administrative capacity required for managing the
Structural and Cohesion Funds. More progress and improved capacities are needed in view of
the future responghilities of Lithuaniain terms of public internd financid control of both nationd
and EC Structurd and Cohesion Funds. Furthermore, the availability of nationd co-financing for
Community funds remains a point of concern. As regards territorid organisation, Lithuania ill
needs to formally agree its provisona NUTS classfication with the Commission.

As ameatter of priority, the adminidrative capacity of the future managing and paying authorities
needs to be congderably strengthened in order that they will effectively be able to take on the
respongbility for the efficiency and correctness of the management and implementation of
Structural Funds. Furthermore, the role of the line minigtries, agencies and other bodies acting
under the responsibility of the future managing and paying authorities needs to be clarified.

Subgtantial progress is aso needed at the level of the technica preparation of projects (project
pipeline) to be co-financed by the Structural and Cohesion Funds.

In terms of programming, the preparation of the draft Single Programming Document should
proceed without further delay, taking into account the Nationd Development Plan which
Lithuaniaintends to submit until the end of the year. To that end, a sructure for ensuring efficient
and effective inter-ministerid co-operation needs to be established without delay. In that
context, the relationship between the Ministry of Finance, the Ministry of Economy and the
Minigtry of Interior and their respective responghilities and tasks should be clarified with a view
to ensuring the coherence and efficiency of the programming process.
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Lithuaniaiis a the moment preparing a three-year Nationad Development Plan with the function
of co-ordinating public investments directed at social and economic development.

Furthermore, a dructure for ensuring a wide and effective involvement of dl the reevant
partners & the different stages of programming, as wel as the financing, monitoring and
evauation of the assistance needs to be defined.

Sgnificant further work on ensuring compliance with the acquis requirements for monitoring and
evauation is dill necessary, in particular as regards the ex-ante evaduation of the draft Single
Programming Document. The timely availability and functioning of an effective monitoring and
evaduaion sysem will be of crucid importance for the effective and efficient implementation of
the Structural Funds programmes.

With regard to financid management and control, the legd basis for the sysem of Public
Internal Financid Control has been improved but is far from being fully operationd. Subgtantia
efforts will have to be made in order to introduce internal audit Structures and to strengthen
cgpecity in line with EC requirements in order to ensure sound financid management.
Furthermore, Lithuania needs to ensure that the necessary legidative and budgetary framework
Is in place for the co-financing of Structurd and Coheson Funds, including provisons for
transfer of funds during its implementation. Appropriate systems and procedures for financia
management and control need to be established, in particular in relation to the sructure of the
managing and paying authorities, in order to fulfil the specific requirements of the Structurd
Funds regulations.

Asto regiona gatidtics, further efforts are necessary to bring them up to the level required for
regiond policy planning and programming, in particular ex-ante evauation. Lithuania still needs
to improve the system for the collection and processing of relevant datistica information for the
purpose of ex-ante evaluation.

Concerning the European Socid Fund Lithuania is developing the necessary structures and
operationa arrangements to implement the European Socid Fund effectively. Further efforts are
required to improve both administrative capacity and the mechanism for co-ordination of ESF
interventions in the context of the European Employment Strategy and the Inclusion Process.

Chapter 22: Environment

Snce the lagt Regular Report, Lithuania has made further legidative progress through the
adoption of a number of legidative acts relaed to different areas, including the Law on
Geneticdly Modified Organisms.

With regard to the integration of the environment into other policies, Lithuania established
anationa commisson for sustainable development in which a range of governmenta and non-
governmenta organisations participate. The am of the commisson is to achieve a better
integration of environmental policies into sector policies. Local Agenda 21 has been drawn up
for 15 cities. Lithuania participated in various bilaterd, regiona and internationa forums on
sugtainable development and continues to implement the action programme for sustainable
development adopted by al the Bdtic Sea countries in the framework of “Agenda 21 for the
Bdltic Searegion”.
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Inthefidd of horizontal legidation, a manud for the gpplication of the Environmenta impact
assessment (EIA) requirements has been developed and training carried out for the Minisiry of
Environment and its Regiond Departments to strengthen their capacity. As for the access to
environmenta information, an EU Environmental documentation centre has been established at
the Ministry of Environment. Furthermore, in July 2001, the Seimas ratified the Convention on
the Public Access to Information, Public Participation in Decison-making and Access to Justice
in Environmental Matters

Asregards air quality, part of the requirements of the Air Framework Directive and the
Directives on limit vaues in ambient ar have been transposed. As of January 2001 the
requirements for new ingalations on Volatile organic compound (VOC) emissions from storage
and digtribution of petrol have been trangposed. A number of programmes to implement the
Directives in this sector have been defined. In August 2001, the Ministers of Economy,
Environment and Trangport issued a joint order digning with the acquis on environmentd
requirements for fue qudity.

In the area of waste, the landfill Directive was transposed in October 2000. However, some

provisons may need revison. A Strategic Plan for the Recycling of Municipa Waste and a
Strategic Plan for a Network of Landfills for Non-Hazardous (municipal) waste was developed

and adopted in February 2001 in order to better plan the implementation of the requirementsin

the waste area. In September 2001, the Seimas adopted the Law on Packaging and Packaging

Waste.

Inthefidd of water quality, Lithuania has decided that the whole territory will be identified as
asendtive areafor the purposes of urban waste water treatment. As concerns the ground water
protection, partid trangpostion was achieved. A code of good agriculturd practice was
adopted in line with the nitrates Directive and the requirements for bathing water were
transposed. In July 2001, the Seimas adopted the Law on Drinking Water which will enter into
forcein July 2003.

With regard to the indtitutiond structure, the Ministry has established a new Water Department
based on the former hydrographical service and the former fishing department.

Inthefidd of nature protection, further steps were taken by the adoption of ministeria Orders
on sdection criteria and identification of gpecia aress of conservetion. An action plan for
implementation and transposition has been drawvn up. In May Lithuania ratified the CITES
convention. Ministeria orders were adopted on whales in October 2000.

As regards indugrial pollution control and risk management, Lithuania has approved a
programme for the approximation of the IPPC Directive (February 2001) and adopted a
number of legidative insruments. The Minister issued the programme for implementation of the
IPPC requirements and an Order on permits for industria pollution. A decison was taken to
reorganise the Register of Dangerous Ingtalations.

Furthermore, in the fidd of genetically modified organisms and chemicals, the genera
requirements on contained use of GMOs and on deliberate release of GMOs were transposed
in June 2001 by adoption of the Law on Geneticaly Modified Organisms. However, secondary
legidation to establish indtitutions for enforcement of requirements and data collection gill needs
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to be introduced. Import and export licensing requirements on ozone depleting substances were
trangposed by ministeria Order in August 2000.

Besdes this, the Minigter of Hedlth Care approved a Hygiene Standard on “ Pesticides and their
permitted concentration values in the environment”. During the month of December 2000 the
Minigters of Environment and Hedth Care gpproved the procedures on classfication and
labelling of dangerous chemicad substances, as well as a list of classfied dangerous substances
and the procedures for testing properties of chemicas and preparations that may be dangerous
to the public health and the environment. In May 2001 the Government established a Register
of Dangerous Chemica Substances and Preparations and approved the relevant regulations. In
order to manage chemica substances, a separate divison has recently been established in the
Non-food Products Control Inspectorate.

Asregards noise, no progress can be reported.

Inthe fidd of radiation protection (see also chapter 14 - Energy), the Directive on basic
safety standards, and its daughter Directives on medica exposure and on outside workers have
been fully transposed into Lithuanian law. In May 2001 the Ministry of Economy issued the
order on the establishment of the Redioactive Waste Management Agency and gpproved its
datute. A plan for the protection of the population in the event of a radiological emergency at
the Ignalina NPP in line with the requirements was approved in the year 2000.

While in 2000, environmenta public investments in Lithuania were €53.5 million, in 2001 they
have went down by 38% to an amount of around €33 million, corresponding to 0.22% of
national GDP. This decrease has been mainly due to a reduction of loans and grants.

Overall assessment

Lithuania has achieved a good leve of dignment with the EC environmenta acquis.
Implementation isamaor chalenge, in particular for the water and waste sectors, which reguire
heavy investment or investment by private enterprises, such as for the IPPC, VOCs from
Sorage and distribution of petrol and fud quaity requirements. Lithuania has done congderable
work in as regards the preparation of implementation, including cost assessments.

With regard to horizonta legidation, trangposition has now been completed. However,
enforcement authorities need to be strengthened further and the provison of information to the
public improved. As the necessary EIA legidation has been in place snce July 2000, the EIA
requirements are applied.

On ar qudity, new legidation was adopted, and some gaps in exiging legidation closed. As
regards volatile organic compound emissons from sorage and digtribution of petrol,
requirements on existing ingalations gill need to be trangposed. Further upgrading of the
monitoring system is needed. The necessary investments for the implementation of the VOCs
from storage and distribution of petrol and qudity of fuel requirements need to be ensured.

In the area of waste, the landfill Directive was trangposed, but some of the provisons in the
Lithuanian legidation may need revison to bring them into line with the acquis. As regards
implementation in the waste sector, loca adminigtrative structures need to be strengthened and
the necessary investments ensured. The recycling targets for packaging and packaging waste
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are a chalenge. Lithuania needs to ensure timely trangposition of the Directive on waste oils and
to implement measures in order to give regeneration of waste oils priority in practice.

Although some new legidation was adopted in the field of water, Lithuania needs to speed up
trangpogition. Monitoring and implementation should be stepped up, in particular for the
Directives relating to dangerous substances in surface water. Depending on the results of
studies, gppropriate measures may need to be taken to bring fluoride levels in drinking water in
line with EC requirements.

With regard to industria pollution control and risk management, work needs to be done to
ensure that permitsissued will be integrated in practice.

Progress was made in the adoption of requirements on the identification of protected areas for
nature protection. The ingtitutions dedling with nature protection need to be reinforced and their
co-ordinaion strengthened. The necessary scientific expertise for the identification of protected
aress a0 deserves attention.

In relation to chemicals and GMOs, the mgor legidation is in place. Consderable efforts are
dill needed to prepare the secondary legidation. Moreover, particular and urgent attention
should be paid to building up the necessary indtitutions for enforcement of requirements and the
collection of data

Concerning noise, Lithuania needs to transpose the acquis in this areg, as the exigting legidation
has so far not been digned with the EU requirements.

As regards radiation protection and nuclear safety, Lithuania has transposed the mgor
Directives on safety standards and medical exposure and outsde workers. A plan for a
radiological emergency a Ignalina NPP was developed. Specidisad training and staffing levels
a the Radiaion Protection Centre should be increased, as should the co-ordination and
preparations for aradiologica emergency.

Lithuania should continue to integrate environmenta protection requirements into the definition
and implementation of dl other sectord policies with a view to promoting sustainable
devel opment.

As regards administrative capacity at centra level, the Ministry of Environment employs some
180 persons and its subordinated 109 ingdtitutions have more than 10 000 employees. The
Minigry is composed of five Depatments the Depatments of Environmenta Qudity,
Environmenta Strategy, Nature Protection, Housng and Technicd Standardisation, and
Teritorid Planning, aong with an independent divison for Environment Impact Assessment.
These departments work out drategies, draft programmes and co-ordinate the drafting of
relevant lega acts. An Environment Protection Agency remains to be established.

The monitoring of the implementation of the requirements in the environmentd field is ensured
by the State Environmental Protection Inspectorate, 8 regiona departments and 54 city and
didrict agencies. The regiond departments main responsbilities concern the permitting system,
EIA, laboratory control and enforcement of environmental regulations.
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Ancther important inditution for the implementation of the requirements of environmenta
protection is the Joint Research Centre. This indtitution, together with 8 regiona laboratories, is
responsible for sate laboratory control and monitoring.

Some environmenta requirements are within the competence of other ministries. The Minigtry of
Hedth Care is responsble for drinking water qudity issues and shares respongbilities for
chemicds management with the Ministry of Environment. The Minigry of Economy is
respongble for hazardous waste management planning and implementation of the hazardous
waste trestment system.

The Law on Environmental Protection and the Law on Loca Government (1995) determine the
respongibility of State ingtitutions and loca authorities in environmental protection. According to
the Law on Environmenta Protection, loca governments shall:

1) organize the implementation of laws and governmenta decisons on environmenta protection;
and ii) prepare, gpprove and implement the programmes, plans and projects concerning
environmental protection and use of natura resources within their jurisdictions.

Although overal adminigtrative capacity seems relaively adequate, the adminigtrative cagpacity
should be maintained and where necessxy drengthened to a sufficient level to ensure
implementation and further trangpogtion of environmental legidation according to EC
requirements. In certain areas more staff and training is still needed. The adminigtrative capacity
for the development of EC-funded environmenta projects in the Ministry of Environment and
elsawhere should be strengthened. Rationdisation of structures, to avoid duplication of work,
and the establishment of new inditutions, are a continuing necessity if the requirements of the
acquis are to be met.

Consderable invesments need to be secured, dso in the medium-term, to ensure
implementation of the environmenta acquis.

Chapter 23: Consumers and health protection

Lithuania has made a reasonable degree of progress since the last Regular Report in the area of
consumers and hedlth protection.

There are no legidative developments of note to be reported in the field of safety related
measur es.

In the area of non-safety related measures, amendments to the Lawv on Consumer
Protection entered into force in January 2001. Together with the new Civil Code (which
entered into force in July 2001), the new Law on Consumer Protection aims to transpose the
acquis on doorstep contracts, consumer credit, unfair terms in consumer contracts, timeshare,
distance contracts, indication of prices, injunctions and guarantees.

The Law on Advertisng cameinto force in January 2001 and partidly trangposes the acquis on
mideading and compardive advertiang.

During the reporting period, the re-organised market surveillance inditutions took up

activities. The State Food and Veterinary Service is responsible for product safety in the food

sector and performs dl food control related functions, while the State Non-Food Product
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Inspectorate under the Ministry of Economy is in charge of non-food control related functions.
In October 2000 the decision was taken to cregte the National Consumer Rights Protection
Council and its statute was established by a Government Decision of January 2001. This body,
placed under the Ministry of Judtice, is responsible for the overdl co-ordination of market
surveillance activities and, more generdly, for the protection of the economic interests of
consumers and the implementation of the Law on Product Safety. It will take over respongbility
for the enforcement of the Law on Consumer Protection from the Unfar Competition
Investigation Division of the Competition Council.

The State Non-Food Products Inspectorate has been appointed and operates as the national
contact point for the Trandtional Rapid Exchange of Information System (TRAPEX).

As regards consumer associations, four new non-governmenta organisations have been
created: the Lithuanian Consumer Union, the Lithuanian Indtitute of Consumers, the Center for
the Protection of Consumers Rights and the Association for the Protection of Consumers and
Human Rights. They join the dready existing Lithuanian Consumer Associaion and Lithuanian
Nationa Consumers Federation.

Overall assessment

Lithuania has achieved a reasonable leve of adignment in this area, however there are important
shortcomings with regard to the trangposing measures. Adjustments of exiging laws are
therefore needed to fully comply with EC acquis, both in the fidd of safety and non-safety
related mesasures.

In the area of market survelllance, an important step forward has been made through the
cregtion of the Nationd Consumer Rights Protection Council, and the inditutiond re-
organisation of the market surveillance bodies which is now operationa. Nevertheless, it will be
necessary to further strengthen the adminidrative capacities of the new inditutions - the State
Food and Veterinary Service and the State Non-Food Inspectorate - in order to enable them
to cary out gppropriate enforcement of the market survelllance system. The Nationd
Consumer Rights Protection Council should adso be made fully operationd as soon as possible
and specific training should be provided to its saff.

Further efforts are aso needed as regards support for activities carried out by consumer
organisations and the development of a programme for the education of consumers.

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

Lithuania has made progress since last year’s Regular Report in the area of justice and home
affars, with notable improvements being made in drengthening the externa border, and
addressing, in part, shortcomings in inter-agency co-ordination.

Inthefied of data protection, some progress has been achieved in terms of lega framework
and in the area of public awareness. i In February 2001, the Lithuanian Parliament ratified the
European Convention for Protection of Individuds with regard to automatic processng of
personal data.
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In October 2000, the new Law on Police Activities was adopted. The Law requires the police
to release to individuas, upon their request, unclassified information about them from the police
information system and prohibits disclosure of persond information to other persons.

The new Law on the Lega Protection of Persond Data entered into force in January 2001. On
the basis of this Law, the State Data Protection Inspectorate is to be reorganised into an

Independent government ingtitution.

Inthe areaof visa palicy, there have been no legidative or adminigrative developments of note
snce last year's Regular Report.

As concerns border control, in November 2000, the new Law on the Border Guard Service
(formerly Border Police Department) entered into force. In May 2001, in line with the new
Law, the reorganisation of the former Border Police Department (Minigtry of Jugtice) into the
Border Guard Service under the Ministry of Interior was completed. The Border Guard Service
is gradudly reducing the number of military conscripts and replacing them with professond
officers.

In October 2001, Lithuania presented its Schengen Action Plan with a view to the
implementation of the acquis.

Border demarcation with Bdarus has continued, primarily on the Lithuanian Sde. Lithuania has
placed border markers at both regular and provisonal centra border posts dong the whole
length of the border and the congtruction of a number of surveillance towers has been
completed.

In June 2001, the Lithuanian State Border Guard Service and the Swedish Maritime Border
Protection signed a cooperation agreement on the fight against organised crime.

During the period 2000-2001, the number of saff (including border police officers, frontier
guards and civil servants), dong the future EU externd borders, has been increased from 504 to
659 daff at the border with Russia, as well as from 1489 to 1679 daff at the border with
Bdarus. Asof March 2001, the total staff of the Border Guard Service was 4936. The mgority
(4016) are border police officers and border guards, 621 — are civilians and 299 — are
conscripts.

In 2000, the border police detained 100 illega immigrants at the externa border (261 and 495
in 1999 and 1998, respectively). The number of offences at the state border has decreased
from 1039 cases in 1999 to 797 in 2000, with 49 percent of offenders being detained at the
border with Belarus. Over the past few years, illega migration has decreased due to
strengthened border control, sricter pendties for migrant trafficking and stronger international
cooperation,

During 2000, a totad of 430 border guards received some degree of professiona training.
During the firgt half of 2001, the figureis up to 600.

In 2000, the new computer-based State Border Guard Service Information System (SBGSIS)
was indaled with the network covering centra administration, border police didtricts, stations,
and checkpoints.
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In November 2000, the State Border Guard Service signed a co-operation protocol with the
Customs Department and the Police Department regarding inter-ingtitutional  co-operation.
Furthermore, in February 2001, the Police Department, the Tax Police Department, Border
Guard Service, the State Security Department, the Specid Investigation Service, the Customs
Department and the General Prosecutors Office signed an agreement on cooperation in
operationd activities.

There have been no legidaive developments of note in the area of migration. Regarding
adminidrative cgpacity, a police unit for combating illegd migration was edablished in
December 2000.

Inthefidd of asylum, aMinigterid Order was passed in October 2000 on the determination of
the “safe country of origin” and “safe third country”, bringing legidation further into line with
acquis provisons. During the reporting period, the staff of the Asylum Division of the Migration
Department have attended a number of training courses and seminars on asylum, organised by
seved internationd organisations. In 2000, the Lithuanian authorities received 199 asylum
gpplications. During the same time, 15 persons were granted refugee satus.

As concerns police co-operation and the fight against organised crime, the new Law on
Police Activities, which entered into force in December 2000 lays down provisions to ensure
greater independence of the police sarvice, to alow for its reorganisation and the transfer of
certain functions to the civil service.

In November 2000, in addition to the agreement on cooperation in operationd activities dready
mentioned, the Police, Border Police and Customs Departments signed a cooperation
agreement on the fight againgt crime. The agreement dso stipulates the exchange of information
on crime and crime prevention, co-operation in carrying out operationd activities and joint
training exercises.

In February 2001, an inter-governmenta agreement on cooperation in fighting organised crime,
terrorism and other serious crimes was sgned between the Minigtries of the Interior of Lithuania
and Germany. The agreement alows the Lithuanian Police, Tax Inspectorate and Border
Police to apply directly to the German law-enforcement inditutions for information and
assigance in crime invedigation. This creates a legd bads for information exchange in
combeting organised crime and trafficking in people, and ensuring victims safety. In June 2001,
the Heads of Police of Lithuania, Latvia, Estonia and Finland signed an agreement on co-
operation in operationa activities combating organised crime. Under the agreement, the parties
will exchange relevant information, gppoint contact officers, and organise joint seminars and
traning.

In 2000, 1,081 palice officers (including policemen, police inspectors and commissioners) were
trained. From January to May 2001, a total of 596 police officers enrolled for training. Police
officers are trained at the Lithuanian Law Universty and Klaipeda Police High School.
Development of professiond police skillsis provided by the Police Training Centre.

As regards the fight againg fraud and corruption, in May 2001, the Lithuanian Parliament
adopted a Resolution on the Fight againgt Corruption, which sets out a number of anti-
corruption measures to be implemented by the Parliament, the Government and the Specia
Investigations Service Gee also Section B.1.1. - Democracy and the rule of law). The
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inditutions involved in the fight againgt corruption have, in generd, been strengthened in terms of
gaff training. The Code of Ethics for the staff of the Specid Investigation Service (SIS) officers
was adopted in 2001.

The National Anti-Corruption Strategy was approved by the Government in September 2001,
but, along with the programme for its implementation, remains to be adopted by the Parliament.
In December 2000, Lithuania sgned the Council of Europe Crimind Law Convention on
Corruption.

In January 2001, the Government gpproved an Action Plan for the implementation of the
National Drug Control and Prevention Programme for 1999-2003. Also in January 2001, a
new Inter-Governmental Drugs Control Commission was established, with the objective of co-
ordinating inter-minigterid activitiesin the field of drug control and drug prevention. The Minister
of Hedlth chairs the Commisson, which comprises representatives from various minigtries such
as the Minigtry of Hedlth, Interior, Socia Security and Labour, Defence, Justice, Finance,
Education and Science, and Agriculture as well as the Customs Department, and the AIDS
prevention centre. The Secretariat of the Commisson has been established within the Public
Hedth Care Service and employs 15 people who are responsible for public hedth policy
implementation, monitoring, public hedth promotion, hedth education, hygiene control, and a
Tuberculoss Regidter.

In November 2000, the Narcotics Control Board in the Police Department was set up. The
Board is responsible for coordination of  the law-enforcement ingtitutions actions in combating
trafficking and distribution of drugs. The Investigation Department of the Interior Ministry was
Incorporated into the Police Department at the end of 2000.

In July 2001 a specid divison within the customs department for the Control of Drugs and the
Precursors of Narcotic Substances was established at the Fraud Prevention and Investigation
Service of the Customs Department.

In 2000, 926 crimes related to illega trade in  narcotic and psychotropic substances were
regisered. This is a 33% increase compared to 1999 (701 crimes). In 2000, six illega
laboratories for the production of synthetic drugs were discovered.

Inthe area of money laundering, the Financia Unit of the Tax Police received 51 reports on
suspicious transactions in 2000, compared to 66 reports in 1999. A totd of 13 crimind
proceedings relating to money laundering were initiated in 2000.

With regard to customs co-oper ation, there are no significant developmentsto report.

In the area of judicial co-operation in criminal and civil matters, a number of internaiond
conventions have been rdified. In November 2000, the Lithuanian Parliament ratified the
International Convention againg the Taking of Hostages, and the Additiond Protocol to the
Convention on Transfer of Sentenced Persons. The Convention of 2 October 1973 on the Law
Applicable to Maintenance Obligations was ratified by the Parliament in March 2001.

92



Overall assessment

Lithuania has reached a reasonable degree of dignment with the acquis, however, whilst
concerted efforts have been made regarding adminidrative capacity, enforcement capabilities
across anumber of areas of justice and home affairs continue to be rather weak.

Paticularly dgnificant are the efforts that have been undertaken to improve inter-agency
cooperation. Whilst the legal framework for cooperation and coordination between the relevant
bodies has been strengthened, it is too early to assess whether the de facto dStuetion has
ggnificantly improved.

As regards data protection, whilst new legidation has entered into force, further secondary
legidation for the implementation of this legidation should be adopted.

Following the ratification of the Convention on the Protection of Individuas with regard to
automatic processing of persona data, relevant legal acts need to be amended accordingly. The
Police Service should be strengthened and ensure proper implementation of data protection
requirements.

In order to ensure proper persond data protection system, reorganisation of the State Data
Protection Inspectorate should be speeded up. This would alow the Ingpectorate more
independence in its activities. In addition, the Programme on Daa Protection Development,
which would serve as the main policy framework during the coming years, needs to be findised
and adopted.

Lithuania needs to fully dignits visa policy with the acquis including as regards countries with
which visafree regime exids, visa sicker, and establishment of a centra visa database. The
Lithuanian visa regime in respect of third country citizens, including those from Belarus and
Russia, will need to be brought into line with the acquis by the time of EU accession.

Efforts have been made to ensure proper border control and unhampered movement of
legitimate flows through borders via the strengthening of technica capacities and the indalation
of the online computerised border information system, which will serve as a part of the future
Schengen Information System. Such efforts need to be sustained and improved. Border
demarcation needs to be completed. An automatic data exchange network needs to be fully
developed and the upgrading of technica equipment and infrastructure continued. Coordination
between the State Border Guard Service and other law-enforcement bodies has improved but
these efforts mugt be further sustained to ensure a sufficiently high level of border contral.

The Schengen Plan needs to be implemented.

Some progress can be noted in the area of migration, paticularly with regard to the
implementation of readmisson and expulson procedures. Lithuania has sgned 20 readmission
agreements with EU Member States and third countries. Little progress however can be noted
In extending readmission agreements to include Belarus and the Russian Federation. Lithuania
needs to complete dignment with the acquis. Preparations should be made for the
implementation of the new Convention on interna readmisson of illegd immigrants. Inter-
agency cooperation should be improved so that a coordinated approach to migration issues
can be gpplied among migration, labour and law-enforcement ingtitutions. Preparations for the
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establishment of a Migration Register System should be stepped up. Further efforts should dso
be made in improving cooperation and coordination with neighbouring countries.

Lithuania has dready achieved subgantid dignment in the area of asylum, however there are
ill a number of shortcomings that need to be addressad to ensure thet legidation is fully in line
with European and internationa standards. These include, provisions on detention, admissibility
procedures, the definition of “safe third country” and “safe country of origin®, excluson and
cessation clauses and the principle of ‘non-refoulement’. A Refugees Register has not yet been
completed.

The reorganisation of the Asylum Divison of the Migration Department in 2000 is a welcome
development as it ensures a coordinated gpproach in dealing with asylum matters and decreases
the potentid for duplication. However, the Asylum Divison lacks basic capacities to handle
country of-origin information. Current saffing levelsin the Asylum Divison may not be sufficient
to ded with Dublin Convention cases on asylum gpplications. The judicid capacities to ded
with asylum matters aso needs to be considerably strengthened.

As concerns police co-oper ation and fight againgt organised crime, overal, some progress
can be noted in terms of inter-agency and international cooperation. However, severe
budgetary condraints have had a clear impact on the development of a modern, efficient and
professond police service. The recent efforts for restructuring the police service need to built
upon, and the professiond skills of the police force need to be further developed.

Preparations for full participation in the work of Europol should be continued, so tha a
cooperation agreement can be signed as soon as possible. In addition, a network of police
liaison officers needs to be established under the common Schengen framework in order to
reinforce bilateral cooperation with other EU countries for cross-border surveillance.

Police training has gone through many changes and adaptations over recent years. However, a
complete and coherent professond training strategy for the police must be developed in the
near future in order to ensure that police officers obtain specidisad training, in particular on the
specific types of crime aswel as on specific actions needed for police cooperation according to
the Schengen provisons.

An integrated computerised network should be established between the centrd police
adminigtration and regional commissariats with the am of developing detailed information and
criminad analyss. Furthermore, a common radio-network system needs to be established for the
common cross-border surveillance purposes.

Trafficking in women continues to be a problem and stronger efforts to combat it should be
made.

Good progress has been achieved a  ingtitutional and operationa leve in the fight against
corruption. Since 2000, the Specid Investigation Service and its regiona offices have achieved
important results in fighting corruption in budgetary, municipd, credit and financid inditutions, as
well as in fighting corruption among civil servants in public tendering, privatistion, locd
authorities, foreign investment, customs and law enforcement. Since its establishment, the SIS
has improved the administrative capacity to combat corruption.
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A new Law on Corruption Prevention has yet to be adopted. The Code of Ethics for Public
Servants should be findised in order to improve the fight againgt corruption within different sate
bodies. Furthermore, preparations for the Nationa Anti-Corruption Strategy should be finalised
and co-ordination amongst al bodies respongble for the fight against corruption needs to be
stepped up. Lithuania has has not yet sgned the Council of Europe Civil Law Convention on
Corruption.

In order to ensure the protection of the financid interests of the European Communities,
Lithuania should continue to align its legidation with the 1995 Convention on the Protection of
the Financid Interests of the European Communities and its protocols.

In the field of drugs, Lithuania is advancing towards a more coherent policy and legd
framework. A nationa drug policy in the fidds of drug control and drug prevention trestment
and an Intergovernmental Drugs Control Commisson are now established.

Paticular attention should be paid to further strengthening coordination and cooperation
between specidised units on drugs, financid intelligence, and organised crime, and the
investigation services of the law-enforcement authorities. In order to improve cooperation with
EU Member States, the legal framework for internationa cooperation needs to be completed.
Furthermore, the establishment of an information system, formaising the seting-up of a Nationd
Focal Point and participation in the European Information Network on drugs and drug addiction
(REITOX) a the European Monitoring Centre for Drugs and Drugs Addiction should be
speeded up. In addition, a nationa srategy on drugs supply reduction and drug demand
reduction needs to be stablished

While the adminigtrative capacity of the police authorities, in terms of money laundering, has
improved, cooperation between the Financid Intelligence Unit at the Ministry of the Interior and
Customs, and the Border Police needs to be strengthened, especidly in terms of information
exchange and implementation of prevention measures. Due coordination should dso be
ensured with the relevant credit and financia indtitutions dedling with the prevention of money
laundering. The independence of the Financia Intelligence Unit needs to be strengthened and
further legidative measures are il required in order to ensure full dignment with the acquis

Inthefield of customs co-oper ation, progress has been made in strengthening the role of the
customs authorities in the fight againg fraud. The newly reorganised Fraud Prevention and
Investigation Service should play an important role in customs cooperation and enforcement and
as such will need to be accorded the necessary resources. Inter-agency cooperation has
undoubtedly improved, nonetheless there are till important shortcomings, particularly at border
crossing points.

With a view to future cooperation with Europol, the customs service needs to improve its
intelligence capacity and to be able to participate in joint projects usng a multi-agency
gpproach. Subgtantia training will be needed to meet these requirements.

Furthermore, with over 90% of dl customs officids employed & the regiond level and the
border posts, an appropriate training and incentive strategy needs to be developed for Regiona
Cusgtoms Offices. This is essentid for integrated border management, where customs will be
working with veterinary, interna market and law enforcement/visa agencies.
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In the area of judicial cooperation, the matter of adminidrative sructures to dlow for
cooperation with Member States upon accesson on the basis of international conventions, is
gradudly being addressed.

As regards judicid cooperation in civil matters, even though the mgor Hague Convention acts
have dready entered into force, awareness within the judiciary of these acts remains limited and
needs to be addressed through appropriate training.

There have aso been postive developments with regard to judicia cooperation on crimina
meatters. In most cases, requests received are promptly executed. Lithuania, however, needs to
prepare the implementing provisions of the 2000 Mutua Assistance Convention (with regard to
undercover operations and multinationd investigative teams). Efficient structures for judicid
cooperaion on crimind metters, mainly at the centrd level, have to be built up by developing an
indructor-training programme for personnel responsible for drafting and applying conventions
both in the Minigtry of Justice and in the Prosecutor Genera’s Office. Adequate staffing dso
needs to be ensured S0 as to avoid delays in the execution of internationd letters of request.
Training of judges, prosecutors and court personnel in the acquis must be continued
sysematicaly.

In the medium term, a comprehensgive plan on adminigrative restructuring of judicial cooperation
in crimind maiters, in line with the acquis requirements, should be developed, including the
edablishment of nationd judicid contact points for the functioning of the European Judicid
Network.

Lithuania is a party to dl human rights ingruments that are part of the Justice and Home
Affarsacquis.

Chapter 25: Customs union
Since lagt year’ s Regular Report, Lithuania has made good progressin the area of customs.

Severd pieces of implementing legidation were adopted, ensuring further dignment with the EC
Customs Code and itsimplementing provisons, and the combined nomenclature of goods.
These included measures on the gpplication of smplified customs procedures, destruction,
temporary admisson and temporary exportation of goods. In September 2001, the
Government further adopted Resolutions on the export of cultural vauables and on amending
the customs trangit procedure.

The Law on Free Warehouses aso entered into force in January 2001.

As concerns the customs acquis outside the Customs Code, legidaion governing the
protection of intellectua property rights in the field of import and export of goods entered into
force in January 2001. This new legidation gives the customs authorities the requisite powers to
detain goods which are suspected of being counterfeit or pirated. (See Chapter 5 - Company
Law)

A number of internationa agreements on mutua assstance were signed (or renewed) during the
reporting period, notably with Poland, Russa and Uzbekistan. Agreements with Denmark,
Georgia, the Netherlands and Turkey were rdtified by the Lithuanian parliament. An agreement

with the USA has been ratified but has not yet entered into force. The Internationa Convention
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on the Mutud adminidrative assstance for the prevention, investigation and repression of
Customs Offences came into force for Lithuaniain February 2001.

In January 2001, the Agreement on the Batic Common transit procedure entered into force. At
the same time, the central trangt control office within the Customs Department was established.
Joint Committees on Common Trangt and on Smplification of Formdities granted Lithuania
observer status in working groups as of January 2001.

During the reporting period, a number of important activities were carried out in order to
improve the adminigtrative and operationd capacity of Lithuanian Customs.

In January 2001, the new revison of the Statute of Service with the Customs Department
entered into force, with the aim of ensuring better selection and distribution of employees, more
efficient prevention of corruption and reduced waiting times a the border. The new
organisationd structure of the Customs Department, based on best practice in EU Member
States, cameinto force in July 2001.

In October 2000, the Government adopted a Resolution on operationd activity. The Resolution
grants the Customs Department and operationa units of the territorid customs offices the rights
and powers necessary to conduct operationa activity, to investigate and prevent the violaions
of the law, and to implement the obligations of the internationa treaties on co-operation and
mutual assstance.

Following the decison to trandfer respongilities in the fight againgt smuggling from the Ministry
of Finance to the Customs Department, the Fraud Prevention Service was reorganised into the
Fraud Prevention and Invedtigation Service, which condsts of 4 units anti-smuggling,
intelligence andys's, procedures and tax control, and investigation. The anti-smuggling divison
has established branches in Vilnius, Kaunas, Klaipeda, Sauliai, Panevezys and Marijampole
regiona customs offices. As for border contrals, in February 2001, the Government approved
the new rules for the activities of border control posts based on the "one stop — one check”
formula The border posts with Belarus and Kainingrad have been continuoudy strengthened.
The recongtruction of the Nida post was finished in November 2000, while the design of the
Sdcininka post was completed in May 2001.

In the fidld of computerisation, the computerised customs information system based upon the
ASYCUDA software package was implemented at severd sites of the Kaunas and Vilnius
territoria customs offices. Working groups for the implementation of ASY CUDA were formed
a the Sauliai, PaneveZys and Marijampole territoria customs offices. The ASYCUDA system
has been backed up by the computerised tariff functions which dlow users to perform the
automatic calculation of customs duties and taxes.

In January 2001 the IT unit of the Customs Department was reorganised into the independent
customs indtitution. In February 2001, the Lithuanian Government approved an action plan for
the introduction of the integrated customs informeation system.

In February 2001, the Customs Department approved the data formats of the electronic version
of the integrated tariff, and in May 2001, the Lithuanian Ministry of Economy published the
printed verson of the integrated tariff.
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Overall assessment

Ovedl, Lithuania has made concerted efforts to bring its legidation into line with the customs
acquis and to continue the process of modernisation of the customs adminigtration. Far greater
attention, however, needs to be put on ensuring effective enforcement.

The dignment with the acquis is progressing at a satifactory pace, and is near its completion.
Specific measures Hill need to be taken, chiefly as regards the Single Administrative Document
(SAD) and accession to the Common Transit Conventions.

A condderable amount to of work ill however remains to be done with regard to
adminidrative and operationa capacity, and in particular the 1 T/computerisation aspect, despite
a number of important measures being undertaken. With regard to IT development, it must be
emphasised that flawlesdy functioning of EC-compatible IT systems should be in place at least
one year before EU accession in order to dlow a sufficient period of time for the test
requirements and to guarantee interconnectivity with the EC customs computerised systems.

Enforcement measures need to be improved, especidly as regards the fight against customs
fraud, and greater efficiency is needed to avoid unreasonable waiting times a borders, without
undermining the quality of control. Lithuania must aso actively address the problem of
corruption within the customs adminigtration.

Active co-operation with other services (eg. Border Guard, veterinary and phytosanitary
ingpectors etc.) must continue to be strengthened.

Chapter 26: External relations

Since the lagt Regular Report, Lithuania has continued to make progress in digning with the
acquis with regard to the common commercia policy. Lithuania acceded to the World Trade
Organisation in May 2001.

As regards the common commercial policy, Lithuania will be required to dign its tariffs with
those of the EC on accession. Lithuania's gpplied tariffs currently average 5,4% on dl
products, 15,2% on agricultural products, 4,1% on fishery products and 2,5% on industria
products. By comparison the EC tariffs® currently stand at 6.3% on dl products, 16.2% on
agricultura products, 12.4% on fishery products and 3.6% on industrid products.

During the reporting period Lithuania acceded to the World Trade Organisation (31 May,
2001). Lithuania has joined al mandatory WTO agreements without trangtiond periods. The
plurilatera WTO Agreement on Trade in Civil Aircraft was ratified with the WTO accesson
package and entered into force for Lithuaniain June 2001.

As regards bilateral agreements with third countries, a Free Trade Agreement between
Lithuania and Bulgaria was sgned in May 2001, and negotiations on a Free Trade Agreement
with Romania have been completed. Changes to the definition of the rules of origin and methods
of adminidirative cooperation have been made to Lithuania' s Free Trade Agreements with the

#  WTO bound tariffs after full implementation of all concessions including — where possible — estimated ad valorem
equivalents of specific and compound tariffs.
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European Community, European Free Trade Association (EFTA), Latvia, Estonia, Poland, the
Czech Republic, Sovakia, Sovenia, Turkey and Hungary during the reporting period.

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

No paticular development can be reported as regards development policy and
humanitarian aid.

Overall assessment
Lithuaniaiis advanced in digning with the acquis in this area.

Lithuania is a party to the Information Technology Agreement (ITA). Lithuania has yet to join
the plurilaterd WTO Agreement on Government Procurement to which it currently has observer
datus. Further cooperation is needed to ensure the dignment of Lithuanids GATS
commitments with EC commitments and MFN exemptions. With regards to the WTO
Agreement for Textiles and Clothing (ATC), further progress is due. Consultations took place
with Lithuania regarding its proposa for the dignment of its integration programmes for sages
1, 2 and 3 on those of the EC, in order notably to avoid the integration of products not yet
integrated by the EC.

Lithuania currently has FTAs with the Czech Republic, EFTA, Edtonia, Hungary, Latvia,
Poland, the Sovak Republic, Sovenia, Turkey and Ukraine. Lithuania has progressed in
digning its internationa commitments to those of the EC in respect of Free Trade Agreements.
However, it should continue its review of its bilateral and multilateral trade agreements, including
its bilaterd investment treeties with third countries. Any international agreement, which is
incompetible with the obligations of membership, will have to be re-negotiated of renounced
prior to accession. Lithuania should continue to keep the European Union fully informed about
exigting trade agreements or negotiations aimed at the concluson of any new trade agreements
with athird country.

Lithuania needs to keegp the European Union informed about its ability to implement the new EC
Regulation on Dud Use Goods.

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

Regarding development policy, Lithuania needs to introduce the Generdised System of
Preferences (GSP) in its trade with third countries and to prepare for future participation in the
financing of the European Development Fund.

The inditutiona infrastructure required for implementation and enforcement of the acquis is in
place and is operationd. The administrative infrastructure which needs to be in place as regards
customs services is addressed under Chapter 25 — Customs union. The Minigtry of Foreign
Affars is respongble for negotiations and supervison of agreements in the fields of trade and
international economic relations, and dso adminigters development and humanitarian aid. The

Minigtry of Foreign Affairs has sufficient adminigtrative capecity to ensure coordination with the
99



other ministries and departments responsible for external relations. For the purpose of
Lithuania's future financia contribution to the European Development Fund, Lithuanias
management of its nationa budget organisation and management of flow of funds to the EC
budget is addressed under Chapter 29 — Financial and budgetary provisions.

Chapter 27: Common foreign and security policy

Since the previous Regular Report, Lithuania has continued to dign its foreign policy with thet of
the European Union and has participated congructively in the framework of the Common
Foreign and Security Policy.

The regular political dialogue established by the Association Agreement with Lithuania is
proceeding smoothly and the country continues to orient its foreign and security policy towards
the Union.

Lithuania has shown a keen interest in the development of European Security and Defence
Policy (ESDP) as part of the CFSP. It has actively participated in the exchanges in this context
with the EU and, for the ESDP, in the EU+15 format mestings (i.e. with non-EU European
NATO members and candidates for accesson to the EU). Lithuania has participated in al
relevant mesetings, including those a Political Directors, European correspondents and
working group levels.

Lithuania continued to dign itsdf regularly with EU statements, declarations, common
positions, joint actionsand other CFSP ingtruments when invited to do o, including negative
measures. Since October 2000, it associated itself with 8 EU common postions, including 3
on the Federa Republic of Yugodavia Lithuania played an active role in the first Capabilities
Commitment Conference in November 2000. It pledged armed forces to the EU Rapid
Intervention Force missions from 2003. A Criss Management Centre has been set up to
organise civilian contributions to internationa stability and security enforcement measures.

Lithuanian experts participated in a series of meetings in the framework of OSCE and WEU
peacekeeping and observer activities.

Lithuanias rdations with its neighbours continued to be good. In its relations with Russa,
Lithuania has continued to emphasise the development of cross-border co-operation with the
Kdiningrad region.

Overall assessment
The policy pursued by Lithuaniaiis largely in conformity with the CFSP acquis.

Lithuania is actively digning itself with dedarations and common postions of the EU. As the
acquis in the field of foreign policy and security develops further, Lithuania should maintain the
orientation of itsforeign palicy in line with that of the Union.

It has developed good and congtructive relaions with al the neighbouring states and is an active
proponent of regiona co-operation, notably in the framework of the Council of the Baltic Sea
States. Lithuania has digned itsdf to the content and principles contained in the EU Code of
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Conduct on Arms Exports. Lithuania needs to pass the Law on Internationa Economic
Sanctions with aview to the obligatory enforcement of EU sanctions gpplied to third countries.

Concerning the adminigtrative capacity to implement the provisons relating to the CFSP, the
Lithuanian MFA has structures compatible with CFSP requirements. The Minigtry is connected
to the Associated Correspondents Network information system through which the EU
communicates within the CFSP with the associated partners.

Chapter 28: Financial control
Since last year’ s Regular Report, progress has been achieved in the area of financia contral.

In the fidd of Public Internal Financial Control (PIFC), the Government Resolution on
Internal Audit of State Enterprises and Establishments was amended in October 2000. As a
result, the conditions under which national budget spending inditutions {nter alia ministries,
date agencies and enterprises) must establish internd audit services were improved. The
Minigtry of Finance is responsible for establishing internd audit services in line with internationd
dandards. In January 2001, the Ministry of Finance adopted an Internd Audit Manua and in
September 2001, the Government adopted a Resolution on Internal Audit Standards, aigning
itsinternal audit standards with internationa standards.

In October 2001, a Centrd Harmonising Department was established within the Ministry of
Finance. It isresponsble for developing methodology for financia management and control as
wel as for internd audit and for providing guidance to budget spending centres. The
Department includes aso a unit which is responsible for the assessment of internd audit quality
throughout the government.  The department has currently eight posts of which five have been
filled.

For the purpose of monitoring and co-ordinating the development of the interna audit system in
the public sector, the Government set up a Permanent Inter-ministerid Commission (PIC) which
became operational in March 2001. Decisions by the Commission are, however, non-binding.

In September 2001, the Law on Municipal Government was amended to reinforce interna audit
cgpabilities in loca municipdities and ensure that they fal under the methodologica guidance of
the Minigry of Finance.

A number of training sessons were organised in the firg haf of 2001, covering financid
management, control and audit methodology.

By January 2001, internd audit units had been established in dl Ministries, 95 percent of date
indtitutions subordinate to the Ministries, 9 out of 10 adminigtrations of the county governors
and 60 percent of other Sate ingtitutions. Of the total of 222 internd audit positions established,
141 werefilled. The Minigtries filled 64 percent of internd audit staff postions, Sate inditutions
subordinate to ministries — filled 71 percent, adminigtrations of the county governors - 50
percent, and other State ingtitutions - filled 66 percent.

There are no paticular legidative developments to report in the area of external audit. As
regards administrative capecity, the State Control Office (SCO) established 3 new units: the
Control, Expertise, Prevention and Methodology Unit, the Unit for Control and Operationd
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Audit, and the Internationa Relations Unit. In September 2001, the SCO adopted a
Development Plan covering the period 2003-2006.

Asregards control of structural action expenditure, the Lithuanian Government adopted a
Resolution in July 2001 with the objective of defining the role and responshilities of State
indtitutions as regards the implementation of the EC Structurd Funds. With regard to EC pre-
accesson funding, an audit trail has been prepared for the SAPARD programme. The
SAPARD agency was accredited at the nationd leve.

There are no particular developments to report in the area of protection of financial interests
of the European Communities.

Overall assessment

Concepts and legidation regarding Public Interna Financid Control are largdly in line with the
acquis, dthough the present range of Government Resolutions and amendments would require
consolidation into a new globa PIFC Act. Since the establishment of the new implementing
dructures is very recent, their implementation capacity remains to be tested. A well-defined
drategy plan for the further implementation of public internd financid control systems should be
prepared and implemented.

The efficiency of the financid management and control of nationd budget income and spending
appears to remain relatively weak; basic accounting systems and practices have not reached
acceptable standards.

A Financid Management Control manua should be findised, including a control framework,
and measures for reporting, monitoring and accounting of nationa and EC funds.

The establishment of asingle Central Methodology Department within the Ministry of Financeis
a welcome development, even though the Department is not yet fully operationd. The Interna
Audit Manua should be revised in accordance with the recently adopted Internal Audit
Standards. More staff needs to be recruited and trained in the internd audit units within the
Ministries and relevant state bodies.

Further progress and improved capecities are dill needed with a view to Lithuania's future
responsbilitiesin terms of public interna financid control of both nationa and EC sructura and
other funds.

As regards externd financid control, the legal framework regarding the mandate and activities
of the State Control Office (SCO) should be adopted in order to meet internationally accepted
and EU-compliant standards of supreme audit inditutions within the EU. In particular, its
independent financid status needs to be strengthened.  Further improvements are aso required
in both the forma and working relationship between the SCO and the Lithuanian Parliament. In
addition, the audit manua should be developed and implemented to assure dignment with
international and EU-compliant standards.

Audit trails need to be prepared for al pre-accesson funds, to ensure proper control of
sructurd action expenditure. Whilst the Government Resolution of July 2001 was a pogitive
devdopment, the definition of respongbilities throughout the entire management line of
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implementation of EC pre-accesson funds remains untested. Nationd Fund and Implementing
Agency staff resources and skills need to be strengthened.

Lithuania should nominate, as soon as posshble, in consultation with OLAF, an inditution or
adminigrative sructure capable of co-ordinating investigations into cases of fraud and
irregularities affecting the Communities financid interests and of acting as a single contact point
in relaions with OLAF.

Chapter 29: Financial and budgetary provisions
Since the last Regular Report limited further progress can be reported in this area.

The focus has been on implementation of the new Budget Law. For the firg time the minigtries
have prepared the budget on basis of the new Budget Law and the approved strategic planning
methodology.

In March 2001 the Government approved a Resolution on the Plan for Preparation of the drafts
of the State and Municipa Budgets and financia indicators for 2002. According to this
Resolution the budgetary process is scheduled both in terms of deadlines and aclear distribution
of roles of line minigries. In April 2001 another Resolution on the Procedure for Evaluation of
Programme Implementation by Appropriation Managers of the State Budget was approved. It
edtablishes evauation of programme implementation as a condituent part of internal audit.

As regards control of payments and spending, a computerised standard accounting system is
being developed and implemented. However, a present this system covers only around 85 %
of dl public indtitutions. The system does not alow for cost accounting at the program level.

As concerns future own resources, a working group has been sat up a the Ministry of
Finance to develop the own resources system and to enhance adminidretive capacity in this
area.

Overall assessment

While the basic principles and provisons for the preparation, the gpprova, the execution and
the control of the budget are enshrined in the Budget Law, consderable further efforts will be
required.

The notion of a multi-annual budget formaly introduced through the Law needs to be made
operationa in the process of budget planning and execution. The same is true for the co-
ordination and integration of the Public Investment Programme and the Nationa Development
Plan with the State Budget. The Resolution adopted in March 2001 which specifies the roles of
different line ministries will have to be implemented in practice.

The Budget Law does not specify in detail the concept and system for nationa co-financing of
EC programmes from the point of view of procedures and availability of funds. Appropriations
for the co-financing of EC gructurd financia ingruments should be gpproved for indusion in the
dtate or municipa budgets or in other state funds, and made available on amulti-annua basis. In
pardld work on improving macro-economic forecasting and drawing up a medium-term budget
strategy should continue,
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The budget planning documents should be further digned with the standard practice of EC
financia planning and the content of state and municipa budgets and the structures and budget
lines should be further rationalised.

The procedures for sdecting, monitoring, evauating and reporting public investments and
expenditure programmes need to be strengthened in order to improve the process of alocation
of resources. The Resolution concerning evauation adopted in April 2001 is a step in the right
direction. In order to be able to carry out the necessary tasks, the corresponding analytical
capacity should be increased in the Ministry of Finance and the spending Departments.
Performance indicators should be made more result-oriented than the existing indicators, which
mainly focus on input demand.

The present computerised system (Navision) should be further developed to enable cost
accounting and classification below the programme level, and to handle non-numerica data. The
accounting basis should be improved. Improvements to the Treasury system are required. For
more efficient performance measurement, an open and trangparent system for reporting
performance information relaing to spending centres should be established urgently.

As regards own resources and adminidrative infrastructure, consderable progress is il
required. Payments of own resources to the Commission should eventudly be handled centraly
to minimise the risk of errors and the need for corrections. VAT- and GNP-based contributions
will have to be processed as new items of expenditure in the State Budget. The capacity to
cdculate in a reliable, accurate and transparent way the level of customs duties and VAT
collected by Lithuania needs to be improved to alow caculations to be made in a harmonised
and controllable way. The co-operation between the Ministry of Finance and the Department of
Statigtics will have to be enhanced to improve the caculation of VAT- based payments.
Stronger co-ordination will be required between the State Tax Ingpectorate, Customs
Department and the Department of Statistics. Adequate staffing levels need to be ensured.
Adequate adminidrative cgpacity to duly collect and transfer in a timey manner dl own
resources to the Community budget will need to be established prior to accession, aswell asthe
ability to accurately and regularly report to the Commisson on the situation with regard to each
of the types of own resources. Efforts should be made to set up effective instruments to combat
fraud relating to VAT and customs duties so that the protection of the financia interests of the
EC can be assured.

In addition to the need for centrd co-ordinaion of the proper collection, monitoring and
payment and control of funds to and from the EC budget, adminigtrative capacity should be
strengthened in the context of the relevant policy areas described el sewhere in this report, such
as Financid Control, Customs, Taxation, Regiond Policy and Agriculture.

3.2. Trandation of the acquisinto the national languages

Applicant countries are required to trandate the various legd texts congtituting the acquis into
thelr nationd languages by the time of their accesson. Primary and secondary legidation aone
represents a consderable volume of acts, roughly estimated at 60,000-70,000 pages of the
Officid Journad. To help the candidate countries in this process, assstance is being provided
under the Phare programme. With the help of TAIEX, a centrdised Trandation Co-ordination
Unit has been created in each of the ten candidate countries of Central and Eastern Europe.
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The sarvice in charge of trandation of the acquis into Lithuanian is the Trandation,
Documentation and Information Centre. For this task, the centre has received a budget
dlocation of €190,000 (LTL 700 000).As of September 2001, the number of pages of the
Officia Journd trandated into Lithuanian was around 28 500, of which over 20,000 pages had
been fully revised. This compares to January 2000, when the number of pages of the Officid
Journd trandated into Lithuanian was around 20 000, of which 10% had been fully revised.
Without prejudice to the outcome of the accession negotiations, considerable further efforts are
required in this area.

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

3.3. General evaluation®

Lithuania has made sgnificant progress in terms of trangposition and implementation in most
aress of the acquis. While the degree of progress varies, the gaps are being reduced and in
some aress Lithuania has achieved a high level of dignment. The areas where condderable
efforts are ill required are notably those related to the use of EC funds. Overdl, the
adminigrative capacity has improved, dthough in some areas where adminigrative structures
have been changed over the past year it has been chdlenging to re-build the necessary capacity.

In the fidld of the internal market, Lithuania has continued to make progress as regards the
free movement of goods in terms of transpostion of the acquis and strengthening of the
inditutions (especidly for standardisation and accreditation). While dignment on public
procurement remains to be completed, there has been progress in implementing the existing
legidation. The adminidrative capacity of the Public Procurement Office has improved,
athough it needs further srengthening. As regards free movement of persons, the legidation
on dtizen'srightsislargdy in line with the acquis and the progress made concerning the mutua
recognition of professonad qudifications needs to be continued. In the area of freedom to
provide services advancement of legidative aignment has been accompanied by concerted
efforts to strengthen adminigtrative cagpacity, particularly in the financial services sector. Further
progress has taken place in the area of free movement of capital, where Lithuania had aready
achieved a high degree of liberdisation. In the area of competition policy, the qudity of the
dignment achieved is reflected in an enforcement record of the Lithuanian Competition Council
which has so far been reasonably successful. As regards company law, whereas good progress
has been made notably in terms of legidative dignment on the protection of intellectua and
industrial property rights, the effective enforcement of this legidation needs to be consderably
improved.

Inthe areaof economic and monetary Union, Lithuania, through the adoption of the new law
on the Centrd Bank, has achieved ahigh level of dignment. As regards taxation, Lithuania has
mede progress in the aignment with the acquis on indirect taxation and has improved the
adminigrative capacity. Further modernisation of the IT systems of the Tax Ingpectorate is
needed to alow for the interconnection with the EC systems. Good progress on adignment has
taken placein the area of Customs union but this needs to be accompanied by a considerable

2 See"Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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strengthening of administrative and operationa capacity, notably as regards the development of
IT sysemsto alow for the interconnection with the EC customs systems.

Asregards agriculture, Lithuania has continued to make progress in reforming its structures in
the agriculturd fidd. However important measures remain to be taken in particular regarding the
further strengthening of the land parcd identification system, the enforcement and practica
aoplication of the management mechanisms of the Common Agriculturdl Policy and the further
preparations for the paying agency. Lithuania has continued to make progress as regards food
safety and the veterinary and phyto-sanitary sectors but sill needs to strengthen further the
implementation structures. Limited progress has taken place as regards upgrading inspection
arrangements at the external border. As regards fisheries, progress has been made, in
particular in terms of adminigtretive capacity, but significant further work is needed in terms of
preparation for the structura actions and market policy.

Inthe area of transport, Lithuania has made good progress notably as regards road transport
safety, ralways redructuring and dvil aviation, induding srengthening of the reevant
adminidrative capacity. However, there are gill areas where consderable further progress is
required, notably in terms of inspection capacities. As regards the energy sector, Lithuania has
achieved a reasonable level of dignment, but needs to sudtain its efforts, notably in the area of
the Internd Energy Market. Further work is required dso in the field of nuclear energy.
Lithuaniamugt confirm and implement its closure commitments and ensure a high leve of nuclear

sHety.

In the fidd of social policy, Lithuania has made seady progress in trangpodtion and
implementation of the acquis. However, the new Labour Code and Law on Public Hedlth ill
need to be adopted. Implementation and enforcement need to be given further attention. The
socid didogue needs to be reinforced.

Lithuania has made further progressin the field of environment, where most of the framework
legidation is in place. Implementation remains a mgor chalenge, in particular in areas which
require heavy investments or investments by private enterprises.

Inthe areaof telecommunications, some progress has taken place in terms of dignment of the
regulatory framework. The regulatory authority has become operationd but needs to be
strengthened.

In the fidld of Justice and Home Affairs, improvements have been made in strengthening the
externd border and addressing shortcomings in inter-agency co-ordination. These efforts need
to be sustained. Lithuania has adopted a Schengen Action Plan.

In the fidd of regional policy and co-ordination of structural instruments important
decisons concerning the inditutional structure for the management of Structurd Funds have
been recently taken. These decisions need to be implemented urgently through the strengthening
of the adminidtrative capacity, the development of effective inter-ministerial co-ordination and
establishment of the framework for programming and implementing Community support while

respecting the principle of partnership.

While some progress has taken place in the area of financial control, Lithuania needs urgently
to strengthen considerably its capacity to implement and enforce the legidation on public interna

financid control. Lithuania has made some limited progress in the area of financial and
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budgetary provisions, where the implementation of the 2000 Law on budget needs to be
followed by further consderable efforts.

While continuing to pursue a prudent budgetary policy, Lithuania has made progress as regards
the building of the administrative capacity which is necessary to implement and enforce the
acquis. However, this capacity is 4ill fragile and can easily be reduced if organisationa
Sructures are modified without careful attention. Sustained efforts are required to keep the
adminigrative capacity acquired and to further develop it.

Overdl, Lithuania has made satisfactory progress in meeting the short-term and, to a lesser
extent, the medium term priorities of the Accession Partnership.  In particular Lithuania has
largely met severd short-term priorities concerning economic criteria, interna market, energy
and environment. Some short-term priorities, notably in the field of agriculture, remain to be
addressad in full. Lithuania has partidly met most of the medium-term priorities, but further
efforts remain to be made in particular as regards the management and control of EC funds.
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C. Concluson®

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

Lithuania has made some progress in reforming the public adminidration and the judiciary,
where the adminigtrative court system has been re-organised. The legd system has improved
with the entry into force of the new Civil Code. The capacity to fight corruption has been
srengthened. The active role of the ombudsman in the field of equa opportunities and, more
recently, children’ s right is noteworthy.

Sudtained efforts are required to further advance the process of reform of the public
adminigration, covering dl different sectors of the adminigtration, while cregting the conditions
for the necessary continuity and stability of the administration. Adequate financid resources
should be secured, inter-departmental co-ordination must be further reinforced and training
should become more systematic. As regards the judicia system, the new Law on Courts
urgently needs to be adopted. Adequate budgetary resources and the manageria competencies
which are necessary for the adminigtration of the court system need to be secured. The
adoption of the Code of Crimina Procedure must be speeded up in order to dlow for the
implementation of the new Crimina Code.

In the fidd of the fight againgt corruption, the efforts made over the past year should be
sustained and reinforced, through the adoption of the National Anti-Corruption Strategy and its
Implementation Programme by the Parliament, and with the adoption of a new Law on
Corruption Prevention. As regards the continued concern over adminigtrative corruption,
further progress in ensuring the transparent gpplication of administrative procedures is required,
and the co-ordination among the agencies combating corruption should be further strengthened.

Lithuania has made progress towards meeting the accesson priorities related to the political
criteria. 1t has made limited progress in implementing the public adminigration law and the cvil
sarvice law. The Government has gpproved the National Anti-Corruption Strategy which now
needs to be adopted by the Parliament and implemented. A training programme for judges,
covering various aspects of EC law and acquis enforcement, has started and needs to be
continued.

Lithuania is a functioning market economy. Provided that it makes further subgtantial efforts to
continue with the vigorous implementation of its structura reform programme, it should be able
to cope with the competitive pressure and market forces within the Union in the near term.

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

accession by each of the candidate countries’, COM (2001) 700.
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Lithuania has preserved macroeconomic gability, improved the fisca and externd imbaances
and reduced date interference. The privatisation of banking, other sectors and land is nearing
completion. New bankruptcy and enterprise restructuring laws finaly came into force.

However, unemployment remains high and the structural problems on the labour markets will
have to be addressed. While important laws to restructure and liberdise the energy market
were adopted, further acts need to be adopted and effective implementation needs to be
ensured. Financid intermediation continues to be low and inefficient. Domestic and foreign
investment remains a relaively low levels. The authorities need to properly implement the new
legd framework for business, specificdly the bankruptcy laws. The planned penson reform
must be advanced and implemented. Fiscd discipline must continue and the sugtainability of
public finances in the medium-term must be ensured, adso to keep the current account deficit
under control in the context of currency board.

Lithuania has made sgnificant progress in terms of trangposition and implementation in most
aress of the acquis. While the degree of progress varies, the gaps are being reduced and in
some aress Lithuania has achieved a high level of dignment. The areas where condderable
efforts are ill required are notably those related to the use of EC funds. Overdl, the
adminigrative capacity has improved, dthough in some areas where adminigrative structures
have been changed over the past year it has been chdlenging to re-build the necessary capacity.

In the fidld of the internal market, Lithuania has continued to make progress as regards the
free movement of goods in terms of transpostion of the acquis and strengthening of the
inditutions (especidly for standardisation and accreditation). While dignment on public
procurement remains to be completed, there has been progress in implementing the existing
legidation. The adminidrative capacity of the Public Procurement Office has improved,
athough it needs further srengthening. As regards free movement of persons, the legidation
on dtizen'srightsislargdy in line with the acquis and the progress made concerning the mutua
recognition of professonad qudifications needs to be continued. In the area of freedom to
provide services advancement of legidative aignment has been accompanied by concerted
efforts to strengthen adminigtrative cagpacity, particularly in the financial services sector. Further
progress has taken place in the area of free movement of capital, where Lithuania had aready
achieved a high degree of liberdisation. In the area of competition policy, the qudity of the
dignment achieved is reflected in an enforcement record of the Lithuanian Competition Council
which has so far been reasonably successful. As regards company law, whereas good progress
has been made notably in terms of legidative dignment on the protection of intellectua and
industrial property rights, the effective enforcement of this legidation needs to be consderably
improved.

Inthe areaof economic and monetary Union, Lithuania, through the adoption of the new law
on the Centrd Bank, has achieved ahigh level of dignment. As regards taxation, Lithuania has
mede progress in the aignment with the acquis on indirect taxation and has improved the
adminigrative capacity. Further modernisation of the IT sysems of the Tax Ingpectorate is
needed to alow for the interconnection with the EC systems. Good progress on dignment has
taken placein the area of Customs union but this needs to be accompanied by a considerable
strengthening of administrative and operationa capacity, notably as regards the development of
IT sysemsto alow for the interconnection with the EC customs systems.
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Asregards agriculture, Lithuania has continued to make progress in reforming its structures in
the agriculturd fied. However important measures remain to be taken in particular regarding the
further strengthening of the land parcd identification system, the enforcement and practica
aoplication of the management mechanisms of the Common Agricultural Policy and the further
preparations for the paying agency. Lithuania has continued to make progress as regards food
safety and the veterinary and phyto-sanitary sectors but sill needs to strengthen further the
implementation structures. Limited progress has taken place as regards upgrading inspection
arangements at the external border. As regards fisheries, progress has been made, in
particular in terms of adminigtrative capacity, but significant further work is needed in terms of
preparation for the structura actions and market policy.

Inthe areaof transport, Lithuania has made good progress notably as regards road transport
safety, ralways redructuring and dvil aviation, induding srengthening of the reevant
adminidrative capacity. However, there are gill areas where consderable further progress is
required, notably in terms of inspection capacities. As regards the energy sector, Lithuania has
achieved a reasonable level of dignment, but needs to sudtain its efforts, notably in the area of
the Internd Energy Market. Further work is required dso in the field of nuclear energy.
Lithuaniamust confirm and implement its closure commitments and ensure a high leve of nuclear

sHety.

In the fidd of social policy, Lithuania has made seady progress in trangpodtion and
implementation of the acquis. However, the new Labour Code and Law on Public Hedlth ill
need to be adopted. Implementation and enforcement need to be given further attention. The
socid didogue needs to be reinforced.

Lithuania has made further progressin the field of environment, where most of the framework
legidation is in place. Implementation remains a mgor chalenge, in particular in areas which
require heavy investments or investments by private enterprises.

Inthe areaof telecommunications, some progress has taken place in terms of dignment of the
regulatory framework. The regulatory authority has become operationd but needs to be
strengthened.

In the fidd of Justice and Home Affairs, improvements have been made in strengthening the
externd border and addressing shortcomings in inter-agency co-ordination. These efforts need
to be sustained. Lithuania has adopted a Schengen Action Plan.

In the fidd of regional policy and co-ordination of structural instruments important
decisons concerning the inditutional structure for the management of Structurd Funds have
been recently taken. These decisions need to be implemented urgently through the strengthening
of the adminidtrative capacity, the development of effective inter-ministeria co-ordination and
establishment of the framework for programming and implementing Community support while

respecting the principle of partnership.

While some progress has taken place in the area of financial control, Lithuania needs urgently
to strengthen considerably its capacity to implement and enforce the legidation on public interna
financid control. Lithuania has made some limited progress in the area of financial and
budgetary provisions, where the implementation of the 2000 Law on budget needs to be
followed by further consderable efforts.
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While continuing to pursue a prudent budgetary policy, Lithuania has made progress as regards
the building of the administrative capacity which is necessary to implement and enforce the
acquis. However, this capacity is 4ill fragile and can easily be reduced if organisationa
Sructures are modified without careful attention. Sustained efforts are required to keep the
adminigrative capacity acquired and to further develop it.

Overdl, Lithuania has made satisfactory progress in meeting the short-term and, to a lesser
extent, the medium term priorities of the Accession Partnership.  In particular Lithuania has
largely met severd short-term priorities concerning economic criteria, interna market, energy
and environment. Some short-term priorities, notably in the field of agriculture, remain to be
addressad in full. Lithuania has partidly met most of the medium-term priorities, but further
efforts remain to be made in particular as regards the management and control of EC funds.
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D. Accession Partnership and National Programmes for the
Adoption of the Acquis. Global assessment

The purpose of the Accesson Partnership isto set out in asingle framework:
the priority areas for further work identified in the Commisson’s Regular Report;
the financid means avallable to hdp candidate countries implement these priorities,
the conditions which will apply to this assstance.

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

1. Accession Partnership

Short-termpriorities

In the following assessments the main sub-headings are indicated in bold type and further key
concepts taken from the Accession Partnerships highlighted in italics®

Economic criteria. Lithuania has successfully reduced the fiscal deficit further. The scheduled
large scale privatisations have advanced further with very few large companies ill to be
privatised. The banking sector has continued to be restructured. Bankruptcy legislation has
been implemented in a more determined way and the lega amendments which are necessary to
dreamline implementation further have been adopted. As regards the promotion of
competitiveness through market-based enterprise restructuring in the industry sector with
particular attention to SMEs, 4ill little has been done in terms of implementation of the relevant
drategies. The adoption of a law on enterprise restructuring is an important step.  Land
registration is closer to completion. With the proviso concerning promotion of
competitiveness, this priority continuesto belargely met.

Internal Market
Continued progress has been made in meeting the priorities related to the internd market.
Progress has been made on implementing legidation on public procurement. The Public

Procurement Office has been strengthened but this process needs to be continued and the
remaining shortcomingsin the legidation need to be fully addressed.

As regards intellectual and industrial property rights, Lithuania has achieved further
aignment with particular regard to trademarks and import and export of goods. More

% Council Decision 1999/856/EC, OJ L 335, 28/12/1999
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concerted efforts ill need to be made, however, on the enforcement side of the fight against
piracy and counterfeiting..

Asregards free movement of goods, consderable progress has been made in trangposing
both New and Old Approach legidation, and in srengthening the necessary framework
indtitutions regarding in particular, sandardisation and accreditation. Further efforts are il
needed to ensure progress towards full membership in the European standardisation bodies
(CEN/CENELEC). Market surveillance continues to be strengthened.

Asregards capital movement, while the legidation on direct investment and on operation
of foreign insurance companies has been subgtantialy aigned, there is fill a need to abolish
the restrictions on cross-border transfer of means of payment and on investment rules for
pension funds and insurance companies.

In the area of competition, antitrust and Sate aid legidation is being implemented in a
satisfactory fashion and severd pieces of secondary legidation have been adopted ensuring
further dignment. The State aid monitoring authority is being reinforced. The state aid
inventory is updated on aregular basis.

In the fidd of telecommunications, Lithuania has established an independent regulatory
authority which has garted to be operationa but needs further strengthening. Lithuania has
achieved a high degree of he dignment of the legidation on audiovisual policy.

As regards taxation, both the VAT and excise sysem have been reformed to a large
degree dthough this process must be continued to ensure full alignment. Lithuania has sarted
to comply with the principles of the Code of Conduct for business taxation. Good progress
has been made on dignment in the area of Customs union but this needs to be accompanied
by a condgderable drengthening of adminigrative and operationa capacity to further
reinforce the fight againgt fraud and corruption. Therefore, this priority continues to be
largely met.

Agriculture

Lithuania has continued to make progress as regards the priorities related to veterinary and
phytosanitary sector notably by continuing alignment. Limited progress has been made as
regards the upgrading of ingpection arrangements and the pace of implementation still needs
to be stepped up, in particular a the future external borders. As regards the food
processing sector, while the restructuring of the milk sector has continued and the
resructuring of the meat sector has been initiated, much progress is sill needed. Lithuania
continues to fulfil the priority concerning the reduction of support to ailing enterprises.
Therefore, this priority continuesto be only partially met.

Trangport

Lithuania has made further progress in digning its legidation on maritime safety with the
acquis, while further efforts will be necessary as regards adminidrative sructures and
capacity to implement the acquis. With this proviso, this priority continues to have been
met asregards some substantial elements of the acquis.
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Energy

Lithuania has started implementing a comprehensive energy strategy in line with the NSA
agreement, in particular, through the adoption of an Action Plan. It has sarted the legd and
technical preparation for the definitive closure and decommissioning of Ignalina Nuclear
Power Plant unit 1. In this regard, relevant laws, programmes and a list of measures were
adopted. Lithuania has steadily continued implementing the necessary improvements in
nuclear safety resulting from the comprehensve Safety Andysis Report for the Igndina
Nuclear Power Plant. The efforts to strengthen the nuclear safety authority, induding in
terms of staff numbers, need to be sustained and even intensified, in view of the forthcoming
workload for the licensing of the planned decommissioning process. Progress has been made
towards the establishment of a radioactive waste management institution which has
effectively been established athough it needs to be strengthened. In addition, the reform of
the conventional power sector isbeing prepared. This reform targets the administrative and
manageria independence of the energy utilities. Therefore, this priority continues to be
largely met.

Employment and social affairs

Lithuania has made some further progress as regards the preparation of the nationa
employment strategy; in this regard, work has started on a joint employment review. No
development has taken place concerning the bipartite social dialogue, which, however, Hill
remains a an early stage of development. Therefore, this priority continues to be
partially met.

Environment

Lithuania has completed the trangpostion of the Environmental Impact Assessment
Directive and it has started to enforce it. The trangposition of the framework legislation has
continued as regards air, water, waste, radiation protection and nature protection.
Increased attention has been paid to the development of plans for financing investments
(directive specific), however there is gill a need for cost assessments for a number of
sectors. The administrative capacity at central level has been strengthened and efforts have
been made at local level. These efforts need to be sustained, notably as regards the loca
level and the Radiation Protection Centre. Therefore, this priority has been largely
met.

Justice and home affairs

The law on Nationd Border Control has entered into force and the demarcation of the
border with Belarus has continued, primarily on the Lithuanian Sde. Border demarcation
with Kaliningrad has not yet started as the border treaty has not yet been ratified by the
Russan Parliament. Concerted efforts have been made to improve coordination among law
enforcement bodies however these efforts need to be further developed. As regards the
judiciary, efforts need to be stepped up. The national anti-corruption strategy has been
approved by the Government; its programme for implementation remains to be adopted by
Parliament, and implementation of the Strategy needs to begin. Lithuania has not yet acceded
the OECD convention on bribery. Further strengthening is needed as regard the capacities to
ded with money laundering. The border and migration legislation continues to be
implemented correctly to prevent illegd immigration and to engble full participetion in the
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Schengen Information System. Lithuania has made considerable progress in digning its
asylum legidation, (including the improvement of the legd structure of the Apped Coundil,
improved access to legd aid and the dimination of the pre-screening procedure). Further
efforts shal be needed to ensure full dignment. Therefore, this priority continues to be
partially met.

Reinforcement of adminigtrative and judicial capacity, including management and
control of EC funds:

Lithuania has further developed the National Development Plan and it has established the
Rural Development Plan; it has made significant progress towards the establishment of a
functioning paying agency for SAPARD. Further steps are required as regards the legal,

adminigrative and budgetary framework (audit manual and audit trail) to programme and

manage ISPA and SAPARD, including the introduction of environmental impact

assessments and EC compatible public procurement rules for projects co-financed by
Community Funds.

As regards financial control, Lithuania has further digned its legidation with the acquis
however limited progress has been made regarding implementation of legidation and the set-
up of the necessary adminidrative structures.

Theimplementation of the National Training Strategy has continued and training has been
provided in EC law for police, border guards and customs.

Thispriority continuesto be partially met.

Medium-termpriorities

Economic criteria

Restructuring has been proceeding, notably in the banking sector (see corresponding
short-term priority). An annua fiscd surveillance procedure has been established. The
reform of the socia security has continued, but its pace has dowed down. Therefore, this
priority has been partially met.

Internal Market

Lithuania has made sgnificant progressin meeting the prioritiesin severd aress of the internd
market.

Legidation on public procurement is largdly in line with the acquis, however a number of
shortcomings need to be addressed so as to ensure full dignment.

As concernsintellectual and industrial property rights the adminigrative capacity of the
relevant inditutions needs to be further drengthened to ensure an effective leved of
enforcement.

Although some progress has been made in the areaof data protection, legidation is gill not
fully in line with the acquis and the data protection inspectorate needs to be strengthened and
its independence ensured.
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In the area of free movement of goods, progress has been made regarding the transposition
of sectoral measures, and the standardisation and accreditation structures continue to be
upgraded. The adoption of the EN standards, whilst progressing well, is gtill far from being
complete.

Lithuania has made reasonable progress in digning its legidation with the acquis on free
movement of persons, however further efforts are still needed as regards mutua recognition
in particular the adoption of important legidation.

In the area of competition law, the Competition Council is developing a stisfactory
enforcement practice and legidation is largely in line with the acquis. State aid and anti-trust
authorities have been drengthened but further efforts are needed especidly in terms of

pecidid training.

Lithuania has made good progressin the area of taxation, as regards both VAT and excise
legidation, as well as adminidrative capacity. Further legidation needs to be adopted
however to ensure full dignment with the acquis.

Intheareaof consumer protection, the market survellance sysem is functioning, following
its overhaul; however its administrative capacity needs to be consderably strengthened.

As regards customs, Lithuania has made progress in developing an integrated tariff,
however this process is not complete and there are Hill differences with the EU system. The
process of developing an efficient modern border control system is ongoing. Far greater
efforts are needed in reinforcing administrative and operational capacity, with particular
regard to computerisation.

Thispriority has been partially met.

Agriculture

Lithuania has made some progress in laying the legd and administrative basis to prepare for
participation in the Common Agricultural Policy, but much progress is gill needed in
terms of both dignment and adminigtrative capacity.

Lithuania has continued to make progress as regards the priorities related to veterinary and
phyto-sanitary sector notably by continuing aignment. Lithuania has made progress
concerning animal identification. Asregardsthe quality control system, implementation of
the mgority of legd acts regulating qudity is dosdly linked with the accreditation of testing
laboratories and their technica cgpacity to conduct qudity anadyss. The upgrading of
ingpection arrangements, in particular at the future external borders, has started, but the
pace of implementation needs to be stepped up. Concerning the phytosanitary sector, while
the core legidation has been transposed, Lithuania needs to make additiond efforts
especidly as regards dignment with the acquis on control of imports, and the control of
domestic production. The preparations for the agricultural census due in 2002 are ongoing.
As regards enterprise restructuring, progress has been limited. This priority has been
partially met.
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Fisheries
Lithuania has gtarted to develop its capacity in the field of common fisheries policy, as

regards resource management. Further progress is required as regards the fishing vessd
register requirements. This priority has been partially met

Energy

Lithuania has started implementing a comprehensive energy strategy in line with the NSA
agreement. (See short-term priority). As regards the diverse second shut-down system on
unit 2the preparations are taking place, but full support by the operator needs to be ensured.
Preparations for acomprehensive safety analysis report for Unit 2 (SAR-2), due by 2002,
have started. As regards the internal energy market, Lithuania adopted two maor pieces
of legidation, the Electricity and Gas Laws. Sufficient funding and staffing will need to be
ensured for the adminigtrative and regulatory ingtitutions required for a proper functioning of
a liberdised energy market. Such funding has to be secured againg the background of an
auderity budget. Remova of remaining price distortions needs continued attention. Lithuania
has not yet digned with oil stockgcrisis management rules but preparations are advanced. A
definitive investment plan should be prepared to build up progressvely the 90 days of
stocks. Lithuania adopted an updated ener gy efficiency strategy, but needs now to focus on
its implementation and the use of renewable energy.

As regards radiation protection, Lithuania has, in generd, made a consderable effort to
comply with the EC acquis. The adminigtrative capacity needs to be enhanced . Overall,
thispriority has been met to a satisfactory degree, although not in all areas.

Transport

Lithuania continued to dign its legidation with the acquis and achieved sgnificant progressin
particular in the fields of road transport safety and air transport. While progress is good,
efforts should now concentrate on fiscal harmonisation in road transport and maritime
safety. This priority has been partially met

Employment and social affairs

Lithuania has made steady progress in trangposition and implementation of the socid acquis,
paticularly in the fidd of equal treatment for women and men, where transposition is
amost completed and the Ombudsman Office has proved effective on the enforcement side.
Good progresswas made in thefield of health and safety at the workplace. In the area of
labour law, the Labour Code, however, still needs to be adopted. The public health
reform programme is being implemented. The inditutiond framework for reforming the
social security system isin place. However, sustained efforts are needed in implementing
the reforms that have been introduced. This priority has been partially met.

Economic and social cohesion

Decisions have been taken aming a defining the responghilities for management and
implementation of Structurd Funds, but these need to become operationd in practice. The
lega basis for the budgetary system has been improved but substantia efforts will be needed
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to have the necessary structures, including appraisal and evauetion, in place by accesson.
Thispriority has been partially met.

Environment

The trangpogition of the framework legislation has continued as regards air and water,
waste, nature protection and GMOs. Efforts are being made to strengthen locd authorities
in repect of invesment planning and implementation monitoring, especidly in the fidd of
water protection. As regards ingtitutional strengthening, a rather high number of
authorities and inditutions are involved in the implementation and enforcement of
environmenta legidation, therefore continued rationdisation is a necessity. With regard to
integration of the environment into other policies, Lithuania has darted to implement the
action programme for sustainable development. This priority has been partially met.

Jusgtice and home affairs

Lithuenian visa legidation is close to being in line with EU requirements and complete
alignment should be pursued. The Police Department is, in generd, undergoing reform and
preparations for participation in Europol have begun. Further efforts need to be made in
view of fighting organised crime, with particular regard to smuggling and trafficking in
human beings, drug trafficking and money laundering. Progress was adso made on the
implementation of readmisson and expulson procedures. The border and migration
legidation is being correctly implemented to prevent illegd immigration and to enable full
participation in the Schengen Information System. The inter-agency structure for fighting
corruption is being streamlined. Lithuania has made congderable progress in digning its
asylum legidation, however the remaining shortcomings need to be addressed to ensure full
dignment. The National Anti-Corruption Strategy has been approved by the Government
but its Programme for implementation remains to be adopted by Parliament.Integrated
cooperation in the fight againg corruption has improved in particular snce the establishment
of the Special Investigation Service. These efforts need to be sustained. This priority has
been partially met.

Reinforcement of adminigtrative and judicial capacity, including management and
control of EC funds:

Lithueniahasma  de some limited progress in implementing the public administration
law and the civil service law. As regards financial control, a number of Internd Audit
Units have been established however they remain wesk due to insufficient skilled staff and
requiste training. A training programme for judges on various aspects of the EC law and
acquis enforcement is under implementation. The adminigrative capecity of the Department
of Statistics has been developed: its saff is highly quaified and well trained. This priority
has only been partially met.

2. National Programme for the Adoption of the Acquis

Lithuania presented a revised verson of the Nationa Programme for the Adoption of the
Acquis in June 2001. This document was cadled Lithuania's European Union Accession
Programme. The revised verson takes into account the recommendations made by the
Commission in the 2000 Regular Report.
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The revised verson of the programme continues to have the same well organised sructure as
the previous verson. It includes a descriptive policy section and two action plans. For each
piece of the acquis taken into condderation, the law gpproximation action plan specifies the
transposition measure envisaged, the indtitutions responsible and the dates by which the draft
legidation has to be submitted to the government, adopted and enforced. The acquis
implementation action plan sets out messures concerning organisational metters, ingtitution
building, training and economic reforms. For each measure, the plan indicates the adminidrative
and indtitutiona needs, the financing needs and the sources of financing.

The programme is congstent with commitments taken on by Lithuania. It has been adjusted in
order to take into account the developments in the Accession Negotiations. The programme is
becoming atool for the co-ordination of the relevant policies, notably when deciding the budget
priorities. The programme reflects the Accesson Partnership priorities adequately. The
coverage of the acquis has further improved compared to last year. As for the adminigrative
and financid needs and timetables, the degree of precison and redism ill varies from one
sector to another. In particular, as regards adminigtrative capacity, further atention should be
paid to data protection and intellectua property. Concerning financia needs, the methodology
and the assumptions on which the estimates are based should be more explicit, in particular in
sector of environment. The Lithuanian authorities envisage updating the financid estimates once
the budget for 2001 is adopted. The redlism of the deadlines would benefit from the indication
of intermediate steps.

The Lithuanian authorities have ated that the programme will be updated to take into account
the Commission comments.
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Human Rights Conventions ratified by the Candidate Countries,
30 September 2001

Adherence to following
conventions and protocols

BG

CcY

674

EE

HU

LV

LT

MT

PL

RO

SK

SI

TK

ECHR (European Convention
on Human Rights)

X

X

Protocol 1 (right of property)

Protocol 4 (freedom movement
etal.)

Protocol 6 (death penalty)

Protocol 7 (nebisin idem)

European Convention for the
Prevention of Torture

European Social Charter

Revised European Social
Charter

Framework Convention for
National Minorities

ICCPR (International
Covenant on Civil and Political
Rights)

Optional Protocol to the
ICCPR (right of individual
communi cation)

Second Optional Protocol to
the ICCPR (death penalty)

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

CAT (Convention against
Torture)

CERD (Convention on the
Elimination of All Forms of
Racial Discrimination)

CEDAW (Convention on the
Elimination of All Forms of
Discrimination against
Women)

Optional Protocol to the
CEDAW

CRC (Convention on the
Rights of the Child)

X = Convention ratified
O = Convention NOT ratified

BG=Bulgaria;, CY=Cyprus, CZ=Czech Republic; EE=Estonia; HU=Hungary; LV=Latvia, LT=Lithuania;
MT=Malta; PL=Poland; RO=Romania; SK= Slovak Republic; SV=Slovenia, T=Turkey

121




Statistical data

1996 | 1997 [ 1998 | 1999 | 2000
Basic data in 1000
Population (average) 3.710] 3.706] 3.702] 3.700]  3.696
in km2
Total area 65.300] 65.300] 65.300] 65.300] 65.300
National accounts 1000 Mio Litas
Gross domestic product at current prices 31,6| 38,3| 43,0| 42,7| 449
1000 Mio ECU/euro
Gross domestic product at current prices 6,2| 8,5| 9,6| 10,0| 12,2
ECU/euro
Gross domestic product per capita®’ at current prices 1.700| 2.300| 2.600| 2.700| 3.300
% change over the previous year
Gross domestic product at constant prices (nat. 4,7 7,3 51 -3,9 3,3
currency)
in Purchasing Power Standards
Gross domestic product per capita®at current prices 5.300 5.900 6.300 6.200 6.600
Structure of production % of Gross Value Added *
- Agriculture 12,2 11,7 10,3 8,4 7,6
- Industry (excluding construction) 25,8 25,2 23,9 22,9 26,2
- Construction 7,1 7,7 8,6 7,9 6,2
- Services 54,9 55,4 57,3 60,8 59,9
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 85,3 84,0 87,5 87,7 85,8
- household and NPISH 66,4 65,0 63,1 65,5 64,3
- general government 18,9 19,0 24,4 22,2 21,5
- Gross fixed capital formation 23,0 24,4 24,3 22,1 18,8
- Stock variation® 1,5 2,2 0,1 0,6 1,9
- Exports of goods and services 53,4 54,5 47,2 39,7 45,5
- Imports of goods and services 63,2 65,1 59,1 50,1 51,9
Inflation rate % change over the previous year
Consumer price index * 24,7 8,8 5,0 0,7 0,9
Balance of payments Mio ECU/euro
-Current account -569 -865| -1.158 -1.120 -725
-Trade balance -706 -1.012 -1.354 -1.318 -1.186
Exports of goods 3.279 3.697 3.534 2.952 4.354
Imports of goods 3.394 4.709 4.888 4.270 5.540
-Net services 95 119 215 287 409
-Netincome -72 -175] -228 -242 -208
-Net current transfers 113 203 210 153 261
-of which: government transfers 57 89 92 55 68
- FDI (net) inflows 123 321 793 484 410

[Public finance

27

demographic statistics.
28
demographic statistics.

2 Including FISIM.
30

between the GDP and its expenditure components.

in % of Gross Domestic Product

% Changes in Methodology: PROXY HICP since 1996 (see methodological notes).
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General government deficit/surplus
General government debt

-1,1

-3,1

-5,7

-3,3

15,7

16,7

22,5

23,7
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Financial indicators

in % of Gross Domestic Product

Gross foreign debt of the whole economy 13,8| 15,1| 17,5| 26,5| 285
as % of exports
Gross foreign debt of the whole economy 25,9| 27,6| 37,1| 66,7| 62,7
Monetary aggregates 1000 Mio ECU /euro
-M1 0,7 12 1,2 1,3 15
-M2 1,1 1,6 1,8 2,2 2,8
-M3 : : :
Total credit 0,8 11 1,4 1,8 1,9
Average short-term interest rates % per annum
- Day-to-day money rate : : 6,1 6,3 3,6
- Lending rate 12,5 13,8 11,5 12,6 11,8
- Deposit rate 14,0 7,9 6,0 49 3,8
ECU/EUR exchange rates (1ECU/euro=..Litas)
- Average of period 5,079 4,536 4,484 4,263 3,695
- End of period 5,012 4,417, 4,667 4,018 3,723
1993=100
- Effective exchange rate index 380,00 4418 5470/ 7867 9202
Reserve assets Mio ECU/euro
-Reserve assets (including gold) 671 964 1.254 1.242 1.464
-Reserve assets (excluding gold) 616 915 1.208 1.190 1.409
External trade Mio ECU/euro
Trade balance -948 -1.573 -1.858 -1.718 -1.784
Exports 2.642 3.404 3.310 2.818 4.124
Imports 3.590 4.977 5.168 4.536 5.908
previous year=100
Terms of trade | 1026 100,7] 1008  101,1
as % of total
Exports with EU-15 32,9 32,5 38,0 50,1 47,9
Imports with EU-15 39,8 44,3 47,2 46,5 43,3
Demography per 1000 of population
Natural growth rate -1,1 -0,9 -1,0 -1,0 -1,3
Net migration rate (including corrections) -0,2 0,0 0,2 0,4 -0,3
per 1000 of live-births
Infant mortality rate 10,1} 10,3| 9,3| 8,6/ 8,5
Life expectancy : at birth
Males: 65,0 65,9 66,5 67,1 67,6
Females: 76,1 76,8 76,9 77,4 77,9
Labour market (ILO methodology) % of labour force
Economic activity rate 65,4 61,5 61,7 61,9 60,3
Unemployment rate, total 16,4 14,1 13,3 14,1 16,0
Unemployment rate, males : 14,2 14,3 15,6 18,4
Unemployment rate, females : 13,9 12,2 12,6 13,4
Unemployment rate of persons < 25 years 27,4 25,2 22,3 26,3 29,3
Unemployment rate of persons >= 25 years 14,8 12,2 12,0 12,4 14,3
as % of all unemployed
Long-term unemployment rate | : | 55,0| 38,7| 53,0
Average employment by NACE branches in % of total
- Agriculture and forestry 21,0 20,7 21,0 20,2 18,0
- Industry (excluding construction) 20,7 215 21,3 20,5 21,2
- Construction 6,9 6,9 6,4 6,2 6,1
- Services 51,4 50,9 51,3 53,1 54,7
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Infrastructure in km per 1000 km?2
Railway network 40| 40| 40| 38| 38
km

Length of motorways 404] 410| 417] 417] 417
Industry and agriculture previous year=100

Industrial production volume indices 105,0 103,3 108,2 88,8 107,0
Gross agricultural production volume indices 112,6 108,6 94,8 85,5 105,4
Standard of living per 1000 inhabitants

Number of cars 212 238 265 295 317
Main telephone lines 267,6 282,9 299,7 309,5 319,6
Number of subscriptions to cellular mobile services 13,7 40,7 72,3 92,8 137,8
Number of Internet subscriptions : : : : :
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M ethodological Notes

Inflation Rate

As part of the preparaions for the common currency the EU Member States (MSs) have
designed a new consumer price index in order to comply with the obligations of the EU
Treaty. The am was to produce CPl's comparable between Member States. The main task was
to harmonise methodologies and coverage. The result was the Harmonized Index of Consumer
Prices (HICP). A smilar exercise has been started with Candidate Countries (CC). In respect
to enlargement, it is equaly important that their economic performance is assessed on the basis
of comparable indices. Some progress has aready been made towards adapting the new rules.
Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on
national CPIs but adapted to the HICP coverage. They are not yet fully compliant with the
HICPs of the MSs. In the table, the proxy HICPs are back-calculated to 1995 (rates from
1996).

Finance

Public finance: The government deficit and debt datistics of the Candidate Countries are
provisond, in the sense that they do not yet fully comply with EU methodologica requirements.
Broadly spesking, the genera government deficit / surplus refers to the national accounts
concept of consolidated general government net borrowing / net lending of ESA95. Generd
government debt is defined as consolidated gross debt at end-year nomina value. The series
are available from 1997; the 1996 data are an gpproximation derived from the IMF s GFS
methodology .

Gross foreign debt is of the whole economy, covering both short- and long-term, but excluding
equity investment and money market insgruments. The source for stock of outstanding debt is
OECD, while the source of GDP is Eurogtat. For the ratio of gross foreign debt to exports, the
nationa accounts definition of exports of goods and services is used (source: Eurodat). The
datafor 2000 are Eurostat estimates, based on joint OECD/IMF/BIS/World Bank series.

Monetary aggregates are end-year stock data, as reported to Eurostat. Generdly, M1 means
notes and coin in circulaion plus bank sight deposits. M2 means M1 plus savings deposits plus
other short-term claims on banks. M3 means M2 plus certain placements in a less liquid or
longer-term form. Not al countries produce an M3 series. Totd credit means loans by resident
monetary financid inditutions (MFIs) to non-MHF residents.

Interest rates. Annual average rates based on monthly series reported to Eurodtat. Lending
rates refer to bank lending to enterprises for over 1 year. Depodit rates refer to bank deposits
with an agreed maturity of up to one year. Day-to-day money rates are overnight interbank
rates.

Exchange rates. ECU exchange rates are those that were officidly notified to DG ECHN until
1 January 1999, when the ECU was replaced by the euro. Euro exchange rates are reference
rates of the European Centrd Bank. The effective exchange rate index (nomind), as reported to
Eurogtat, is weighted by mgjor trading partners.
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Reserve assets are end-year stock data, as reported to Eurostat. They are defined as the sum
of centra bank holdings of gold, foreign exchange, SDRS, reserve position in the IMF, and
other claims on non-residents. Gold is valued at end-year market price.

External trade

Imports and exports (current prices). The datais based upon the general trade system. Trade
Classfication: Trade in goods are recorded using the commodity classification according to the
Combined Nomenclature. Imports are recorded on CIF basis, exports on FOB bass.

Imports and exports with EU-15. Data declared by the Republic of Lithuania.

Demography

Net migration rate. Crude rate of net migration (recaculated by EUROSTAT) for year X, is.
population (X+1) - population (X) - Degths (X) + Births (X). This assumes that any change in
population not atributable to births and deeths is attributable to migration. This indicator
includes therefore dso adminigtrative corrections (and projection errors if the total population is
based on edtimates and the births and deaths on registers). Figures are in this case more
consigtent. Further, most of the difference between the Crude rate of net migration provided by
country and the one caculated by Eurodtat is caused by an under reporting or delay in reporting
of migration.

Labour force

Economic activity rate - Percentage of labour force in the tota population aged 14+ (from
year 2000 — aged 15+). This rate is derived observing the following ILO definitions and
recommendations:

Labour force: employed and unemployed persons according to the ILO definitions stated
below.

The employed: al persons aged 14+ (from year 2000 — aged 15+), who during the reference
period worked at least one hour for wage or sdary or other remuneration as employees,
entrepreneurs, members of co-operatives or contributing family workers. Women on child-care
leave are included. Personsin compulsory military service are excluded.

LFS data refer to September 1995-1997, May and November 1998 and 2000. (Due to the
fact that LFS are not carried out periodically the indicator has been estimated from the number
of employed which was cadculated on the base of reports provided by enterprises and
organisations).

Data include al those employed in the civil sector who are 14 years of age and older. Women
raising children till 3 years of age having not broken officid ties with their working places, their
working places being guaranteed for that period and receiving child benefits are included in the
employed (such women make up 0.4% of dl employed). Other women raising children till 3
years of age are not assigned to the employed.

The unemployed. All persons aged 14+ (from year 2000 — aged 15+), who concurrently meet
al three conditions of the ILO definition for being classified as the unemployed:
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- havenowork,
- aeactively seeking ajob and
- aeready to take up ajob within afortnight.

Persons raisng children and students of schools who are actively seeking a job are classfied
under the unemployed. Personsin compulsory military service are excluded.

Unemployment rate (by ILO methodology). Percentage of the unemployed in labour force.
This rate is derived from LFS (Labour Force Survey) observing the ILO definitions and
recommendations (see ILO definitions above).

Infragtructure

Railway network. All raillwaysin a given area. This does not include stretches of road or water
even if rolling stock should be conveyed over such routes; eg. by wagon-carrying trallers or
ferries. Lines soldly used for tourist purposes during the season are excluded as are railways
congructed solely to serve mines, forests or other industria or agricultural undertakings and
which are not open to public traffic. The data consders the congtruction length of railways.

Length of motorway. Road, specidly designed and built for motor traffic, which does not
serve properties bordering on it, and which:

(8  isprovided, except a specia points or temporarily, with separate carriageways for the
two directions of traffic, separated from each other, either by a dividing strip not intended for
traffic, or exceptiondly by other means;

(b)  doesnot crossat level with any road, railway or tramway track, or footpath;

(o) isspecidly sgn-posted as a motorway and is reserved for specific categories of road
motor vehicles.

Entry and exit lanes of motorways are included irrespectively of the location of the sgnposts.
Urban motorways are aso included.

Industry and agriculture

Industrial production volume indices. Indudtria production covers mining and quarrying,
manufacturing and dectricity, gas, steam and water supply (according to the NACE Rev.1
Clasdfication Sections C, D, and E).

Gross agricultural production volume indices. Gross agriculturd production volume indices
are calculated in congtant prices of 1993. The quarter indices are caculated on the basis of the
previous quarter.

Standard of living

Number of cars. Passenger car: road motor vehicle, other than a motor cycle, intended for the
carriage of passengers and designed to seat no more than nine persons (including the driver).
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The term "passenger car” therefore covers microcars (need no permit to be driven), taxis and
hired passenger cars, provided that they have less than ten seats. This category may aso include
pick-ups.

Telephone subscribers. Only main telephone lines per 1000 inhabitants, excluding mobile
phone subscriptions.

Sour ces

Totd areq, infrastructure, externd trade, demography, labour market, industry and agriculture,
standard of living (except Internet connections): Nationd sources.

Nationa accounts, inflation rate, balance of payment, public finance, finance: Eurogtat.
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