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A. Introduction

a) Preface

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

The European Council in Luxembourg decided that:

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

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

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

- describes the relations between Bulgaria 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 Bulgarid's Stuation 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 Bulgaria 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 Bulgariain preparing for
accesson.

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

The Report contains a separate section examining the extent to which Bulgaria 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
trestment for all the candidate countries and permits an objective assessment of each country in
terms of its concrete progress in preparing for on.

The Report draws on numerous sources of information. The candidate countries have been
invited to provide information on progress made in preparations for membership since the
publication of the last Regular Report. The Nationd Programmes for the Adoption of the
Acquis of each of the candidate countries, as well as the information they have provided in the
framework of the Association Agreement and in the context of the andytical examination of the
acquis (screening) and the negotiations', have served as 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 Geoffrey van Orden.
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b) Relationsbetween the European Union and Bulgaria

Recent developments under the Association Agreement (including bilateral
trade)

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

The Association Council met on 10 October 2000. An Association Committee meeting was
held on 4 October 2001. The system of sub-committees continues to function as a forum for
technica discussons.

The Joint Parliamentary Committee comprising representatives of the Bulgarian and European
Parliaments met three times, in November 2000, and March and October 2001. The Joint
Conaultative Economic and Socid Committee met in November 2000, and March and
November 2001.

The share of the European Community in Bulgarid s overall foreign trade dropped from 52.1 %
of dl exportsin 1999 to 51.1% in 2000. The share of the European Community dropped from
48.4% of al imports in 1999 to 44.0% in 2000. Bulgarias main exports to the Community
were base metds, textiles and machinery, its main imports from the EC were machinery, textiles
and chemicd products.

Regarding agricultural products, a new agreement on reciprocad concessons with Bulgaria
entered into force in July 2000 on an autonomous bass, pending the conclusion of an Additiona
Protocol to the Europe Agreement. As a consequence of this agreement, approximately 66 %
of traditiona EC agriculturd imports from Bulgaria are duty-free while 51 % of EC agricultura
exports to Bulgaria is exempted from duties. A second round of bilateral negotiations for trade
liberdisation is presently being prepared and would cover more sendtive sectors, in which
current trade is low, in particular due to a high degree of tariff protection.

The previous bilaterd wine agreement between the Community and Bulgaria expired on 31
December 2000. In November 2000, conclusions were reached in negotiations for a wine and
Spirits agreement involving trade concessions and the mutua protection of wine names and spirit
designations. The trade provisions were gpplied as from 1 January 2001 as autonomous trade
measures pending the adoption of the new agreements as an Additiona Protocal to the Europe
Agreement.

For processed agricultura products, negotiations have been concluded at technicd level and are
being discussed in the Council.

Negotiations regarding a free trade agreement on fish and fisheries products are till ongoing.

An anti-dumping complaint relating to imports of urea was lodged in October 2000 against
Bulgaria (among other countries). The investigation was concluded and a provisond price
undertaking reached in July 2001. Definitive anti-dumping duties were imposed in September
2001 on imports of hardboard from Bulgaria (among other countries).

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.
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In June 2001, Bulgaria presented a revised Nationa Programme for the Adoption of the acquis
(NPAA), in which it outlines its strategy for accession, including how to achieve the priorities of
the Accession Partnerships (see part D below).

Community aid

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

For the years 2000-2002 tota indicetive financid alocations to Bulgaria amount annudly to €
100 million from Phare, € 53 million from SAPARD, and between € 83 and 125 million from
ISPA.

In addition to its annua Phare dlocation, Bulgaria receives additiond Phare funding in the
context of the understanding reached in November 1999 on early closure dates for units 1-4 of
the Kozloduy nuclear power plant. The agreement foresaw additional Phare funding of € 200
million over the period 2000-2007, subject to certain conditions being met. The funds are used
for nuclear decommissoning and associated measures in the energy sector, and are largely
managed by the EBRD.

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

Phare provides the applicant countries of 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 cohesion (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 dlocated to Bulgaria commitments of around € 1000 million during the
period 1990-1999 and € 151 million in 2000°. The 2001 Phare Programme for Bulgaria
conggts of an dlocation of € 82.8 million for the National Programme, concentrated on the
following priorities

3 Commitments in both 2000 and 2001 were augmented by exceptional allocations from the Reserve, together with the

special Phare funding for nuclear decommissioning and associated measures. The 2000 figure includes an allocation of
€28 million to Cross-Border Co-operation (CBC) Programmes.
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Economic reform and the adoption and implementation of the acquis: projects to strengthen
the centrad bank, encourage equity investment in medium-sized private sector enterprises,
improve phytosanitary and veterinary control, raise fisheries standards, implement the
Seveso environment directive, and strengthen maritime safety. (€ 11 million)

Economic and socia cohesion: investment projects focusng on SME and tourism sector
development, labour market measures and socid incluson, and busnessrelated
infrastructure, and an ingtitution building project to strengthen capacity to prepare ESFtype
programmes. (€ 37 million)

Strengthening public adminigration: projects for strategic policy-making and co-ordination,
implementing civil service reform, developing a recruitment and training strategy for the
judiciary, combating money laundering, streamlining bankruptcy proceedings, strengthening
the nationa customs and refugee agencies, improving the qudity of agriculturd datistics, and
grengthening the management of EC funds. (€ 15 million)

Ethnic integration and civil society: projects for integrating the Roma population, ensuring
ethnic minority accessto hedth care, combating socid exclusion, developing a self-sustaining
and dynamic civil society, and raising professond standardsin journdism. (€ 7 million)

An additiond € 28 million was dlocated for cross-border co-operation programmes mainly
concerning infrastructure projects on Bulgaria s borders with Greece and Romania. A further €
70 million was dlocated for nuclear decommissioning and associated measures using the specia
funds agreed in the context of the understanding on early closure dates for units 1-4 of the
Kozloduy plant, plus € 7 million from the Phare horizontal nuclear safety programme.

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

Bulgaria participates, or intends to participate, in the following Community programmes and
agencies. Altener, Combating Cancer, Customs 2000, IDA Il, e-Content, Enterprise and
Entrepreneurship, Fiscalis, Gender Equdity, Hedth Monitoring, Leonardo da Vinc |1, Media
Plus, Pollution-related Diseases, Prevention of AIDS, Save, Socrates Il and Y outh. Bulgariais
adso included in the Fifth Framework Programmes for Research, Technologicad Development
and Demongration Activities. Phare helps meet part of the costs of participation in most of
these programmes and agencies. In order to streamline Community lega procedures and
thereby facilitate future participation of Bulgariain Community programmes, a Decisonisin the
process of being adopted by the EU-Bulgaria Association Council establishing the generd
principles for such participation.

Following the ratification and entry into force of the agreement, the forma participation of
Bulgariain the European Environment Agency will sart in January 2002.

Overdl, the impact of Phare has been positive. Effective transfer of know-how, equipment and
financid resources has taken place in a number of important fields such as economic and
dructurd reform, modernisation of public inditutions, strengthening the judiciary and border
control, adoption and implementation of the acquis, and important issues relating to socia
coheson and the protection of vulnerable groups. Phare support to agriculture and SME
development has helped in developing sector strategies and initiating necessary indtitutiona and
financid mechanisms for enterprisesin these sectors.
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Examples of successful Phare projectsin Bulgariainclude:

- Indtitutiona strengthening of the border police was supported by a project under the 1999
Phare programme (€ 3 million). Using a combination of twinning assistance and investment
in new equipment, the project has aready contributed sgnificantly to srengthening the
police' s capacity to monitor and guard Bulgarid s borders.

- Harmonisation of customs legidation was supported by a project under the 1998 Phare
programme (€ 1 million). Mog EC customs directives and regulations have been
successfully integrated into Bulgarian legidation, with assstance from atwinning partner.

- The credtion and equipping of the SAPARD Agency in Bulgaria was supported by a
successon of Phare interventions, delivered by consultants and SIGMA experts. Bulgaria
was the firgt candidate country to secure partid accreditation of its SAPARD Agency in
May 2001, dlowing implementation of the SAPARD programme to commence.

The Phare Review for 2000 confirmed the accesson-driven approach and emphasised the
importance of helping countries to prepare for the Structural Funds. The Review foresees the
possihility that management of the Phare funds can be fully decentrdised from 2002 if the strict
pre-conditions set down in the Co-ordination Regulation 1266/99 are met. Second, Phare
programming can be moved onto a multi-annua basis if supporting strategies are in place. Third,
the trends introduced in 1997 continue with an increased role for Deegations, further
dreamlining of procedures and, ladly, increasng emphasis on rasng the verifiable and
quantifiable impact of Phare projects in inditution building, invesment in compliance with the
acquis and economic and socia cohesion.

Concerning SAPARD, the Commisson gpproved Bulgarials National Agriculture and Rura
Development Plan in October 2000. The operationa programme for atotal public expenditure
of around €808.3 million, of which €371.2 million will be financed by EC SAPARD funds, has
four priority axes. improving the production, processng and marketing of agriculturd and
forestry products as well as the processing and marketing of fishery products in compliance with
EC acquis, promoting environmentaly-friendly farming and environmenta protection; integrated
rural development aimed & protecting and strengthening rural economies and communities, and
investment in human resources and technical assstance.

The Multi-annud financing agreement between the Commission and Bulgaria setting out the
rules for implementing SAPARD was signed in December 2000 and the Annud financing
agreement setting out the Community financia commitments for the year 2000 was sgned in
February 2001 and entered into force in April 2001.

The State Fund for Agriculture has been designated as the SAPARD Agency, and has
respongbility for arranging co-financing of EC projects as well as managing short and medium-
term national loans to farmers. In May 2001, Bulgaria became the first candidate country to
gan the Commission’'s partid accreditation of its SAPARD implementing structures for the
implementation of three measures (invesmentsin agricultura holdings, processng and marketing
and diversfication of economic activities), and payments began shortly afterwards. Bulgarid's
SAPARD commitment in 2000 was € 53 million.

Regarding | SPA, the national strategies for transport and the environment were agreed in 2000
and have provided the bass for identifying priority projects. In the case of transport
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infragtructure the emphass is put on completing the man transEuropean  corridors,
development of border connections including the new Danube bridge, eectrification of raillways,
and the recongtruction of Sofia airport. In the case of the environment the main priorities are the
water sector (drinking water supply and wastewater treatment), solid waste management, and
ar pollution. Adminigrative structures and procedures have now been put in place by the
Bulgarian authorities for the implementation of 1SPA projects. The whole of the available ISPA
dlocation for Bulgaria (€104 million) was committed in 2000, helping to support the following
projects. Sofia arport reconstruction and extension, trandt roads rehabilitation (sections on
main trans-European corridors), urban wastewater trestment plants at Stara Zagora and
Dimitrovgrad, and six regional household waste disposal Sites a Montana, Rousse, Pernik,
Sevlievo, Silistraand Sozopoal.

Bulgaria now receives in totd around € 300 million a year in Community grant-financed, pre-
accesson assigtance, equivaent to over 2% of its GDP. Programming, implementing, monitoring
and evauating such alarge volume of essentidly project-based assistance, and ensuring robust
systems of financia management and control, represents a red chalenge for Bulgaria s public
adminigration. While there have been some notable successes in this regard, including the early
accreditation of the SAPARD Agency, condderable further efforts are needed to ensure that
administrative capacity is adequate to handle Community assstance effectively. At the
programming stage, the authorities are now developing a more pro-active approach to
Identifying Strategic priorities. But more needs to be done to ensure that these priorities are
trandated into mature projects, and that ministries collaborate with one another and with outside
groups and co-ordinate donor assistance more effectively. At the implementation stage, thereis
a need to grengthen both financia management and control systems and project management
capacity in many areas. Efforts are needed to reduce staff turnover and provide adequate
resources for contracting, technica and financia aspects of project implementation. At the
monitoring and evauation stages, the new arrangements must be made to work effectively, so
that a higher proportion of projects are steered to a successful concluson and lessons are
learned systematicaly from successes and mistakes in the past. Tackling al these issues will
require amgor and sustained investment in key parts of the public adminigtration.

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 mobilise Sgnificant human and financid resources to help them in this
respect, through the process of twinning of administrations 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 Structura Funds. It
now covers al sectors pursuant to the acquis.

A tota of 372 twinning projects, primarily in the fields 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 principa priority

sectors that have been identified in the Accesson Partnerships. But dso other important
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sectors of the acquis have been addressed through twinning, for example, socid policy, fight
agang drugs, transport, 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 dl 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 Mata. Furthermore, the candidate countries are
being offered the possibility of drawing on Member States expertise through Twinning light in
order 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 operationd throughout the candidate countries a any one time.

For Bulgaria, eleven projects under the 1998 Phare programme, fifteen under the 1999
programme, and fourteen under the 2000 programme are being delivered wholly or partly usng
twinning. Twinning will again be an important eement under the 2001 project, contributing to
the results of up to ten projects. These span a broad range of sectors including veterinary and
fisheries control, implementation of environmental acquis, strengthening the centrad bank and
cusoms agency, dreamlining bankruptcy proceedings, combating money laundering and
improving maritime safety standards.

Negotiations/ screening

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

Since the opening of the accesson negotiations, subgtantid discussons on the individua
chapters of the acquis started, and by October 2001, negotiations on 21 chapters had been

opened.

By the end of September 2001, the following 11 chapters had been provisonaly closed: Free
Movement of Capitd, Company Law, Fisheries, Statigics, Smal and Medium-sized
Enterprises, Science and Research, Education and Training, Culture and Audio-Visua Policy,
Consumers and Hedlth Protection, External 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 Bulgarias progress towards accesson, the Commission
concluded that:

“Bulgaria continues to fulfil the Copenhagen politicd criteria

Bulgaria has made progress in adopting secondary legidation necessary to implement the Civil
Service Law, and dso to implement this.  The adoption of the Child Protection Act in June
2000, which creates a State Agency for Child Protection, is another positive step forward.

However, very little has been done to upgrade the judiciary, which remains weak. Also
corruption continues to be a very serious problem and a global, transparent anti-corruption
drategy with overt backing from government and parliament would be of benefit. Since the
adoption of the framework programme for the integration of Roma last year, some progress has
been made but the administrative capacity of the Nationa Council on Ethnic and Demographic
Issues to implement the programme remains low, and the limited financid means dlocated for
implementation make effective performance of its task difficult.

Mgor efforts are needed to develop a strong, independent, effective and professona judicia
sysem. The fight against corruption needs to be strengthened. In line with the short-term
Accession Partnership priority on Roma, further concrete actions and adequate financia
resources are still required.”

The section below aims to provide an assessment of developments in Bulgaria since the 2000
Regular Report, as well as of the overal stuation in the country, seen from the perspective of
the politicd Copenhagen criteria, including as regards the overdl functioning of the country’s
executive and its judicid sysem. Developments in this context are in many ways closdly linked
to developments regarding Bulgaria s ability to implement the acquis, in particular in the domain
of jusice and home affairs. Specific information on the development of Bulgaria's ability to
implement the acquis in the fidd of justice and home affairs can be found in the relevant section
(Chapter 24 — Co-operation in the field of justice and home affairs) of part B.3.1. of this
Report.

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

proclaimed at the Nice European Council in December 2000.
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Recent devel opments

Following the generd dection of 17 June 2001, a government led by the Nationa Movement of
Simeon Il in codition with the Movement for Rights and Freedoms came into power, replacing
the United Democratic Forces government which had been the firg to remain in office for a full
term since 1989. Integration of the country into the EU remains a key priority for the new
government. The consensus of dl politica forces in parliament towards the god of integration
into the EU and NATO remains very strong. Bulgaria continued to play a positive role in efforts
for enhanced co-operation in South Eastern Europe.

The OSCE-ODIHR find report on the eections of 17 June 2001 concluded that: “While these
eections met the OSCE commitments for democratic dections, there is room for further
improvements in the electora process. The dection legidation contains provisons that raise
concerns, including the lack of reference to the right of accredited domestic and international
observers to monitor the aggregation of results.  Also, the media regulaions are overly
redrictive.” The Bulgarian government has acknowledged these recommendations.

1.1. Democracy and therule of law

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

Parliament

The Parliament has continued to operate smoothly over the past year. Following the eectionsin
June, a new Standing Committee on European Integration was created to replace the
parliamentary Council on European Integration. It combines elements of the former Council on
European Integration and Foreign Affars Committee deding with EU issues. The new
committee will continue to adopt decisons on the bass of consensus between the four
parliamentary groups and preserve a fast track procedure for legidation related to EU
integration.

The executive

Last year, progress in laying the lega framework for a modern, professona and independent
public adminigtration was reported. This has continued through the adoption of most necessary
secondary legidation and progressin implementation of the legd framework, thus making further
progress towards the short—term Accession Partnership priority of implementing the civil service
law. The legd framework for the Bulgarian civil serviceis now largey satisfactory but a number
of issues 4ill require atention. There is now a need to focus on its implementation to ensure
establishment of a professond and impartia civil service.

Further steps have been taken towards the implementation of the Laws on State Administration
and the Civil Service. Statutes setting out the structures for most ministries and executive bodies
have been adopted by the Council of Minigters. Employees in the adminigtration are gradudly
being covered by the new civil sarvant status. By September 2001, 17 300 people had civil
servant gtatus. This represents about 30% of those employed in state adminigtrative structures

(induding netiond, regiond and municipa administrations). These figures exclude the Interior
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Ministry where about 8% of staff (5119) have been demilitarised and have Civil Servant satus.
People with this status received significant sdary increases of gpproximately 20%, which is
intended to contribute towards recruitment and retention of high quality personnd. Civil service
sdary levels and pay components (e.g. alowances and bonuses) are regulated by law.

In December 2000, the Prime Minister gpproved a Code of Ethics for Civil Servants in his
capacity as Miniger of State Adminigration. This offers guidance on ethical conduct in relations
with the public on duty and in public and private life.

Also in December 2000, the statute of the State Administrative Commission was gpproved by
the Council of Minigers. The State Adminigtrative Commission’ s role is to ensure respect of the
Civil Service Law.

As far as recruitment is concerned, competitions with selection based on merit have been
organised for a limited number of posts, but not yet for the mgority of gppointments. In
particular these are not yet the norm for interna gppointments.

Severa geps have been taken towards improving openness and transparency of public
adminidration. A register of state structures and acts of the executive has been created and is
published on the Internet. This contains inter dia information on the role and organisation of
main minigtries and agencies and information of interest to the generd public. It dso contains
information on public procurement.

The adoption of the Law on Access to Public Information is a podtive step forward. This
regulates the right of citizens and lega entities to gain access to information from state and local
government bodies on matters of public interest. In case of refusal, appeals can be made to the
courts. However, the act contains some ambiguous legdl definitions, which will make use by the
adminigration (especidly at locd level) and interpretation by the courts difficult, so needs
daification.

After a decison of the Council of Minigters in June 2000 on measures for the improvement of
adminigtrative services to the public, a pilot project to organise services based on  *one-stop-
shops’ has begun in six locad adminigrations.

Currently there are Ombudsman-type activities in number of municipdities in the country and in
Sofia. Bulgaria does not yet have an Ombudsman with nationa responsibilities.

The Supreme Adminigtrative Court has continued to function and there has been an increase in
the number of cases it has examined. Adminigtrative acts of centrd and local government can be
contested before the court. It has teken several decisons on important matters and the
executive has complied with these. However, the role of the court needs to be further
developed.

Concerning planning and policy-making capacity, there have been some deveopments. As
reported last year, in policy areas which involve severd departments and sectors (eg.
preparation for structura funds) the quality of inter-ministerial co-ordination needs to be further
improved. Whilst new laws go through a mandatory impact assessment, this process varies in
qudity and is often superficid. As far as conaultation with the public is concerned, the new
practice of publishing draft laws on the Internet to initiate wider public debate is welcome but
consultation, for example with socid and economic partners, could be further improved. As
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mentioned |last yeer, there is insufficient attention to how laws will be implemented, which results
in delays between adoption and actua implementation. After new laws enter into force, more
atention needs to be paid to monitoring implementation and enforcement, in particular in the
court system.

The new government has made a commitment that Structures in charge of the European
Integration process will remain intact to ensure continuity. In generd the structures created for
the European Integration process have functioned effectively for work on accesson
preparation, negotiations and implementation of the Europe Agreement. However adminigtrative
structures lack the capacity necessary for fully effective use of EC assistance and need to be
strengthened.

An Indtitute for Public Adminigtration and European Integration was established as foreseen in
the civil service law. Its datute has been adopted and Staff recruited. State funding goes
towards staff sdaries and premises, with work to establish training courses and training of tutors
currently funded by donors. Preparation of a national drategy for training of the date
adminigtration sarted at the beginning of 2001.

There are no changes to report on the structures for regiond and local administration.

Although some further steps have been taken towards establishment of a modern and open
public adminigtration, much remains to be done to develop the civil service and promote a new
adminidrative culture so that it is ready to cope with EU membership. These include further
efforts to implement the lega framework and strengthening procedures to ensure accountability.

Thejudicial system

Since the 2000 Regular Report, there has been an increased debate in Bulgaria on the state of
the reformin judiciary.

On 1 October 2001, the new government adopted a Strategy for Reform of the Judicial System
in Bulgaria. Its am is to develop European standards in justice to contribute to preparation for
EU membership. Objectives include improvement of human resources, administration and
physica infrastructure of the judiciary. The capacity of the Supreme Judicia Council to fulfil its
role is to be enhanced and co-ordination between the Supreme Judicid Council and the
Ministry of Jugtice on the management of the judiciary improved. The Magidrates Training
Centre is to be transformed into a public ingtitution. Steps are to be taken to promote equa
access to judtice (improving free legd ad provison) and to improve the execution of
judgements to ensure more effective protection of citizen's rights. A detailed implementation
plan aso needs to be developed. Whilst the adoption of the Strategy is a clear step forward, it
does not yet address issues where condtitutional change will be required, such as changes to the
immunity of megidrates.

The Condtitution and the Law on the Judicid System provide for the independence of the
judiciary. These dso give members of the judiciary (judges, prosecutors, and investigators)
immunity from prosecution from al but serious crimesthat carry over 5 yearsin prison. The fact
that crimind investigators with the functions they exercise in Bulgaria (some of which are
exercised by police dsawhere), are members of the judiciary, is unusud. Requedts to the

17



Supreme Judicid Councl to lift immunity are rare. Such provisons on immunity make it difficult
to know the potentia scale of corruption or crimind activity in the judiciary.

According to the Conditution and the Law on the Judiciary, the Supreme Judicid Council
(SIC) isthe highest body representing and governing the judicia system. The Council comprises
representatives of judges, prosecutors, investigators and the legd profession.

According to Bulgarian law, the judiciary should have its own budget. The Supreme Judicid
Council has prepared a budget for the judiciary. Nevertheess, in the last few years, the
executive has submitted to the Parliament a different draft of the judiciary budget , which has
been adopted. The budget alocated has been about 30% lower than proposed by the Supreme
Judicid Coundil.

Whilgt the Supreme Judicid Council has quite wide adminidrative responghilities for the
operation of the court system, it does not have the necessary adminigtrative capacity to exercise
them. Its secretariat isinsufficiently staffed for thisrole.

About 80% of the budget for the judiciary goes on sdaries for judges and staff, and much of
what remains goes on day-to-day running codts of the judiciary, leaving little for equipment.

Procedures for funding the management of court, prosecution and investigation service premises
are complicated and untrangparent. The conditions in the mgority of the courts, prosecution
offices and investigation services remain very poor. Concerning court adminitration, manua
registration and adminigtrative processing of cases remain common practice. Where courts have
introduced information technology, this is largely due to locd initiatives or donor assstance
programmes.

The unclear lit of roles and responsibilities between the SIC and Minigiry of Justice is an issue
which contributes to the poor functioning of the judicia system.

There are often delays in administrative processing of cases. Thisis due to a number of factors.

Poor adminigtrative support obliges judges, prosecutors and investigators to spend alot of time

(etimated a well over 20% of judges time) on adminidrative and clericd matters. This

reduces time available for handling cases. Case management aso lacks transparent standards
for assgnment. Inter-agency co-operation is weak and complicated. For example, an unusualy

large proportion of casesis sent back by the courts to the public prosecutor, because the courts
condder that the invedtigation is incomplete. Return of cases to the public prosecution aso

occurs in EU member gtates, but the high level of thisin Bulgaria suggests a structural weskness.

Conditions for return are not transparent and there is no system for apped againgt such a
decision.

Concerning recruitment, there has been no progress to introduce transparent national criteria
and competitions for recruitment or promotion of judges. Whilst in April 2001 the Supreme
Judicid Council announced its intention to introduce selection panels for gppointment of judges
and prosecutors to regiond courts, this has not yet been put into practice. Locd initiatives in
severd mgor courts to recruit junior judges by competition continue.

Training remains inadequate. As yet no systematic training is provided for members of the

judiciary. The Magidrates Training Centre, an NGO funded largely by foreign donors, focuses

on the training of judges. Newly appointed judges now attend initid training. A pilot programme
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for training of public prosecutors was garted in April 2001. The Centre aso delivers some
generd coursesin EC law and EU indtitutions. Severa specialised courses have been organised
for magidrates on internationd co-operaion in pena matters, extradition and insolvency
proceedings. Since the last Regular Report, a consensus has emerged between the Supreme
Judicid Council and the Minigtry of Jugtice on the need to establish anationd public inditute for
training of members of the judiciary.

Whilgt there have been developments in some aress, there is as yet no reason to change the
overdl assessment made last year that further efforts are needed for the judicid system to
become strong, independent, effective and professiona and able to guarantee full respect for the
rule of law as well as effective participation in the interna market.

Anti-corruption measures

Whilgt there have been some improvements since last year, in particular in the legd framework,
corruption continues to be a very serious problem in Bulgaria. According to severd surveys
snce the last Regular Report, customs, the police, university teachers, business people, public
sector officias who have close contact with the public and the judiciary were perceived to be
among the most corrupt professions. Corruption continues to be considered as one of the main
problems facing Bulgarian society. It is gill seen as an efficient means of addressng priveate
problems. However there is a decrease in public acceptance of corruption and civil society has
been active in railsng awareness and putting corruption on the politicd agenda. The new
government has made a commitment to combat corruption. There is a perceived tendency
towards improvement of the business and investment environment, but corruption remains a
serious obstacle to business development and the improvement of the investment climate.

On 1 October, the Council of Ministers adopted a nationa Strategy for Combating Corruption.
This has 4 main areas creating an inditutiona and legd environment which will curb corruption,
anti-corruption reform in the judiciary, curbing corruption in the economy and anti-corruption
co-operation between government ingditutions, non-governmenta organisations and the mass
media. The drategy emphasises trangparency, accountability and clarity of relations, for
example between (on the one hand) government and (on the other) the private sector and the
citizen. Specific measures are planned, for example to cover the Customs Agency, public
financid control and local government. The Nationd Assembly is given the role of setting an
example in anti-corruption effectiveness which will be followed by other indtitutions.

Whilgt the legd framework for combating corruption is coming into place, enforcement of the
exidting legd framework poses a sgnificant chalenge. There has not yet been sufficient focus on
prevention of corruption. A number of new measures have been taken since last year:

a Code of Ethics for Civil Servants has been approved, setting basic principles and rules of
ethica conduct for avil servants in their relations with the public whilst on duty, and in their
public and private life;

A new Political Parties Act came into force, introducing clearer rules for financing political
parties;
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The Law on Access to Public Information has come into force. This should increase
trangparency in the adminigtration, however there isaneed for more legd clarity (see section
on the executive) to ensure thisis fully effective in achieving thisam;

All public procurement tenders since 1 January 2001 have been published in the Public
Procurement Register. The regidter is ble to the public on the Internet;

The Government submitted amendments to 21 laws to the National Assembly amed a
fadiliteting or diminating various regidration and licensing regimes.

The main bodies responsible for dedling with cases of corruption are the public prosecutor’s
office, investigators, the courts, the police, the Nationa Service on Combating Organised Crime
and the Bureau of Financid Intelligence. However, it should be noted that many of the peoplein
the judicid system handling cases have immunity from prosecution for certain offences (see also
section on the judiciary).

As far as the adminigtration is concerned, in accordance with the Public Register Law, which
invites high-ranking government officids to declare property, income and expenses, firs
declarations of income and expenses of high-ranking government officias were submitted in
summer 2000.

Bulgaria continues to paticipate in the monitoring of anti-corruption measures through the
OECD Working Group on bribery in international commercia transactions and the Group of
States againgt Corruption (GRECO).

1.2. Human rightsand the protection of minorities

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

Bulgaria has ratified most human rights conventions (see annex). In November 2000, Bulgaria
ratified Protocol No. 4 and Protocol No. 7 to the European Convention for the Protection of
Human Rights and Fundamental Freedoms. Bulgaria has ratified the Revised European Socid
Charter and undertaken to be bound by the Additional Protocol providing for a system of
collective complaints.

The EC anti-discrimination acquis has not yet been transposed.

Civil and political rights

Since lagt year, Bulgaria has made progress in the areas of human rights training of police,
trafficking, pre-trial detention, and the legd framework for non-governmental organisations.

Human rights organisations continue to make critica reports about police violence, which
provides cause for serious concern. These indicate that minorities, homosexuals and progtitutes
are mogt likely to be subject to police ill-treatment. Investigations into police abuse remain rare
and avery smdl number of cases cometo court. Surveys aso indicate no change in the Situation
regarding the frequent use of force in arests.  There was a reported dight reduction in the

number of detainees reporting use of physica force indde police Sations. As in previous years,
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reports aso indicate that the Roma continued to condtitute a disproportionate number of the
victims of thisviolence. One positive development is that the National Police Service has set up
a specidised human rights committee which has the role of digning police practice with
internationa law and organising training. Regiond co-ordinators, who will organise activities at
locd leve, have been gppointed and are receiving periodica training on human rights issues.

Bulgaria remains a source and trangt country for trafficking in human beings. However, the
government is making efforts to combet trafficking. Two police units are dedicated to dealing
with this problem. Trafficking in human beings is not yet defined as a specific offence, which
meakes it harder to bring cases to court, but a proposa to remedy this is pending in parliament.
Few prosecutions have yet teken place. There is dso close co-operation with other
governments to combat trafficking.

As concerns pre-trial detention, there has been some improvement. There has been a trend
towards shorter preliminary proceedings, which means few defendants are detained for more
than 6 months. 14 out of the tota of 29 pre-trid detention centres housed underground have
been closed.

Prisons ill have problems with overcrowding, poor food and sanitary conditions. Concerning
correctional boarding schools and socid educationa boarding schoals, there has been no
improvement in the legd framework for placing young people in such ingtitutions. The legd
framework gill needs to be revised to ensure cases have been heard in full conformity with the
right to afair trid before detention.

On 5 October 2000, the European Court of Human Rights delivered a judgement in the case of
Varbanov v. Bulgaria It established a violation of Article 5 of the European Convention on
Human Rights, the right to liberty and security, by ruling that his detention in a psychiatric
hospitd was abitrary. Deficiencies in Bulgarian legidation were identified. The Bulgarian
government has announced its intention to make changes to the Public Hedlth Law or through a
new Law on Menta Hedth, but has not yet done so.

Concerns have been raised that over athird of crimina case defendants do not have accessto a
lawyer during trid before a court of first instance. Bulgaria needs to take steps to ensure that
fundamental human rights are fully respected, especidly though ensuring that in practice al
detained individuals who cannot afford alawyer have access to legd aid.

Regarding freedom of expression, as mentioned in the last Regular Report, fines for libel remain
very high but indications are that redtraint is shown in implementation.

Concerning religious freedom, in the last Regular Report concerns were raised that interested
parties had not been consulted in the preparation of the new Denominations Act. Adoption of
the Act was postponed to alow for consultation. The Act has not yet been adopted.

One poditive development is that a number of applications for dternative service have been
granted over the last year in accordance with the law of October 1999.

Concerning theright to privacy, concerns have been expressed by human rights organisations
a the high number of permits granted for wiretgpping and the need to ensure proper judicia
controls on the issuing of these.
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Bulgarian law currently discriminates againg homosexuals. Discriminatory provisons in the
Penal Code need to be removed to avoid discrimination.

The Non-profit Legd Entities Act entered into force in January 2001, providing a new legd
framework for non-governmental organisations in Bulgaria This is a 9gn of progress as it
edtablished clear rules for the regigtration of associaions of citizens and foundations. The new
law aso increases trangparency, through a public register of organisations and the obligation to
provide annual reports on activities and finances. However, the tax environment for NGOs and
donations remans rather redrictive. The new Nationd Assembly has edablished a
parliamentary committee on civil society issues.

Economic, social and cultural rights

Some limited progress was made in this area over the past year, notably in reinforcing the
ingtitutional framework for child protection.

There has been no further progress in adopting legidation on equal opportunities for women
and men. Concerning politica representation, following the June 2001 eections, women make
up about 25% of the new Nationa Assembly, a significant increase from 11% in the previous
assembly.

Whilg the Child Protection Act (mentioned in the last Regular report) ams to reduce the
number of children in indtitutions through placement in fogter families, a the end of 2000 there
was no sgnificant change in the number of children in inditutions. Conditionsin socid inditutions
for children are mixed and indicate that some orphanages offer relatively high standards of care,
but in many living conditions are very poor. The Stuation is particularly serious in some of the
homes for severely handicapped children. Poor living conditions and inadequate care are said to
have contributed to especidly high mortdity rates in some homes for children with mentd
disabilities. Around 65% of children in resdential accommodation come from minority groups.
Steff caring for children rate amongst the country’s lowest paid.  An ordinance on terms and
conditions of providing police protection to children has been adopted.

The Government has adopted a regulation for the establishment of the Child Protection Agency
and appointed a Chairman. The Agency should improve co-ordination and implementation of
policies & nationd and regiond level, and provide guidance to and control of municipa services
on child protection activities. Efforts are oriented towards preventing socid excluson and
towards de-indtitutionaisation. Severd steps are necessary if the Child Protection Agency is to
become fully operationd. Secondary legidation is still required to clarify its precise role, as are
adequate human and financia resources. The second centra body envisaged in the Child
Protection Act, the Nationa Council for Child Protection (a consultative body) has dso been
st up. Members come from eight government departments. Seven NGOs participate as
asociate members. Representatives of two international organisations are aso invited as
associate members. Bulgaria needs to ensure the full implementation of the UN Convention on
the Rights of the Child and ensure the necessary adminidrative capacity is in place and is
functioning efficently.
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Minority rights and the protection of minorities

Bulgaria has ratified the Framework Convention of the Council of Europe for the Protection of
Nationd Minorities.

In the census conducted in 2001, 4.6% of the population identified themsalves as Roma and
9.4% as of Turkish ethnic origin.

As reported in previous years, the Roma continue to suffer from socid discrimination due to
accumulation over time of factors that have worsened their living conditions. Many Romallive in
very poor conditions in illegdly built housng. According to a survey gpproximatey 70% of
houses in Roma neighbourhoods are built illegdly, which means there is very limited access, and
no right to public services. Very few municipdities have acted on the cdl in the Framework
Programme to legdise such homes. Unemployment is very high, with esimates reaching 60-
75% of working age Roma. The politicd commitment from the government to remedy ther
problems needs to be matched by more effort into trandating this into concrete action.

Progress in improving the Stugtion of the Roma community has been limited. As concerns the
Framework Programme for Roma Integration adopted in 1999, very little progress has been
made on implementation. No progress has been made in the last year in srengthening the
capacity of the Nationd Council on Ethnic and Demographic Issues (NCEDI) to implement the
programme. However, the programme to gppoint Roma as expats in the administration
referred to last year continued.

Access to hedthcare and public services remains uneven for the Roma The Government took
measures to fadlitate the issuing of new identification documents to ethnic minorities. Under
socia programmes, people from minorities were targeted. However, there were Roma protests
over non-payment of socia benefitsin some municipaities. The Nationd Hedth Insurance Fund
targeted minorities with a specid campaign and added the names of the people not registered to
local doctors ligts of patients. Doctors receive the standard fee for a patient plus additional
funds due to the vulnerability of the population. However, there are reports of discriminatory
practicesin access to public hedlth care.

Many Roma children do not attend school and for those who do, drop out rates are very high.
Factors for this include poverty. Despite their forma status as regular schools, schools in Roma
areas remain in practice segregated schools which offer low quality education. This puts the
large mgority of Roma at a disadvantage compared to their peers in mixed schools. These
schoals are usudly overcrowded, lack basic facilities and in many cases have poorly quaified
teachers. Whils Roma tutors and teachers have been gppointed in bilingua schools, further
steps are needed to ensure the access of Roma children to the education system. It is a pogtive
step that the process of desegregation of Roma schools has started, with some NGO projects
testing different methodologies. But ill it has to become Government policy, and the
methodology and the approach have to be broadly discussed and accepted by the Roma
community.

There are sSome projects in municipdities. Sofiaand Plovdiv, for example, have started projects
for Roma to build homes and generate employment. Some funding comes from internationa
donors to support this. Sofia Municipad Council has dso adopted a medium-term programme
for the development of the Roma community in Sofia, which should be completed by 2005.
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In the genera dections in June 2001, an increased politica participation by Roma was
observed and there are Roma National Assembly members. The Turkish minority is better
integrated into political life through eected representation a nationd and locd levels. The
Movement for Rights and Freedom, which has a large representation amongst ethnic Turks, is
part of the ruling codition in the Nationa Assembly.

Further efforts are needed for the socio-economic integration of those ethnic Turks who live in
economicaly underdevel oped regions.

The Parliament passed amendments to the Civil Regidration Act amplifying the procedure
which ethnic Turks in Bulgaria, coercively renamed under the communist regime, should follow
to get their names back. Thisis now done through an adminigtrative rather than court procedure
which, whilst free of charge, was rather dow.

In dmogt dl eectronic media, there is minority participation through specidised programmes.
Bulgarian Nationd TV broadcasts news in Turkish and has two programmes addressing
minority issues and produced by minorities representatives. Roma Cable TV from Vidin has
receved a license to broadcast nationwide. Some loca radio stations also broadcast
programmes directed at the Roma population. There are a number of regular Roma newspapers
and magazines.

Asreported lagt year, minorities have alow level of representation in senior gppointments in the
adminigtration or as officersin the military and police. Some steps are being taken to tackle this,
for example through a programme to encourage police recruits.

1.3. General Evaluation®

Inits 1997 Opinion, the Commission concluded that Bulgaria fulfilled the politica criteria Since
that time, Bulgaria has made considerable progress in further consolidating and degpening 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. Bulgaria continues to fulfil the Copenhagen political criteria

Since lagt year, further progress has been made in public adminigtration reform. Many
employees have civil servant status and there is now a Code of Ethics for Civil Servants. The
Law on Access to Public Information is a positive step, but needs further clarification to ensure
effective implementation. Further steps are needed to ensure an efficient, transparent and
accountable public adminigration.

The recent adoption by the government of two Strategies, one on judicid reform and the other
on combating corruption, is a significant development. The chalenge now is to implement these,
The judicia system remains weak and there is as yet no reason to change the assessment made
last year that further efforts are needed for it to become strong, independent, effective and
professond and able to guarantee full respect for the rule of law as well as effective
participation in the internal market. Corruption has continued to give serious cause for concern.

®  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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Enforcing the legd framework effectively presents a chalenge and greeter focus is needed on
prevention of corruption.

Some progress has been made on  human rights training of police and on combeting trafficking
of human beings. However, there is a need to address plice behaviour, notably as regards
reported cases of ill-treatment. continues to give cause for serious concern.

A child protection agency and a nationa advisory council for child protection have been set up.
Further steps need to be taken to make the Child Protection Agency operationa. On child
welfare, there is not yet a dgnificant change in the number of children in ingtitutions. Poor
conditions in some homes for children with mental disgbilities are cause for concern.

Roma continue to suffer from widespread socia discrimination. Rolitical commitment from the
government to remedy their problems has gtill not been matched by concrete action. One more
positive development is that some NGOs have pursued projects on desegregation of Roma
schools.

Very little further progress has been made to meet the Accesson Partnership priority to start
implementation of the Roma Framework Programme, and to strengthen the National Council on
Ethnic and Demographic Issues.

Concerning other related Accesson Partnership priorities, Bulgaria has made further progress
to implement the Civil Service Law. However, the priority of strengthening the judiciary has not
yet been met.
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2. Economiccriteria

2.1. Introduction
In its 1997 Opinion on Bulgarids application for EU membership, the Commission concluded:

“Bulgarid’s progress in the crestion of a market economy has been limited by the absence of a
commitment to market-oriented economic policies; it would not be able to cope 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 2000 regular report the
Commission found that:

“Bulgaria has clearly made further progress towards becoming a functioning market economy. It
is not yet able to cope with competitive pressure and market forces within the Union in the
medium term.

In examining the economic developments in Bulgaria since the Opinion, the Commisson’s
gpproach was guided by the conclusions of the European Council in Copenhagen in June 1993,
which stated that membership of the Union requires.

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

In the analyss below, the Commission has followed the methodology gpplied in the Opinion, as
well asin the previous regular reports.

2.2  Economic developments

Largely as a result of past economic reforms supported by an improved external
environment, economic growth has accelerated. The Bulgarian economy grew by 5.8% in
2000, the highest figure since the 1996-97 economic crisis. Macroeconomic stability has been
preserved, and the state of Bulgaria's public finances and the current account balance bear
witness. However, inflation rose subgtantidly, manly due to one off factors, while
unemployment dightly moved down from its high levd. Private investment has remained low but
risng dowly, while foreign direct greenfield investments are high and rising.

26



Main economic trends

Bulgaria 199 1997 1998 1999 2000 2001 latest
Real GDP growth rate per cent -10.1 -7.0 35 24 58 48H1
Inflation rate ®
- annual average per cent 1230 1,047.7 18.7 26 103 10.2"June
- December-on-
December per cent 3110 5475 16 7.0 113 9.4 June
Unemployment rate, end- 194P Q2
year per cent
- ILO definition 137 150 16.0 17.0 164
General government per cent of
budget balance GDP -15.3 -0.3 13 0.2 -0.7
Current account balance  per cent of
GDP 2.7 132 -0.6 -6.0 -50
million -319° Jan-
ECU/euro 208 1,187 -69 -695 -649 June
Foreign debt
- debt export ratio per cent 168.9 165.9 160.9 180.6 1398
- grossforeign debt million
9 g ECU/euro 8252 | o211 | 7973 | 9285 | 10650
Foreign direct
investment in flow -
balance of payments per cent of
data GDP 18 6.4 55 75 7.1
million 304° Jan-
ECU/euro 138 573 602 874 926 June

Progress is being made with the restructuring of the economy and privatisation. The
share of the private sector in GDP rose further and the remaining assets in the state hands
consg largely of utilities. The financid performance of the remaining state owned enterprises is
improving and continues to be monitored closdy by the Ministry of Finance. The busness
climate has improved but the licensing, tax and customs regimes still have shortcomings and they
needs to improve further. Privatisation procedures are not ways open and transparent and the
implementation of bankruptcy procedures needs to be improved. The banking sector is
developing dowly, but remainsin a state in which it has not yet contributed sgnificantly to inter
alia arapid restructuring of industries and services.

Source: Website of National Bank
Source: Website of National Bank

© © N o

PROXY HICP since 1997 (see methodological notes).
Moving 12 month average rate of change
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Main Indicators of Economic Structurein 2000

Population (average) thousand 8,170
GDP per head® PPS 5,400
Per cent of EU average 24

Share of agriculture™ in:

- grossvalue added per cent 145

- employment per cent :

Investment-to-GDP ratio* per cent 16.2

Gross foreign debt/GDP* per cent 81.8

Exports of goods & servicesGDP per cent 58.5
Million Euro 1,960"

Stock of foreign direct investment Euro per head 23916

P: provisona data

Bulgaria has recently resumed its process of catching up with the EU. Bulgarias 2000
average per capita income in purchasing power standards was low at only 24% of the EU
average. This meant a dight increase over 1999, but the relative income level was sill below
the pre-crisis leve of 1996. Regiond income differences are smdl in Bulgaria, ranging from
22% 1o 24% of the EU average (data for 1998). Employment rates for both genders are
relatively low. In 2000 the overal employment rate was 51.5%. The economic activity rate has
been on a declining trend over the past years, reaching a low 47.5% in 2000. Unemployment
showed a small decrease to 16.4% of the labour force in the year 2000, but increased to
19.4% (2001Q2). More than haf of the unemployed (58.6%) are long-term unemployed.
Unemployment rates are dightly higher for men than women, but for young people (<25 years)
at 34.2% much higher than for older people. Regiond unemployment differences are higher than
income differences. while in the two regions in and around the capitad unemployment is well
under the national average, in dl other regions unemployment is over average (data for 1999).

1 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.

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

¥ Estimated.

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

5 Datarefer to 1999

6 Datarefer to 1999

11
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Average old-age pensions as a percentage of average sdaries increased dightly (36.8% in 2000
againgt 34.6% in 1999).

2.2. 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 continued support for the medium-term economic reform programme and for
EU accession-related policies. Following the June 2001 eections, dl parties represented in
parliament support the stability oriented and EU accession related policies (the currency board
arrangement, sound public finances, further reforms and accesson to the EU). The policy
measures of the new government confirm its commitment to these goas.

In May 2001 the Bulgarian authorities submitted their pre-accesson economic programme. In
the summer of 2001, Bulgaria is negotiating a stand-by arrangement with the Internationa
Monetary Fund, after it successfully completed its extended fund facility that ran from
September 1998.

Over the year 2000 government has improved consultation with socid partners. The didogue
promotes ussful idess for economic reforms.

GDP growth in 2000 increased to 5.8%. Investment grew by 8% and contributed, together
with net exports, most to aggregate demand. Manufacturing industry expanded most rapidly
(+15%) while services expanded at haf that rate. The agricultura sector contracted further
aong the trend of declining agriculture of the last years, reinforced by the drought that hurt
farming in the summer of 2000. In the firgt part of 2001, these trends continued. In the first half
of 2001, GDP expanded by 4.8% rddtive to the first half of 2000 and the manufacturing
industry’s growth was fagter than the services expansion; dill, the agriculturd sector was
contracting.

Unemployment fell over the year. Unemployment fell to 16.4% of the labour force at the end
of 2000 (from 17.0% in 1999), of which 58.9% are long-term unemployed. In the second
quarter of 2001, unemployment increased to 19.4%. These job losses are due to the
employment losses associated with structura reforms, which are not yet compensated by job
cregtion because of the wesk business climate and due to a skills mismaich. The lack of
effective labour market policies (i.a insufficient retraining posshilities) means tha the latter
agpect of unemployment is not adequatdy tackled. The low and seadily fdling economic
activity rate (47.5%) suggests that a sgnificant number of workers have left the [abour market
atogether.

Consumer price inflation rose substantially from 2.6% in 1999 to 10.3% in 2000. Y ear-
on-year inflation rose to over 10% from May 2000 onwards.However, since January 2001
inflation has returned to sngle-digit levels. Fuel and food prices — high energy prices, the high
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vaue of the USD, a drought in the summer of 2000 — were chiefly responsble for these
developments. The adjustment of administered prices contributed to the risein inflation as well.

Bulgaria has continued to adhere to the currency board arrangement. Due to the inflation
differentia between the euro area and Bulgaria, the BGN experienced a red appreciation of
more than 7% relative to the euro. At the start of 2000, the base interest rate was 4¥%6. It
fluctuated over the year and is around 4% in the summer of 2001, which, with a higher rate of
inflation than in early 2000, implies lower red interest rates. The broad monetary aggregate
grew by 13.5% in red terms and by a quarter in nomind terms. As under a currency board
money supply is exclusvely determined by economic actors demand for money, this shows that
money demand is being re-established after itsfal in the 1996-97 period of high inflation.

The fiscal policy conducted by the government over the reporting period continued to be tight
and conggtent with the currency board arrangement. The fiscal programme was over-fulfilled in
2000. The generd government deficit according to harmonised EU standards (ESA95)
amounted to 0.7% of GDP, according to the nationa definition 1% of GDP in 2000 againgt a
planned deficit of 1.5% of GDP)". This deficit was less than expected, while the primary
aurplus (the government budget balance corrected for interest payments) was 3.6% of GDP.
The cause of this deficit lies in a rapidly growing centrad government deficit that was only
partidly offset by a growing socid security sector surplus. Revenues increased by 4.2% in redl
terms exceeding by 9.3% the planned value. In the period January - May 2001 the budget
revenues were higher than in the same period of 2000 despite the reduction in corporate tax
rates since 1.1.2001 (from 25 to 20% for companies whose profits exceed € 25 600 (BGN 50
000) and from 20 to 15% for companies whose profits are lower)®. (See also under Chapters
10 and 29).

The current account deficit fell to 5.0% of GDP in 2000 (from 6.0%) despite
unfavourable terms-of-trade developments It was pushed up by the risng trade deficit
(8.4% of GDP in 2000), which was mainly due to the oil price rise. The increased surplus on
the services account, primarily because of sharply risng tourist revenues, brought down the
deficit. In any case, foreign direct invesment (at nearly € 1 billion) well exceeded the current
account deficit so that the foreign debt did not increase.

The macroeconomic policy mix has continued to be appropriate. With the fiscd postion
turning into a smal deficit and the primary surplus faling, the authorities loosened budgetary
policy somewhat. The high growth of monetary aggregates was not the result of a policy choice
because of the currency board arrangement. Redl interest rates fell due to the unanticipated
acceeration of inflation. The red appreciation of the BGN rdative to the euro does imply a
tightening of monetary conditions and offsets to some extent the effect of budgetary policies and
redl interest rate developments.

Liberalisation of prices has continued. The number of goods and services with administered
prices has decreased but, since the weights of such goods and services in the basket of

" 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.

This seems to be the case among others because of the bank restructuring company’s (BCC) profits over the year 2000
due to the sale of Bulbank. However, according to ESA1995, these privatisation proceeds should not be included in the
government revenues but directly affect the public debt.
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consumer goods increased, their relative share increased from 20% in 2000 to 20.6% in 2001.
Administered prices now cover cods, except for digtrict hesting, household eectricity prices
and passenger railway trangport. In 2000 the overall growth of administered prices was 13.8%
(end of year) and contributed some 2.8 percentage points to the overall consumer price index
(CP1) increase.

Progress has been made with privatisation. The private sector share in GDP grew from
65.3% in 1999 to 69.3% in 2000. In 2000, 1325 privatisation deds were concluded (for an
amount of over 1% of GDP). Almost 100% of manufacturing industry are in private hands. The
share of privatisations through management, or management and employee, buyouts has
decreased. By the end of the year 2000, 77.8% of dl assets dated for privatisation (i.e. all
assts of enterprises not on a shortlist for definitive public ownership) had actualy been
privatised. For the remaining assets (chiefly telecommunications, banking, insurance, energy and
maritime trangport companies, and the state-owned tobacco company), the new government is
reviewing the privatisation strategy.

Two thirds of minority shares in already privatised enterprises, out of the total 1,609,
were sold by the end of 2000. In addition, 5 packages of shares were listed on the stock
exchange and some 20% were dlocated for privatisation by the Centre for Mass Privatisation.
In the remaining companies with state participation, this participation does not exceed 20%. The
completion of the sdling of state minority shares has been scheduled for end of 2001.
Continuous progress in selling these has been made, but, a the same time, newly privatised
enterprises lead to additions to the list with state minority shares.

In the energy sector slow progress has been recorded. The former dectricity monopoly
NEC has been split into 15 units. one owning the network, seven producers and seven
digributors. Currently, NEC till owns the network, a nuclear power plant, a therma power
plant and hydro-power facilities. The other 14 units are dated to be privatised. Bulgargaz has a
monopoly over gas distribution and is 100% state-owned. It continues to make losses, primarily
because of its contract with Russian gas suppliers with fixed prices and quantities. Action plans
for the restructuring and development of coal mining and digtrict heating sectors have been
developed. The didtrict heating sector is ill state-owned, with the exception of the Sofia didtrict
heating company, which belongs to the municipdity. The sector has been heavily subsdised
these past years. The authorities plan to transfer ownership to their main debtors, the
municipalities.

In the course of the year 2000, amendments to the privatisation law have been adopted.
These were amed at increasing trangparency and diminating the bias towards management-
employee buy-outs. Further measures are expected in the year 2001. Methods and quality of
Bulgarian privatisation have not dways been based on transparent and open procedures and
include a preference for management or management and employee buyouts. Moreover, some
shortcomings of the privatisation procedures also creste a barrier to market entry

Post-privatisation control has continued to slow down enterprise restructuring. The

Bulgarian authorities have continued to use the instrument of company-specific obligations on

privatised companies. This gpproach has negatively affected the flexibility and entrepreneurid

freedom of these companies. In addition, the negative effects were compounded by the,

sometimes, poor enforcement of such obligations. The authorities have sought to address this

issue by diminating their preference for privatisation by management buy-out, where pos-
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privatisation control is mostly used, and restructuring the divison of responshilities among the
bodies involved in privatisation.

Entry and exit in the market place is still not working properly, although the situation is
improving. The central adminigration procedures to start operating a firm have been
somewhat reduced; 63 of the exising licensng regimes were abolished and the Council of
Minigters has proposed to close down or smplify 58 more through an act of the Parliament..
There remain, over 400 other licensng regimes that make difficult enterprise cregtion and,
paticular the functioning of SMEs. These remaning licenang requirements dill impose a
ggnificant burden on enterprises in terms of time and money. Ther non-transparent nature
provides an opportunity for the public adminigtration to use ther discretionary power, leaving
open opportunities for corruption. The procedures of the loca adminigtrations, which represent
aso a consderable burden, have not been reformed.

The number of new private firms being set up in 2000 in Bulgaria is growing, even though
investors are often faced with long buresucratic procedures. There were 60 thousand
companies registered for VAT by end March 2001, a 7.2% increase over a year earlier and a
quarter more than three years before (Iess than 10% of the tota number of companies, inter dia
because of the relatively high VAT threshold). This growth is an indication of the dynamism of
the growing private enterprise sector. In support of enterprise cregtion, one-stop shops in many
aress and inditutions such as the Foreign Investment Agency, the regional SVIE agencies, etc.
have been established but are till not sufficiently effective and have not made a breakthrough in
helping companies to overcome entry barriers. For example, only Bulgarian legd persons are
igible for granting a concesson for the operation of infrastructure. This requirement might deter
foreign investors because, under Bulgarian law, in case of a conflict with another Bulgarian entity
internationa arbitration is not permitted and in case of a conflict with the Bulgarian state, no
arbitration a al. The ways the customs and tax adminigtrations function do not encourage
economic development. In particular, foreign owned companies complain about unusudly
frequent vists from the tax authorities.

Unclear ownership rights are hampering the development of the land, housing and
construction markets. The reason lies in the often unclear state of ownership, even &fter the
amogt completed redtitution process. Tracing historic ownership can prove difficult in many
cases due to the lack of a functioning cadastre and the dow work of courts in sorting out
controversa cases, resulting in dow progress. The land and red estate markets are not yet
functioning effectively. Unclear property rights and underdeveloped property markets aso
creste problems for financid intermediation. It can be difficult to establish the vaue of collatera
and in transferring owners  property rights. With the support of international donors, progressis
being made and the land regigtration and cadastre system is being modernised. For private
houses and apartments in the mgjor cities a market has emerged.

Contract enforcement remains difficult. As a result of the shortcomings of the judicid
system, parties would be discouraged from taking cases to court. The extent to which contracts
are respected is affected correspondingly by this lack of reliable enforcement. Whilst large
foreign companies are sometimes able to bridge these shortcomings in the lega and regulatory
environment by turning directly to political decison-makers, this path is not avallable to other
companies 0 means thereis not aleve playing field for businesses.
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Market exit procedures have been improved. The bankruptcy law has been amended and
gpecia legad chambers have been set up to ded with cases. However, it remains to be seen
whether their implementation will result in an accderation of the handling of cases. Ther
downess remains a deterrent to bank lending to the private sector. Although progress has been
made, a number of firms are till operating a aloss without being forced to restructure.

Further progress has been made with bank privatisation and restructuring. After the
privatisstion of the biggest Bulgarian bank, Bulbank, in July 2000, 80% of the commercid
banks assets are in private hands and over 73% are foreign-owned. Still publicly owned
remain the State Savings Bank (DSK), where 25% of the capital was recently transferred from
the Agriculture sate Fund to the Banking Consolidation Company; Biochim, whose
privatisation has been postponed since 1999; the Municipa Bank and the Centra Coopertive
Bank, where the state owns 34.3% of the capital. A new law on bank bankruptcy that has been
drafted to facilitate the restructuring of faling banks awaits gpprova by Parliament. The
profitability of the banking sector increased by 32.4%. The 3 biggest banks, Bulbank, UBB and
DSK generated 85% of profits. Only 4 out of the 35 banks were making losses in 2000,
againgt 6 lossmakers out of 34 banks in 1999. Over the year 2000, non-performing loans fell
from 7.9%, with the three largest banks and the branches of foreign banks in best shape, to
5.4% with al groups of banks improving except for the one of the branches of foreign banks.

Financial intermediation has remained too low and inefficient. In 2000, credit to the
private sector, represented only 14.7% of GDP, up from 13.5% in 1999, and it continues to
grow in 2001. The spread between deposits and lending rates was over ten percentage points
in 2000, which gives an indication of the codts of financid intermediaion and the perceived
risks. Banks are redricted in their lending behaviour because of the difficulty of retrieving
collatera in case of default and crimind liability of the loan officers under certain circumstances.
Longer-term financing is difficult to obtain and rates are higher and variable,

The capital markets improved but remain underdeveloped. The turnover on the Bulgarian
Stock Exchange remains low. Market capitalisation of listed companiesis estimated to be € 0.7
billion or 4.7% of GDP (€ 0.8 hillion in 1999) but only half of the litings are tradable and fewer
actudly traded. The volume traded outside the stock exchange is much larger than that on the
gock exchange, accentuating the problem of high costs and low liquidity of officid trading and
the lack of transparency in the market asawhole.

The financiad sector supervison has been kept Strict and the indicators of the banking system’s
hedlth, such as capitad adequacy, liquidity, and profitability continue to be good. However, the
low rate of credit to the private sector implies that there is much scope for development in al
sectors of the financial markets.

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

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

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

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

infrastructure. State enterprises need to be restructured and al enterprises need to invest to

improve ther efficiency. Furthermore, the more access enterprises have to outsde finance and

the more successful they are a restructuring and innoveting, the greater will be their capacity to
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adapt. Overdl, an economy will be better able to take on the obligations of membership the
higher the degree of economic integration it achieves with the Union before accesson. Both the
volume and the range of products traded with EU Member States provide evidence of this.

The continued macroeconomic stability has contributed further to Bulgaria's track
record on economic reform. Growth has accelerated and the current account deficit, the
exchange rate and the generd government deficit remain al under control. Only inflation has
grown over the year 2000, but this was largely due to externa circumstances, such astherisein
the world ail prices, and the adjustment of administered prices.

The quality of infrastructureislow, but improving. The overdl qudity of road, rallway and
port infrastructure is such that a substantial number of domestic and foreign investors see thisas
a mgor problem. Nevertheess, the infrastructure is improving through the efforts of the
Bulgarian authorities and is supported by EU funds. As a result the investors view of the leve
of infrastructure has steadily improved over the last years. Information and telecommunication
gructure is improving as well. The fixed telephone network is making some progress, while the
mobile telephone network has improved rapidly (see also chapter 19, telecommunications
and information technologies) and internet use is growing rapidly, abeit from avery low levd.

Education is not sufficiently focussed on the needs of a market economy. The shortage of
corporate management skills and a properly trained judiciary and public administration
adversdy affect the performance of the economy and its competitiveness prospects.

In 2000, the investment-to-GDP ratio (gross fixed capital formation) amounted to 16.6%
of GDP, up from 15.9% in 1999. However, it will be necessary for investment to grow
further, asthe current rate is too low to support continued high growth.

Foreign direct investment grew substantially in the year 2000. Bulgaria attracted around €
1.25 hillion, which means a subgtantid growth since 1999 (around € 0.9 hillion). Over haf of
foreign direct investments are in green fidd investments. Between 50 and 60% of total foreign
direct investments are channdled into industry; investments in trade, finance and tourism are the
next most important sectors. Clearly these developments reflect a growing confidence in the
Bulgarian economy. In the year 2000 only 22% of foreign direct investment originated from
outsde the EU againgt more than haf in 1999. Over the last years, the accumulated per capita
foreign direct invesments have increased rapidly, reaching € 470 by the end of 2000. Still,
portfolio investment is negligible, as capitd markets are not sufficiently developed.

Thereis not much progressin the restructuring of the energy sector. Inthe energy sector a
number of hydroelectric power stations were privatised but some of the initiated procedures
were recently suspended because of the government's preference to first update the strategy for
the energy sector. This move created additional uncertainty among interested foreign investors.
However, negotiations on the sale of two therma power plants, Maritsa East 1 and 3, have
been completed with foreign drategic investors.

There has been some further progress in restructuring the stedl industry, though the process
remains incomplete. A restructuring plan for the sted sector should be implemented in line with
EC requirements.

Although smdl and medium szed enterprises (SMES) account for the vast mgority of dl

companies in Bulgaria they create only one quarter of the vaue added in the economy and
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account for 40% of the jobs. SMEs have not developed their full potential for generating growth
and employment since they are suffering the worst aspects of the unfriendly business climate,
including red tape, corruption, lack of access to finance, information and management skills.
(see dso under Chapter 16, smal and medium-sized enterprises)

Sate aid fell from 2.2% of GDP in 1999 to 0.37% in 2000. Sectord ad fdl from 85% of
totd ad to 76%, which benefited mostly the district heeting companies, the Bulgarian post
savices and the Bulgarian Teecommunications Company while before the sted and
shipbuilding companies were the primary beneficiaries. Regiona aid was gpproximately congtant
in money-terms and hence its share increased (to dmost 17%). State aid for horizonta
objectives fell in absolute terms. There have been saverd cases of state aid and the government
did not follow in mogt of the cases the requirements of the law to notify the competition
authorities prior to granting the ad.

Financial discipline has improved. Tax, and socid securities arrears and debt to suppliers
have been decreased (monitored tax arrears, i.e. only large arrears, have fdlen by € 94 min.
over the year 2000). Thisimplies alowering of an obstacle to exit and amore level playing fidd.
Financid discipline of state-owned enterprises (SOES) has been maintained. The Ministry of
Finance monitors remaining SOES closely. These SOES can only obtain credits for investments,
not for operational cogts. For the monitored enterprises, the overal financial position improved.
However, the VMZ-Sopot and Bulgartabac companies and some parts of the energy sector
continue to generate losses. Severd SOEs in insolvency managed to reduce ther losses
substantialy (Varna Shipyard and two metal sector enterprises).

Bulgaria reduced import tariff rates further. However, compared to EU rates, Bulgarian
tariffs are gill high. There is room, therefore, for further tariff reduction and opening of the
€conomy.

The openness of the Bulgarian economy increased. In 2000, both the volume and the price
level of Bulgarian internationa trade increased subgtantidly. Imports and exports as a
percentage of GDP increased from 96% in 1999 to 122% in 2000 - exports 58%, imports
64%. The export volume increased by around 17%, reflecting the steady integration of the
Bulgarian economy into the EU and globa economy. As Bulgarian imports and exports are
energy intensve, their market value rose with the increased energy prices -export prices grew
by around 20%.

Trade with the European Union expanded. Due to an expansion of trade opportunitiesin the
neighbouring countries, as the economic environment in the Balkans improved, trade with non-
EU countries grew even more rgpidly (+45% in nomina euro terms) than with EU countries
(+38%). Thisresulted in adightly diminished share of exports to the EU from 52.1% in 1999 to
51.1% in 2000.

Exports to the EU consst mostly of food and manufactured goods while imports from the EU
are mostly machinery and transport equipment. Bulgariais a net exporter to the EU of wine,
mest, fruit and vegetables, of tobacco and leatherwear and clothes and various metals and metal
products. Although the BGN experienced areal appreciation vis-avis the euro, Bulgaria s redl
effective exchange rate did not appreciate over the year 2000 so that there was no loss of
competitiveness againg trade partners. More technology-intensive products, ranging from
optica equipment and aluminium products to manmade fibres, dominate Bulgarian imports.
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2.3. General evaluation®

Bulgaria is close to being a functioning market economy. It should be able to cope with
competitive pressure and market forces within the Union in the medium term, provided it
continues implementing reform and intengfies the reform effort to remove peragtent difficulties.

The Bulgarian macroeconomy is going into its fourth year of stable conditions, having
established a satisfactory track record of macroeconomic performance. Good progress has
been made in privatisation, especidly as regards banks, and with structura reform, setting the
microeconomic basis for sustained growth.

However, inflation has risen congderably in 2000. Investment remains insufficient. Financid
intermediation continues to be low and inefficient. Specific deficiencies remaining in the land
market affect the performance of this market and of other economic sectors. The authorities
should give priority to srengthening the judiciary and the enforcement of the regulatory
framework. Adminidrative obstacles to private sector development, affecting enterprise
cregtion, their development and their closing down, including bankruptcy procedures, must be
diminated. A sustained implementation of these reform measures and higher leves of private
and public invesment are key requirements for sustainable growth, and building up
competitiveness.

19 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the
progress towards accession by each of the candidate countries', COM (2001) 700.
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3. Ability to assume the obligations of member ship

Introduction

This section ams to update the Commisson’s 2000 Regular Report on Bulgaria ahility 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 Bulgaria ability to assume the obligations of membership, and of what remains to
be done. This section is structured to follow the list of twenty-nine negotiating chapters, and
Incorporates an assessment of Bulgaria adminidrative cgpacity to implement the acquis in its
various aspects. Bulgaria progress in trandating the acquis into its officid language is assessed
In a separate section.

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

The European Council in Santa Maria da Feira and in Gothenburg in June 2000 and June 2001
respectively recdled the vital importance of the applicant countries cgpacity to implement and
enforce the acquis, and added that this required important efforts by the applicants in
grengthening and reforming their adminidrative and judicid dructures.  Building on the
assessment of Bulgaria adminigtrative capecity 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:

“Since the last Regular Report, Bulgaria has maintained a good pace of dignment of legidation
with the acquis but needs to pay more attention to how this will be implemented and enforced.
Progress on public adminigration reform, in particular to implement the Civil Service law, isa
positive Ssgn. However, very little has been done to upgrade the judicid system, which remains
weak and needs to be strengthened, in particular to ensure future effective participation in the
internal market.

Regarding the internal market, Bulgaria has made further progress in most aress. In particular
in free movement of goods, progress has been made in standardisation to introduce the New
and Globa Approach principles. Bulgaria has made good progressin liberdisation of movement

of capitd with the adoption of laws on foreign exchange and securities. Nevertheless, the poor
functioning of the land market remains an obstacle for potentia investors. Substantia progress
has been made on legd dignment of industrid property rights. Good further progress has dso
been made in consumer protection and Statistics. However, further efforts will be needed in the
area of data protection, where Bulgaria lacks a framework compatible with the acquis. State
ads reman a matter of concern and Bulgaria is dill only gtarting to develop and implement a
lega framework in this field, an issue that needs to be addressed as a matter of priority.
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Bulgarid s progress to achieve a substantia degree of dignment on the audio-visud acquis can
be commended.

In agriculture, Bulgaria has made significant progress in gpproximation of legidation and some
progress on implementation, but as mentioned last year, this remains problematic partly due to
lack of funding. Further work is needed on veterinary inspection. Bulgaria has made good
progress for the start of the SAPARD programme where it has moved swiftly towards
accreditation for its paying agency. Concerning regiona policy, Bulgaria has adopted a new
territoria  organisation, for Sx planning regions corresponding to level 1l datidicd units.
However, more attention needs to be paid to co-ordination and implementation both at national
and regiond levels. Bulgaria has achieved further progress in terms of transposition of the EU
environmenta acquis and for the preparation of the implementation of EU environmenta
directives.

Progress in trangport has accel erated compared to previous years. Steps have been taken in all
sectors and work has started on maritime safety. The long-standing issue of a second bridge
across the Danube to Romania has been resolved with an agreement between Bulgaria and
Romaniain February 2000.

The restructuring of the energy sector has gained momentum during 2000. Particular attention
must be drawn to nuclear safety. The commitments for early closure of Kozloduy Units 1 to 4
meade by the Bulgarian Government in the Understanding of November 1999 mark an important
step forward in Bulgaria' s pre-accession course.

In justice and home affairs, further progress has been made on legidation and there has been
more focus on implementation. Further resources and investment in modern equipment will be
needed to ensure success.

In generd, the capacity of the Bulgarian adminigtration and judicid system to ensure gpplication
of the acquis is il limited. Efforts are focussed on preparation and adoption of legidation with
insufficient atention on how this will be implemented and enforced. This means that in arees
where an adequate legal framework has been adopted, implementation and enforcement of laws
remains poor because of weak adminidirative and judicial capacity and lack of preparation for
implementation.

Bulgaria has fulfilled partidly the large maority of short-term Accesson Partnership priorities
relating to the acquis. Concerning adminigtrative capacity, Bulgaria has advanced on priorities
with the exception of those on building the capacity to assess the financid and indtitutiona
impact of new legidation and on strengthening the judiciary, where little or no progress has been
made.

Bulgaria has dready darted to address some of the medium-term Accession Partnership
priorities.”

3.1. Thechaptersof theacquis

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

Chapter 1. Free movement of goods
Since the last Regular Report, Bulgaria has continued to make good progressin this domain.

In the area of horizontal and procedural measures, Bulgaria has made the first steps to
trangpose the principles of CE marking of the New Approach legidation by adopting a Decree
on Conformity Marking in August 2000.

Good progress can be recorded regarding sector specific legislation. In the areas covered by
New Approach Directives, nine directives on gas gppliances, congtruction products, toys, low
voltage, equipment used in potentidly explosve amosphere, smple pressure vesss,
machinery, lifts and dectromagnetic competibility have been trangposed. The
Teecommunications Act was amended in early 2001 to provide liberdisation for the market for
technicad devices, but it is not in line with the acquis regarding conformity assessment
procedures.

As regards sectors covered by the Old Approach Directives, the Stuation has dightly
improved compared to last year but transposition remains behind schedule. Some progress can
be recorded on motor vehicles, glass, footwear, pharmaceutical products and cosmetics.
However, there are some ddlays in trangpostion of legidation on chemicals, textiles, pre-
packaging and on legd metrology. In the area of food safety and foodstuffs legidation (see also
chapter 7 - Agriculture) - Bulgaria has transposed EC legidation on hygiene requirements for
non-plastic materias intended to come into contact with food.

As concerns the development of adminigrative capacity for the implementation of horizontal and
procedura measures and sector-specific legidation, the main achievement since the last Regular
Report has been membership of the European Accreditation snce March 2001 by the
Bulgarian Accreditation Agency (BAA). So far the Agency has only accredited one certification
body for machinery, dectricd equipment, furs and leather. Standardisation, certification and
market surveillance activities are gill in the hands of the State Agency for Standardisation and
Metrology, athough within different directorates.

Since the last Regular Report, no new developments have taken place as regards the non-
harmonised sector.

In the area of public procurement, increased efforts have been carried out to adapt the lega
framework for public procurement, notably with the adoption in November 2000 of an
ordinance for the Public Procurement Register. The Register publishes procurement notices,
invitations to pre-qualify, contracts planned for the next year dong with other information on
experts, good practices, invitations to tender and contract awards.
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Overall assessment

Bulgaria has reached a reasonable degree of adignment with the acquis on free movement of
goods. However, much legidation intended to transpose the acquis is gill in the drafting Sage.
The acquis concerning pressure equipment, medicad devices, legd metrology, radio and
telecommunication termina equipment, non-automatic weighing insruments, and recrestiond
crafts has not been adopted yet. Efforts should be made to speed up the adoption of legidation.

The framework Law on Technica Requirements adopted in September 1999, which introduced
into domestic legidation the New and Globa Approach principles, is il not fully in line with the
acquis. In paticular, the chapter on high-risk equipment (e.g. lifts, pressure vessels) needs to
be amended as it could partialy affect the proper gpplication of some New Approach
directives.

As regards standardisation, the adoption rate has increased by 40% dthough it still has not
reached the level required for membership of CEN and CENELEC.

As regards food safety legidation, considerable efforts need aso to be devoted to harmonising
Bulgarian legidation with the acquis while abolishing the pre-market gpprova system.
Furthermore, the administration (including the laboratory network) will have to be re-structured
and adapted to the principles underlying the EC food safety system.

Legidation on firearmsis not yet fully aigned with the acquis.

It remains difficult to assess progress made on the adminigtrative capacity of the standardisation
body. The functiona reorganisation of the State Agency for Standardisation and Metrology is
dill pending, including the separation of standardisation, certification and market surveillance
activities. This agency took over market surveillance of the gas appliances sector in June 2001,
thus taking the first concrete step in assuming its responghbility for market survellance in the
aress covered by the New Approach directives. Bulgaria gtill needs to create an effective
network of independent certifying bodies and laboratories. Specid attention needs to be given
to the development of a nationa conformity assessment system, and in particular to certification
bodies which supply services under the conformity assessment procedures of the Globa
Approach.

As regards safety checks on products a external borders, Bulgaria has ill not introduced
appropriate customs checks on conformity. Mgor efforts are required to establish appropriate
customs and market surveillance infrastructure as well as effective adminigtrative co-operation
between competent authorities.

In non-harmonised areas, Bulgarian authorities should ensure that the principle of mutud
recognition is integrated into every piece of relevant Bulgarian legidation on goods.

In the area of public procurement, whilst the Public Procurement Law of 1999 provides for a
generd framework comparable to internationa procurement legd standards, it is ill not fully in
line with the acquis. Modifications are gtill required concerning conditions for tender, incluson
of public/private utilities, the remedies system and the application of the nationa preference
scheme. Moreover, the duties of the Public Procurement Directorate have not yet been fully
defined and it is currently understaffed. The Public Procurement Register has proved to be a
well-used tool and has contributed to transparency. However, there is till much progress to be
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made in terms of improving knowledge of public procurement operations on the part of the
contracting authorities. The current ingtitutiona capacity of the directorate responsible for public
procurement needs to be reinforced in terms of resources and staffing. Both the supreme audit
indtitution (National Audit Office) and the internd audit body (Public Internal Financia Control
Agency) can decide to perform specific audits on contracts made under the Public Procurement
Law. However, the current control system needs to be strengthened to ensure prevention of
possible corruption in the awarding of public contracts. Many companies, especidly foreign
companies, have expressed complaints about the nature of public procurement transactions.
The complaints review procedure is burdensome and time-consuming and should be improved.
The lega regulations and procedures for the control and audit of procurement operations need
revison.

Chapter 2: Free movement of persons

Bulgaria has made some progress in digning with Community provisons. Preparations for
complete aignment, as well as for the establishment of the required adminigtrative structures,
have aso continued.

In the area of mutual recognition of professonal qualifications some progress has been
made with the development of standards for 18 professons and with the establishment of a list
of professons and specidities for vocationa education and training.

Bulgaria has continued approximation of legidation rdating to architects by revising the notion of
legally recognised technical capacity in the Act on Congruction of Territory. However, further
measures are required in this arealin order to achieve full harmonisation.

Progress has aso been made in the area of medica and para-medica activities where a number
of secondary legidative acts have been adopted.

As a result of restructuring measures and additiond human resources, the adminidtrative
capacity of the three line ministries and the concerned state agencies has improved.

Some progress can be reported on citizens rights. By adopting the Act on amendment and
supplement to the Foreigners Act, which entered into force in April 2001, Bulgaria extended
the right to family reunification for foreign long-term residents and seems to have digned its
legidation with the relevant provisons on student rights. No particular developments are to be
reported in the area of voting rights. It isrecalled that the Congtitution will need to be amended.

No particular developments are to be reported in the area of free movement of workers,
athough anew Ordinance on Work Permits of Foreign Nationals is under preparation to ensure
equa treatment for migrant workersin Bulgaria.

In the light of the future co-ordination of social security systems, Bulgaria has adopted
secondary legidation, amed a the completion of the socia security reform.

Overall assessment

Bulgaria has partidly digned with the acquis in this area. Steps have been taken to dign with
the acquis, but efforts will need to be stepped up and indtitutiona capacity strengthened in dl
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aess. Further legidative work is necessary to achieve full dignment in the area of mutua
recognition of professond qudifications. Efforts are needed both to provide an appropriate
legidative framework and to ensure dignment with the individud directives. It will need to be
ensured that, by accession, there are no provisons in Bulgarian legidation which contradict
Community rules, in particular with respect to nationdity, resdence or language requirements.
Legidation on mutua recognition needs to be monitored to ensure that it distinguishes between
academic and professiond recognition and includes smpler procedures to alow the provision of
services. It will need to be ensured that the adminigirative structures in place are in line with the
acquis and that any adaptations and reinforcements needed can take place in good time.

With respect to professona qudifications obtained before harmonisation, Bulgaria will need to
introduce measures to ensure that al its professonds can, as from accesson, meet the
requirements laid down by the acquis.

With the amendments to the legidation on residence rights, Bulgaria has made some progressin
digning with the acquis on citizens rights  Preparations should continue and include
amendments to the provisions on voting rights.

In the area of the free movement of workers, legidation is only partidly digned and subgtantia
efforts are required to ensure complete dignment by accesson, in paticular with the
Regulaions on free movement which will gpply directly and automaticaly upon accesson.
Following the proposal of the Minigter of Labour and Socia Policy a working group has been
St up to carry out acomplete review of the current nationa legidation.

With a view to the future co-ordination of socid security systems, Bulgaria needs to complete
its socid security reform and to develop  sufficient adminidtrative structures,  in particular to
train the necessary staff. Furthermore, Bulgariais encouraged to conclude further socia security
agreements, in particular with Member States, as they normaly rely on the same principles as
the Community rulesin thisfied.

Chapter 3: Freedom to provide services

Since lagt year's Regular Report, Bulgaria has recorded some progress in most of the areas
covered by this chapter.

Inthefield of the right of establishment and the freedom to provide services (other than
financid services) some progress has been made to improve the Stuation of non-residents. The
Law on Foreigners was amended in April 2001 in a view to improving the conditions for
foreigners exercising free-lance activities to obtain long-term resdence. However, amendments
are il required to ensure dignment of the law with the right of establishment under the Europe
Agreement.

In the fidd of financial services, some legidation has been adopted to dign the banking
sector further with the requirements of the acquis. This includes in particular a new regulation
on standards of capital adequacy for banks which partialy trangposes the relevant Directives.
However, no progress can be recorded on important legidation regarding better protection of
creditors and bankruptcy of banks, which is delaying subsequent updating of the legidation on
bank deposit guarantees.
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Concerning the insurance sector, there has been no progress. The National Council on
Insurance and the newly created Agency on Supervison over Insurance and Gambling are
respongible for the supervison of the insurance sector. The political independence of the latter
has aso been put into question since its creation in early 2001. Its capacity to carry out its role
is weak, its ingpections are rather superficid and the rationale behind its two roles, i.e. to
supervise both the insurance and the gambling sector is till inconsstent with EC practices.

With regard to investment services and securities markets, important secondary legidation to
implement the Public Offering of Securities Act has been adopted. Between mid January and
May 2001, the Bulgarian Nationa Securities Commission was inactive because of the expiry of
the term of office of the Commissioners. It was only in mid-May that the new management of
the Commisson was edablished and dated peforming its functions. Concerning the
protection of personal data and the free movement of such data, Bulgaria has not yet
adopted a law.

Concerning information society directives, Bulgaria adopted in April 2001 the E-document
and E-ggnature Law, providing for adignment with the mogt recent acquis in this area
Regarding implementation, the State Telecommunications Commission (STC) is repongble for
the supervison of provision of certification services.

Overall assessment

Bulgarian legidation is quite wdl digned with theacquis in thisarea. It is maintaining sability of
the financia sector, dthough further steps are il required.

In the field of the right of establishment and freedom to provide services, some efforts have
been made to reduce provisons which lead to discriminatory effects on non-nationals, but
sgnificant problems remain. Also, Bulgarian law in this area is rather complex, which makes it
difficult to assess whether regulatory provisions have been aigned.

Efforts will have to be continued to create a stable and efficient financia sector. Bulgaria has
maintained the gability of its banking system and developed sound banking supervison
practices through the Bulgarian Nationd Bank’s Banking Supervison Directorate. The higher

share of loans to private enterprises in the total lending to trade and industry (over 77%) is a
positive Sgn, as is the declining share of loans to the public budget and state enterprises. The
Sructure of the banking system has changed with the share of private banks reaching 81% at

the end of 2000. The largest Bulgarian commercia bank, Bulbank, was privatised at the end of
2000. A number of formerly privatised banks have dready changed mgority ownership,

atracting foreign banks. The share of foreign-owned bank assets is thus around 73%. The
privatisation of the banking system has resulted in a more competitive environment which, for

ingtance, has triggered an upgrading of information systems of commercia banks, thus creating
conditions for higher quaity services and modernisation of the product range. There is dso a
substantia increase in the demand for credit cards and international debit cards in the country.

Risk evauation capacities should however be improved. There is dill a shortage of know-how
in the banking sector that needs to be addressed, even though the Indtitute of the Bulgarian
Banking Association is carrying out intengve training programmes.  Depite the progress made
in adopting securities legidation, the capita market has not developed further. The Securities
Commission as a regulator of the capital market, will need further training, particularly since its
management was renewed in May 2001.
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Bulgaria dso needs to complete sgnificant further steps in dignment with the acquis in the
Insurance sector. The Stuation in terms of trangpogition of EC insurance acquis is dill lagging
behind as only the first generation Directives have been transposed so far. The privatisation of
the biggest state-owned insurance company has not yet taken place. Bulgaria sill needs to
develop a comptitive insurance market. The staff of the newly created agency for supervison
over insurance and gambling is in urgent need of training to carry out its tasks. The legitimacy of
this agency is in any case open to question as long as it remains responsible for supervison of
both insurance and gambling. However, the Government has just announced its intention to
separate these respongbilities.

Wide consultation has taken place on the protection of persona data and the free movement of
such data with the public and stakeholders, and legidation is under preparation. Bulgaria il
needs to adopt legidation and ensure full independence of the supervisory body for the control
over activities related to persond data processing.

Chapter 4: Free movement of capital

Bulgaria has achieved subgtantid dignment of its nationd legidation with EC legidation in the
field of free movement of capitd.

Almost no progress was observed in the area of payment systems, dthough the start of work
to establish ared-time gross settlement system (RTGS) isasmadl but positive step.

In the area of money laundering, the amendments to the Law on Measures againg Money
Laundering reorganised the Bureau of Financid Intelligence into a Sate agency. This Bureau is
entirely financed by the State Budget and reports annudly to the Minister of Finance.

Overall assessment

As regards capitd movement, Bulgaria's significant degree of liberaisation was introduced
through the Foreign Exchange Act, which has been in force since January 2000. This included
provisons which completdly liberalised inward and outward direct investment. A number of
transactions, mainly outflows, are not yet fully liberalised and require prior registration with the
Bulgarian Nationa Bank.

However, the main remaining redtriction on capita movements concerns the congtitutional ban
on the acquigition of red estate by foreigners. An amendment to the Law on Ownership was
adopted in July 2000. This removes the obligation that required foreign naturd and lega
persons to request an authorisation from the Minister of Finance to acquire ownership rights
over buildings (rights to own, use and transfer) and limited property rights over red edtate in the
country (the right to use, build and to add to an exigting building) except in border zones and
aress of importance to nationd security. This limitation also gpplies to local companies with

foreign participetion.

Further efforts are required on the harmonisation of the Bulgarian legidation with the Directive
on settlement findity in payment and securities settlement systems and Directive on cross-
border credit transfers. According to the Foreign Exchange Law, the Ministry of Finance and
the Bulgarian Nationd Bank (BNB) are responsible for its implementation and for foreign
exchange control. The BNB baance-of-payment department, however, needs substantial
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capacity building in order to ensure permanent and detailed monitoring of the capitd inflow and
outflow.

Bulgaria needs to implement the acquis on payment systems and establish adequate and
effective procedures for handling cusomers complaints and for the settlement of disputes
between banks and customers.

Work remains to be done aso in order to develop the payment systems infrastructure in
accordance with European requirements and standards.

Progress has been achieved in the area of fight against money laundering. Though the new
amendments have increased the legad competencies of the Bureau of Financid Intelligence, the
dow pace of lega proceedings seems a consderable impediment to the fight against money
laundering in Bulgaria. The lack of resources dso remains a problem. Bulgaria aso needs to
ensure that dl relevant organisations and in paticular dl credit and financid inditutions,
co-operae fully with the Bureau.

A specid unit within the “Specid Supervison” Directorate at the BNB is responsble for the
implementation of the amendments to the Law on Measures againg Money-Laundering
regarding the control and prevention of money laundering with respect to banks and financid
houses. The extenson of the unit's functions requires organisational development and further
training of its officas Bulgaria also needs to ensure compliance with the Recommendations of
the Financial Action Task Force,

Chapter 5: Company law

Since lagt year's Regular Report, Bulgaria has made further progress in aigning company law
and improving the legd framework for protecting intellectual and industrial property rights.

Regarding company law, amendments to the Commercia Law were adopted in October
2000. These amendments implement the requirements of the First Directive on disclosure of
information, the Second Directive on capitd, the Eleventh Directive on disclosure requirements
in respect of branches of foreign companies, and the Twdfth Directive on sngle-member
privete limited liability companies.

A number of training initiatives have been held over the past year to improve legd practitioners
awareness of developmentsin commercid law.

Inthefidd of intellectual and industrial property rights, the Law on Copyright and Related
Rights was amended in December 2000 to protect the rights of films and strengthen border
control measures againgt goods infringing copyright. The Nationd Assembly ratified the WIPO
Copyright Treaty and Performance and Phonograms Treaty in January 2001. The Nationd
Assembly rétified the Madrid Agreement Protocol on internationa registration of marks in
March 2001. A regulation on border control measures for industria property rights protection
was adopted in November 2000.

Policy on and enforcement of intellectua property rights is the responsbility of the Minigtry of
Culture, which maintains a national copyright database, with support from the Minigtry of
Interior, the Customs Agency and the courts. Over the past year, the Ministry of Culture has

issued numerous pend ordinances relating to violaions of copyright law, and the courts have
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examined many intellectua property cases. The Minigtry of Interior has seized and destroyed
large quantities of pirate compact discs and software. A specialised working group has been
edablished to improve co-ordination between the various bodies involved in enforcing
intellectua property rights.

Regarding the regulation replacing the Br ussel's convention on jurisdiction and enforcement of
judgements in civil and commercia matters, there are no new developments to report. (See
also chapter 24, co-operation in the fields of justice and home affairs.)

Overall assessment

Bulgarian legidaion in the areas of company law, accounting law, indudtria and intellectud
property rightsis broadly in compliance with the acquis. However, some gaps remain, notably
the need for dignment with the Third and Sixth Directives on mergers and divisons of
companies, the adoption of the proposed Accounting Law, and the introduction of
supplementary protection certificates for industrial property purposes. Other legidation requires
adjusment, in order to ensure alignment to the Directive on the harmonisation of certain aspects
of copyrights and rdated rights in the information society and the Directive on the resaeright for
the benefit of the author of an origind work.

Policy respongbility for company law rests with the Ministry of Justice, and the courts are
responsible for enforcement. There is an eectronic commercid register, which is open to public
ingpection.  The Minigry of Finance has policy responshility for accounting law and takes
advice from the Indtitute of Certified Public Accountants, which is responsible for accounting
standards.

The Patent Office is the principa authority respongble for protecting industria property. 9199
marks, 1047 invention and utility modd gpplications and 361 industrial designs were filed at the
Officein 2000. The Office received 52 requests to investigate aleged infringements. It plansto
st up aspecidised unit to ded with infringements and impose sanctions.

The main chalenge now is to strengthen the capacity of, and co-ordination between, the various
bodies responsble for applying the law in the area of intelectual and industria property rights
protection, so thet it is enforced in an accurate, timely and transparent way, which provides
busness with the necessary confidence that legd rights are effectively protected. The
enforcement of intdlectud, industrial and commercid property rights remains a particular
concern: the continuing trade in pirate compact discs and computer software in many cities in
Bulgaria provides an indication of the gap between the letter of the law and its enforcement.
Specid atention should be given to the functioning of the legd system, including its capacity to
enforce legidation, to sreamlining administrative procedures, and to diminating the scope for
corruption. Further efforts should be made to ensure efficient co-operation among the bodies
deding with enforcement (police, customs and judiciary) and border control. Traning for
enforcement bodies, including judges and prosecutors, should be stepped up.

Chapter 6: Competition policy

Bulgaria has made further progressin this area since last year’ s Regular Report.
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Inthefidd of anti-trust, the main legidative development was the entry into force in June 2001
of adecison on block exemptions of certain categories of vertica agreements. This decison is
based on new EC acquis.

The Commission for Protection of Competition (CPC) was reorganised in November 2000 and
the status and remuneration of many employees improved in line with the civil service law. The
number of experts deding with anti-trust cases reached 40. A new management information
system that will improve case handling should be operationd by the end of 2001. The CPC
made 155 decisons on casesin 2000. About athird of the CPC’ s cases relate to anti-trust and
two-thirds to unfair competition, though latest figures suggest an increasing proportion of anti-
trust cases. The CPC contributed to the design of severd important pieces of new market-
related legidation, including the railway trangport and posta services laws.

Almogt hdf of the CPC's decisons in 2000 were subsequently appeded to the Supreme
Adminigtrative Court (SAC). Comparable data on the outcome of apped s to the SAC are not
available, though its rulings tend in most cases to confirm the CPC's decisons.  Progress was
made during the year in improving co-operation between the CPC and SAC, with a common
training project covering both organisations.

Inthefidd of state aid, aworking group on State aid legidation was created in early 2001.

Saffing in the Minigry of Finance's Sate aid department, which is responsible for monitoring
date aid, reached its full complement of Six persons during the year.

Asfar as gtate aid control is concerned, the CPC has over the past year started to exercise its
control responghilities on the limited bas's permitted under exigting legidation, using the Europe
Agreement and acquis as points of reference. Six state aid cases were handled by the CPC
over the padt year, hdf of them at the initiative of the CPC itsdf without prior notification of the
ads. The dtate aid directorate of the CPC was upgraded during the year and now comprises
ten experts.

Overall assessment

Bulgarias legidation and enforcement record on anti-trust is developing in a broadly satisfactory
manner, whereas both the legidative framework, monitoring and control of state aid need to be
improved as amatter of priority.

Asregards anti-trust, Bulgaria s legidation islargdy in line with and covers most of the acquis
provisions, though further liberdisation is needed. The recent adoption of a decison on block
exemption of vertica agreements was an important step. Further dignment is needed notably in
the areas of the new acquis on horizontal co-operation agreements.

The CPC has continued to establish a reasonably good enforcement record and raised public
awareness of competition policy. The CPC should develop a more deterrent sanctioning policy,
and should give priority to cases concerning the most serious distortions of competition. Further
efforts are needed to strengthen the CPC’s adminidirative capacity and its retention of qualified
qeff.

Asregards state aid, Bulgariais findly garting to develop and implement a control system for

date aid, but cannot yet be considered as complying with the acquis. The exising Law on the
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Protection of Competition contains only the most basic provisons on date aid control. It is
essentid that Bulgaria adopts comprehensive new legidation, and acts to raise public awareness
of EC date ad rules and practices. In this context, the on-going preparation of the draft Sate
aid law should be speeded up.

Responsibility for the monitoring of state aid rests with the Ministry of Finance, while Sate ad
control is handled by the CPC. An inter-inditutiona memorandum of understanding governs the
relations between the two organisations, but collaboration between them on state aid cases ill
appears to be underdevel oped.

The current gtate aid natification system does not in practice ensure ex ante control of al sate
ad projects by the CPC. Egtablishing a comprehensive ex ante notification system should be a
priority. The methodology and coverage of the state aid inventory and annua report need to be
improved: date aids granted via the tax system, for example, should be included in a
comprehensive manner. Bulgaria has not yet submitted aregiond aid map. The division of Sate
ad monitoring and control responsibilities requires a sustained collaborative effort between the
relevant organisations if it is to work effectivey in practice. In the aosence of a sufficient
enforcement record, it is too early to judge the enforcement capacity of the CPC in tate aid
control.

Further transparency and effective control is needed as regards any possible aid granted in the
context of sted restructuring.

Chapter 7: Agriculture

Bulgaria has made generdly good progress in terms of gpproximation of legidation. The partid
accreditation of SAPARD can be considered amagjor successin this area.

The agriculture sector, including processed products, generated 14.5% of Bulgarids Gross
Vaue Added in 20007°. The sector accounted for 11.3% of employment in 2000.*. Agricultura
incomes are in many cases low or very low. Agricultural aitput fell to 90% of the previous
year's level. In 2000, EC imports? of agriculturd products origingting in Bulgaria amounted to
€215.7 million and EC exports to Bulgaria to €265.7 million, the trade balance in favour of the
Community amounting to €50 million compared with the baance of €51.3 million in favour of
Bulgariain 1999. The most important products groupsin terms of EC imports from Bulgaria are
acoholic beverages (24 %) with a decrease of 31 % since 1999, mest (18 %) and oilseeds (12
%). As far as EC exports to Bulgaria are concerned, the most important products are cotton
(13%) with an increase of 9%, since 1999, mest (12 %) with an increase of 46 %, and tobacco
(9 %) with an increase of 41 %.

Since the last Regular Report Bulgaria has taken further steps in developing its agricultura
policy. The 2000 report on the state of agriculture in Bulgaria, approved by the government in

20 The source for all agricultural statistics is Eurostat unless otherwise stated.

21 EUROSTAT Labour Force Survey definitions (LFS). Agricultural employment is defined in LFS terms as economically
active persons who gain a significant part of their income from agriculture. As Bulgaria only recently introduced the
LFS, figures should be treated with care.

2 source of trade figures: Uruguay Round definition of agricultural products, figures taken from EUROSTAT COMEXT
(see EU 12/15: Agricultural Product Trade 1988-2000, 1 Part D.G. AGRI/A.2 Quantitative analyses, forecasts, statistics,
studies, 2001, p. 10-57and 86-89).
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February 2001, ligts the main objectives including the further development of market structures,
the simulation of the land market, the completion of redtitution of forests, improving the
competitiveness of the farming and processng sectors, cregting an environment favouring
export-oriented agriculture and exerciang effective post-privetisation control. The report
envisages provison of investment aid to diversfy busness activities in agriculturd regions and
promote rurd tourism, traditiond crafts and the development of services and smal and medium-
Szed enterprises in the processing industry. Preparation for EU accession is another priority
area. The preparation for efficient implementation of EC farming regulations, the introduction of
the common agricultura policy and of Eurostat methods are among measures planned.

In the area of land reform, following the adoption of the Cadastre and Property Register Act of
April 2000, the Bulgarian Government adopted in April 2001 a progranme for the
establishment of a cadastre and property register. The agricultural cadastre should be ready by
2004. The programme for establishment of a property register covers 2001-2015. A working
group has been created by the Council of Ministers to co-ordinate and control the activities
involved in the establishment of the cadastre and the property register.

Ownership rights for 99.58% of arable land subject to restitution have been restored. Forestry
regtitution is amost complete and 90% of rights have been restituted. For forests and forestland,
ownership rights have been acknowledged for 625 918 hectares. Of this, 534 213 hectares had
been returned to previous owners by March 2001, which represents more than 90%.

Horizontal issues

Being the firgt candidate country to have its SAPARD Agency partidly accredited by the
European Commission, Bulgaria has taken a congderable step towards the implementation of
measures related to the European Agricultural Guidance and Guarantee Fund (EAGGF).
Thistook place in May 2001. Following the approva of the Bulgarian Nationa Agricultural and
Rura Development Plan by the Commission in October 2000, and the decison to dlocate
Bulgaia € 53 million for the year 2000, the Commission decided on the conferra of
management of ad to the Bulgarian authorities for three types of messures. investments in
agricultural holdings, improvement in the processing and marketing of agriculturdl and fisheries
products and the development and diversification of economic activities and dternative income.

Bulgaria does not yet have a system for the administration and control payments Smilar to
Integrated Adminigtration and Control System (IACS) but is in the process of establishing a
system. Bulgaria has dready created some of the databases on which IACS will be built. The

obligations related to anima identification have been met for large ruminants and are underway
for smdl ruminants. Further progress has been made on the introduction of the Eurovet system,

which will be complete a the beginning of 2002.

On organic farming, Bulgaria adopted legidative acts on the control of organic production.
These cover the certification of products and the converson period for plants and plant
products, and livestock and animal products.

Preparation for determining the typology of the agricultural farms and for the implementation of
Farm Accountancy Data Network has started.
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Common Market Organisations

Bulgaria is a an early stage in the development of Common Market Organisations (CMOs).
Since the last Regular Report, it has finalised three sudies for the aignment and implementation
of CMOs in the ceredls, fruit and vegetables and milk sub-sectors, which is an important
contribution to preparation for accession. Studies cover legd, indtitutional and economic aspects
and include proposals on how to introduce CMOs in Bulgaria

In the cereals sector, no new legidation has been adopted. However, the warehouse structure
which is necessary for intervention purposes continued to be reinforced.

In the fidd of specialised crops, Bulgaria has adopted a number of measures regulating wine
and spirit production. An Executive Vine and Wine Agency and Nationad Vine and Wine
Chamber have been established. The role of the Agency is to ensure that laws related to wine
and viticulture are observed. Concerning fruit and vegetables, in April 2001 Bulgaria crested an
adminidrative dructure to carry out conformity checks and qudity control of fresh fruit and
vegetables and to participate in the process of harmonisation with EC legidation. In July 2001,
an ordinance on the conditions and procedures for recognition of producer organisations in
fruits and vegetables as well as tobacco was adopted.

Rural development and forestry

Bulgaria s development of the adminigtrative cgpacity for the implementation of the SAPARD
programme contributes to preparation for the implementation of EC legidation in the area of
rural development. SAPARD procedures are closely modelled on the payment, monitoring and
financid control principles which are used in the preparation and implementation of EC rurd
development measures. In addition, a number of advice centres have been established for rura
businessmen.

Veterinary and phytosanitary issues, including food safety

Significant progress has been made in terms of adoption of legidation for the veterinary and
phytosanitary sectors, but implementation capacity remains a serious problem. Further progress
has been made on animd identification and regidration. Ear-tagging and identification of large
ruminants has been completed and is underway for smal ruminants. A computer system for
animd identification and regidration of anima holdings has been sarted and the system should
be fully operationd in March 2002.

Concerning animal nutrition, there has been some progress through the establishment of a
Directorate on Feed Control, which will exercise control over products and substances
intended for anima nutrition. A register of producers and traders is maintained. In addition,
regulations were adopted on feed additives, circulation of feed materids and control on
products intended for anima nutrition.

On animd hedth, ordinances have been adopted covering prevention and control of a number
of diseases. The Nationa Veterinary Service (NVS) has dso developed survelllance and
monitoring programmes for control of diseases. Preparatory work for the introduction of the
Anima Disease Notification System (ADNS) has been completed since the last Regular
Report.
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As regards adminigtrative capacity, there has been some progress. The NV S adopted its satute
in February 2001 which determines its daffing and organisation. It has 3,090 personnd,
including 1,515 veterinarians. The NV S has a generd directorate and subordinate structures for
animd hedth, public hedth control of anima products, border veterinary control and anima
breeding and laboratory contral. Its public hedlth control units carry out ingpections and control
through regiona inspectorates, with the support of Iaboratories within the Regiona Veterinary
Services. These cover public hedlth controls on raw materids and products of animd origin in
production, daughter and processing establishments, as well as on fina products placed on the
market.

Concerning borders, detailed surveillance programmes on some diseases have been
implemented within a 10-kilometre zone on the border with Turkey. Bulgaria has aso adopted
measures on generd requirements for veterinary checks on import and trangt of live animds.
There are currently 35 functioning veterinary border ingpection posts, with 263 employees,
including 149 veterinarians. Staff training on regidration, control and trade is ill required.
Bulgaria has indicated that 10 locations will become long-term border ingpection posts with
third countries.

Concerning the phytosanitary sector, there has been some progress in gpproximation of laws.
On plant variety protection, an ordinance on the officid variety list was adopted in March
2001. A law on seeds and planting material was adopted in October 2000 and aimsto create a
legidative framework for the introduction of the seeds and planting materia acquis and for the
testing and inscription of varieties into the officid plant variety ligt. In the area of plant hedth, a
number of ordinances have been adopted on the control of plant diseases.

As regards adminigrative capacity in the phytosanitary field, some border ingpection points,
central and regiona laboratories and trid stations have upgraded their equipment.

Asregards food safety (see also chapter 1 —free movement of goods) the Bulgaria adopted
a Food Safety Strategy in June 2001. This outlines the systems for co-ordination between the
various officia bodies involved, their competencies, organisation and daffing. The controls
caried out by the NVS and its regiond offices include laboratory andyss of food safety.
However, upgrading of food processing establishmentsis needed.

Overall assessment

Bulgarids overdl leve of dignment means that meeting the acquis in this area till poses a very
magor chdlenge. Further efforts are needed to address the lack of capitd and investment in
agriculture from the private sector.

Inthe areaof horizontal measures in order to accomplish full harmonisation with the acquis,
Bulgaria envisages the adoption of amendments to the Farmers Support Act and related
secondary legidation, which will regulate the establishment of an EAGGF Paying and
Intervention Agency and of an Integrated Adminidratiion and Control Sysem (IACS).
However, the completion of government plans to establish market intervention inditutions
needed under the CAP 4ill lie some years ahead.

Asregards common mar ket organisations, Bulgaria will need to adjust further its agricultura
policy to conform to the CAP.
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Concerning rural development, dgnificant progress has been made in building up the
adminidrative capacity for implementation of policies as a result of the accreditation of the
SAPARD agency.

Whilgt land regtitution was virtuadly completed in 2000 and progress was achieved in the
implementation of the Cadastre Law, Bulgaria does not yet have a functioning and transparent
land market. With some exceptions in the richer agriculturd aress, the land market is generdly
gill under-developed due to fragmentation of property, smal size of plots and undivided family
co-ownership. These factors hamper both domestic and foreign investment in agriculture and
limit the possibility of land to be used as collaterdl.

Concerning veterinary and phytosanitary issues, whilst progress has continued, much
remains to be done to enforce veterinary/hygiene control standards and anima welfare. Human
resources need to be strengthened both a central and regiona level in terms of number and
quaity. Training is required for the industry to set up its own control systems and compliance
with EC regulations.

Bulgaria till needs to revise its law on plant protection, as some provisons of the current law
are nat in line with the acquis, particularly in relation to the marketing of plant protection
products, the control of organic farming and marketing of fertilisers. The Nationa Service for
Pant Protection, Quarantine and Agrochemistry covers adminidrative needs in line with acquis
requirements in the area of plant hedth, however further improvements of human resource
capacity and equipment are needed.

Concerning food safety, condderable further steps will be needed to implement the strategy.
Bulgaria created a National Council for Food Safety in 2000. Upgrading of food processng
establishments is needed.

Chapter 8: Fisheries

Since the last Regular Report, Bulgaria has made legd, indtitutional and operationd progress
amed at the adoption and implementation of the Common Fisheries Policy (CFP).

The Fishery and Aquaculture Act (FAA), which replaces the 1982 Fish Farming Act, was
gpproved by the Parliament in April 2001. The FAA incorporates the basic principles of the EC
sectora acquis and provides the lega basis for the implementation of adl mgor aspects of the
CFP, but much has till to be done to put these into practice.

With regard to resour ce management, ingpection and control, the increase of g&ff in the
National Agency for Fisheries and Aquaculture (NAFA) from 48 in December 2000 to 210,
and the increase in the number of Regiond Fisheries Inspectorates from 6 to 27, are first steps
towards the reinforcement of adminidrative capacity which is necessary for effective
implementation of the acquis in the fisheries sector. The NAFA, including Regiond Fisheries
Ingpectorates, has lead responghility for implementation of legidation in this sector. It reports to
the Minigter of Agriculture and Forestry (MAF) and issues licences for commercid fishing.

Intheareaof structural actions, there has been progress since the last Regular Report on the
establishment of the Fishing Vessds Register as required by the CFP. The Register will be a
pat of the State Shipping Register and will be maintained jointly by the Executive Agency
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Maritime Adminigration under the Ministry of Trangport and Communications and the MAF
(NAFA). Staff have been recruited and trained to work on the development of the register.
Software has been acquired with a view to future enlargement of the system to carry out cross-
checking.

Concerning market policy, no concrete progress has been made. However a study on the
establishment of a market intervention inditution is currently underway. As concerns state aid,
there are no developments to report.

Overall assessment

Despite recent progress, congderable further work and investment is till needed for Bulgariato
achieve compliance with the acquis. This includes in particular the adoption of secondary
legidation, development of adminidrative cgpacity, training of gaff, upgrading the technicd
resources of the ingpection and control bodies, and the completion of the fishing vessals register.
Bulgaria is advanced on privatisation of both the processng and marketing industry which is
now almost complete.

Additiond efforts are dso required in the important areas of introducing producers
organistions and of improving licensang and regidration of fishing and aguaculture activities.
Market intervention in fisheries in Bulgaria is dill a planning sage. There are no state aids for
the improvement of transport and storage conditions. There is il the need for harmonised
datistics and market (including price) information. At present, the NAFA lacks the required
equipment and trained personnd to implement EC satistica requirements effectively.

Further commercid development of marketing and wholesale infrastructure, as well as of the
markets themsalves, is required before the Bulgarian government can sensbly plan the
structures mogt suited to Bulgarid s Situation.

The State Fund for Agriculture has been given the task of managing future aid and acting as
paying agency for the fisheries sector, however it is not yet adequately equipped and trained to
perform these functions in compliance with EC dructurd action requirements. Regarding
adminidrative cgpacity in the area of dructurd funds, the SAPARD paying agency in the
Minigry of Agriculture is intended as the future platform for financid management of the
Financid Instrument for Fisheries Guidance (FIFG).

Asregards internationd fisheries agreements, Bulgariais a party to a number of conventions and
international agreements. North-West Atlantic Fisheries Organisation, North Eastern Atlantic
Fisheries Commisson, Generd Fisheries Commisson for the Mediteranean and various
bilaterd or multilatera agreements, in particular covering fishing in the Black Sea. A draft
Convention on Fishing and conservation of life resourcesin the Black Seais under negotiation.

Chapter 9: Transport policy

Bulgaria has continued to make reasonable progress not only in adopting the necessary laws to
trangpose the transport acquis, but also to create, for each sector, the adminigtrative structures
necessary to implement and enforce the acquis. Investments in transport infrastructure are
incressing.
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As regards Trans-European Transport Networks, in February 2001 Bulgaria presented its
programme for transport infrastructure development, excluding road infrastructure, for the
period 2001-2005, in compliance with the Nationd Strategy for Development of the Transport
Sector drawn up in 2000. This programme foresees investments of around € 4,900 million of
which about 31% will come from the national budget. Preparation for the congtruction of the
second Danube bridge between Romania and Bulgaria, a Vidin-Kaafat, iswell under way.

Inthe land trangport sector, progress has continued with the adoption of further secondary
legidation on the gpplication of the 2000 Road Traffic Law and Road Transport Law.
However, no concrete progress can be reported in the fidd of vehicle taxation (minimum tax
levels), which forms a key dement of fiscd harmonisation in this sector. The inditutiond
framework for the road transport sector now relies in particular on the Road Trangport
Adminigration (RTA), the Traffic Police and the Road Executive Agency. The RTA isalegd
entity funded through the budget of the Minigtry of Trangport and Communications. The Traffic
Police is under the Minidry of Interior. The Road Executive Agency, which succeeded the
Generd Road Adminidration, is funded through the Minigtry of Regiond Development and
Works. The Road Executive Agency is respongble mainly for the desgn and management of
the nationd road infrastructure and is the competent authority for issuing and controlling permits
for freight trangport, controlling vehicles which exceed the maximum alowed norms and
collecting road charges. It has 3210 staff.

The bilaterd agreement establishing certain conditions for the carriage of goods by road and the
promotion of combined transport, Signed last year with the EC, entered into force in May 2001.
The European Agreement on International Occasiona Carriage of Passengers by Coach and
Bus (INTERBUS) was sgned in December 2000. Its implementation will result in partia
harmonisation with the road passenger transport acquis.

On railways, a new law on railway transport was adopted in November 2000 as part of the
third phase of railway trangport restructuring. This law is due to enter into force in 2002, and
will be the basis for the sector’s unbundling and the end of the state monopoly on transport of
passengers and goods by ral. The law should ensure separation of raillway infrastructure,
adminigered by the date, from services operation. BDZ (Bulgarian Railways) will be
transformed into a state-owned joint stock company, with its own accounts and budget, and
will prepare its own business plan. The law includes measures for ensuring the independence of
the resulting companies, market access, professonda qudifications, liability and insurance, and
safety certification. It aso contains a separate chapter on combined transport. The law dso
resulted in the creation, in July 2001, of an executive agency, the ‘Rallway Adminigration’,
which employs 65 people and which is answerable to the Ministry of Trangport and
Communications. A regulation on the agency's structure, functions and activities was adopted.

In the inland waterways sector, no particular developments can be reported. The blockage of
the Danube 4till has severe effects: 43% of the workforce has had to be cut and 82% of ail
barges are not in operation.

As concerns air transport, over 30 acts have been adopted, including an amendment to the
Civil Aviation Act and a Regulation on airports and airport procurement. This has resulted in the
drengthening and more precise definition of the legd status of Air Traffic Service Authorities
(ATSA). The overdl Stuation and prospects of the nationa carrier, Balkan Airlines, currently in
liquidation, has however affected the privatisation process across in this sector.
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Asregards maritime trangport, according to 2000 statistics under the Paris Memorandum of
Undergtanding, the percentage of Bulgarian flag vessels detained following port state control
was 7.2%, a decrease compared to 1999 (8.1%) and 1998 (12.5%). This compares to an
average for EU-flagged vessdls of 3.9 % in 2000

Overall assessment

Bulgaria s legidative framework has reached a fair leve of dignment with the acquis. Bulgaria
dill needs to adopt further legidation in the fidd of maritime safety (Merchant Shipping Code)
as well as further amendments to the road transport laws. The new adminigtrative structure of
the sector is now subgtantidly in place as are the main adminigrative bodies. However, one
problem is the frequent lack of experience in the new adminigrative structures in dedling with
the obligations semming from the new market conditions. Efforts need to be made to adopt
and enforce the necessary secondary legidation. Regulatory efforts, in particular on land
transport legidation, will have to focus on the trangposition of the technica provisons of the EC
acquis and its implementation. Technicd, safety and in particular fisca harmonisation will be
key issues. In the road sector, for example, whilst the new laws and secondary legidation are
important developments, Bulgarian road charging and taxation systems are till not compatible
with EC norms. However, a cdendar for developing these systems, involving a progressive
reduction of the difference between charges gpplied to Bulgarian and to EC vehicles, has been
adopted.

Bulgaria will need to prepare for the sgnificant investments that will be needed in infragtructure
(in particular to ensure that Bulgarian roads can cope with EC vehicle axle weight standards)
and by operators to ensure conformity of their fleets, particularly as regards the part of the road
haulage fleet which carries out nationd operations only. The Bulgarian road trangport fleet is il
divided into vehicles carrying out internationd trangport, which conform to EC technicd and
safety norms, and those reserved for domestic transport only.

The inland waterways fleet will also need to be adapted to ensure conformity with EC technical
and safety norms.

Rail restructuring should continue, bearing in mind that infrastructure charging and capacity
dlocation, as well as the manageriad independence of Bulgarian railways, are issues that will
need to be addressed soon in order to comply with the most recently adopted railway acquis.

Bulgariais engaged in a process of legidative harmonisation in the air transport sector. Further
efforts will be needed to ensure the objective of trangposng most of the aviation legidation by
the entry into force of the European Common Aviation Area agreement. Part of the acquis has
been implemented including some Joint Aviation Requirements, Eurocontrol standards and EC
rules on civil aviation accident investigation. An ordinance under the civil aviation act trangposes
some principles of the acquis on access to the ground-handling market athough full compliance
will need to be ensured.

As regards maritime safety, Bulgaria's vessal detention rates as a result of Port State controls
has notably improved in the past two years, but is gtill well above the average for EU-flagged
vessls. Bulgaria should continue with its efforts. Improving the performance of maritime safety
adminigrative inditutions, firdly as a Flag State, and then as a Port State, must be a priority.
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The enforcement of EC legidation on maritime safety and prevention of pollution will require
additional human resources and training for ship inspectors and associated support personnd.

Chapter 10: Taxation

Bulgaria has continued to make legidative progressin the field of taxation, athough at a reduced
pace compared to the previous period.

In the area of indirect taxation, an anendment to the VAT Act has reduced the time for tax
credit refunds from 6 to 4 months. Also, a procedure for VAT refunds to foreign lega entities
for services used on the territory entered into force in April 2001. According to this refund
scheme, the minimum refund must exceed 500 Bulgarian Leva € 255.65) per year and the
foreign entity must be registered in a country providing reciproca refunds to Bulgarian entities.
The introduction of a specid scheme for travel agents was postponed until 2002.

As regards excise duties, Bulgaria has unified the duty on wine, regardless of the percentage of
acohal, thus digning its legidation with the acquis.

On direct taxation, no particular developments can be reported.

In the area of adminigtrative co-operation and mutual assstance, no progress can be
reported.

As regards adminigtrative cagpacity, Bulgaria has continued to modernise its tax adminigtretion. It
has established a public web-gte with information on the structure of the adminigration,
datidtics, return forms and indructions. The dte dso contains a public bulletin of dl VAT-
registered entities, in order to alow companiesto verify tax registration of their counterparts. An
advisory board to the Generd Tax Director representing different taxpayers groups has been
established, which provides advice on taxpayers issues. Furthermore, a tax fraud unit was
established and is now operationa. The establishment of the Unified Revenues Agency, which
was mentioned in last year's report, has been postponed until the end of 2001. The agency will
become operationa as of 1 January 2003.

Overall assessment

Bulgarids legidation is broadly in line with the acquis on VAT and excise duties, and Bulgaria
has continued to dign its legidation. Neverthdess, further dignment is sill needed in the area of
VAT, in particular with regard to exempt transactions, the right of deduction of input VAT and
special schemes for travel agents and second-hand goods. As regards excise duties, the
sructure of the duty on cigarettesis contrary to the acquis as it provides different duty rates for
filter and non-filter cigarettes. Moreover, the levels of the duties are still considerably below the
EC minimum.

With the exception of Greece, international agreements on avoidance of double taxation have
entered into force with dl EU member states and most candidate countries.

Regarding administrative capacity, some progress has been achieved in the modernisation of
the tax adminigtration, but sgnificant further effort is needed in order for Bulgaria to be able to
implement fully and enforce the EC acquis upon accesson. The extensve reform of the tax
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adminigration, which began last year, has resulted in a structure consisting of 10 horizonta and
28 geographical directorates, including 121 tax offices, which, in severd cases, have a number
of loca offices. Out of the tota staff of about 9500 employees, there are currently 2300
auditors and 900 operationd ingpectors (who carry out ingpections on compliance with VAT
rules). It can be noted that the law on tax procedures, which has been in force since 1 January
2000, sgnificantly increased the enforcement powers of the tax administration and has had a
positive impact on collection figures. However, better techniques to sdlect and implement tax
audits are needed. On the whole, co-operation with other state enforcement agencies remains
unsatisfactory.

It will be important to ensure that existing and future legidation complies with the principles of
the Code of Conduct for Business Taxation.

In addition, work on the establishment of the Unified Revenue Agency should be pursued
intengvely.

Chapter 11: Economic and Monetary Union

A detalled assessment of Bulgarid s economic policy in its various aspects has been given 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
VIl of the EC treaty and the other rdevant texts) which candidate countries should implement
before accesson, i.e. the prohibition of direct public sector financing by the centra bank, the
prohibition of privileged access of the public sector to financid inditutions, and independence of
the nationa central bank. As to the process of liberdisation of capital movements, upon the
completion of which compliance with the EMU acquis is conditiona, this aspect has been
covered above, in the section on Chapter 4 — Free movement of capital.

Since the last Regular Report, there have been no substantid legidative changes.

Over the reporting period, no changes have been introduced for direct public sector
financing by the Bulgarian Nationa Bank (BNB).Also, no further progress can be reported in
enauring the full independence of the central bank.

Overall assessment

Bulgaria will participate in EMU upon accession 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.

Bulgaria is dready wdl advanced in implementing the acquis. However it has not completely
digned its legidation with the requirements of the Treaty concerning the independence of its
central bank, notably in the area of persond independence of the members of the board of the
bank.

Amendments to the BNB Act to explicitly prohibit the Centrd Bank from dl forms of direct
financing of the public sector gill have to be adopted.
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According to the Bulgarian authorities, there is no provison in the BNB Act dlowing for
privileged access to the public sector to financid ingtitutions, but compliance with the acquis in
this areawill need to be monitored further.

Chapter 12: Statistics
Bulgaria has continued to make progress over the past year.

Asregards gatistical infrastructure, in April 2001 an amendment to the datisticdl law was
adopted. This includes provisons resulting from the Civil Service and Public Adminigtration
Laws, aswdl as provisons deding with Satigtical data confidentigity and provison of data for
datigticad surveys. The Nationd Statigicad Inditute (NSI) is an independent dtate agency
attached to the Council of Minigters. The Prime Minister nominates the Presdent and Deputy
Presidents of the NSI, but once nominated they have 7-year mandates and can only be
dismissed for specific reasons. On the basis of the Strategy for the Development of Statistics
from 2000-2006, a detailed plan for priority tasks until 2005 was developed. This further
defines tasks, objectives, and those responsible for undertaking these. A Strategy for staff
training in the nationa datistica system for the period 2001-2006 has been prepared. This sets
out traning needs the man chalenges ahead, policies for daff sdection and career
development and training possibilities. To implement this an annud training plan for 2001 has
been prepared. This emphasises training in Satigtics, computer skills and foreign languages.

Concerning classifications, nationad classfications, providing direct implementation of
European classfications and nomenclatures such as NACE and CPA, came into force on 1
January 2001.

Concerning demogr aphic and social statistics, further progress has been made. In line with
the Law on a Census of Population, Housing Fund and Agricultural Farms adopted in 2000, the
census was carried out in March 2001. A household budget survey was conducted in
December 2000 and data has been published. The Labour Cost survey isincluded in the 2001
Bulgaria gatigtical programme.

As regards availability of detidics a regional leve, efforts have been made to improve
infragtructure for production of regiond detigtics. Staff from regiond offices have received
further training.

In the fied of macr o-economic statistics, there is little new to report but lega compliance is
generdly high. However, there is need for work on enforcement and practical implementation.

For business statistics, there has been progress with improving the quality of the business
register. Further activities focused on gructural business datistics. A survey on short-term
congtruction indicators was launched.

For transport datistics, the register for motor vehicles has been updated and is now
operationd. A survey on road trangport was conducted in 2000 in line with EC regulations.
Inland waterways trangport gatistics are ill incomplete and new laws are in preparation to
oblige ports to compile and transmit data. Trangt transport through inland waterways is not
monitored.
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For external trade, work is underway to improve the qudity of primary data involving co-
operation between the Customs Agency and the NSl to develop additiona requirements for
data control and checks. The NSl is dso conducting comparisons on trade flows data with
Seven partner countries.

For agricultural statistics, during the past year, Bulgaria has made progress in testing the
methodol ogies and questionnaires for the farm structure survey, livestock survey, daughterhouse
survey and the survey of milk processng enterprises. Good progress has been made to
grengthen the adminidrative infrastructure and there are additiona saff in the central agro-
datistics department and the 9 regiond offices. There is no farm register but data from the
population census will be used to establish a provisona one.

Overall assessment

Overdl, Bulgaria is quite well advanced in the fidd of datistics. The population census was
conducted on schedule and there have been steps to build the basis for a stronger administration
for satistics. However, in anumber of areas, more work is needed on methodology, qudity and
completeness of data to achieve compliance with the acquis.

Whilst some progress has been made in training of staff and improving their cgpacity to conduct
work according to the acquis, turnover of gaff deding with EU métters is ill very high a the
NSl. Staffing of the Ministry of Agriculture and Forestry's agro-gtatistics department has been
reinforced.

The building of IT capacity remans a priority. Whilst invesments have been made under Phare
projects, further training is needed in making effective use of the equipment and the software
applications, in particular for staff of the regiond atistics infrastructure.

Chapter 13: Social Policy and Employment
Bulgaria has made some progress in this area since the last Regular Report.

Progress has been made in the area of labour law through amendments to the Labour Code
adopted in March 2001, which entered into force in April 2001. Some of the amendments am
a full or partid trangpostion of the acquis concerning certain aspects of the organisation of
working time, protection of young people a work, the employer’s obligation to inform
employees of the conditions applicable to the contract of employment reationship, the
safeguarding of employees rights in the event of transfers of undertakings and the acquis on
callective redundancies. A number of the amendments aim a enhancing labour market flexibility
and promoation of employment through eiminating some of the more redtrictive provisons of the
old code, including unduly generous standards for layoffs, or the reduction of the cogt of
overtime work, and the introduction of the posshility to terminate contracts for economic
reasons and of flexibility in working hours.

Very little progress has been made concerning equal treatment for women and men. The
amendments to the Labour Code, adopted in March 2001, introduce the concept of “indirect
discrimination”, but not for the sdf-employed. They introduce the principle of equd pay for
equa work and aim to protect women's jobs during leave for pregnancy and childbirth.
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Limited progress has been made since the last Regular Report concerning occupational health
and safety. Amendments to the Labour Code which were adopted in March 2001 further
trangpose the acquis on the introduction of measures to improve the safety and hedth of
workers a work. An ordinance of the Minisiry of Socid Policy and the Ministry of Hedlth
adopted in April 2001 introduces further dignment with the acquis on persond protective
equipment. The Genera Labour Inspectorate has improved its administrative capecity. By the
end of 2000, Regiond Councils on Working Conditions were established in dl 28 didtricts,
thereby strengthening the socid didogue on occupationa safety and hedlth. By March 2001,
223 Occupationd Hedth Services aming at asssting employers in fulfilment of their obligations
on hedlth and safety had been registered.

Bulgaria has continued its public health reform, starting with outpatient hedlth care reform on 1
July 2000 and inpatient hedth care reform from 1 July 2001. More than 16,000 medica
speciaists were transferred from the state to the private hedlth care sector. The emergency care
system regulated under the Hedlth Care Establishments Act was further improved by upgrading
the exigting 28 emergency care centres and their 183 branches. Some progress has been made
in drengthening the adminidtrative capacity of the National Hedlth Insurance Fund, the body
responsible for the development, operation and management of the compulsory hedlth insurance
scheme, at central and regiona level. Secondary legidation which ams at transposing the acquis
on labdling of tobacco products entered into force in January 2001. In October 2000, the
World Hedth Organisation approved the Bulgarian nationd hedth care strategy 2001-2010.
With a view to preparation for participation in the Community Network for epidemiologica
surveillance and control of communicable diseases, a network for registration and reporting of
communicable diseases in the Bakan region is currently being established. The implementation
of a naiond drategy for prophylactics and control of AIDS and other sexudly transmitted
diseases (2001-2007) started in March 2001. Furthermore, a 5- year national programme for
prevention, treatment and rehabilitation in the area of drug abuse was adopted.

The recent amendments to the Labour Code determine in which cases organisations of
employees or employers can be considered as representative organisations at the nationd level.
Furthermore, they drive for a more autonomous bipartite social dialogue by darifying the
conditions under which the gpplication of a collective agreement of indudtry at branch level can
be extended to al enterprises of that industry or branch. A law adopted in April 2001
edtablishes an Economic and Socid Council, which is consulted on draft laws and nationa
programmes concerning economic and socia development.

The unemployment rate fell to 16.4% of the labour force a the end of 2000 (from 17.0% in
1999) of which 58.9% are long-term unemployed. In the second quarter of 2001,
unemployment increased to 19.4

Bulgaria has continued, in close co-operation with the European Commission, an Employment
Policy Review to examine progress made in adapting the employment system to implement the
European Employment Strategy. This includes work on a Joint Assessment Peper that started in
2000. Though the government has recently started a more active employment policy, including
some decentrdisation of labour market policies through Regiond Employment Councils, there
were few messures, such as training, in enterprises threstened with redundancies. This was
mainly due to the chronic deficit of the Unemployment and Vocationd Training Fund; the
Nationad Employment Service ill concentrates on passive labour market policies. Pogtive
seps are the preparation of a Strategy on Human Resource Development, the adoption, in
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March 2001, of a Nationd Action Plan for Employment based on the four pillars and the
guidelines of the European Employment Strategy, and the adoption of the law on the Socid
Investment Fund in April 2001. The latter strives to support priority projects identified in the
National Economic Development Plan and the National Plan for Regiona Development as well
asinthe Nationd Action Plan for Employment.

Little progress has been made on preparations for administering support received through the
European Social Fund, athough a new Directorate was created by the Ministry of Labour
and Socid Policy in March 2001. The adminidirative capacity of this unit needs to be further
strengthened.

Asregards social protection, substantial progress has been made toward the introduction of a
diversfied multi-pillar penson system, which will gradualy shift a share of contributions into a
second pillar and private penson funds, thereby restoring long-term viability of the traditiona
pay-as-you-go scheme. The adoption of certain amendments to the mandatory socia security
code which entered into force in January 2001, am to edtablish a stronger link between
contributions and benefits. Preparations for the introduction of a fully funded second pillar from
2002 and for the creation of voluntary private contribution funds (third pillar) are underway.

Amendments to the Act on Protection, Rehabilitation and Socid Integration of Disabled People
were adopted in March 2001 aming for better opportunities for disabled people. The
amendments envisage inter alia the establishment of a Nationd Council on Rehabilitation and
Socid Integration within the Council of Ministers including representatives of NGOs active in
thisfield, the government and employers.

No progress has been made in adopting detailed and effective anti-discrimination legidation.

Overall assessment

Overdl, Bulgaria has advanced little in this area. It till needs to make mgor efforts to achieve
compliance with the acquis.

Concerning labour law, Bulgarian legidation is partly in line with worker’s rights as defined by
the acquis. The latest amendments to the Labour Code include severd provisons aming for
consstency with the acquis. However, further strengthening of administrative capacity is needed
if the acquis is to be implemented. Further dignment will need to take place to achieve full
compdtibility with the acquis, including on European Works Councils, protection of employers
in the event of an insolvency, part-time work and posting of workers.

Much of the acquis in the field of equa treatment for women and men remains to be trangposed
and it isamatter of concern that transposition of the acquisin thisareais dow.

There is an urgent need to introduce a legd definition of discrimination into Bulgarian law. The
current lack of such a definition sgnificantly hinders the implementation of existing Bulgarian
anti-discrimingtion legidation.

Adoption of legidation in the field of occupationd safety and hedth appears rather dow: for
example, no progress has been made concerning hazardous work and the application of |abour
and occupationd safety and health regulations by employers remains week. Further aignment of

legidation is needed to cover the whole range of specific Hedlth and Safety at Work Directives,
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particularly the use and protection from hazardous agents, including chemicd, biologica or
carcinogenic materids. In addition, adminidrative capacity in this area will need to be further
developed to enforce hedth and safety at work rules. With regard to communicable diseases,
further steps are needed for the development of a health monitoring system in order to obtain
hedlth data and indicators comparable to the EC system, in particular in view of the Community
network for the epidemologica survelllance and control of communicable diseases.

While further progress has been achieved in continuing the public hedth reform, further efforts
are necessary to reduce unequal access to medica care as wdl as to improve the ratively
poor hedth status of the population. Alignment to the EC tobacco acquis requires further
adoption of legidation.

Structured involvement of socia partners in the decision-making process needs to be improved.
While there has been some progress in developing a framework for socia didogue at sectora
level, socid didogue in generd is Hill characterised by a high degree of centrdised bargaining
and direct government involvement in labour negotiations. Also loca bargaining tends to apply
only to specific and rather less important issues. Further progress needs to be made to improve
autonomous socid didogue, particularly more decentrdised bargaining to address high and
persstent regiond unemployment differentids and working conditions, especidly in view of the
implementation of the acquis. There is aso an urgent need to improve the coverage rate of
collective bargaining, especialy among new private enterprises. Tripartite consultations should
aso be improved in order to give a red opportunity to socid partners to influence policy-
making. This is particularly needed on employment, enlargement issues, and socid policy in
genera. Socid diaogue in the public sector also needs to be devel oped.

The overdl labour market Stuation continues to be of concern. Access to the labour market
remains difficult for ethnic minorities, the disabled and young people. The Bulgarian government
has started a number of employment programmes, but the skill mismatch is not sufficiently
addressed through active labour market measures. Specid attention should be given to
developing an effective ddivery system for public employment services. Temporary employment
and training programs could be better targeted a vulnerable groups for which they would have
the highest impact.

The timdy findistion of the Joint Assessment Peper should help focusing the nationd
employment grategy on the main chalenges for the employment policy.

As regards preparation for the European Socid Fund, substantial efforts are required to
improve both the adminidrative cgpacity and the mechanisms for co-ordination of ESF
interventions in the context of the European Employment Strategy and the socid incluson
Process.

In the fidd of socid protection, sustained efforts are required to implement the reforms
introduced. Though some progress has been made, further efforts are needed to strengthen the
role of NGOs in the provison of socid services to people who are socidly excluded, in
particular for ethnic minorities and disabled people.

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

Further efforts are needed to ensure adignment with the acquis on anti-discrimination based on
Article 13 of the EC Tresty.

Chapter 14: Energy

The restructuring of Bulgaria s energy sector progressed at a very dow pace throughout 2001,
following delays in the planned revison of the legidative framework. On the bass of the 1999
Energy and Energy Efficiency Law, a number of laws and secondary legidation were adopted
but deays in the adoption of other key texts have hindered efficiency improvement and
preparation for privatisation.

Concerning security of supply, there has been no progress as regards harmonisation with the
acquis on oil stocks.

In relation to competitiveness and the internal energy market, the implementation of the
Energy and Energy Efficiency Law (EEEL), adopted in July 1999 and which lays down the
basis for the restructuring of the sector, has been dow and is il not satisfactory. Amendments
to the Law, required so as to bring it into full conformity with the Electricity Directive, have not
been passed. The Nationd Electricity Company (NEK) has been split into 15 entities aswell as
the Transmisson System Operator, there are 7 generation and 7 distribution companies. The
main exiging generation branches of NEK were split off as independent producers, with the
exception of the therma power plant Maritsa Eagt 3, the large hydropower plants and the
pumped-storage hydropower plant. The performance of the Transmisson System Operator has
gtill to be checked , especialy as regards economic digpatching and planning. The State Energy
Regulatory Committee (SERC) has begun its licensing activity. SERC is entirdly state-funded.
Despite its limited experience, the authority works well and its staff have been increased to
reach 70 out of the planned 85. Energy prices, which were intended to remain frozen until
2002, (when this issue was to  become the responghbility of the regulatory authority) rose in
October 2001. Long-term marginal codts are, however, still not being met with the current price
rates.

In the gas sector, accounts have been unbundled. Bulgargaz has reported a sgnificant loss for
the year 2000.

Regarding district heating, a strategy and related action plan for the development of this sector
have been prepared. Progress has been reported in the area of subsidy restructuring, by
switching to subsidisation of specific needy customer groups.

Restructuring of the solid fuels sector is continuing with a view to privatising viable cod-mining
companies and liquidating others. The Government has adopted an Action Plan for this sector
which should be implemented by 2003.

Asregards ener gy efficiency and the use of renewable energy sources, limited progress can
be reported. There is a gap between the stated strategic policy gods and the actua support
given to this maiter. The State Agency for Energy Efficiency, the main government body in
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charge of this palicy, has not been given the appropriate means to carry ot its role, despite the
fect that the Energy and Energy Efficiency Law cdls for an increase of its mandate to implement
the nationd policy for energy consarvation. It is il insufficiently staffed dthough an increase by
11 positions was granted in the 2001 budget.

Inthefidd of nuclear energy, Bulgaria operates the Kozloduy Nuclear Power Plant with 4
units of VVER 440/230 design type (Units 1 to 4), and 2 units of the VVER 1000/320 design
(Unit 5 and 6). In addition to the Kozloduy reactors, Bulgaria has one research reactor in
Sofia, which is presently shut down pending decisions on its future. Spent fudl from the power
reactors is stored at Kozloduy and spent research reactor fuel at the research reactor. Existing
waste treatment and disposal facilities are being upgraded and new ones are planned.

Regarding nucler materid safeguards, Bulgaria has concluded a full scope safeguards
agreement with the IAEA. An Additiond Protocol to this agreement entered into force in
October 2000.

As regards nuclear sfety, Bulgaria has made progress on improving the legidative and
regulatory framework. In particular, a decree on nuclear damage liability has been adopted.
Kozloduy will be held responsble for any damages incurred by civil nuclear accidents, in
compliance with the Vienna Convention. A nationa insurance pool was formed in June. The
resructuring of the Kozloduy Nucler Power Plant is continuing, with outsourcing and
unbundling of a number of activities.

During the reporting period, Bulgaria undertook various steps to implement its bel ow-mentioned
commitment to close reactors 1 to 4 of the Kozloduy Nuclear Power Plant as set out in the
Understanding signed between the Government of the Republic of Bulgaria and the European
Commission in November 1999, and has proceeded with the assstance package offered by the
Commisson under this Underdtanding. A specid unit has been established in the Kozloduy
Nuclear Power Plant to oversee the process of decommissioning Units 1 and 2. A set of
projects is currently being findised in this respect, including the condruction of a new dry
storage spent fud facility on the Kozloduy site. An ordinance, setting out the requirements of the
Bulgarian nuclear safety authority for ensuring sfety in the process of decommissoning
activities, has been adopted. Furthermore, Bulgaria concluded a Grant Framework Agreement
with the EBRD as manager of the Kozloduy International Decommissoning Support Fund, thus
dlowing the internationa grant fund to commence its operations. In June 2001, the Fund held its
firg meeting of the Assembly of Contributors and the first work plan was approved. The
Assembly is chaired by the European Commission representing the European Community, as
the main contributor to the Fund. The Fund has attracted severa other donors. Regarding Units
3 and 4, which are of the same design type as units 1 and 2, Bulgaria has undertaken a
programme of mgor investments. It is understood that these are  intended to ensure their safe
operation until fina shut down in accordance with the early closure commitment contained in the
Underganding. The modernisation of the VVER 1000 design type units 5 and 6 officidly
garted in June 2001. Thefirg part of the Euratom loan, which is part of the assistance package
provided for under the Understanding and amounting to € 212.5 Million, has been disbursed.
The various dements of the Understanding form an integrd whole.
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Overall assessment

Bulgaria has reached a certain degree of dignment with the acquis but this is gill not sufficient
notably as concerns preparation for the internal energy market and oil stock acquis.

Bulgaria needs to enhance its efforts to be able to to comply with the energy acquis. Particular
attention should be given to the creation of a legidative framework competible with the acquis
as regards emergency oil stocks. Given the cogtsinvolved, Bulgaria should begin immediately to
adopt the necessary legidation, implement a comprehensive programme to harmonise the
acquis, ensure adequate administrative capacity. It should also start to congtitute the necessary
sorage facilities and stocks themsdves.  In addition, the fact that the level of oil stocks
continues to be consdered a state secret rai ses serious concern.

Also the preparation for the internd energy market (dectricity and gas directives) needs
attention. In this respect, Bulgaria should speed up substantially adoption of amendmentsto the

Energy and Energy Efficiency Law of 1999 and should continue to determine an appropriate
and efficient regulatory mechanism able to carry out the functions as defined in the internd

energy market directives. The failure to pass these amendments further delays necessary
changes, including the adoption of bylaws, cregting practicad problem for the implementation of

this Law by entities in the sector. This could cause delays in the modification of the modd of

access to the network that should gradually change from that of a single buyer to regulated third

party access in 2003. In paticular, the “eligible cusomer” cdled for in the Law and the

approach to be followed are Hill to be defined. Investments in the digtribution network and to

improve energy resources are under way, in order to make afull interconnection to the western
European dectricity networks (UCTE) possible, hopefully in 2002. In the gas sector, it is dill

unclear how market opening in accordance with the acquis can be ensured, given the quantities
of gas Bulgaria has aready contracted to buy from abroad, notably from Russa, which exceeds
nationa consumption. The lack of financid discipline of energy companies continues to be a
problem, even if improvements have been recorded in the recovery of unpaid bills. The main

non-payers are sate budget-funded organisations. In digtrict heating, the collection rate varies
between 40-45% and 70% depending on the region. Remova of price distortions should

continue while * stranded costs™ aso need attention.

The Nationa Energy Strategy is to be updated next year, taking into consideration in particular
the early closure commitments for Units 1-4 of the Kozloduy Nuclear Power Plant. Forecasts
for energy demand confirm that this is not growing &t the rate foreseen in the previous Strategy
(1998). Thiswill be taken into account in the new srategy. It must be pointed out that Bulgaria
il has an energy consumption per capita three to four times the EU average. Despite plans to
activate an energy efficiency fund, it is of concern that Bulgaria has not been able to put into
practice an active policy on energy efficiency during the period under consideration. The lack of
such an active policy, both on the production and end-user side, should be underlined.
Subgantial efforts must  be made rapidly in this area, a first step would be subgantialy
improved co-ordination between the State Agency for Energy Resources (SAER) and the State
Energy Efficiency Agency (SEEA). Concrete steps to enhance support for energy efficiency,
energy saving and the use of renewable energy sources should be taken rapidly.

In generd, the co-ordination of energy sector activities, under the Ministry of Economy, has
been week. There is 4ill uncertainty and apparent disagreement on the divison of
responsibilities between the State Agency for Energy and Energy Resources and the State
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Energy Efficiency Agency. Nevertheess, the provisons contained in the Energy and Energy
Efficdency Lav give the later a mandate to implement the naiona policy for energy
conservation.

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 precise dates for the closure of units 3 and 4 of the Kozloduy NPP. 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 Situation and perspective of nuclear
safety in each candidate country, as wel as recommendations for specific improvements. In
Jduly, the Commission conveyed this report to the candidate countries.

Generd recommendations of the Council Report call 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 practice 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.

The report recommends that al candidate countries continue their national programmes
regarding the safe management of spent fud and radioactive waste, and regarding the safety of
their research reactors.

With regard to Bulgaria, the Council Report recommends twelve specific measures to ensure
the safe operation of the Kozloduy NPP and other nuclear ingdlations, including nuclear
legidation, resources of the regulatory authority, nationd emergency exercises and other
specified technica aspects.

It is recaled that reactors 1 to 4 of the Kozloduy Nuclear Power Plant are subject to early
cdosure commitments of the Republic of Bulgaria, contained in the Underganding signed in
November 1999 between the Government of the Republic of Bulgaria and the European
Commisson. Under the Underganding, the Republic of Bulgaria commits itsdf to close
definitively Units 1-4 of the Kozloduy Nuclear Power Plant at the earliest possible dates. Units
1 and 2 of the Kozloduy Nuclear Power Plant will therefore be closed down before the year
2003. The definitive closure dates for Units 3 and 4, which will be before the currently
envisaged closure dates of 2008 and 2010 respectively, will be decided in 2002 in agreement
with the European Commission and on the occasion of the updating of the Nationd Energy
drategy. The Commisson’s understanding is that the definitive closure of units 3 and 4 will take
place in 2006 a the latest. Bulgaria should accelerate preparations for a comprehensive
decommissioning plan and gart to implement it soon.

The status and the resources of Bulgaria' s regulatory authority should be further strengthened in
the short term and its independence should be guaranteed.

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

Since the last Regular Report, Bulgaria has made some further progress in its efforts to develop
and implement a market-oriented indugtria policy aimed & creating a competitive and dynamic
market economy.

Indugtrial policy is conducted within the framework of the Strategy for Improvement of the
Productive Sector, an integra part of the National Economic Development Plan 2000-2006. A
revised verson of the Plan was drawn up under the overal co-ordination of the Minigtry of
Regiond Development and submitted, together with an independent ex ante evauation, to the
Commission in May 2001.

Privatisation and restructuring of state-owned enterprises and banks neared conclusion in
2000, including the sde of resdud date shareholdings. The Privatisation Law was amended in
November 2000 to improve the efficiency and transparency of privatisation procedures and
reduce incentives favouring management and employee buy-outs.

There has been some further progress in restructuring the sted industry, though the process
remains incomplete. Following the sde of a mgority steke in its largest sted plant, Bulgaria
submitted to the Commission in 2000 a viability plan for this plant which provided for a
sgnificant restructuring including a reduction of capacity and employment over the coming
years. The authorities have emphasised that the stedl industry does not receive any ongoing state
ads, and will not do so in future.

Many unviable state-owned enterprises are ill being liquidated. Bankruptcy and liquidation
procedures were reformed during 2000, and specia bankruptcy chambers established in 2001.

Overall assessment

Bulgaria's policy towards indudtry is largdy in conformity with the principles of EC industrid
policy, being market-based, stable and predictable. The National Economic Development
Plan, which dates clearly nationd prioritiesin thisfield, needs to be findised and fully embedded
in nationa decison-making to ensure that it plays an operationd role in guiding policy.

Privatisation of commercid date-owned banks and enterprises is now nearing completion,
though the sales of the telecoms and tobacco companies have not yet taken place. There
continue to be complaints about a lack of transparency in some privatisation procedures. Less
progress has been made in placing the public utilities, notably in the energy and trangport
sectors, on a financialy sound and competitive bads. It is uncertain whether the steps o far
taken to regtructure the sted industry are sufficient to assure its medium-term viability. There
remain concerns about the viability of some privatised enterprises, particularly those sold by
management or employee buy-out, where the new owners may lack the financia resources and
management skills to run the enterprises successully.

% 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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It is too soon to assess whether recent changes to the lega framework and procedures for
bankruptcy and liquidation have succeeded in streamlining the exit of unviable enterprises and
the recycling of their assets to more productive use.

It should be noted that an important eement of any industria policy is the control of date ad
and the compatibility of support schemes with EC rules, including the current rules of date aid
of the ECSC Tregty, which will have to be examined.Bulgaria maintains a redtrictive gpproach
to granting date aids to industry, though the monitoring and control of state aids needs to be
improved (see chapter 6, competition).

The Minigry of Economy is responsible for developing and implementing indugtria policy, with
supporting roles for the Ministries of Finance and Regiond Development, the Privatisation
Agency, the Nationd SME Agency and the Foreign Direct Investment Agency.

The Minigry of Economy generdly plays a pro-active gpproach to industria policy for the
sectors for which it has respongbility. Now that privatisation and restructuring is nearing
completion, the Minidtry is re-orienting its role away from the control of state enterprises and
towards the wide-ranging reforms necessary to creste a more favourable business environment.
This will require the Minidtry to strengthen its co-operation with other ministries and public
agencies and to consult with business organisations on an equa and transparent basis.

While the Minigry of Finance has successfully implemented policies for macroeconomic
dability, it dso needs to play a more pro-active role in developing and implementing economic
drategies to encourage private sector development. The capacity and profile of the Foreign
Direct Investment Agency and Centre for Export Promotion could usefully be enhanced.

Chapter 16: Small and medium-sized enter prises™

Bulgaria has made some further progress in encouraging the creation and development of
SMEs.

While no particular developments can be reported regarding the overdl SME policy as such,
efforts continued to creste a more favourable business environment, and some of the reforms
will benefit smal enterprises in particular.  The work of an inter-inditutional working group
resulted in the actual or proposed smplification or abolition of 121 licensng and other
requirements by the end of 2000. At the beginning of 2001, a number of tax reforms were
implemented to encourage incentives and business development, including a 5- percentage point
reduction in the rate of profit tax and a reduction of the VAT reclaim period. Diadogue between
the public adminigration and the business community intensfied, with the Ministry of Economy
holding regular consultative meetings with business associations.

As far as access to finance is concerned, severd new initiatives were launched with the
encouragement of the Nationd SME Agency. The state-owned Promotional Bank increased its
lending activities to SMES, while a variety of other state-owned and commercid banks stepped
up their SME lending, some with the support of donor credit lines. There remains a dearth of
venture capital for the provison of externa equity finance to small businesses.

2 Developments concerning SME policy should be seen in relation to the overall enterprise policy, including the industrial
policy (see Chapter 15 - Industrial policy).
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The Minigtry of Economy and the Nationd SME Agency in the Council of Minigers, with its Six
regiond offices, are respongble for developing and implementing SME policy. The Agency’s
saff rose to 34 persons during the past year, of which 12 are employed in the six regiond
offices.

No development can be noted regarding the dignment of the SM E definition.

Overall assessment

Bulgarids SME palicy is in line with the principles and objectives of EC enterprise palicy,
though the Bulgarian definition of SMEs, notably as regards medium-szed enterprises, ill
differs from the EC definition and should be digned.

Bulgaria needs to persst with and intensfy its efforts to develop a more favourable business
environment, and to address the adminidrative, financid, fiscd and manageria obstacles to
SME creation and development. Despite the remova and streamlining of numerous licensing
procedures, there remain significant adminigrative barriers to setting up and running a business
in Bulgaria The dow and unpredictable functioning of the judicid system and the prevaence of
petty corruption are aso cited by business people as deterrents to economic activity. Much
activity dill takes place in the informa economy. Further efforts are required to develop the
capacity of busness associations and ensure they are consulted in an even-handed and
trangparent manner.

Gresater resources for policy development and particularly implementation are required at the
Ministry of Economy and Nationd SME Agency, a both centrd and regiond levels. The
respective responghilities of these two organisations for SVIE policy could usefully be dlarified.
Co-ordination of both national and donor-supported activities in the area of SMIE development
should be improved.

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

Amendments to the Act on Higher Education were adopted in March 2001; they am at
improving the system of indtitutiona accreditation. A Nationd Centre for Agricultura Science
was established in December 2000 and includes a nationd network with gpproximately 30
branches.

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

Overall assessment

Though the framework for co-operation in the fidd of science and technology is well
established, the research-related administrative capacities and infrastructure should be further
reinforced, inter alia to ensure successful association of Bulgaria to the Fifth Framework
Programme. For the further development of the sector and for an effective integration of
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Bulgaria into the European Research Areg, it is important to increase the gross domestic
expenditure on research and technologica development. The promotion of science and research
in Bulgaria will particularly need a further increase of business expenditure on research and
development (BERD), i.e. of expenditure on science and research activities from the industry,
smal and medium-szed enterprises and the private business sector in genera. Furthermore,
there is a need to foster research activities in universties and to introduce proper risk capital
legidation. Emigration of young and experienced specidists continues to hamper the
development of this sector.

An overdl framework Strategy for the development of research — athough under- preparation —
Is il missing. The same goes for legidation dedling with promotion of scientific research as well
as with high-tech parks and activities. The fact that dmost no legidative developments have
taken place in the reference period, combined with the lack of an effective policy maker for this
sector (the National Council for Research and Technological Development lacks administrative
sructure and support) and the till low percentage of GDP spent on science and research,
indicates that improvement of research and technologica development has not been given
particular atention by the government in the reference period.  The Ministry of Education and
Science lacks gtaff to ded effectively with research-related issues.

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

During the reference period, Bulgaria Started to participate in the second generation of the
Community programmes Leonardo da Vinci and Socrates ee section A.b — Relations
between the European Union and Bulgaria). Procedures for participation in the new Y outh
programme (which incorporates European Voluntary Service activities) are underway.

No particular developments can be reported regarding the Directive concerning education
of children of migrant workers.

Bulgaria has made little progress in reforming its education and training system and in
further introducing European standards. Secondary legidation was adopted which introduced
some date requirements for education and qudification of teachers as wel as standard
conditions for progressve decentrdisation concerning the admisson of pupils to generd
secondary schools. Concerning vocationa education and training, expert groups have been
edtablished on curricula reform and the Nationd Agency for Vocational Education and Training
has drawn up a new list of vocations which has been approved by the Ministry of Education
and Science. Furthermore, a number of criteria and specific procedures for licensing have been
worked out for vocationd education and training, as well as nationa educationa programmes
for children (September 2000) and young people (September 2001).

Some measures were taken to improve equa access to higher education. Secondary legidation
on the organisation and activities of the Nationd Evauation and Accreditation Agency as well
as on the recognition of higher education in some foreign universities was adopted.
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Overall assessment

Participation in the Community Socrates and Leonardo da Vinc programmes is satisfactory and
the established nationa agencies are functioning. However, co-operation between the Ministry
of Education and Science and the Nationa Agency for Socrates needs to be improved.

The Directive concerning the education of children of migrant workers ill has to be fully
trangposed and implementation ensured.

Though legidation for a mobile and adgptable vocationd education and training system is in
place, including the regulation governing the organisation, management and financing of
vocationd education and training, progress in implementing this comprehensive reform of the
vocationd education and training system has not progressed sgnificantly. There is no clear
srategy for and linkage between the planned optimisation and decentrdisation of the vocationa
education and training system. Capacity-building and development of vocationa education and
training a regiond level as wdl as teacher training reform should be given higher priority. Co-
operation between companies and schools remains limited. Investment in active labour market
measures, including workforce participation in continuing training, needs to be further enhanced.
Structured involvement of socid partners in vocationa education and training issues — though in
principle legdly enshrined in existing legidation - is il insufficient and has resulted inter alia in
the absence of any naiond standards for acquiring vocationd qudifications. The Nationa
Agency for Vocationa Education and Traning — the body inter alia respongble for
accreditation and licenaing in the area of vocationd education and training - lacks human and
financid resources. Co-operation with the Ministry of Education and Science needs to be
improved.

Co-operdion between enterprises, universities, the Ministry of Education and Science and
socid partners needs to be further enhanced to overcome the existing (partial) skills mismatch in
the area of higher education. The current system of ingtitutional evaluation and accreditation
lacks transparency.

Chapter 19: Telecommunications and | nformation Technology
Some progress has been made since the last regular report.

Concerning the liberalisation of the telecommunication market, Bulgaria's second GSM
licence, vdid for 15 years was awarded in January 2001 after a transparent internationa open
tender.

As regards the regulatory framework, the Ministiry of Transport and Communications holds
ownership rights of the current main operator the Bulgarian Telecommunications Company
(BTC), but dso performs some regulatory functions. In order to achieve a more effective
separdion between ownership and regulatory functions, the Ministry of Transport and
Communications has undertaken to transfer ownership rights to another state body if BTC has
not been privatised by 1 January 2005.

The Nationa Frequency Plan was updated in November 2000 and in May 2001. The
frequency dlocation for GSM is now in line with the acquis. Amendments to the
telecommunications law were adopted in April 2001. They further transpose the Licensing
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Directive and update the definition of Universal Service, dthough this ill does not include
explicitly data and facamile sarvicesin line with the acquis.  The amendments provide the State
Tdecommunicaions Commisson (STC) with the possibility inter alia to withdraw licenses of
any mobile operator that presents a threet to nationa security. The regulation of Voice Over
Internet Protocol was brought into line with the acquis.

A number of pieces of secondary legidation were adopted in 2001 thereby revising the licensng
arrangements for different telecommunication activities and establishing licenang regimes for
privaete mobile radio, fixed relay linesand VSAT sarvices.

In 2001, Bulgaria revised its sector policy in telecommunications and its Nationd Programme
for the development of the information society.

Concerning postal services, in December 2000 Bulgaria adopted a drategy for the
development of this sector. Priorities include the upgrading of the nationd postd infrastructure,
the creation of proper conditions for attracting invesments and the promotion of far
competition among posta operatorsin view of planned liberdisation by 1 January 2003.

Overall assessment

Bulgaria has achieved a reasonable degree of dignment with the acquis but further efforts are
required on both trangposition and enforcement in a number of areas.

Compstition has findly been introduced into the GSM market in Bulgaria athough there is
probably room for more operators in the market.

However, further transposition and enforcement of the acquis is required particularly in the
aress of cogt orientation for operators with significant market power, and in carrier selection,
number portability and unbundling of the loca loop. Progress needs to be made in improving the
efficiency of BTC so that the company can withstand competition after liberalisation envisaged
for 2003. It is dill unclear how necessary invesments to modernise fully BTC's fixed line
network will be attracted. Consideration should be given to bringing forward the date for the
introduction of UMTS services which is envisaged for 2006 at the latest. The proposed
regulatory regime in Bulgaria needs to be reviewed to ensure that nationa security concerns do
not distort the civilian market.

Further steps will be necessary to drengthen the adminigtrative cepacity of the Nationd
Regulatory Authority to enforce the acquis, including an upgrading of its frequency management
capabilities. Severa bodies share the responghility for frequency dlocation with the STC,
including the National Radio Frequency Council. Their respective roles need to be clarified. In
view of liberdisation on 1 January 2003 and the need to dtract investments, consideration
should be given to bringing the date of 1 January 2005 forward for separation of ownership
from regulatory responsihilities.

Concerning posta services, further steps need to be taken to ensure that service qudity does
not suffer from the lack of a fully independent regulatory authority after the planned full
liberalisation on 1 January 2003. Also, attention needs to be paid to ensuring the provison of
Universa Service.

72



Although Bulgaria attaches some importance to the development of the information society,
consderation should be given to the dlocation of greater financia resources to this area

Chapter 20: Culture and audio-visual policy
Some devel opments have taken place in this area as concerns adminidgirative capacity.

Concerning the audio-visual area, the adminigrative capacity of the National Council on Radio
and Teevison has improved in terms of human resources: saffing has increased from 30 in
2000 to 45 in 2001 (nine members of the Council and 36 in the secretariat).

A number of activities have been conducted in the area of monitoring, particularly as far as
prevention of violaions of the Law on Radio and Teevison is concerned. The sanctioning
powers of the Nationa Council on Radio and Televison have been sgnificantly strengthened
through the amendments to the Law on Radio and Television adopted in October 2000.
Sanctions on broadcasters can now be imposed without the involvement of the State
Tdecommunication Commission.

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

Overall assessment
Bulgaria has achieved subgtantid dignment with the acquis under this chapter.

Bulgaria has sgned and ratified the Council of Europe Convention on Transfrontier Televison
and its Protocol.

Though the adminigtrative capacity, budget adlocation and infrastructure of the Nationa Council
on Radio and Televison have somewhat improved in the reference period, further efforts in
these areas will be necessary.The premises, daff and infrastructure of this body are il
insufficient: for ingtance, monitoring activities are under-resourced, with inadequate equipment
and a base away from the main building. Proper monitoring structures still need to be developed
and particularly proper technical equipment will need to be a this body’s disposa. Given the
high number of license applications (525 license applications were received in 2000 and 320
licenses granted), the Nationa Council on Radio and Tdevison gill needs to srengthen the
human resources it alocates to this activity. Only two people are currently dedling on a full-time
basis with licensing. Both the capacity and transparency of this body need to be strengthened, in
particular the trangparency of the criteria used in licensing procedures. The current way in which
both the Nationd Council of Radio and Teevison and the State Telecommunications
Commission areinvolved in the licensing process does not provide adequate trangparency.

In the field of culture, the Directorate for Internationa Cultural Policy at the Ministry of Culture
is respongible for Bulgarian cultural centres abroad as well as for cultura relations with the EU,
the Council of Europe, UNDP and other organisations.

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

Snce the las Regular Report, little progress has been achieved in preparing for the
implementation of sructurd policies.
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No new developments can be reported concerning the territorial organisation.

With regard to the legidative framework, a Council of Ministers decison was adopted in
December 2000 which crestes a Regiond Development and Sector Monitoring Sub-
Committee for cross border co-operation at centra level. The Law on the Socid Investment
Fund entered into force in April 2001. The Fund will provide financid assstance for the
implementation of projects given priority in the Nationa Economic Development Plan. A law on
gpatia planning was adopted in March 2001. Secondary legidation was adopted in June 2001
which revises the gructure and functions of the Ministry of Regiond Development and Public
Works. This ams to improve the ingitutional structure of the ministry by defining more
precisgly the functions and responsbilities as regards planning, programming, managemernt,
control, monitoring and evauation of the relevant pre-accesson programmes. New units
dedling with drategic planning and co-ordination are cregted. There has been some
adminidraive drengthening of the inter-minigerid Commissions for Economic and Socid
Cohesion set up in 2000 in the six planning regions corresponding to NUTS I leve.

Programming capacity remains very limited. There has been some progress at the regiond
level, where Commissions for Economic and Socia Coheson have started to participate in the
programming process. Sector strategies have been established for the relevant pre-accession
indruments. A revised verson of the National Economic Development Plan was forwarded to
the Commission in May 2001 after an evaluation by consultants.

Very little progress has been made in setting up evaluation and monitoring systems. Thisis
the responghility of the Ministry of Regiond Development. The secondary legidation of June
2001, which revises the structure and functions of the Ministry of Regiond Development and
Public Works, addresses this issue for the firg time by envisaging the creation of a new
monitoring committee for the implementation of the National Economic Devel opment Plan.

With a view to financial management and control, recently adopted secondary legidation
adso creates a new gdructure for payment and accounting within the Ministry of Regiond
Development. No developments can be reported concerning the preparation for a multi-annual

budgeting system.

No developments can be reported in the area of regiond statistics.

Overall assessment

Bulgaria has advanced little in developing the necessary dructures for the implementation of the
Structural Funds. Bulgaria needs to strengthen and accelerate considerably its efforts to be able
to manage these successfully upon EU accession.

Concerning territoria organisation, Bulgaria has six planning regions corresponding to NUTS 1.

There is a need to define dearly the responghilities of the minidries and dl other bodies
involved in the preparation for future Structural Funds both at national and regiond level.
Bulgaria needs to ensure that the structures for inter-ministeria co-ordination are efficient and
based on political consensus.

While adminigtrative structures a regiond level have been established, their role in programme

development, implementation and evauation needs to be further darified. Genuine partnership
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structures need to be established at regiond leve, including the regiona and loca authorities and
economic and socid partners. This would ensure a more transparent involvement of the regions
in programming, implementation, monitoring and evauation of EC assgance in line with the
partnership principle.

The exigting legd framework does not provide clear provisons for ingtitutiona arrangements.
Recently passed legidation lacks a structured approach.

Adminigtrative capacity on projects for regiona development and economic and socia cohesion
in key minigtries remains a subgtantid problem. Capacity on preparation, implementation,

financid management and control, monitoring and evauation is wesk. Better-qudified and

better-trained staff are needed at dl levels. The poor performance of the Ministry of Regiona

Development in co-ordination and implementation of these projects is a matter of concern.

The experience from various preaccesson programmes indicates that insufficient administrative
co-ordination between the Ministry of Regiona Development and relevant line minigtries has a
negative effect on the qudity of programming, management and implementation of programmes.

The identification and development of projects continues to rely heavily on technica assstance.

Consequently, substantial improvement in the technical preparation of projectsis necessary.

As regards programming, the significant number of programming documents results in the lack
of an integrated development framework. The Nationa Economic Development Plan is not yet
fully embedded in nationd policy-making, including the preparation of the budget.
Consequently, it does not serve as an integrated and operational development tool. The quality
of this plan, which will serve as a programming document for pre-accession insruments prior to
accesson, has somewhat improved compared to the previous verson. However, it sill contains
a number of incondgtencies. There is a lack of sdectivity and prioritisation of measures
envisaged, notably in terms of coherence between the different development axes. This sems
from alack of inter-ministerid co-ordination and consultation of relevant stakeholders, including
economic and socia partners.

In the fidd of financid management and control, Bulgaria has made some progress. The legd
basis for adequate public interna financia control has been established. However, the newly
edablished internd audit departments gill need to be drengthened. The training of interna
auditors should be a priority. To fulfil the specific requirements of the Structurd Funds
regulations, gppropriate systems and procedures for financid management and control need to
be edablished in reaion to the dructure of the managing and paying authorities  The
mechaniam for the alocation of co-financing in the nationd budget is till not clear.

Sgnificant work to ensure compliance with the acquis requirements for monitoring and
evauation is dill necessary, in paticular as regards the ex-ante evauation of the Nationd
Development Plan and the collection of the rdlevant statistical information and indicators. The
timely avallability and functioning of an effective monitoring and evaduation sysem will be of
crucid importance for the effective and efficient implementation of the Structurd Funds.

In relation to the European Socia Fund, substantid efforts are required to improve both the
adminigrative capacity and the mechanisms for co-ordination of European Socid Fund
interventions in the context of the European Employment Strategy and the Inclusion Process.
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Asto regiona datidtics, further efforts are necessary to bring these up to the level required for
regional policy planning and programming, in particular for ex-ante evaudtion. Bulgaria il
needs to improve the system for the collection and processing of relevant Satigtica information.

Chapter 22: Environment

Since the lag Regular Report, Bulgaria has made some sgnificant progress in terms of
transpogition of the EC environmental acquis. The development of gpproximeation programmes
and implementation drategies has continued. Implementation and cost of dignment remain,
however, chalenges.

Efforts have been maintained towards the integration of the environment into other
policies, notably at loca leve.

Inthefidd of horizontal legidation, no progress has been made in the reporting period, as the
delay in the adoption of the new Environmental Protection Act, designed to improve compliance
with a number of EC directives, has postponed the trangposition of the acquis on environmental
Impact assessment and access to environmenta information.

Asregards air quality, there was progress with transposition. The law on ratification of the
Protocol on persstent organic pollutants to the Convention on long-range transboundary air
pollution was adopted.

In the area of waste, harmonisation of legidation continued with the adoption of new
Regulations on batteries and accumulators, waste oils and sewage dudge. The Regulaion
regarding permisson for import, export and trangt of waste was amended to aign with the
acquis. In the fidd of water quality, secondary legidation was adopted regarding drinking
water, bathing water, fish and shdlfish, groundwater and water management based on river
basins. Authorities responsible for water management have been designated.

In the fidd of nature protection, progress to align with the Directives on birds was made
through adoption of alaw on hunting and game protection.  In terms of administrative capacity,
directorates of the three national parks have been sgnificantly reinforced.

As regards industrial pollution control and risk management, the trangpostion of the
Directives on integrated pollution prevention and control and on control of magor accident
hazards has been delayed. An inventory of enterprises and sSites covered by the Directive on
control of mgor accident hazards was commenced. As regards adminigirative capacity, the
Minigtry of Environment and Water has developed a multi-annua implementation plan.

As regards genetically modified organisms, there was no new development. Regarding
chemicals, a number of laws and secondary legidation were adopted in order to aign with the
acquis. Bulgaria rdified the Rotterdam Convention on internationd trade in certain dangerous
chemica substances and pesticides and the Cartagena Protocol on bio-safety.

There were no new devel opments as regards noise from vehides and mechinery.

In the fidd of radiation protection (see also chapter 14 - Energy), there were no further
developments in the reporting period.
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Whilt it is difficult to give a precise figure on investment and expenditure on environment, there
has been an increase in funding from the nationa budget, nationa environmenta protection fund
and other sources (e.g. municipdities, donor funding and privete investors). The total amount is
over 2.0% of GDP for 1999.

Overall assessment

Bulgaria has reached a fairly good leved of dignment with the acquis. Efforts will however
continue to need srengthening, in particular in relaion to transpostion of the acquis on
environmental impact assessment, ar qudity, waste management, water quality, nature
protection, industrid pollution control and risk management and radiation protection.

Achieving full implementation continues to be a chdlenge. Particular emphasis needs to be put
on the devdopment of implementation plans, induding financing drategies, and inditutiona
strengthening to ensure proper implementation. Thisisrelevant for dl sectors.

The environmenta Stuation has generdly improved in Bulgaria, dso as an effect of the
economic restructuring and the closure or modernisation of polluting enterprises. There are il
environmenta hot spots which should be treated, for example the air quality in big cities such as
Sofia and Plovdiv. Mgor efforts are gtill needed, as was pointed out last year, in terms of
consultation with, and information for, industry on its responsibilities and obligations, notably as
regards the preparation of necessary investments. The nationa programmes for investments that
have been findised to date must be followed by concrete results on the ground. Further
progress is needed, however, regarding transposition and implementetion, in particular as
regards landfill and incineration of waste. Bulgaria benefits from a well-preserved nature and
wild life that is dtracting more and more vigtors in many areas of the country. Further
transposition is gill needed on the habitats directive and certain aspects of the birds directive,
and concrete implementation measures are still needed. The attention that has been paid to
nature protection should be maintained and enhanced.

In the field of radiation protection, delays in adopting the new act on protection of the
environment have postponed the adoption of a legidative bass for radiation background
monitoring.

Meeting the requirements of the environment sector requires enhanced efforts and co-operation
between the various minigiries and with the other relevant organisations. Most European issues
are centraised in the European Integration Unit in the Environment Ministry. Co-ordination with
other ministries remains strongly dependent on the resources dlocated, in particular by the
Minigtries of Agriculture and Health. The Minigtry of the Environment needs to be strengthened.
Adminigrative capacity a locd level dso remains a matter of concern. Implementation of
environmenta policy is entrusted to the regions and municipdlities, aleve a which there are ill
maor weaknesses. Training is needed on the requirements of the acquis. Regiond
ingpectorates need to be reinforced, notably as regards waste management and nature
protection. Awareness a regiond and loca levels should aso be improved. Dialogue and co-
operation with NGOs and loca populations remains limited, especidly in terms of access to
information and of the environmental impact assessment procedure.
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Bulgaria should pay increesing atention to the integration of environmenta protection
requirements into the definition and implementation of al other sectord policies with a view to
promoting sustainable devel opment.

Chapter 23: Consumer and health protection
During the reference period little progress has been made in terms of legd dignment.

Some progress was made on safety-related measur es. Secondary legidation was adopted in
May 2001, which isintended to transpose the acquis on dangerous imitations.

No major progress can be reported as regards non-safety related measur es.

Some progress has been made in implementing the Law on Consumer Protection and Trade
Rules of 1999, which cregtes the generd framework for consumer protection in Bulgaria. Some
efforts have been made to enhance the adminidrative capacity and infrastructure of the
Commission on Trade and Consumer Protection, which is the main enforcement body in the
fidd of consumer protection and market surveillance. The Commisson on Trade and
Consumer Protection has concluded some agreements with other controlling bodies (eg.
Standardisation Agency, Minigry of Interior, Ministry of Hedth, Ministry of Minigry of
Agriculture and Forests, Customs Agency) in 2000, aming at better co-ordination and co-
operation in the area of market surveillance.

Following checks carried out, the Commisson on Trade and Consumer Protection issued 7063
pendty acts in 2000. An information system has been established. This contains consumer
clams aregister of stes checked and the result of the checks. Progress has been made in the
handling of consumer complaints. A number of out of court settlements have been made through
the nine Conaliation Commissons.

The Nationd Council on Consumer Protection, a consultetive body to the Minister of Economy,
has been more active in this period. A step forward is that this body has triggered a public
discussion on how to ded with consumer rights to provision of public utilities, even though these
Issues are not yet specificaly mentioned in exigting legidation. A plan of priorities for 2001 has
been developed and partly implemented, including continued efforts to strengthen the market
aurvelllance sysem, the information exchange sysem for dangerous products and the
adminigtrative capacity of Conciliation Commissions. Some measures were taken to develop the
system for exchange of information on dangerous goods, both at nationd level and through the
TRAPEX system, which operatesin countries of central and eastern Europe.

Overall assessment

Bulgaria has aready trangposed a considerable part of the acquis. The adoption of the Law on
Trade and Consumer Protection in 1999 has been followed by the adoption of a number of
implementing regulations. However, further aignment is needed particularly as concerns certain
aspects of the sales of consumer goods and associated guarantees, injunctions for the protection
of consumer interests, package trave, timeshare and consumer credit, which have not been
trangposed into nationd legidation or, as it is the case for distance contracts, are only partidly
transposed.
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Full adoption and implementation of the acquis is hampered by a number of factors. Effective
co-ordination between market survelllance authorities and other control bodies with regard to
product safety is gill lacking. This is partly due to existing legidation which indicates thet the
Commisson on Trade and Consumer Protection is responsble for market surveillance in dl
areas Where sector specific legidation has not been issued. While implementation of the Law on
Trade and Consumer Protection has improved, market surveillance continues to be conducted
on an ad hoc basis and lacks a proper strategy and is not co-ordinated. The quality of checks
of the Commission on Trade and Consumer Protection is limited due to the lack of funding for
testing laboratories. The consumer protection department in the Ministry of Economy works in
relative isolation. Though the National Council for Consumer Protection has been dightly more
active, no legidative proposas have been made concerning consumers interests in the area of
public utilities

Municipa consumer protection units envisaged by exigting legidation are only partly established.
However, the mgjor municipaities are dready covered by the structures of the Commission of
Trade and Consumer Protection.

Insufficient attention has been paid to mideading advertisng and to the protection of consumers
interestsin cases of unfair contract terms.

Ovedl, further srengthening of the market surveillance and enforcement capacity of the
Commission of Trade and Consumer Protection is necessary. Effective consumer access to
justice with a view to individua redress remains limited since relevant courts lack proper
capacity to ded with consumer protection legidation. The capacity of Conciliation Commissons
needs to be further strengthened. A number of out of court dispute settlements have been
suspended, partly due to a lack of understanding as to which issues are to be dedlt with by
these bodies.

Though consumer associations are relatively numerous and have in generd a good working
relationship with the government, they lack proper capecity themselves which results in a
relatively low impact on the development of a culture of consumer protection within the
population. Currently, seven consumer associations are operationa in Bulgaria Sx of them
participate in the Nationa Council on Consumer Protection. However, none of them takes on
the role of an umbrella organisation.

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

Since the last report, Bulgaria has continued to make progress in most areas in terms of aigning
its legidation to the acquis. Subgtantid efforts to strengthen adminigtrative capacity will need to
continue.

The adoption of a personal data protection act has been delayed severd times, but is in
Parliament. No progress is to be reported as regards the ratification of the Council of Europe
Convention for the protection of individuas with regard to Automatic Processing of Persond
Data

Significant efforts over the past few years have brought Bulgaria's visa policy largdy into line
with the policy of the EU. As a result, since 10 April 2001 Bulgaria has enjoyed a visa-free
regime with al Schengen member dates. From October 2001, Bulgaria introduced visa
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obligation for citizens from Russa, Ukraine and Georgia. At the end of 2000, a new Training
Centre for Consular officers was established. The equipment of the Visa Centre in the Ministry
of Foreign Affairsis being updated with the introduction of a new visa control computer system.

Bulgaria has introduced a visa dasdfication thet is in line with the Schengen dassfication. The
provisons of the Bulgarian Identity Documents Act and the Regulaion on the Terms and
Conditions for Issuing Visas by the Diplomatic and Consular Missons of the Republic of
Bulgaria are in line with the requirements for a uniform visa format. Border police officias have
access to the database on al visas issued by the visa centre, thereby reducing the possibilities
for misuse or fddgfication. The Automated Fingerprint Identification System (AFIS) has been
operationa since October 2000 at the main border check points.

The preparation for future participation in Schengen is partiadly underway. Border police
officiads operate an automated information system, which contains categories of information
smilar to those of the Schengen Information System. However, some of the legd framework is
dill missng.

The process of replacing the identity documents of Bulgarian citizens and long-term residents,
which started in 2000, continued and is due to be completed by the end of 2001. The new
Bulgarian passports and identity documents are consdered to be of very high qudity from the
point of view of document security.

Some progress has been registered in dignment with, and implementation of, the acquis in the
field of external border control. Demilitarisation of the border police has continued, but a a
dower pace than envisaged last year. The Bulgarian border police is being transformed into a
modern agency with increasing focus on human resource policy. The first specidised border
police training centre was established in October 2000. However, there is ill room for
Improvement as regards co-operation with other national agencies working in the field of border
Security.

According to gtatistics from the National Border Police Service, 6,071,759 border crossngs
were registered in the period 1 January - 20 June 2001. This is about the same number as the
previous period. However, 862 people were denied exit, which is 25.62% more than in the
firgt haf of 2000. 2,602 foreign nationas were denied entry for violating the passport and visa
regime (2.47% less compared to last year). Over the reference period, 859 foreign nationals
were expdled from Bulgaria and the number of readmitted persons was 1.268 (40.62% less
than lagt year). The latter figure does not take into account the high number of Bulgarian citizens
returned from Norway over the summer of 2001.

Asregards migr ation, the 1998 Foreign Nationds Act, which regulates the conditions of entry,
stay and control of foreigners in Bulgaria, has been brought further into line with the acquis.
Amendments entered into force in April 2001 in aress such as family reunification, travel
fadilities for school pupils from third countries resding in a Member State, marriages of
convenience and admisson of sdlf-employed persons. Since November 2000, the border
police a Sofia airport has been checking identity documents of persons coming from countries
representing arisk whilst the passengers are still on board aeroplanes.

A readmisson agreement between Bulgaria and Ukraine was signed in September 2001. In
May 2001, Bulgaria and Croatia approved a readmisson agreement. Bulgaria also submitted
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draft readmission agreements to Latvia, ESonia, Georgia, Russia, Tunisia and Lebanon, and
dgned a readmission agreement with FYROM in  June 2001. Bulgaria and Turkey have
exchanged readmission agreement drafts. A readmission agreement with the Federal Republic
of Yugodaviaentered into force in August 2001.

As regards adminigrative capacity, in May 2001, the Minigtry of Interior established a Human
Trafficking Task Force. This comprises representetives from different minisries and the
judiciary. It started working on the preparation of a Memorandum of Co-operation, which
should lead to a common action framework againg trafficking. A permanent working group has
been established to solve urgent migration problemsin Bulgaria

The Nationa Action Plan on asylum policy has been followed by a report on further
harmonisation of nationd legidation with the acquis. An interdepartmental working group
chared by the Agency for Refugees has been formed to ensure full compliance of the Refugees
Act, with the 1951 Geneva Convention (e.g. as regards the non-refoulement principle) and the
acquis.

Apat from the ratification of the Agreement between Bulgaria and Belgium on police-co-
operation in March 2001, no progress can be reported in the area of police co-operation.
Bulgariais gtill negotiating a co-operation agreement with Europol.

Also, with regard to the fight against organised crime, little progress can be reported.
Proposed amendments to the Penal Code were rejected by the last National Assembly before
the recent dections took place. In September 2001, Bulgaria and Ukraine signed an agreement
on co-operation in combating crime and a protocol on co-operation between the respective
Minigtries of Interior.

As far as the fight againg fraud and corruption is concerned, (see also Section B.1.1. -
Democracy and the rule of law) little progress can be reported. However, in October 2001,
Bulgaria adopted a nationa anti-corruption strategy, which is a postive step.

In the area of drugs, some progress can be noted as regards gpproximation of legidation
through the adoption of severd legd instruments to make the 1999 narcotic drugs and
precursors control act operationa, but the legidation is not yet fully harmonised with the acquis.
In 2000, the Bulgarian Customs Agency intercepted a total of 2,620 kg of narcotics. 71% of
this was heroin originating from the Middle East. Between January 2001 and August 2001 the
Bulgarian Customs authorities seized atota of 1,260 kg of narcotic substances, including 948
kg of heroine,

Regarding money laundering, the Bureau of Financid Inteligence was established as a
separate agency by virtue of a law adopted in the beginning of 2001. The bureau collects,
ingpects, andyses and reved's information related to money laundering activity. It may use inter-
sarvice, banking or commercia confidentia information, as well as protected persond data. The
new provisons widen the range of legd entities under an obligation to identify their dientsin
case of operations over € 15 320 to include for example the Bulgarian Nationa Bank, pension
funds and sports organisations. Entities obliged to provide relevant information to the bureau
must adopt internal rules of control and submit these to the agency for approva.

Intheareaof customs co-oper ation, in July 2001 Bulgaria adopted a strategy for rationaising

border operaions performed by Bulgarian Customs. Bulgaria included the provisons of the
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Isanbul Convention on temporary admisson in the Customs Act and its implementing
regulation, so that it can join the convention in 2002. It dso concluded a bilateral customs co-
operation agreement with the USA and entered into arrangements with Slovenia, Slovakia and
the Czech Republic, through CEFTA. As to adminigrative capacity, the Customs Agency
adopted a strategy on organisation and management of human resources.

As regards judicial co-operation in criminal and civil matters, some progress has been
made. In April 2001, Bulgaria retified the UN Convention againg trans-national organised
crime including the Protocal to prevent, suppress and punish trafficking in persons, especidly
women and children, and the Protocol againgt smuggling of migrants by land, sea and air. In
March 2001, it adopted a law on withdrawa of Bulgaria's reservation on article 12 of the
European Convention on Extradition. This reservation dlowed Bulgaria to retain its right to
request evidence of crime from the country claming extradition, which hampered the quick
examination of the extradition requests.

Overall assessment

Ovedl, Bulgaria is quite wel advanced in dignment in the areas of visa policy, migration,
border control, customs co-operation and judicia co-operation. However, in al these aress,
efforts to upgrade the adminigrative capacity will need to continue. Shortcoming remains in
Implementation capacity, training and eguipment.

Bulgaria has not yet adopted a law on data protection, so it does not yet have a system of
protection of persona data compatible with the acquis.

Bulgaria has dready largely digned its visa policy with that of the European Union. It maintains
visafree regimes with FYROM, Romania, Tunisa, and Yugodavia Despite recent efforts,
the capacity of the visa centre will need to be strengthened to dedl efficiently with the large
increase in the number of requests for visas.

Bulgaria has edtablished an automated information system, which contains categories of
information smilar to those of the Schengen Information System, and has introduced a visa
classfication in compliance with the Schengen classification, but needs to adopt the necessary
laws in order to have a comprehensive legd framework in this fidd. It till needs to bring the
procedure for issuing trangt visas for Turkish citizens at the Bulgarian border into line with the
acquis. Bulgaria should continue its overadl preparation for future participation in the Schengen
area and develop and present a Schengen Action Plan.

As regards external borders, demilitarisation of the border police continues and a border
management strategy has been developed. However there is a need to widen it towards an
integrated border management strategy whereby al agencies active in the border region - in
particular the future externa border of the EU - are involved.

Although the border police has started the process of modernising its mobility, communication
and surveillance equipment, the equipment used at the green and blue borders is to a large
extent outdated and not fully operationd, in particular as concerns radio communication.
Regarding adminidtrative capacity, the current structure comprises a centra directorate with ten
main divisons and 13 regiona border sectors. The centra directorate directs and controls 28
border checkpoints. As of March 2001, the strength of the National Border Police Service was
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8,168 , of whom 4,468 were professond police officers and sergeants, 3,013 military
conscripts and 687 technical personndl.

With regard to migration, there are now readmission agreements with al EU member dates
(except the United Kingdom and Irdland) and with Norway, the Czech Republic, Poland,
Hungary, Sovakia, Sovenia, Romania, and Yugodavia Bulgaria is negatiating with the United
Kingdom and Irdland. Bulgaria should continue its current efforts and sign further ayreements
with candidate countries and third countries.

Bulgarian legidation on asylum is dreedy to alarge extent digned with the acquis and the main
internationa ingruments such as the UN Geneva Convention on the Status of Refugees of
1951, the New York Protocol on the Status of Refugees of 1967, and the European
Convention on the Protection of Human Rights and Fundamental Freedoms of 1950. However
anumber of gapsin the legidation exist and will need to be addressad in the amendments to the
Refugees Act. The current role of the police, in particular the border police, in the accelerated
procedure for asylum applications, as well as the lack of a fully independent gpped procedure
agang these decisons, is not in line with EU standards and provisons. This needs to be
addressed. The number of asylum seekers in Bulgaria remains limited, athough a sharp incresse
in the number of applications lodged in the past year can be noted. According to the Agency of
Refugees, 1,513 filed for asylum in Bulgaria between January and August 2001. Refugee status
has been granted to 292 people, and humanitarian status to 750 in this period. From March
1993 to the end of August 2001, 7,451 asylum request were filed in Bulgaria Refugee status
was granted in this period to 1,188 persons.

Infrastructure remains to a certain extent underdeveloped; there is one refugee centre in Sofia
with a capacity of about 500 persons and another centre in Banya with a capacity of 60
persons. In addition, a temporary transit centre for refugees has been opened at the Kapitan
Andreevo border checkpoint with the assstance of the UNHCR and a non-governmental
organisation. The Government has adopted a decree establishing two registration centres at
Sofia airport and the Kapitan Andreevo border checkpoint, but work is gtill a a preparatory
dage. In this perspective, Bulgaria needs to make subgtantid efforts to have sufficient capacity
in refugee trangt centres and adminidrative screening. Additiona efforts are needed dso to
better integrate recognised asylum seekers and refugees into Bulgarian society.

In the fidd of police co-operation and the fight againgt organised crime, Bulgaria has
sgned intergovernmenta agreements on combating internationa organised crime with Austria,
Belgium, Greece, Itdy and Spain, as wel as with the Czech Republic, Hungary, Poland,
Romaniaand Sovakia

As regards adminigrative capacity, the Bulgarian Police Services are handicapped by a
complicated organisationa structure which results in a sgnificant overlap of respongbilities (e.g.
between the Crimina Police and the National Service to Combat Organised Crime), services
with unclear roles (e.g. the Gendarmerie) and alack of communication between different police
forces (especidly a locd and regiond level). Despite the fact that police officers are
comparatively well paid (above the nationa average), the police force suffers from a poor image
linked to perceived corruption. The main reason for this is the lack of trangparency and
accountability in the Bulgarian Police. The introduction of a modern human resources policy is
indispensable to improve the efficiency within the Police services.
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Bulgaria is a source of, and trangt country for, trafficking of human beings. Women from
Romania, Moldova, Russa, Ukraine, Armenia, Azerbajan, and Georgia are trafficked for
sexua exploitation to FYROM, Greece, Turkey, Kosovo, Bosnig, Italy, Poland, and other
countries in western Europe. Although Bulgaria is making dgnificant efforts to combat
trafficking, these need to be strengthened. Bulgaria does not have a specific anti-trafficking law
but uses other provisons to prosecute trafficking, which makes taking cases to court more
difficult. Bulgaria does investigate trafficking, encourages victims to testify, and has two police
units dedicated to the problem. Statistics on prosecutions are unavailable, but it appears that
few traffickers have been prosecuted yet. Bulgaria aso needs to adopt a programme for
prevention and for the protection of victims.

As regards the fight againg fraud and corruption, sgnificant further efforts need to be
undertaken. A new strategy to combat organised crime needs to be developed. With regard to
the protection of the financid interests of the European Communities, Bulgaria needs to
complete digning its legidation with the acquis, and in particular with the 1995 Convention on
the Protection of the Financia Interests of the European Communities and its protocols.

Inthe areaof drugs, Bulgaria has adopted severd legad instruments to make the 1999 narcotic
drugs and precursors control act operationd, but needs to make further efforts to harmonise its
legidation with the acquis. It dso needs to daborate a comprehensve nationa anti-drugs
strategy, covering not only the law enforcement side but aso the prevention and hedlth aspects,
and to drengthen the adminigtrative capacity in this area. Regarding administrative capacity, the
Nationa Council on Narcotic Drugs has set up a secretariat, which should become the National
Focd point for co-operation with the European Monitoring Cemtre for Drugs and Drugs
Addiction in Lisbon. However, the Foca Point is not operationa yet.

The Bureau of Financid Intdligence (BFI) il lacks the capacity to ded efficiently with the
documents submitted by the numerous entities and thus additional resources should be
provided. Co-operation between the BFI and other law enforcement agencies and the judiciary
in paticular remains an issue of great concern. The BF is a modern agency with a smal but
highly motivated staff. However, an anti-money laundering policy can only be successtul if
co-operation between BFl and al other law enforcement agencies is successful and in particular
if all cases brought to the attention of the court by the BFI are also trested with the attention
they deserve.

Bulgariais party to the mgor internationa agreementsin the area of customs co-operation and
is preparing for accession to the EC conventions in this area upon accession. It has concluded
bilateral agreements with Armenia, Austria, Azerbaijan, Greece, FY ROM, Mongolia, Romania,
Russa, Turkey, the United Kingdom, Ukraine, the USA and Yugodavia Inteligence and
Investigation services within the Bulgarian customs are being established but do not yet meet EU
dandards. They ae in need of both adminidrative strengthening and specidised training,
including in covert survelllance techniques. The effectiveness of their work will depend on the
further development of risk anayss and modern methods to fight fraud and corruption.As
regards the fight againgt fraud and corruption, significant further efforts need to be undertaken.

Asregardsjudicial co-operation in crimind and civil matters, Bulgaria has signed 37 bilaterd
agreements on judicia co-operaion and multilatera agreements with its neighbours to combat
transnationd organised crime. Judges and practitioners gtill face mgor difficulties in extradition
cases. Bulgarias existing reservation on article 23 of the European Convention on Extradition,
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which requires an extradition request to be submitted to the court with a trandation into one of
the officid languages of the Council of Europe, causes delay and loss of procedurd time.

The capacity to ded with internationa lega cases, and in particular for extradition matters,
needs to be reinforced in order to ded rapidly with incoming requests. The Directorate
responsible for thisin the Ministry of Justice needs to be strengthened. The appropriate level of
co-operation as regards mutua recognition and enforcement of judicid decisons, and direct
court-to-court dealings in cross-border situations also needs to be ensured.

The human rights legd instruments covered by the Justice and Home Affairs acquis have been
ratified by Bulgaria, with the exception of the 1981 Council of Europe Convention on the
protection of individuals with regard to automatic processing of persona data.

Chapter 25: Customs Union.
Bulgaria has made some progressin this field since the last Regular Report.

As regards dignment with the EC Customs Code and itsimplementing provisions, it can be
noted that Bulgaria has dreedy achieved a high degree of dignment. Bulgaria made further
progress in digning its legidation on free zones, trangt, recovery of customs debt and customs
regimes with economic impact.

As far as the cusoms acquis outside the Customs Code is concerned, legidation was
adopted which further aligns Bulgarid s legidation in the field of duty rdiefs and culturad goods
with the acquis. A more detailled procedure for adminigering tariff quotas, defining the
responsbilities of the customs offices and the central customs directorate was introduced.

Asfar asthe administrative and operational capacity to implement the acquis is concerned,
little progress can be reported. Rules of procedure for the Nationa Customs Agency were
adopted and an ordinance on the procedures related to the customs declaration was amended.

In order to prevent corruption among customs officids, Bulgaria formdised ethics rules,
provided training, introduced a rotation system, strengthened control of employees and their
secondary income, and increased sanctions.

The legd framework has improved with the adoption of the law on the civil service, which
goplies to customs officers and which gipulates that civil servants shal be recruited through
generd sdection tests only. However, trangitiond rules are being gpplied, and recruitment is
often done by local offices on the basis of diverging criteria. Only about 750 customs officers,
out of a tota of about 3,750, are likely to be employed as civil servants, as opposed to
employment under afixed-term contract. Sdaries are low and staff turnover ishigh.

A regulation determining the organistion of the centrd adminigration of the customs
adminigiration has been adopted, but the rules for the organisation of the 5 regiona directorates
have not yet been published. Compared to the previous structure, it can be noted that a post-
clearance control directorate in charge of preventing and collecting customs debts has been
added.
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Overall assessment

Bulgarian legidation isin a large part identicd to the EC Customs Code, s0 a high degree of
legidative adignment has been achieved. Some further adaptation is needed, for example in
customs debts appeal s procedures.

As far as the customs acquis outside the Customs Code is concerned, further dignment is
required. Bulgaria's integrated customs tariff contains a number of eements of the EC
Integrated Taiff (TARIC), however, some dements such as anti-dumping and countervailing
duties, reference and minimum prices, export and import restrictions and prohibitions are not yet
included in the integrated tariff.

Regarding the adminidrative and operationd capacity to implement the acquis, Bulgaria needs
to drengthen subgantidly its adminidrative capacity and cepacity to combat fraud.
Communication between the various directorates should be improved as regards andysis and
discussion of regulatory changes. A basic declaration processing system has been set up, but
the issue of interconnectivity and compeatibility with systems used by EU customs administrations
will need to be addressed. Many border crossng points ill lack modern equipment, in
particular laboratory and detection equipment, e.g. for container screening.

Congderable further efforts are needed in order to combat corruption among customs officias.
Apart from improving detection mechanisms, Bulgariawill have to ensure that sufficient numbers
of its customs staff benefit from the statutory protection offered by the status of civil servant, in
particular with regard to staff performing clearance operations or post-clearance audits. The
rules on recruitment have to be more coherent and trangparent, and the criteria of dismissa must
be made much more precise. Sdaries remain low and career management needs to be
improved. Moreover, officiads need strengthened investigative powers.

Training is necessary to ensure that customs offices gpply the rules in a uniform way. There is
also a need for better co-ordination with other border-related services, especidly the border
police and the other police forces.

Chapter 26: External relations

Since the previous Regular Report, Bulgaria has continued to dign with the acquis with regard
to the common commercia policy and to co-ordinate positions and policies within the World
Trade Organisation with those of the EU. Bulgarian palicy in this area follows the path of further
liberdisation of globd trade, notably its trade relations with preferentid partners, in particular
with the EU.

As regards the common commer cial policy, upon accesson Bulgaria will be required to dign
its tariffs with those of the EU. Bulgarid's applied MFN tariffs currently average 12.7% on al
products, 23.7% on agricultural products, 10.1% on industrid products and 11.8% on fish and
fish products. By comparison the EC tariffs® currently stand at 6.3% on all products, 16.2% on
agriculturd products, 3.6% on indugtrid products and 12.4% on fish and fish products.

% 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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Bulgaria increased its tariff rates from 25% to 40% for fertilisers (only ammonium nitrete, not
carbamide) during the reporting period, but abolished the measure before schedule. This
safeguard measure was judtified by the need to ensure higher protection for the local fertiliser
plants againg relatively low-cost import mainly from Romania The rate did not concern EU
companies but was applicable on imports from CEFTA countries.

Legidative progress has been made in further liberdisng and dreamlining the licensng
procedures to facilitate imports and exports.

Amendments to the law on export insurance, ensuring further dignment with the acquis,
indicated as a short-term priority in the NPAA, were not adopted as foreseen. Nevertheless,
there has been progressin implementing the provisions of the law on export insurance.

In the fied of dud-use goods, the law on contralling arms was not passed by the Parliament,
athough the first reading took place in 1999.

Negotiations on a new wine and spirits agreement with the EC were finaised in December
2000. Negotiations on further trade concessions for processed agricultural products have been
concluded on atechnica level.

Concerning bilateral agreementswith third countries, a Free Trade Agreement (FTA) was
sgned with Lithuania and the FTA with Isradl was retified in 2001. Negotiations are ongoing for
concluding FTAswith Latvia, Estonia, Croatia and Morocco.

Bulgaria became a Sgneatory to the Memorandum of Understanding on Trade Liberalisation and
Facilitation in the framework of the Stability Pact for South Eastern Europe on 27 June 2001.
Under this Memorandum of Understanding, Bulgaria has committed to conclude with the six
other signatories (Albania, Bosnia-Herzegoving, Croetia, the Federal Republic of Yugodavia,
FYROM and Romania) a network of bilaterd free trade agreements by 2002, liberdisng a
least 90% of their trade, within atranstiond period of Sx years.

Bulgaria progressed further towards accession to the WTO Public Procurement Agreement. It
submitted the questionnaire/check-list required by the WTO Committee on Public Procurement.
The next step will be for Bulgariato prepare its offer on public procurement.

Concerning the Information Technology Agreement (ITA), Bulgaria has been goplying its
provisons on an autonomous basis. In February 2001 Bulgaria submitted its list of commitments
concerning tariff reductions on IT products and the list was approved by the WTO. At present
the formal decision by the committee on the accession of Bulgariato the ITA is expected.

In the fidd of development policy and humanitarian aid, Bulgaria has so far no specific
budget dlocation for these purposes.

Overall assessment

Bulgaria is rather advanced in the area of bilaterd free trade agreements with EC preferentia
partners, in regiond trade liberadisation as well as with regard to its overdl trade policy. Further
progress is however 4ill needed to achieve full dignment with the EC's internationd trade
obligations.
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Bulgaria has progressed towards acceding to WTO ingruments, particularly in the fieds of
public procurement and IT. It will need to have joined the WTO plurilaterd agreements on IT
and Government Procurement by the time of accesson to the EU. In addition, further co-
operation is needed to ensure the dignment of Bulgarids GATS commitments with EC
commitments and MFN exemptions. With regards to the WTO Agreement for Textiles and
Clothing (ATC), Bulgaria needs to use its third stage natification to dign its list of integrated
products under the ATC to the EU's while avoiding integrating products that have not yet been
integrated by the EC.

Bulgaria actively co-ordinates its policy in the WTO with the EU and has been supportive of
EU palicies and pogitions within the WTO framework. As regards a new WTO round, Bulgaria
concurs with the EU on the need to launch a comprehensive trade round as soon as possible
and shares the view that the results of work under the built-in agenda would be less substantial
in its absence.

Bulgaria has bilateral Free Trade Agreements with the CEFTA countries, EFTA, FYROM,
Lithuaniaand Israd!.

Bulgaria should keep the Union fully informed about existing trade agreements or negotiations
amed at the conclusion of any new trade agreements with a third country. Any internationa
agreement which is incompatible with the obligations of membership will have to be renegotiated
or renounced prior to accession.

Where medium and long-term export credits are granted, further dignment with the acquis is
dill necessary.

Further dignment is dso necessary in the field of dua-use goods.

Bulgarias dignment with and future participation in the common commercid policy is
adminigered by the Ministry of Economy, the Ministry of Foreign Affairs and the Export
Insurance Agency. The adminidrative capacity in the area (particularly in the trade policy area,
FTAs and bilaterd relations) is good overdl; human resources have a high level of qualification
and are aufficiently experienced. Subgtantia work il lies ahead in the area of export control.
The adminigrative infrastructure which needs to be in place as regards customs services is
addressed under chapter 25 —Customs union.

Decisons on development and humanitarian aid are made by the Council of Ministers. Bulgaria
should ensure that preparations are made to ensure the adminidrative infrastructure
(participation in EU committees and working groups) for development co-operation is in place
upon accesson. For the purpose of Bulgarid's future financid contribution to the European
Deveopment Fund, Bulgaria s 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, Bulgaria 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 (CFSP).
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The regular political dialogue established by the Association Agreement with Bulgaria is
proceeding smoothly and Bulgaria continues to orient its foreign and security policy towards the
Union. It continues to participate actively in the framework of the CFSP, including dl the
relevant meetings at the level of Political Directors, European Correspondents and Working
Groups.

Bulgaria has shown a keen interest in the development of the European Security and Defence
Policy (ESDP) as part of CFSP and has actively participated in the exchanges in this context
with the EU, in the EU + 15 format (i.e. non-EU European NATO members and candidates for
accession to the EU). Bulgaria has developed consderable efforts to support internationa
peacekeeping missons and has participated in a series of UN, KFOR and OSCE
peacekeeping observer operations.

Bulgaria played an active role in the first Capabilities Commitment Conference in November
2000 and, in March 2001, held bilateral consultations with the EU on its participation in ESDP
missions. It has announced its preparedness to contribute both to the EU Rapid Intervention
Force missons and to EU civilian ingruments for criss management.

As regards dignment with EU statements and declarations, Bulgarids statements have
consgtently been in line with those of the Union and when invited to do so it has associated itsdlf
with the Union's joint actions and common pogtions, including sanctions and restrictive
measur es. Since October 2000, it associated itself with 8 EU common positions, including 3
on the Federal Republic of Yugodavia

Bulgaria has trilatera co-operation relationships with Greece and Romania, Romania and
Turkey, FYROM and Albania, and Greece and Turkey. It is an active member of the Stability
Pact. Relations with most neighbours remain good or even improved (Romania, FRY). The
developments in FYROM have been of grest concern in Bulgaria and a priority of the
governmertt.

Regarding arms exports, the law on control of trade in arms, which had its firgt reading in
Parliament in 1999, has not yet been adopted and will need to be amended to ensure full
compatibility with EU rules. On 5 April 2001 a decree was adopted imposing a ban or
restrictions on the sale and supply of armaments and equipment of any kind, including arms and
ammunition, military means of transportation, spare parts and military assstance and training of
military personnel to 19 countries. The decree was adopted in compliance with UN Security
Council resolutions and decisions of the EU and the OSCE. Bulgaria thus adopted the practice
of EU Member States where the government indicates which countries are subject to sanctions.

Overall assessment

Bulgaria s dignment in this fidd is satisfactory. Bulgaria continues to contribute substantialy and
actively to regiona stability. Bulgaria maintains good relaions with its neighbours and adopted a
condructive attitude to the FYROM crisis (supporting the EU initiatives and the internationa
community). Asthe acquis in the field of foreign policy and security develops further, Bulgaria
should maintain the orientation of its foreign policy in line with thet of the Union.

Concerning the adminidirative cagpacity to implement the provisons relating to the CFSP, the
Bulgarian Minigtry of Foreign Affars has an adminigrative set-up compatible with EU Member
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States CFSP structures. The Bulgarian MFA is connected to the Associated Correspondent’s
Network’s information system through which the EU communicates within the CFSP with the
associated partners.

Chapter 28: Financial control

During the period covered by this Regular Report, Bulgaria has made further progress in this
area.

Asregards public internal financial control, the new Public Interna Financia Control (PIFC)
law came into effect at the beginning of 2001. The law alows the independent PIFC Agency in
the Ministry of Finance to perform ex ante control and a centralised version of interna audit.
The Agency is aso respongble for harmonising interna audit systems and financial management
and control in the wider public sector. Regulations reating to the implementation of the new law
were adopted in May. Meanwhile, a regulation on the structure of the Agency was adopted in
February 2001, the Agency now has atotd of 1 421 saff, including 1 134 auditors, in Sofia
and the country’ s 28 adminigtrative regions.

Asregards external audit, the Nationd Audit Office (NAO) prepared new legidation in 2000
to bring the lega framework into line with internationaly accepted and EU-compliant externa
audit gandards, in consultation with the European Court of Auditors and as foreseen in the
NAO's Strategic Plan. The draft legidation was withdrawn from the Nationd Assembly in
September 2000 for modifications Meanwhile, the NAO made progress in harmonising its audit
methodology with INTOSAI standards and European implementing guiddlines, and in drawing
up and testing national audit sandards. The NAO, which has 474 gaff including 355 auditors,
has adso put congderable efforts into training, qudification and other activities to improve the
professond capacity of the organisation.

With regard to EC pre-accession funding, the Nationd Fund in the Minisiry of Finance has
overdl responghility for managing EC funds. An ongoing programme of ingtitution-building
ams to improve the capacity of the Nationad Fund and the various Implementing Agencies, in
preparation for the eventual extended decentraisation of Phare and ISPA implementation. Both
the Nationa Fund and CFCU are now daffed by permanent civil servants. Bulgarids
SAPARD Agency was the firgt in any candidate country to secure partiad accreditation from the
Commission, in May 2001. New arrangements were made in 2001 to ensure that nationa co-
financing for projects supported by EC funds was made available in a more systemétic and
timely way. The PIFC Agency will certify the accounts of the newly accredited SAPARD
Agency in addition to auditing the use of Phare and 1SPA funds.

In the fidd of protecting EC financial interests, the PIFC Agency is entitled to carry out
investigations, including joint on-the-spot checks in relation to EC pre-accesson and other
funds.

Overall assessment

Public financid control is a key priority in Bulgarid's preparations for accesson. With the

adoption of the new PIFC law, the lega basis for adequate public internd financid control has

been achieved. The functional independence of the PIFC Agency itsdf will have to be

reviewed. The adoption of new legidation on externd audit has been sgnificantly ddayed but
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the latest draft legidation contains dl the necessary provisons for organisng and operaing
externd audit to international standards. It is important that the new legidation is adopted as
soon as possible.

There will need to be a sustained and determined effort to implement the new legidative
frameworks and ensure that the PIFC Agency and the NAO discharge their respongbilities in
an effective manner that ddivers tangible improvements in public sector financid control. Asfar
as the PIFC Agency is concerned, the priorities include developing manuas for financia
management and control systems and internd audit, including the audit of EC funds, and phasing
out the practice of funding the PIFC Agency partly from funds recovered during investigations.
Asfar asthe NAO is concerned, the priorities include a redirection towards systems based and
performance audit activities.

These activities will need to be supported by a subgtantia investment in training Saff in the PIFC
Agency, NAO and line minigries. The establishment of a Public Finance School should be
consdered. Some first steps have been taken to plan for the eventua extended decentraisation
of Phare and ISPA implementation. Bulgaria needs to strengthen the capacity of the Nationa
Fund, CFCU and other Implementing Agencies dedling with pre-accesson funds in preparation
for the eventud extended decentrdisation of Phare and ISPA implementation, which will itself
be essentid preparation for participation in Structural Funds after accesson.  The Ministry of
Finance should play a pro-active role in ensuring progressin this area.

Bulgaria should nominate as soon as possible, in consultation with OLAF, an inditution or
adminigrative gructure with the gppropriate competencies to co-ordinate investigations into
cases of fraud and irregularities affecting the EC's financid interests, and to act as a sngle
contact point for relations with OLAF.

Chapter 29: Financial and budgetary provisions

Bulgaria has made some progress over the reporting period, notably as regards the national
budget and EC co-financed measures. A new text in the State Budget Law covers the
domedtic and foreign currency guarantees of budgetary organisations. The Decree
implementing the latest State Budget Law was adopted in January 2001, which reflects a
ubgtantia improvement in the timeliness of budgetary procedures. The Minigtry of Finance
gpproved the Chart of Accounts for budget entities in February 2001; this will ensure the
preparation of public sector accounts on an accrual basis.

The state budget planning process has been improved by using cost-benefit andyses, bringing
forward the planning process, preparing medium-term spending and revenue forecads,
increasing control on budgetary spending, and placing a greater emphass on the outputs of
public spending programmes. The number of extrabudgetary accounts is being gradudly
reduced. The Ministry of Finance has started implementing a new tressury system to improve
management of national and EC funds, it should cover dl budgetary and extra-budgetary
accounts by 2003. A new system for eectronic budgetary payments has become operational.
The Minigtry has set up a department for budgetary aspects of European integration.

Asregards Own Resources and administrative infrastructure, Bulgarid s customs and tax
adminigrations have continued to drengthen their adminidrative and operationa capecity
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through new information systems, training and improving ther internd organisation (see also
chapters 10, taxation, and 25, customs union).

Overall assessment

Although basic budgetary rules are broadly satisfactory, Bulgaria should ensure that further
efforts are made to bring the budgetary principles and rules into line with those standards
generdly gpplicable in the Community. Public expenditure management and control has
improved. The broadened scope and medium-term perspective of public expenditure planning
and control, the phasing out of extra-budgetary funds, and the introduction of the Treasury
Single Account and Chart of Accounts are postive developments. There has been less
progress in improving the analyss of policy, programme and project outputs, with public
expenditure Hill essentidly input-driven.

In the immediate future, the priorities include extending and implementing the Treasury Single
Account, the new accounting sysem and the Financid Management Information System,
srengthening top-down mechanisms for making budget decisons, and implementing the multi-
annua budgeting framework. In the medium term, nationa accounts Satistics must be brought
into compliance with the ESA95 standard, a more detailed functiona budget classfication
should be developed, budget legidation should be digned with EU and international standards,
the remaining extra-budgetary funds should be closed and the number of budget entities
reduced, and the Minigtry of Finance should pursueits own interna restructuring to strengthen in
particular its strategic capacity to evaluate the composition and quality of public expenditure.

In relation to the control of future EC Own Resources, Bulgaria should strengthen its efforts to
st up effective insdruments to combat fraud relating to VAT and customs duties so that the
protection of the financid interests of the EC can be assured. In addition to the need for central
co-ordination for the proper collection, monitoring and payment and control of funds to and
from the EC budget, administrative capacity should be strengthened in the context of the
relevant policy areas described esewhere in this report such as Financia Control, Customs,
Taxation, Regiond Policy and Agriculture. Appropriate administrative steps should be taken by
Bulgaria to ensure adequate co-ordination between the various authorities involved in the
gpplication of the system of Own Resources. The capacity to caculate in a reliable, accurate
and transparent way the level of customs duties and VAT collected by Bulgaria and to caculate
Bulgaria's GNP needs to be improved to dlow caculations to be made in a harmonised and
controllable way. Adequate adminidrative capacity to duly collect and transfer in a timely
manner dl Own Resources to the Community budget, building on the Own Resources Unit
established in the Ministry of Finance, will need to be established prior to accesson, as well as
the ability to accurately and regularly report to the Commission on the Stuation with regard to
each of the types of own resources.

3.2. Trandation of theacquisinto the national language

Applicant countries are required to trandate the various lega texts congtituting the acquis into
their nationd languages by the time of their accesson. Primary and secondary legidation aone
represents a consderable volume of acts, roughly estimated at 60,000-70,000 pages of the
Officid Journd. To help the candidate countries in this process, assstance is being provided
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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.

In Bulgarig, a Centra Trandation Unit was created in 1997 within the Ministry of Justice and
Legd European Integration. A drategy on the priorities for trandation of the acquis during the
process of accesson to the EU was drawn up. This Strategy provides for four stages in the
trandation process: initid trandation, linguidtic revison, legd revison and fina revison. In 2001,
in order to meet the increasing need for trandations of the acquis, the Centrd Trandation Unit
was replaced by the Nationa Document and Trandation Centre under the responsibility of the
Minigter of Public Adminigration. This new centre brings together the functions of the Centrd
Trandation Unit, the Nationd Documentation Centre of the Ministry of Jugtice, and the editoria
unit on regulatory acts. The new centre, which was only set up in May 2001, is currently in the
process of taking on new staff following the holding of competitions.

The basic treaties have been trandated. Regarding secondary legidation, 13 785 pages of the
Officid Journa have been trandated and 3 000 of these have been fully revised. Last year's
report mentioned that by 2001, aminimum of 17 000 pages of the Officia Journd will be being
trandated each year. Current performance appears to be well below this target, but it is hoped
that the new centre will be able to speed up work once staff are in place. Without prgjudice to
the outcome of the accession negotiations, congderable further efforts are required in this area.

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

3.3. General evaluation®

Bulgaria has continued a good pace of dignment of legidation with the acquis but till needs to
pay more atention to how this will be implemented and enforced. Progress on public
adminigration reform has continued and is a positive sign. This needs to be sustained to ensure
public adminigtration is prepared for its role at EU accesson. However, little has been done to
prepare the judicia system, which needs to be modernised and strengthened, in particular to
ensure effective enforcement of the acquis.

Regarding the internd market, Bulgaria has made further progress in most aress. In free
movement of goods progress continued with membership of European Accreditation as amagor
achievement. Reinforcement of adminidrative infrastructure for standardisation and certification,
and of market surveillance systems, is ill necessary. On financid sarvices, Bulgaria has
developed sound banking supervision practices. Company law has been further digned and the
legd framework for protecting intellectud and industrid property rights improved, but further
steps are needed to ensure this is enforced. On date aids, Bulgariais at last starting to develop
and implement a framework for state aids but this is not yet compatible with the acquis.
Bulgariadtill lacks alegd framework on data protection compatible with the acquis.

In agriculture, Bulgaria has continued generaly good progress on gpproximation of legidation
but implementing the acquis poses a dgnificant chalenge. Veterinary and phytosanitary
inspection arrangements need further upgrading. The partid accreditation of SAPARD is a
noteworthy success. Progress on fisheries has accelerated compared to previous years.

% 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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Whilgt progress has been made to amend labour law towards dignment with the acquis,
progress on equd treatment legidation remains dow. Whilst adminigrative capacity of the
generd labour inspectorate has been reinforced, the capacity to implement the acquis on
occupationd health and safety will need to be increased.

Concerning regiona policy, Bulgaria has made little further progress and much more attention
needs to be paid to preparation for implementing structural policies.

Bulgaria has continued its positive efforts on trangposition of the EC environmental acquis but
implementation and the cost of dignment remain a challenge.

The pace of progress on transport has been pursued both on adoption and creation of
implementing structures. There has dso been an increase in investments.

The restructuring of the energy sector has progressed a a very dow pace throughout 2001
following ddlays in the planned revison of the legidative framework. These ddays have
hindered efficiency improvement and preparation for privatisation. As regards nuclear energy,
Bulgaria must respect the de-commissoning commitments of the Memorandum of
Understanding and ensure a high level of nuclear sefety.

In justice and home affairs, further progress has been made in most areas in terms of legidation
but progress on drengthening adminidirative capacity was not as strong as required. Some
progress has been made on control of external borders; however, there is scope for further
improvement, in particular in inter-agency co-operation.

In externa policies, Bulgaria's performance remains strong, continuing to make a substantial
contribution to regiond gability and following the path of trade liberdisation with the EC and its
preferential partners.

For customs and taxation, Bulgaria will need to develop IT systems that dlow for exchange of
data with the EC.

Further progress has been made to drengthen financia control and on improving public
expenditure management and control. Efforts should be pursued.

Whilgt some progress can be noted on establishment of the ingtitutions necessary to implement
the acquis and on public adminigtration reform, the capacity of the Bulgarian adminigiration
remains limited. Further sustained progress and dlocation of the necessary resources will be
necessary to meet the challenges ahead. Further efforts are aso required in establishing the
necessary adminigtrative capacity to ensure the sound, efficient and controllable management of
EC funds.

Whilgt work on public adminigtration is progressing, the dow pace of preparation of the judicia
system to enforce the acquis is worrying. Progress on judicia reform needs to be substantialy
accelerated.

Bulgaria has fulfilled partidly and made progress since last year on dl of the short-term
Accession Partnership priorities relaing to the acquis. Concerning administretive capacity,
Bulgaria has moved forward on priorities, with the exception of that of Srengthening the
judiciary, where little progress has been made. The implementation of the recently adopted
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drategy for judicid reform should make a difference.  Bulgaria has darted to address the
majority of medium-term Accession Partnership priorities.
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C. Conclusionz

In its 1997 Opinion, the Commission concluded that Bulgaria fulfilled the politica criteria Since
that time, Bulgaria has made considerable progress in further consolidating and deepening 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. Bulgaria continues to fulfil the Copenhagen palitica criteria

Since last year, further progress has been made in public administration reform. Many
employees have civil servant status and there is now a Code of Ethics for Civil Servants. The
Law on Access to Public Information is a positive step, but needs further clarification to ensure
effective implementation. Further steps are needed to ensure an efficient, transparent and
accountable public adminigtration.

The recent adoption by the government of two strategies, one on judicia reform and the other
on combating corruption, is a sgnificant development. The challenge now is to implement these.
The judicia system remains weak and there is as yet no reason to change the assessment made
last year that further efforts are needed for it to become strong, independent, effective and
professond and able to guarantee full respect for the rule of law as well as effective
participation in the internal market. Corruption has continued to give serious cause for concern.
Enforcing the legd framework effectively presents a chalenge and greeter focus is needed on
prevention of corruption.

Some progress has been made on  human rights training of police and on combeting trafficking
of human beings. However, there is a need to address lice behaviour, notably as regards
reported cases of ill-treatment. continues to give cause for serious concern.

A child protection agency and a national advisory council for child protection have been st up.
Further steps need to be taken to make the Child Protection Agency operationa. On child
welfare, there is not yet a sgnificant change in the number of children in inditutions. Poor
conditionsin some homes for children with mentd disabilities are cause for concern.

Roma continue to suffer from widespread socid discrimination. Rolitical commitment from the
government to remedy their problems has gtill not been matched by concrete action. One more
positive development is that some NGOs have pursued projects on desegregation of Roma
schools.

Very little further progress has been made to meet the Accesson Partnership priority to start
implementation of the Roma Framework Programme, and to strengthen the National Council on
Ethnic and Demographic Issues.

Concerning other related Accesson Partnership priorities, Bulgaria has made further progress
to implement the Civil Service Law. However, the priority of strengthening the judiciary has not
yet been met.

%’ 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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Bulgaria is close to being a functioning market economy. It should be able to cope with
competitive pressure and market forces within the Union in the medium term, provided it
continues implementing reform and intengfies the reform effort to remove persstent difficulties.

The Bulgarian macroeconomy is going into its fourth year of stable conditions, having
established a satisfactory track record of macroeconomic performance. Good progress has
been made in privatisation, especidly as regards banks, and with structurd reform, setting the
microeconomic basis for sustained growth.

However, inflation has risen congderably in 2000. Investment remains insufficient. Financiad
intermediation continues to be low and inefficient. Specific deficiencies remaining in the land
market affect the performance of this market and of other economic sectors. The authorities
should give priority to strengthening the judiciary and the enforcement of the regulatory
framework. Adminigrative obstacles to private sector development, affecting enterprise
cregtion, their development and their closing down, including bankruptcy procedures, must be
diminated. A sustained implementation of these reform measures and higher leves of private
and public investment are key requirements for sudtainable growth, and building up
competitiveness.

Bulgaria has continued a good pace of dignment of legidation with the acquis but till needs to
pay more atention to how this will be implemented and enforced. Progress on public
adminigration reform has continued and is a positive sign. This needs to be sustained to ensure
public adminigtration is prepared for its role at EU accesson. However, little has been done to
prepare the judicia system, which needs to be modernised and strengthened, in particular to
ensure effective enforcement of the acquis.

Regarding the internd market, Bulgaria has made further progress in most aress. In free
movement of goods progress continued with membership of European Accreditation as amagor
achievement. Reinforcement of adminidrative infrastructure for standardisation and certification,
and of market surveillance systems, is ill necessary. On financid sarvices, Bulgaria has
developed sound banking supervision practices. Company law has been further digned and the
legd framework for protecting intellectud and industrid property rights improved, but further
steps are needed to ensure this is enforced. On date aids, Bulgariais at last starting to develop
and implement a framework for state aids but this is not yet compatible with the acquis.
Bulgariadtill lacks alegd framework on data protection compatible with the acquis.

In agriculture, Bulgaria has continued generaly good progress on gpproximation of legidation
but implementing the acquis poses a dgnificant chalenge. Veterinary and phytosanitary
ingpection arrangements need further upgrading. The partid accreditation of SAPARD is a
noteworthy success. Progress on fisheries has accelerated compared to previous years.

Whilst progress has been made to amend labour law towards dignment with the acquis,
progress on equd treatment legidation remains dow. Whilst adminidrative capacity of the
genera labour inspectorate has been reinforced, the capacity to implement the acquis on
occupationa health and safety will need to be increased.

Concerning regiona policy, Bulgaria has made little further progress and much more attention
needs to be paid to preparation for implementing structura policies.
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Bulgaria has continued its positive efforts on trangposition of the EC environmental acquis but
implementation and the cost of dignment remain a challenge.

The pace of progress on transport has been pursued both on adoption and creation of
implementing structures. There has dso been an increase in investments.

The restructuring of the energy sector has progressed at a very dow pace throughout 2001
following ddays in the planned revison of the legidative framework. These ddays have
hindered efficiency improvement and preparation for privatisation. As regards nuclear energy,
Bulgaria must respect the de-commissoning commitments of the Memorandum of
Understanding and ensure a high level of nuclear sefety.

In justice and home affairs, further progress has been made in most areas in terms of legidation
but progress on drengthening adminidirative capacity was not as srong as required. Some
progress has been made on control of external borders; however, there is scope for further
improvement, in particular in inter-agency co-operation.

In externa policies, Bulgaria's performance remains strong, continuing to make a substantial
contribution to regiond gability and following the path of trade liberdisation with the EC and its
preferential partners.

For customs and taxation, Bulgaria will need to develop IT systems that dlow for exchange of
data with the EC.

Further progress has been made to drengthen financia control and on improving public
expenditure management and control. Efforts should be pursued.

Whilgt some progress can be noted on establishment of the ingtitutions necessary to implement
the acquis and on public adminigtration reform, the capacity of the Bulgarian adminigration
remains limited. Further sustained progress and dlocation of the necessary resources will be
necessary to meet the challenges ahead. Further efforts are aso required in establishing the
necessary adminigtrative capacity to ensure the sound, efficient and controllable management of
EC funds.

Whilgt work on public adminigtration is progressing, the dow pace of preparation of the judicia
system to enforce the acquis is worrying. Progress on judicid reform needs to be substantialy
accelerated.

Bulgaria has fulfilled partidly and made progress since last year on dl of the short-term
Accession Partnership priorities relaing to the acquis. Concerning administretive capacity,
Bulgaria has moved forward on priorities, with the exception of that of Srengthening the
judiciary, where little progress has been made. The implementation of the recently adopted
drategy for judicid reform should make a difference.  Bulgaria has started to address the
majority of medium-term Accession Partnership priorities.
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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-term priorities

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

Padlitical criteria

Compared to last year, very little further progress has been made to start implementation of
the Roma Framework Programme Concerning strengthening the National Council on
Ethnic and Demographic Issues including provision of necessary financial support, the
adminigrative capacity of the NCEDI to implement the programme remains low and the lack of
financid means dlocated for its implementation continue to make effective performance of its
task difficult. There are few new developments as concerns progress to implement measures
aimed at fighting discrimination (including within the public administration) and foster
employment opportunities. The appointment of Roma experts to minigries did however
continue. This priority continuesto be only partially met.

Economic criteria:

Privatisation has gill not dways brought with it the necessary market-based enterprise
restructuring to promote competitiveness. There has been some further work to smplify the
business environment, and stimulate domestic and inward investments, which have
increased to a level above previous years but further efforts are sill needed to support
simplification of legal and administrative procedures. Privatisation of state owned
enterprises and banks has progressed but lack of transparency in the process has remained a

% For the detailed text of the short and medium term priorities established in the 1999 Accession Partnership please refer
to Council Decision 1999/857/EC, OJ L 335, 28/12/1999, pp. 48-54.
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concern. Whilst specia legd chambers to handle bankruptcy are being developed, further
progress is dtill required to improve bankruptcy and liquidation procedures and streamline
implementation. Bulgaria has dill not adopted a restructuring plan for the steel sector as a
whaole. Therefore, thispriority has been partially met but progress has been made.

Internal Market

Bulgaria has taken further steps to align public procurement procedures. Whilg it has
largdly aligned its laws, the enforcement of intellectual and industrial property rights
and the fight against piracy reman a particular concern. Bulgaria has ill not adopted
national legislation and established a monitoring body on personal data protection.
Thispriority continuesto be partially met.

Concerning free movement of goods: Bulgaria has adopted a framework law on
technical requirements which introduces New and Global Approach principles but
some amendments are gill needed to ensure full compatibility with the acquis. Bulgaria has
gained membership of European Accreditation but further attention needs to be paid to
enforce the new law on standardisation and reinforce infrastructure. As mentioned last
year, Bulgaia has adopted framework laws on chemicals, foodstuffs and
pharmaceuticals. In the area of free movement of capital, there is a generdly high leve
of liberalisation of direct investment abroad and investment in foreign securities by
residents; Bulgaria has established a timetable for the liberalisation of the remaining
restrictions on capital movements including acquisition of real estate sector.
Concerning free movement of services, Bulgaria has made good progress to strengthen
supervisory bodies; paticularly in the banking sector but more attention needs to be paid
to the insurance sector. This priority has been met to a large extent.

In competition Bulgaria is findly gtarting to develop a framework and control system for
state aids, but gill needs to adopt comprehensive new legislation on state aid, and to
Increase awareness of EU state aids rules and practices. The state aid report needs to
be improved. A state aid inventory has been established but ill need improvement.
Progress has been made in the field of secondary legisation on anti-trust, with a decision
on block exemptions of certain categories of vertical agreements based on new EU acquis.
Thispriority continuesto be partially met.

In the field of taxation, Bulgaria has dready achieved much alignment of VAT legidlation
to the acquis. Further steps have been taken to improve tax collection system at national
and regional level however the establishment of the Unified Revenue Agency has been
postponed. In customs, further efforts are needed as regards the strengthening of the
adminigrative and operationa capacity to ensure enforcement of the new Customs code.
These priorities continue to have been partially met.

Agriculture

Bulgaria s efforts to continue alignment of the veterinary and phytosanitary legislation
have progressed further, but as mentioned last year much remains to be done to complete
up-grading of inspection arrangements, in particular at future external borders. As
concerns modernising meat and dairy plants to meet EC hygiene and public health
standards, the State control bodies carried out checks to ensure requirements had been
met and as a result of this some further plants were closed. Preparation to establish a
vineyard register isgill underway. This priority continuesto be partially met.
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Energy

Since lagt year, there has been limited further progress to implement the energy law and
adopt related secondary legidation, to prepare legislation by sector and related
reform plans (electricity and gas) and strengthen the regulatory bodies. As concerns
the establishment of a price and tariff structure leading to cost based and transparent
energy prices, work has begun but the objective of full price liberdisation by the end of
2001 will not be met. Implementation of the energy strategy has started, however no
progress has been made to revise energy demand forecasts on the basis of more
realistic growth and energy intensity scenarios. With the Understanding reached on
Kozloduy, a realistic timetable for closure and decommissioning of units 1 and 2 of
Kozloduy Nuclear Power Plant was adopted and since then work has started for its
implementation. Also, with the sad Underganding, the framework was set for the
adoption of a realistic timetable for closure of units 3 and 4 of the same plant. Work
needs to continue to strengthen the independence and technical capability of the
nuclear safety authority. This priority has been partially met with only limited
progresssince last year.

Trangport

There has been progress to align legislation on maritime safety issues but further
dignment is dill needed. This priority continuesto be partially met.

Employment and Social Affairs

Whilst some progress has been made to support social partners capacity-building
efforts, further progress needs to be made to improve autonomous socid dialogue; Bulgaria
has continued to work on a Joint Assessment Paper. The findisation is a priority. With a
view to later participation in the European Employment strategy, a Nationa Action
Plan on Employment 2000-2001 has been prepared. This priority continues to be
partially met.

Environment

Bulgaria has continued transposition of framework legislation in the water, air and
waste sectors. Further emphasis is needed to prepare and implement detailed directive
specific approximation programmes. Bulgaria has made progress to strengthen the
adminidrative capacity of the Minigtry of Environment and Water but further work is
needed to strengthen implementation structures, particularly at the regional level.
Adoption of amendments to complete transposition and enforce the Environmental
Impact Assessment Directive have been postponed which is regrettable. Some progress
has been made but this priority has been partially met.

Jugtice and Home Affairs

Bulgaria has continued progressive alignment of visa legislation and practice with
that of the EU. Some progress has been made towards implementing effective border
management control systems and co-ordination of services to prevent illegal
immigration and to enable full participation in Schengen. There has also been progress
to implement and enforce new legislative framework relating to migration and
asylum procedures; but further efforts in particular on enforcement are ill needed.
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However, Bulgarids Law on Refugees, criticised for not being in line with some basic
principles of the Geneva Convention, has still not been amended. Very little progress has
been made to upgrade the judiciary, which remains weak. Methods of recruitment,
inadequate training and equipment remain problems. Further efforts are needed to
upgrade law enforcement bodies to continue the fight against organised crime, drug
trafficking and corruption and ensure better co-ordination between law enforcement
bodies. The Bulgarian government has just adopted a national strategy to combat
corruption. Some steps have been taken to strengthen capacity to deal with money
laundering through the Bureau of Financid Inteligence. Bulgaria has ratified the Council
of Europe Criminal Law Convention on Corruption and the Convention on the
Laundering, Search, Seizure and Confiscation of the Proceeds from Crime. Bulgaria
has signed the OECD convention on bribery. Whilst further progress has been made
to meet some of the JHA priorities, that on strengthening the judiciary has not yet
been met.

Reinforcement of administrative and judicial capacity, including the management and
control of EC funds

Concerning Phare® and |ISPA®, Bulgaia has further developed its National
Development Plan, finaised its ISPA environment and transport strategies, adopted a
Rural Development Plan, and gained partid accreditation from the Commission for its
SAPARD * Agency. However, there remain significant wesknesses in the capacity of the
Bulgarian public adminigtration to programme externaly supported assgtance in a srategic
and co-ordinated fashion and implement and eval uate projects in an effective manner. This
priority continuesto be partially met.

Bulgaria has made further progress in adopting and implementing the secondary legidation
necessary to implement the Civil Service Law. This priority has been partially met
and further progress has been made.

Little progress has been made to strengthen the independence of magistrates, judges
and the efficiency of the court system. This priority has still not been met.

Whilst some improvements have been made to procedures for assessing the financial and
Institutional impact of new legislation, more needs to be done in particular to consider
implementation and enforcement issues. This priority continuesto be partially met.

Medium-term priorities

Political criteria

Very little progress has been made to implement Roma framework programme. This
priority hasnot been met.

2 PHARE: Action plan for co-ordinated aid to Poland and Hungary.

30 |SPA: Instrument for Structural Policies for Pre-Accession.

31 SAPARD: Special Accession Programme for Agriculture or Rural Development.
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Economic criteria

Bulgaria has maintained overall macro-financial stability; Steps have been taken
towards restructuring but more efforts are needed to improve competitiveness through
market-based restructuring. Progress has been made towards completing the
privatisation process. More efforts are needed to strengthen market economy
institutions and to improve the legal and regulatory framework for enterprises.
Bulgariais participating in an annual fiscal surveillance procedure aimed at bringing the
reporting, monitoring and control of public finances, specifically fiscal positions, in
line with EU procedures; Bulgaria has gill not adopted a restructuring plan for the sted
sector as awhole so has not implemented the steel restructuring programme Bulgaria
dill needs to establish a functioning land market and finalise the land and property
register. Thispriority has been partially met.

Internal Market

Concerning public procurement, Bulgaria has taken some steps towards ensuring
transparent public procurement procedures at central and regional level. For
Intellectual and industrial property rights further efforts are needed to complete
alignment and implement industrial property rights (trade marks, geographical
destinations and industrial designs), and in particular to introduce effective border
control measures. On data protection, legidation has gill not been adopted therefore
cannot be implemented; on Free movement of goods, further work on trangpostion is
needed before work can start on implementation of new approach legislation. More
work is needed to pursue alignment of traditional technical legidation; Mgor efforts
are needed to implement market surveillance system. This priority has been partially
met.

Free movement of persons. Bulgaria ill has to complete alignment of mutual
recognition of diplomas. Thispriority hasnot yet been met.

Free movement of services. Steps have been taken towards complete alignment and
implementing the banking law. This priority has been partially met.

Competition: Whilst progress has been made on anti-trust, much more work is needed to
reinforce the state aid authorities and procedures; This priority has not yet been
met.

Telecommunication: Further efforts are needed to strengthen the capacity of the
national regulatory authorities. This priority hasnot yet been met.

Taxation: Further adignment is needed to reach full alignment of the tax acquis
including the Community's transitional VAT regime and to strengthen administrative
capacity and control procedures including administrative co-operation and mutual
assistance; Thispriority hasnot yet been met.

Consumer protection: Bulgaria has made congderable steps to continue alignment.
Some progress to strengthen market surveillance and enforcement authorities has
been made but the adminigrative capacity, in particular the Commisson on Trade and
Consumer Protection, needs to be strengthened. This priority has been partially met.
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Customs Work is progressing to strengthen border control; Bulgaria has progressed to
develop an integrated tariff;, Maor chalenges remain to develop operational capacities
and computerisation of the customs administration; Whilg efforts have begun, Bulgaria
dill needsto reinforce the fight against fraud and corruption in cusoms. This priority
has been partially met.

Agriculture

Detaled feeshility studies on Common Agricultural Policy management mechanisms
under some of the key common market regulations (milk and dairy, fruit and vegetables and
grain) are underway or complete. Bulgaria has continued to restructure the agri-food
sector and close enterprises that do not meet the hygiene requirements. Monitoring
programmes to check the resdues of harmful substances are in place.This priority has
been partially met.

Fisheries

Recently Bulgaria has made mgor efforts to start work towards developing the capacity
to implement and enforce the common fisheries policy; however consderable further
work and investment is sill needed in the areas of adoption of secondary legidation,
devdopment of adminidraive capacity, training of daff and upgrading of technicd

resources of the ingpection and control bodies, and the establishment of the fishing vessals
register. Thispriority has been partially met.

Energy

Nothing has yet been done to align oil stock requirements and insufficient importance is
given to improving energy efficiency. To prepare for the internal energy market,
notably the electricity and gas directives (including adaptation of energy prices to
cost levels), Bulgaria should speed up substantiadly the path of adopting lega amendments
and to develop an gppropriate and efficient regulatory mechanism able to carry out the
functions defined in the internal energy market directives. It is too early to assess whether
Bulgariawill implement commitments on the phased closure and decommissioning of
units 1, 2, 3 and 4 of KozZloduy NPP and to maintain a high level of nuclear safety for
Koz oduy units5-6. Further work is needed to strengthen regulatory structures
for nuclear safety and radiation protection. This priority has not yet been met.

Trangport

A dart has been made to align road transport (market access, road safety and
taxation), railways; maritime transport, inland waterways (technical requirements for
vessels) and air transport (in particular air safety and air traffic management), but
there is sill much moreto do. Thispriority has not yet been met.

Employment and social affairs

Concerning equal treatment for women and men, Bulgaria needs for further changes in

legidation and the legd framework for enforcement of equa trestment, including proper

complaint procedure, monitoring and control mechanisms. Trangposition in other areas has

begun (occupational health and safety, labour law). Efforts are needed to reinforce

related administrative structures and those required for the co-ordination of social
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security; a Genera Labour Inspectorate and regiond inspectorates have been created.
Bulgaria has not established an independent guarantee fund for employees in the case
of employer'sinsolvency. Thispriority has not yet been met.

Economic and social cohesion

Bulgaria has prepared a National Economic Deveopment Plan, which covers inter dia
national policy for economic and social cohesion but is not yet fully integrated into the
nationd and policy-making framework. Regiond Economic and Socid Cohesion
Commissons provide for some consultation of economic and socid interest groups at
regiona level. Bulgaria has a long way to go to prepare for the implementation of
regional development programmes as well as Community initiatives; improve
administrative procedures and establish a budgetary system allowing for multi annual
commitments and manage it according to structural funds standards, including
appraisal and evaluation. This priority hasnot yet been met.

Environment

Sonificant further efforts will be needed to complete transposition and implementation
of framework and sectoral legislation according to pre-defined timetable; and to
integrate sustainable development principles into the definition and implementation
of all other sectoral policies. Thispriority hasnot yet been met.

Jusgtice and home affairs

Whilst progress has been made, work needs to be pursued to further up-grade facilities
for asylum seekers and refugees, and to further intensify international co-ordination
and co-operation in the field of combating trans-border crime, especially in the field
of transiting, producing and selling drugs as well as money laundering; implement
anti-corruption strategy; continue fight against trafficking in women and children.
No steps have been taken to reinfor ce the independence of judiciary. This priority has
not yet been met.

Reinforcement of administrative and judicial capacity, including the management and
control of EC funds

Bulgariais making efforts to compl ete the establishment of a professional and impartial
civil service on the basis of the Civil Service Law and to establish a civil service
management structure. Work to ensure simplification of procedures should be
accelerated. Whilst work has begun, more needs to be done to upgrade teaching of
European matters, including training of judges with regard to European Community
law. Thispriority has not yet been met.

Progress has been made in improving the legidative framework and ingtitutional capacity for
public internd financial control and public externd audit, though new legidation on
externd audit has been badly delayed and has not yet been findly adopted. This priority
has been partially met.

Bulgaria has substantialy developed and improved the adminidrative organisation of the
datistical system, which contributes to strengthening statistical capacities. This priority
has been partially met.
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2. National Programme for the Adoption of the Acquis

The revised Bulgarian National Programme for the Adoption of the Acquis was adopted by the
Council of Ministers on 29 June 2001 and then presented to the Commission. As before, the
NPAA covers politicd and economic criteria and al chapters of the acquis in line with
negotiation chapters. Priority objectives are amed a meeting the Copenhagen criteria. The
2001 document integrates textua comments and tables of legidative measures. Whilst last year
it was mentioned that the format of separation into two volumes, one textud and the second of
tables, led to greater clarity, the overdl quaity of the 2001 NPAA reflects progress on previous
years.

For the political and economic criteria, the NPAA gives brief descriptions of past developments
and those expected in future but does not go into detail either on legidative or budgetary matters
related to these; the focus of the document is clearly intended to be on the acquis chapters.

For each acquis area, the document starts with the Bulgarian assessment of the degree of
compatibility reached and progress made. It then gives for each sub-chapter of the acquis a
description of the main laws and plans for harmonisation, followed by tables with the date
foreseen for adoption of laws, redevant adminidrative infrastructure, Celex reference and
budget. The budget figures cover donor support and nationa budgetary alocations.

Asfor last year, tables are generdly well structured, but information is not aways complete and
qudity varies The NPAA’s content is, as in previous years, generdly condgtent with
commitments made by Bulgaria in other fora (e.g. Europe Agreement meetings) and Accession
Partnership priorities and comments from the 2000 Regular Report.

Concerning links to provision of budgetary resources, this has been improved compared to past
years with more references to national budgetary contributions but there is consderable further
scope for improvement in these eements which are important if the NPAA isto become amore
vauable indrument for Bulgariain co-ordinating its preparations for membership.

The qudlity of the NPAA is not consistent across al chapters but certain generd remarks are
vaid for dl chapters. The document till lacks atruly co-ordinated and strategic approach being
more a collection of work plans. It could benefit from more emphasis on financid aspects and
adminigrative structures necessary to implement and enforce the acquis as well as adoption of
laws.
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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
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Statistical data

1996 | 1997 | 1998 | 1999 | 2000
Basic data in 1000
Population (average) 8.363] 83120 8.257] 8.211] 8.170
in km2
Total area 110.994] 110.994] 110.994] 110.971] 110.971
National accounts Mio New Lev*
Gross domestic product at current prices 1.749| 17.055| 21.577| 22.776| 25.454
1000 Mio ECU/euro
Gross domestic product at current prices 7,8| 9,0| 11,0| 11,6| 13,0
ECU/euro
Gross domestic product per capita® at current prices 900| 1.100| l.300| 1.400| 1.600
% change over the previous year
Gross domestic product at constant prices (nat. -10,1 -7,0 3,5 2,4 5,8
currency)
in Purchasing Power Standards
Gross domestic product per capita® at current prices 4.600 4.400 4.700 4.900 5.400
Structure of production in % of Gross Value Added™
- Agriculture 15,4 26,6 21,1 17,3 14,5
- Industry (excluding construction) 25,9 25,4 25,0 23,1 24,1
- Construction 4,3 2,8 3,7 3,7 3,7
- Services 54,4 45,2 50,2 55,9 57,7
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 88,5 83,1 88,0 90,7 89,8
- household and NPISH 76,6 70,3 72,9 74,8 72,2
- general government 11,9 12,8 15,1 15,9 17,6
- Gross fixed capital formation 13,6 10,8 13,2 15,9 16,2
- Stock variation® 5,2 0,6 1,7 1,1 -0,3
- Exports of goods and services 62,9 61,9 48,0 44,1 58,5
- Imports of goods and services 59,8 56,4 50,9 51,9 64,1
Inflation rate % change over the previous year
Consumer price index’’ 123,0| 1.044,7 18,7 2,6 10,3
Balance of payments In Mio ECU/euro
-Current account 208 1.187| -69 -695 -649
-Trade balance 155 364 -427 -1.153 -1.087
Exports of goods 5.954 5.454 4,701 4.274 4.451
Imports of goods 5.800 5.090 5.128 5.427 5.538
-Net services 424 959 418 335 468
-Netincome -503 -405 -318 -197 -297
-Net current transfers 133 269 258 320 268
-of which: government transfers 47 146 66 72 51

32

Lev".
33

demographic statistics.
34
demographic statistics.

% Including FISIM.
36

between the GDP and its expenditure components.

7 Changes in Methodology: PROXY HICP since 1997 (see methodological notes).
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Note that Bulgaria has rebased their currency in July 99, dividing it by 1000. The curency is now called "New Bulgarian
Figures have been calculated using the population figures from National Accounts, which may differ from those used in

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

These figures include changes in inventories, acquisitions less disposals of valuables and the statistical discrepancy




| - FDI (net) inflows | 138 573 602| 874/ 926|

110



Public finance

in % of Gross Domestic Product

General government deficit/surplus -15,3 -0,3 1,3 0,2 -0,7
General government debt : 107,4 82,7 82,8 76,9
Financial indicators in % of Gross Domestic Product
Gross foreign debt of the whole economy 106,3| 102,7| 72,8| 79,7| 81,8
as % of exports
Gross foreign debt of the whole economy 168,9] 1659 1609 180,6] 1398
Monetary aggregates 1000 Mio ECU /euro
-M1 0,4 1,1 14 15 1,9
- M2 2,0 2,8 3,2 3,5 4,6
-M3 3,0 34 3,8 4,8
Total credit 3,9 3,6 3,9 4,0
Average short-term interest rates % per annum
- Day-to-day money rate 286,4 136,8 2,4 2,6 2,9
- Lending rate 298,3 191,3 14,8 14,6 13,6
- Deposit rate 147.,4 79,8 3,0 3,3 3,2
ECU/EUR exchange rates (1ECU/euro=..New Lev)
- Average of period 0,225 1,902 1,969 1,956 1,954
- End of period 0,611 1,976 1,956 1,956 1,954
1994=100
- Effective exchange rate index 273,0]  3435| 990/ 1104| 1095
Reserve assets Mio ECU/euro
-Reserve assets (including gold) 690 2.307 2.684 3.360 3.853
-Reserve assets (excluding gold) 386 2.036 2.426 3.069 3.592
External trade Mio ECU/euro
Trade balance -143 7 -670 -1.406 -1833
Exports 3.819 4.355 3.753 3.734 5.258
Imports 3.962 4.348 4.423 5.140 7.091
previous year=100
Terms of trade | | : | : |
as % of total
Exports with EU-15 39,1 43,2 50,4 52,1 51,1
Imports with EU-15 35,1 37,7 45,2 48,4 44,0
Demography per 1000 of population
Natural growth rate -5,4 -7 -6,4 -4,8 -5,1
Net migration rate (including corrections) : : :
per 1000 live-births
Infant mortality rate 15,6] 17,5| 14.4] 14,6/ 13,3
Life expectancy at birth
Males: 67,1 67,6 68,15
Females: 74,3 74,6 75,34
Labour market (ILO methodology) % of labour force
Economic activity rate 51,8 51,6 50,4 49,2 47,5
Unemployment rate, total 13,7 15,0 16,0 17,0 16,4
Unemployment rate, males 13,6 14,7 16,1 17,3 16,5
Unemployment rate, females 13,8 15,3 15,9 16,8 16,2
Unemployment rate of persons < 25 years 33,5 36,0 36,0 36,7 34,2
Unemployment rate of persons >= 25 years 11,3 12,4 13,4 14,6 14,4
as % of all unemployed
Long-term unemployment rate 58,6 56,5| 53,3 52,5| 58,6

Average employment by NACE branches
- Agriculture and forestry
- Industry (excluding construction)
- Construction

in % of total
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| - Services
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Infrastructure

in km per 1000 km?

Railway network 38,7| 38,7| 38,7| 38,7| 38,9
in km

Length of motorways 314] 314 319 324] 324
Industry and agriculture previous year=100

Industrial production volume indices 105,1 90,0 92,1 90,7 105,8P
Gross agricultural production volume indices 88,7 112,4] 100,2P 99,4 P 90,9 P
Standard of living per 1000 inhabitants

Number of cars 204,1 208,9 219,1 232,4 243,9
Main telephone lines 317,5 323,7 335,1 345,9 353,6
Number of subscriptions to cellular mobile services 4,8 4,5 15,9 40,1 90,6
Number of Internet subscriptions : 0,1 0,4 0,7

P=provisional figures
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M ethodological Notes
Inflation rate

As part of the preparations for the common currency the EU Member States (MSs) have
designed a new consumer price index in order to comply with the obligations of the EU
Treaty. The am was to produce CPls comparable between Member States. The main task was
to harmonise 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 already been made towards adapting the new rules.
Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on
nationa 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 1996 (rates from
1997).

Finance

Public finance: The government deficit and debt Satistics of the Candidate Countries are
provisond, in the sense that they do not yet fully comply with EU methodologica requirements.
Broadly spesking, the generd government deficit / surplus refers to the nationd 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 vaue. 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 indruments. The source for sock of outstanding debt is
OECD, while the source of GDP is Eurogtat. For the ratio of gross foreign debt to exports, the
nationa accounts definition of exports of goods and services is used (source: Eurodtat). The
datafor 2000 are Eurostat estimates, based on joint OECD/IMF/BIS/World Bank series.

Monetary aggregates are end-year stock data, as reported to Eurostat. Generaly, M1 means
notes and coin in circulaion plus bank sight deposits. M2 means M1 plus savings deposits plus
other short-term clams on banks. M3 means M2 plus certain placements in a less liquid or
longer-term form. Not al countries produce an M3 series. Total credit means loans by resident
monetary financid ingtitutions (MFIs) to non-MFl residents.

Interest rates: Annud average rates based on monthly series reported to Eurogtat. 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 raes are those that were officidly notified to DG ECFIN until
1 January 1999, when the ECU was replaced by the euro. Euro exchange rates are reference
rates of the European Centra Bank. The effective exchange rate index (nomind), as reported to
Eurodtat, is weighted by mgor 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 data is based upon the specia trade system,
according to which externd trade comprises goods crossing the customs border of the country.
Trade data excludes direct re-exports and trade in services and trade with customs free zones
aswell as licences, know-how and patents. Vaue of externd trade turnover includes the market
vaue of the goods and the additiona costs (freight, insurance, etc.). The term FOB means that
al cogts incurred in the course of trangport up to the customs frontier are charged to the seller.
The term CIF means that the purchaser pays the additional costs. Exports are recorded here on
FOB basis. Imports are recorded on CIF basis.

Trade Classifications. Merchandise trade flows are recorded according to Combined
Nomenclature (CN) and the Single Adminigtrative Document (SAD).

Imports and exports with EU-15. Data declared by Bulgaria

Demography

Net migration rate. Crude rate of net migration (recaculated by EUROSTAT) for year X, is.
population (X+1) - population (X) - Deaths (X) + Births (X). This assumes that any change in
population not 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 egtimates and the births and deaths on registers). Figures are in this case more
consigtent. Further, mogt of the difference between the Crude rate of net migration provided by
a country and the one calculated by Eurodtat is caused by an under reporting or delay in
reporting of migration.

Life expectancy. Data are compiled on the bass of a survey carried out with three-years
periodicity.

Labour force

Economic activity rate (ILO Methodology).According to the Labour Force Survey (LFS),
the economic activity rate represents the labour force as a percentage of population at working
age (15 years or more), where:

- Labour force: employed and unemployed persons (according to the ILO definitions).

- The employed: al persons aged 15+, who during the reference period worked at least one
hour for wage or sdary or other remuneration as employees, entrepreneurs, and members of
co-operatives or contributing family workers. Members of armed forces and women on full-
paid child-care leave are included.

- The unemployed: al persons aged 15+, who concurrently meet dl three conditions of the ILO
definition for being dassfied as the unemployed:
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- havenowork,
- areactively seeking ajob and,
- aeready to take up ajob within afortnight.

Unemployment rate (by ILO methodology) The data by ILO methodology are for |,
November 1996, November 1997,November 1998 November 1999 and December 2000.
Conscripts on compulsory military services and persons, attending military school are not
congdered as persons in the labour force. Also considered as not in the labour force are
persons on partidly paid or unpaid maternity leave.

Average employment by NACE branches: data are based on LFS. Employment data by ILO
methodology are for November 1996, November 1997,November 1998 November 1999 and
December 2000. Conscripts on compulsory military services and persons, attending military
school are not considered as persons in the labour force. Also considered as not in the labour
force are persons on partidly paid or unpaid maternity leave.

Infrastructure

Railway network. All rallwaysin a given area. This does not include stretches of road or water
even if ralling stock should be conveyed over such routes, e.g. by wagon-carrying trailers or
ferries. Lines solely used for tourist purposes during the season are excluded as are railways
congructed solely to serve mines, forests or other indudtria or agricultural undertakings and
which are not open to public traffic. The data consders the construction length of railways.

Length of motorway. Road, specialy designed and built for motor traffic, which does not
serve properties bordering on it, and which:

(a) is provided, except at specia points or temporarily, with separate carriageways for the two
directions of traffic, sparated from each other, either by a dividing strip not intended for traffic,
or exceptiondly by other means;

(b) does not cross a level with any road, raillway or tramway track, or footpath;

(c) isspecidly sign-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. Industria production covers mining and quarrying,
manufacturing and electricity, gas, steam and water supply (according to the NACE Rev.1
Classfication Sections C,D,E).

The index of annud indudtria production is based on the exhaugtive survey of enterprises
(public and private) assgned to industrid sector.
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Gross agricultural production volume indices.. Data are based on SNA methodology and
include agriculture and forestry ( NACE sections A and B).

Standard of living

Number of cars. Passenger car, road motor vehicle, other than a motor cycle, intended for the
carriage of passengers and designed to seat no more than nine persons (including the driver).

The term "passenger car” therefore covers microcars (need no permit to be driven), taxis and
hired passenger cars, provided that they have less than ten seets. This category may aso include
pick-ups.

Internet subscriptions: Data are provided by Bulgarian Telecommunication Company.

Sour ces

Totd area, externd trade, labour market, infrastructure, demography, industry and agriculture,
standard of living (except Internet connections): Nationa sources.

Nationa accounts, inflation rate, balance of payment, public finance, finance: Eurogtat.
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