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CHAPTER II -  TC "CHAPTER II BACKGROUND AND OVERALL OBSERVATIONS " \f C \l "1" BACKGROUND AND OVERALL OBSERVATIONS

1. The goal of this chapter on “Background and Overall Observations” is to provide the context for reform activities that arose out of the 1999 FIAS Report on Administrative Barriers to Investment and to present an overview of what has been achieved and what general problems have been identified through the self-assessment exercise.  

A. Actions Undertaken Since the 1999 FIAS Report on Administrative Barriers to Investment in Latvia TC "A.
Actions Undertaken Since the 1998 FIAS Report on Administrative Barriers to Investment in Latvia" \f C \l "2" 
2. This section presents an overview of the activities undertaken since the 1999 FIAS Report on Administrative Barriers to Investment in Latvia and describes how the Latvian government, with the input and advice of FIAS and other sources of international expertise, has created and maintained a systematic means of engaging the public and private sectors in dialogue for the purpose of improving the regulatory environment in Latvia.  

1) Historical Development TC "1.
Historical Development" \f C \l "3" 
3. Foreign investors had been complaining about recurring problems on doing business in Latvia, such as lack of clarity in immigration procedures for expatriate employees, unnecessary delays in transferring title to land, harassing and unsubstantiated visits by government inspectors, large amounts of permits required for construction to begin.  In order to resolve these problems, in 1998 the Ministry of Finance and the Latvian Development Agency (LDA) commissioned a Report on Administrative Barriers to Investment in Latvia, prepared by the Foreign Investment Advisory Service (FIAS) of the World Bank Group.  The Report contained critical assessments of many problems relating to employment and immigration issues, taxation and customs, real property acquisition and construction, inspections and other issues of concern to the foreign investor.  

4. In order to openly discuss the issues identified in the FIAS Report, the LDA invited the business community and government ministers to a presentation of the draft Report by the FIAS representatives in January 1999.  

5. This evaluation was unprecedented in Latvia, but the Latvians understood that identification of problems was only the first step.  Now these problems needed to be resolved.  As a result, the Prime Minister established a Working Group to address the issues raised in the FIAS Report.  This Working Group was unique – it was structured to work on the basis of consensus.  The Working Group was composed of members of the American, British, German and Swedish Chambers of Commerce in Latvia and the Latvian Chamber of Commerce and Industry, as well as civil servants of all levels.  After all, the reasoning went, for changes to be supported and made effective, the responsible civil servant would need to be informed and involved from the very beginning.  It was also acknowledged that the foreign investor community could present invaluable advice on international best practices, and it was important that they become involved in an advisory capacity. 

6. The Working Group, applying the recommendations of both the FIAS Report and the Working Group’s subgroups on specific issues, came up with an Action Plan containing more than 30 proposed actions and designating the government institution responsible for implementing the respective action.  The proposed actions included items such as improving the quality of information on the functions of the government institutions, combining enterprise registration and tax registration into a single process, easing immigration requirements for expatriate workers, amending various customs procedures and establishment of a special working group to deal solely with the complex construction issues. 

7. On May 11, 1999, the Cabinet of Ministers accepted the Action Plan in its entirety.  The Latvian Development Agency has been designated to monitor implementation of the Action Plan and to institutionalize the dialogue between the business community and the government, including active involvement in the Foreign Investors’ Council in Latvia meetings described below.  These activities have received support from the European Commission Phare Programme, FIAS of the World Bank/IFC, the Swedish International Development Agency and other international donors. 

2) Cooperation with the Private Sector TC "2.
Cooperation with the Private Sector" \f C \l "3" 
8. Simultaneously and complementarily with these efforts to eliminate administrative barriers to investment in Latvia, another important initiative has been taking place.  The Foreign Investors’ Council in Latvia (FICIL), composed of the chief executives of foreign companies doing business in Latvia, holds a semiannual meeting with the highest government officials.  Participants in the High Council meetings include the Prime Minister, the Minister of Economy, the Minister of Foreign Affairs, the Minister of Finance and other government officials who meet with the CEOs and other top executives of major international investors representing a cross-section of sectors and countries.  Five High Council meetings have been held since June 1999.  Issues discussed have included tax policy, tax administration and tax appeals, higher and continuing education and development of a qualified work force, customs and border crossing, EU accession, the accessibility of long-term financing in local currency, the fight against corruption, valuation of land and buildings for determining the real estate tax, the new Commercial Law.  Between the semiannual sessions of the High Council, ad hoc groups of business and government representatives discuss and evaluate issues of concern for the foreign investors.  Their conclusions are then presented at the High Council meeting.  

9. The recommendations of FICIL since the second High Council meeting have been pooled with the Action Plan based on the FIAS report, creating a comprehensive Action Plan to Improve the Business Environment in Latvia, which was adopted by the Cabinet of Ministers on February 29, 2000 and has been subsequently revised.  The most recent revised Action Plan was adopted by the Cabinet in September 2002, after consultations among the parties, and there is regular reporting on the progress of implementation.  
10. Currently, initiatives are underway at the LDA to coordinate and consolidate the viewpoints and opportunities for dialogue with other organizations representing businesses, including the National Economy Board and its 17 sectoral associations and business clusters in areas like information technology, high technology, and engineering.  
3) Achievements TC "3.
Achievements" \f C \l "3" 
11. The following table summarizes some of the recommendations expressed in the 1999 FIAS Report on Administrative Barriers to Investment in Latvia and a brief assessment of their present status.  

	
	Problem identified in 1999 FIAS Report


	Reform activities to 2002

	 
	Enterprise registration

o Lack of coordination between the Enterprise Register and the State Revenue Service for very similar and seemingly duplicative registration procedures.

o The Enterprise Registry should continue to reduce the time associated with “normal” registration applications.  The 1999 FIAS Report on Administrative Barriers to Investment in Latvia noted that the Enterprise Register reports that enterprises are registered in 14 days (that is, after submission of all necessary documentation, the application is reviewed and a decision is rendered).  


	o Supported by the Action Plan, the process of enterprise registration and tax registration have been combined into one, although certain problems still remain, such as the need to visit the SRS to report bank account information, etc.

o The Enterprise Register appears ready to reduce the time taken for registration of enterprises (which is the same as the time provided in 1999 – 14 days) but is presently required to focus on implementation of the new Commercial Law.  

	 
	Expatriate employment and residency

The 1999 FIAS Report identified significant problems with the procedures relating to expatriate employment and residency and stated that Latvian immigration policies ranked unfavorably compared with other countries. 
o The work permit, authorization of letter of invitation and residence permit should be combined into a single work permit that would be approved by both the State Employment Service and the Department of Immigration.

o Work permits should be issued for a minimum two-year period (or less if the term of the contract is less than two years).
o An investor (i.e., the principle owner/director of a company) should not be subject to a work permit. If the Government feels that a work permit adds value, then the process of authorizing the work permit and authorization of the letter of invitation should be combined into a single process.
o The most significant complaint raised by investors is the legal right of the Government, and the demonstrated willingness to exercise the right, to detain and declare persona non grata investors who operate in violation of the Immigration laws and regulations.  Immigration Police in Latvia should resort to warnings and fines rather than detention and expulsion.
o Investors in Latvia also claim that the issuance of residence permits often exceeds the 30 days stipulated by law and may extend for several months.  Investors referred frequently to long queues, unfriendly staff, and poor treatment by the Department of Immigration.
o There is poor coordination between Immigration and the State Employment Service and inconsistencies in procedures.  
o Latvia's requirement that an investor interact with the State Employment Service to authorize the letter of invitation seems to be unnecessary.  The interaction with the Employment Service adds significant time to the process (in total about 1 month) without adding any apparent value.
o Investors should be given limited rights to conduct business once an application for residency has been submitted. 
	One of the first completed tasks of the first Action Plan was cooperation between the Office of Citizenship and Migration Affairs and the State Employment Service to draft a brochure describing the procedure of expatriate employment and residency.

The following legislative and administrative reforms have been introduced:

 The procedures for obtaining a working permit have been simplified by adopting new regulations “The Procedure for the Employment of Foreigners and Stateless Persons in Latvia” on March 28, 2000.  

 Although the investor still has to receive an authorization from the SES for the letter of invitation, the work and residence permit are issued simultaneously by a single institution – Office of Citizenship and Migration Affairs.  

 If the work permit is for members of the enterprise’s supervisory council or board of directors, managing directors and managers and directors of the enterprise, there is no fee for issuance of the work permit, nor do they have to register a vacancy and wait 30 days.

 The Saeima adopted the Immigration Law, which will enter into force on May 1, 2003.  The new Immigration Law provides for certain improvements regarding residency permits, including allowing persons to receive extended residence permits in a number of cases.  

In addition, since 1999 the number of extraditions of foreign investors for minor technical violations has fallen significantly.  

	 
	Real estate transfer

o There is no compelling reason to maintain the municipalities' right of first refusal on real estate transactions.

o The requirement for certain foreign investors to obtain the permission of the Head of the Municipal Council in order to buy land is largely unnecessary and ineffective in protecting the concerns of the Latvian Government and citizens.


	Real estate transfer continues to be a problem.  

One of the first drafts of the Action Plan proposed elimination of the municipal right of first refusal, but this was rejected on political grounds.

Investors have also repeatedly complained about the high fee for the transfer of title to real estate – 2% of the cadastral value. This issue has been included in the Action Plan and discussed with the relevant institutions (Ministry of Justice Land Book Department and Ministry of Finance), but so far little progress has been achieved.  One development is that the 2% has been capped at Ls 30 000.  

	 
	Real estate assessment

o Real estate assessment is slow and with the existing state monopoly for assessment there exist opportunities for collusion or systematic error.  


	Initiatives have been undertaken to introduce a nationwide system of cadastral valuation in order to determine the real estate tax.  One activity, also within the context of the Action Plan, was the preparation of information to explain the cadastral valuation of real estate.  Nevertheless, problems remain with real estate assessment procedures.

	 
	Construction

o It is difficult to obtain site-specific changes to the City Master plan, since this "amendment" process is time-consuming and difficult.  

o It takes an average of one to one and a half years for a commercial project to get a building permit (this compares unfavorably with other transition and developing economies at a similar level of development).

o The government should:

o publish a chart of the approval process, as well as all relevant regulations.

o create a consolidated fee structure to help finance the need for increased resources.

o prepare and publish regulations with guidelines for municipal officials on the maximum approval times associated with each stage of the construction approval process.
	Much activity has been undertaken by the stakeholders to reform the construction process through instruments like the Action Plan, including: 

· Introduction of a uniform set of fees and duties related to construction. 

· Adoption of amendments to the “General Construction Regulations” in order to simplify and streamline the construction preparation process as well as the procedure of state expertise.

· Establishment of a regular link between the Municipal Affairs Board (MAB) and the Construction Department of the Ministry of Environmental Protection and Regional Development.  

· A register of municipal duties has been opened in the MAB, where information concerning all the municipal duties and their rates imposed by local governments is available.

But despite these reform efforts, not all the problems could be solved via changes in the rules governing the procedure of approval of construction designs and issuance of construction permits. Some of the major problems lie outside the procedures, such as the lack of territorial and detailed plans for municipalities and lack of detailed, transparent regulations on land use and building design.



	 
	Municipal infrastructure payments

o Many municipalities demand that developers make arbitrarily determined "infrastructure donations" to the city before they can receive a construction permit.

o Create an Ombudsman to hear complaints against inspectors and other officials and to ensure against unreasonable demands on developers at the municipal level for infrastructure “donations” unrelated to the project being considered


	The issue of municipal infrastructure payments continues to arise.  Through the Action Plan, there have been attempts to define these payments, but there continue to exist non-transparent and legally questionable applications.  

	 
	Tax administration

The 1999 FIAS Report noted a number of problems relating to investors’ perception of the State Revenue Service, including that it:

o is inconsistent in its application of regulations

o has far-reaching powers of enforcement that can be very threatening for businesses 

o was aggressive in levying fines for minor and honest mistakes.

Some other problems and suggestions relating to the SRS were:

o Investors were concerned that the 10-day period during which investors must register to pay taxes, and/or register any changes was overly stringent. 

o There is difficulty in obtaining binding opinions from the SRS.  Investors and auditing firms complain that the opinions themselves are often delayed and/or ambiguous. Further, SRS inspectors are often uneven in their recognition of SRS opinions.  

o Guidelines for State Revenue Service inspectors should be publicized as they are developed.

o Investors questioned the objectivity and independence of the SRS’s internal appeals process. 

o The problems are compounded by the SRS’s ability to debilitate a company’s operations and its willingness to exercise such authority.
	Once the process of structured dialogue was begun with the State Revenue Service, this has proven to be one of the more sustained cases of reform initiatives based on understanding between representatives of the public and private sectors.  

· Regarding appeals, an Appeal of Decisions Section was set up within the SRS on 17 January 2000.  Although this was supported in the Action Plan and this move toward standardizing review of decisions has been welcomed by the some members of the business community, this solution is still a far way from FIAS’ original recommendation of “forming an independent tax appeal tribunal to hear disputes over tax assessments.  Such a tribunal could be composed of qualified professionals (accountants, lawyers, professors, judges, etc.) in addition to SRS tax officials…”

· Ongoing progress has been achieved in revision of the State Revenue Service (SRS) methodological guidelines on application of legislation, taking into account the discrepancies and problems concerning the application of legislation that have been indicated by tax-payers.  Information is available on the Internet and there is a Tax Administration Manual.  There is also a hot line to accept complaints.

· Draft SRS normative acts are posted on the SRS Internet home page at least two weeks before adoption for comments.

· Amendments authorizing the SRS to reduce penalties have been adopted, although many investors feel that the SRS still does not have enough flexibility for case-by-case analysis.

There have also been some delays and disappointments.  

· The SRS still has the ability to seize bank accounts of a natural or legal person without a court order on the basis of Article 10.2.4. of the Law on SRS.

· The issue of advance rulings and binding opinions has continued to be discussed in conversations between the SRS and business representatives since the 1999 FIAS Report, and aside from an increase in the general understanding of the concept, little has been done to implement such instruments that increase reliability and improve the consistency of implementation.

	 
	Customs
The 1999 FIAS Report was prepared during a period when Latvian Customs was undergoing significant change in its duties and structure, and the following problems were identified: 

o After the coming into force of the Customs Law in 1997, most of the "secondary" legislation had not been drafted, leaving wide room for individual interpretation

o There were complaints about lack of knowledge of modern customs rules and techniques by customs officials, no central  coordination, inconsistent application of rules 

o There was a recognized need for clear and standard guidelines for customs officials

o There was no system in place that makes it possible to monitor goods in transit. 

o The financial guarantee system was not in place because of lack of infrastructure.  


	The LDA, the Foreign Investors’ Council in Latvia and the Customs Brokers’ Association have worked with the Customs Administration since 1999 in refining many aspects of the Customs Law and its implementation.  At the beginning of this cooperation, much work was undertaken in introducing the regulations for the various Customs procedures and there were discussions among the stakeholders to clarify and improve the proposed draft implementing regulations, which have also been amended since then a number of times as a result of the identification of practical implementation problems or due to changes in the Customs Law.

· Another focus was on the provision of standardized information, much of which is now contained in the Manual of Customs Procedures, for distribution to customs authorities and businesses.

· A precise delineation of the duties and authority relating to decisions taken by customs officials has been implemented after adoption of a resolution of the SRS on July 7, 2000.

· Special emphasis has been placed on creating legal conditions for the implementation of simplified customs procedures. As a result, amendments to the Customs Law and Cabinet regulations have been adopted.

· Legislative amendments have been introduced in 2001 to detail the application of the general guarantee and control procedure performed by the customs authorities.

· A feedback questionnaire on the effectiveness of border crossing and clearance procedures at border checkpoints was designed and implemented by the SRS Customs Board, Border Guards, Sanitary Border Inspection, and the LDA, with the advice of FIAS, in 2001 (a random stratified sample of over 500 truckers was selected to fill out the questionnaire).  The results of this assessment are now being used in elaborating a change agenda for these institutions.

· A legal basis for the practical implementation of the simplified clearance procedures was established through changes in the Customs Law and secondary legislation. Presently the LDA is working with the Customs Board and the private sector on the introduction of pilot projects for simplified customs clearance procedures.

· The introduction of the ASYCUDA++ system (whose goal was to enable electronic submission of customs declarations and ensure the interoperability of Latvia’s customs with those of other countries) has proven to be a disappointment in many of the countries where it has been introduced. However, an electronic system of data transmission and storage is a prerequisite for further modernization and simplification of customs control instruments. Therefore, urgent and decisive action is necessary either to radically improve the existing software or switch to another electronic platform.



	 
	Border crossing

Border crossing was seen at the time of the 1999 FIAS Report to be a major impediment to investment, with long line-ups at the border

o According to investors, many border guards conduct redundant inspections of vehicles, slowing the process of border crossing.

o The authority of the Border Guards is unclear and should be better defined.

o There are significant waits on the inter-Baltic borders, as well as between Latvia and Russia.  

o Other problems included the shortage of transportation permits, particularly into Russia.


	The Action Plan provided for the delineation of responsibilities between the activities of the Border Guard and Customs on the border. 

Many investors agree that there have been notable improvements in the border crossing procedures on the inter-Baltic borders.  

The Ministry of Foreign Affairs has recognized the problem with Latvian-Russian trade and continues to bring up the issue of the Latvian - Russian border at intergovernmental discussions.  Usually, however, these problems arise out of the prevailing political atmosphere.

	 
	Inspections
The 1999 FIAS Report identified a great deal of problems relating to the procedural activities and administrative authority of inspectors, including:

o Uncoordinated visits from a great variety of inspectors

o Very little consistency from inspector to inspector

o Inspectors were reported often not to leave any written documentation of their on-site visits, 

o Inspectors had a wide latitude of what can be assessed as an infraction and what the fines should be.

The 1999 FIAS Report also noted that some of the inspections have various levels (municipal and state, such as the language inspectorate) that do not coordinate their activities with one another.


	Significant and sustained activity has been undertaken to improve inspections activities in Latvia.  

One of the tasks in the original Action Plan was standardization of rights and responsibilities for all inspectorates, which resulted in adoption by the Cabinet of Ministers on 18 January 2000 of an Instruction of guidelines for all inspectorates, which required them to standardize their rights and responsibilities and clarify their mandate.
The Inspectorate Coordination Council, composed of the various inspectorates operating in Latvia, was set up on 26 April 2000 and has implemented a comprehensive program to improve the work of the inspectorates, including client orientation training sessions, introduction of performance indicators, strategic planning and quality management systems.  The World Bank and FIAS have been involved in follow-up activity. 

Other institutions may also benefit from these reform activities.  For example, the municipal police sometimes overstep their mandate and perform regulatory checks, thereby overlapping in functions with the respective inspections. 

	 
	Appeals

o There are few avenues for recourse for investors if they find themselves in dispute with the Government.

o Most ministries have their own appeals mechanism, but most investors interviewed by FIAS find these procedures inadequate.

o In obtaining construction permits, the appeals process is perceived to be very weak.  
o There are few mechanisms for recourse relating to the various inspections. The typical mechanism, appealing to the head of the inspectorate, is unappealing to investors because of potential problems in the future with the inspector in question. The alternative mechanism, the courts, is lengthy and expensive.
	Although the formal route of appeals has become more clear, the appeals option continues to be little used, and the courts continue to be a lengthy alternative.   

Appeals in the area of construction remain a problem as well, since there are many institutions and the investor is wary of jeopardizing the relationship with any of them by disputing a decision through a formal appeals mechanism.  

However, with the coming into force of the Administrative Process Law on July 1, 2003, it is expected that the legislative framework for appeals will be clarified and simplified.  

	 
	Language Law

o Latvia’s language requirements considerably increase the relative cost of doing business.  


	A new Language Law was adopted on September 1, 2000, which met OSCE and the Council of Europe standards.  


12. Since the Action Plan is deemed to be a “living document” by the Government of Latvia and has been updated several times since May 1999 to take into account new concerns or to remove actions already implemented, there are also a variety of other activities that have arisen and been addressed through or supported by the Action Plan that were not addressed in the 1999 FIAS Report.  Therefore, to date, 68 out of 77 suggested measures that were included in the Action Plan have been successfully implemented.  Annex B presents the “List of Achievements Based on the Action Plan to Improve the Business Environment in Latvia”.  On a practical level, some of the recent achievements in reducing administrative barriers and improving the business environment include:

· Establishment of an appeals body in the State Revenue Service.
· Draft tax legislation is posted on the Internet for comment.

· Tax and enterprise registration have been combined.

· Only incoming traffic is controlled at many inter-Baltic border check points.

· The respective responsibilities of the border guard and customs have been better defined and delineated.

· There are simplified procedures relating to issuing work and residence permits.

· An Inspectorate Coordination Council has been established to coordinate the work of the various inspectorates, to serve as a forum for exchange of information and experience and for design and implementation of common training programs.

· The rights and responsibilities of inspectors and inspectees have been standardized.

· There is improved clarity of information on cadastral valuation for determining the real estate tax.

· Customs procedures have been simplified and manuals have been prepared and made available to businesses.

4) Recognition TC "4.
Recognition" \f C \l "3" 
13. The activities undertaken in Latvia in reducing administrative barriers and reforming the business environment have received recognition from a variety of international sources.  These include the 2000 and 2001 European Commission Progress Reports on Latvia’s Accession to the EU, which have commended these “serious efforts to improve the business climate in Latvia”.  In addition, in 2001 these ongoing activities were granted “CC BEST” status by the European Commission Enterprise Directorate General, meaning that the efforts undertaken by Latvia in this field are an example to other European Union accession countries for increasing their competitiveness.  The Foreign Investment Advisory Service of the World Bank has also to a significant extent based its development of self-assessment instruments on experiences and pilot projects in Latvia.  

14. The components of these activities in reforming the business environment in Latvia include a comprehensive and systematic approach to identifying problems, bringing together the stakeholders to discuss possible solutions, implementing reform and monitoring its effectiveness and impact on the business community.

5) Survey Instruments TC "5.
Survey Instruments" \f C \l "3" 
15. There have also been efforts to assess the impact of reform, such as the 1999 and 2001 Surveys on the Business Environment in Latvia and the 2001 Border Control Point Survey.  Although the surveys on the business environment were based on an opportunity sample and therefore could not be considered representative of the business community more generally, they nevertheless helped identify certain trends.  The Border Control Point Survey, on the other hand, was a much more rigorous and scientifically sound survey in a specific field, and the results of this survey continue to guide reform efforts in the relevant institutions.  The usefulness of these survey instruments has also convinced the Latvian government of the importance of a statistically sound instrument like the Regulatory and Administrative Costs Survey.     

B. General Observations and Recommendations TC "B.
General Observations and Recommendations" \f C \l "2" 
16. This section on “General Observations and Recommendations” is divided into two subsections.  The first subsection on “Overall Observations” is a compilation of the general observations in the Self-Assessment Report based on the various sources of input.  These observations cover aspects like corruption, the ranking of administrative barriers, the status of SMEs, etc.  The goal is to present an overall picture of the status of administrative barriers to investment in Latvia and to pinpoint any particularly problematic areas or highlight areas that are working well. 

17. The second subsection on “Systemic Recommendations” takes a horizontal, across-the-board approach to reform.  It recognizes that not all reforms can be effectively undertaken by individual institutions, but rather a comprehensive effort is required, often with the support and guidance of institutions at the center of government.  This section recommends systemic solutions and notes how these solutions can improve the specific procedures covered in this Self-Assessment Report.  

18. The results that are specific to Chapter III (Start-Up), Chapter IV (Locating) and Chapter V (Operating) are presented and discussed in those chapters.  

6) Overall Observations TC "1.
Overall Observations" \f C \l "3" 
19. This section presents an overall and broad review of the business environment in Latvia, and the observations contained here are based on the Regulatory and Administrative Costs Survey Analysis, as well as on observations noted from the templates and legal research.  More detailed analyses of specific fields, geared for practitioners from both the public and private sectors, are located in the subsequent technical chapters.  

a) General obstacles for businesses


20. The research determined what general obstacles, including administrative requirements, obstruct the activities of private companies in Latvia, both in terms of the prevalence of an obstacle (what proportion of businesses describe it as an obstacle) and its degree of severity (on a scale of 1 – minor to 4 – very severe). For purposes of a comparative analysis of prevalence, all the obstacles are divided here into 3 general groups, according to how many enterprises consider the particular issue to pose an obstacle to businesses: 

· “Prevalent” that are named as problems by more than 1/2 of enterprises; 

·  “Frequent” that hinder more than 1/4 but less than 1/2 of enterprises; 
· “Infrequent” that are named as problems by less than 1/4 of the respondents.
Chart 1: Regulating Spheres – Business Obstacles[image: image1.wmf] 
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21. According to the opinion of enterprises, some of the more prevalent administrative obstacles for private businesses are “tax rates” and the “instability and unpredictability of changes in laws and regulations”. The degree of severity of these obstacles are also among the highest; they are 2.7 and 2.6 points respectively on a scale where 1 means “minor” and 4 means “very severe”. These obstacles are very obstructive for both local and foreign companies.  Another prevalent administrative obstacle is “Tax regulation and administration”, the severity of which was 2.6 points, another high indicator.

22. Enterprises in Latvia considered a number of different regulatory areas to be frequent obstacles, chosen by more than ¼ of respondents (but less than ½).It is interesting to note that “inflation” proved to be a problematic issue for more local enterprises (41%) than foreign enterprises (22%)). Yet “favoritism and cronyism” proved to be problematic for more foreign enterprises (47%) compared to local proprietors (27%). 

23. 15 areas are considered to be infrequent obstacles for businesses. The highest rating (2.6 points, meaning that these are seen to be relatively more severe obstacles) among these areas are associated with “access to land”, then comes “functioning of judiciary” and “intellectual property rights regulation” (2.5 points for each area). Meanwhile enterprises are not disturbed to a great extent by “registration process of a new business” (1.9 points) and “inspections of premises” (2.0). 

24. The Survey determined which obstacles are deemed to be problems by a certain share of enterprises (the “prevalence” of the problem), but also looked deeper to determine the extent to which it was a problem (the “severity”).  The following table lists those areas that were seen to be particularly severe problems (receiving an average rating of an obstacle - 2.5 or higher) by those for whom they are problems generally:

	Ranking by number of respondents that stated that it was a problem
	Issue
	Level of severity on a scale of 1 (minor) to 4 (very severe)

	1.
	 Tax rates 
	2.7

	2.
	 Instability and unpredictability of changes in laws and regulations 
	2.6

	3.
	 Tax regulations/ administration 
	2.6

	5.
	 Competition with gray/shadow economy 
	2.6

	7.
	 Corruption in public sector
	2.5

	11.
	 Anti-competitive practices 
	2.5

	12.
	 Access to construction permits 
	2.5

	14.
	 Access to land 
	2.6

	20.
	 Functioning of the judiciary 
	2.5

	22.
	 Intellectual property rights regulations 
	2.5

	25.
	 Expatriate employment regulations 
	2.6


25. Many of these problems are broad issues that are not directly related to a single administrative procedure but are important for the overall business environment.  Nevertheless, from the viewpoint of specific administrative procedures, the problems that are most striking are “access to construction permits”, “access to land” and “expatriate employment regulations”. These issues being specific and discrete administrative procedures should be much easier to tackle and achieve improvements than the other broader issues.  These are all issues that are discussed in detail in the text of the Self-Assessment Report below.  

26. It is also interesting in this context to list the areas where foreign investors differ from local investors in their assessment of an obstacle.  The areas where foreign enterprises were notably more bothered than local enterprises include the following: 

· Favoritism and cronyism proved to be more problematic for foreign enterprises (47%) compared to local enterprises (27%). 

· Foreign companies (30%) consider customs regulations to be more disturbing than local companies (16%) do. 

· The functioning of the judiciary in Latvia is more disturbing for foreign enterprises (37%) in comparison to local enterprises (22%). 

· Foreign enterprises consider expatriate employment regulations to be more essential than local enterprises do. 27% of executives of foreign enterprises considered it to be an obstacle to business activity for the growth of their business while only 3% of executives of local enterprises would have the same opinion.  

27. Particularly regarding the first three (favoritism/cronyism, customs regulations and judiciary) it is possible that these are areas where those who know the informal “rules of the game” and can use their connections may find these to be smaller obstacles than those who do not have these connections or who expect to operate on a level playing field.  

b) Time 

28. One of the primary purposes of the Regulatory and Administrative Costs Survey is to determine the amount of time enterprises spend satisfying government requirements, since time spent fulfilling these requirements is time that the enterprise cannot spend on its business operations and development and is essentially an additional cost.  

29. An important indicator is the working time that managers have to spend in dealing with government regulatory and administrative requirements. The managers of enterprises in Latvia assess that they spend 14% of their working time in dealing with issues connected with government regulatory and administrative requirements. These issues take a bit longer time for the directors of enterprises – 16%.

Chart 2: Time Spent on Fulfilling the Regulatory Requirements of the [image: image2.emf]%
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30. In comparison with other enterprises, the ones primarily engaged in trade have to spend more time in dealing with these issues (17% of managers’ time and 20% of directors’ time). Managers engaged in the enterprises dealing with export have to spend more time on these issues (16%) than those managers that are engaged in enterprises that do not deal with export (13%). One can observe a tendency that the managers of large companies have to spend more time in dealing with these issues than the managers working in companies with a smaller number of employees. There are no essential differences between companies with local and foreign capital.

31. The following chart demonstrates how Latvia compares with other countries in which the Regulatory and Administrative Costs Survey has been undertaken recently.  

Chart 3: Percent of Senior Management Time Spent Dealing with Regulatory Requirements I.3
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This chart indicates that Latvia compares well with other countries in the FIAS database.  It is also likely that the more developed countries do not necessarily have better indicators and sometimes may even be worse, particularly when there are burdensome regulatory requirements, as exist in many EU countries.

c) Evaluation of Services and General Satisfaction

33. According the results of the Regulatory and Administrative Costs Survey, there is a relatively high level of satisfaction among respondents regarding the services provided by Latvian government and municipal institutions.  Specifically, the services and institutions receiving the overall highest evaluations are: 

· enterprise and tax registration, 

· obtaining of licenses 

· inspections by the Fire and Rescue Service, Environmental, Labor, Construction, Sanitary and Language inspectorates. 

34. The lowest evaluations are for: 

· certification organization’s services, 

· customs, 

· Municipal Police inspections and 

· certain services received during the administrative procedures before occupying the main premises (including Gathering the Technical Regulations,  Acquiring Architectural and Planning Task,  Coordination of Design).  

35. When looking at the share of answers, there are institutions and services that have been evaluated mainly as “good” or “very good” by most part of those who have received these services. About one half to two thirds or more respondents have evaluated services received during registration of business, obtaining licenses, services of all inspections as well as State Revenue Service as good or very good (51%-74%). Two of the services related to real estate/construction received before occupying the main premises are evaluated the best -63% of those, who have dealt with municipal right of first refusal, have evaluated it as good or very good, while real estate assessment – by 56%. 

36. The highest number of negative evaluations is for services of certification organizations – 18% of those, who have received these services, rate them as “bad” or “very bad,”   It should be noted that about a half of all respondents could not evaluate the services of Municipal Tax Office and about two thirds of those, who have dealt with any customs clearances could not evaluate Sanitary and veterinarian inspection (performed by the Sanitary Border Inspectorate).

Chart 4: Ratings of Services
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Chart 5: Ratings of Services (continuation)
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37. All respondent enterprises were also asked to express their level of satisfaction with the quality of regulations, administrative requirements and work of administrative apparatus affecting businesses in Latvia on the state and municipal level. 

38. On the whole 42% of enterprises are more or less satisfied with the performance quality of the existing administrative apparatus on the state level. 51% of enterprises are satisfied with its performance quality on municipal level. Still 52% of enterprises are dissatisfied with the performance quality of state administrative apparatus while 29% are dissatisfied with the performance quality of municipal administrative apparatus. 
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39. It is interesting to note that enterprises outside Riga are more satisfied with the working of municipal administrative apparatus.  This may indirectly indicate that the Riga City municipal structures work in a less satisfactory manner than those elsewhere, or that the needs and expectations of firms located in Riga are relatively higher than those located elsewhere.  

d) Corruption

40. The results of the Regulatory and Administrative Costs Survey suggest that corruption in the context of administrative procedures may be a smaller problem to enterprises than has been heretofore generally believed in Latvia.  Participants in informal focus group discussions agreed with the data results and they suggested that this is due to the fact that there are now fewer opportunities for cash to be circulated (electronic means are increasingly used) and that it is not difficult to catch someone who asks for a bribe.  This suggests that efforts to reduce administrative (or “petty”) corruption have been relatively successful and should be continued.  

41. But the participants in the informal focus group discussions were quick to reveal other angles to corruption in Latvia.  These were mainly seen to be at a higher level, including sophisticated financial transactions for tax avoidance, cronyism, forcing an enterprise to accept an unforeseen partner, “roofs” etc.  Therefore, future efforts to combat corruption will require more sophisticated knowledge and understanding not only of finances, but also of how public and private sector actors interact and affect decision making, particularly when so much depends on personal ties, the accessibility of decision makers and the need to remain on good terms with those decision makers.     

42. The question on bribes and payment of gifts was asked concerning each of administrative procedures that entrepreneurs conducted.  Taking into account the fact that there were few who responded that they had given bribes (and there is probably a general tendency to under-report such practices), the index of bribing is most effective on a comparative basis.  Therefore, we can point out that most often the giving of gifts or bribes was admitted regarding formal acceptance of the building upon completion of construction (18%), customs control (in case of goods export 15%, in case of import – 12%), coordination of design (12%), approval of design (10%), change of classification of real estate usage (9%), sanitary and veterinary inspection of goods for import of goods (9%), municipal police (9%). Cases of corrupt practices and amount of bribery according to the information provided by respondents are shown in the table below (only procedures when paying of any payment was indicated by at least 40 respondents are included in the table).

Table 1: Admission of Bribes and Gifts

	
	Admission of bribery
	Amount of bribe, gift

	
	%
	N
	Ls
	N

	Enterprise Register (N = 404)
	3
	15
	15.75*
	4

	LICENSING:
	
	
	
	

	Production, sale of tobacco products and/ or alcohol (N = 68)
	3
	3
	50.00*
	1

	Transportation of cargo by road transport (N = 43)
	 0*
	0
	-
	-

	Construction (N = 43)
	 3*
	1
	300.00*
	1

	Trade permit in municipality (N = 78)
	7
	7
	50.66*
	5

	REAL ESTATE AND CONSTRUCTION:
	
	
	
	

	Change of classification of usage (N = 66)
	9
	4
	50.00*
	1

	Real estate assessment (N = 107)
	8
	8
	64.78*
	5

	Title registration at the Land Book (N = 134)
	6
	8
	1253.20*
	3

	Gathering the Technical Regulations (N = 64)
	3
	1
	-
	-

	Acquiring Architectural and Planning Task (N = 87)
	8
	5
	34.88*
	2

	Coordination of Design (N = 86)
	12
	7
	23.71*
	2

	Approval of Design (N = 67)
	10
	4
	-
	-

	Obtaining the Construction Permit (N = 63)
	6
	2
	50.00*
	1

	Formal Acceptance of the Building (N = 36) 
	18*
	4
	50.00*
	1

	EXPORT OF GOODS:
	
	
	
	

	Sanitary and veterinarian inspection control (N = 55)
	1
	1
	-
	-

	Customs control (N = 98)
	15
	11
	20.10*
	4

	Border guards control (N = 99)
	0.5
	1
	-
	-

	IMPORT OF GOODS: 
	
	
	
	

	Sanitary and veterinarian inspection control (N = 82)
	9
	7
	14.44*
	4

	Customs control (N = 154) 
	12
	17
	30.06*
	11

	Border guards control (N = 158)
	5
	5
	-
	-

	INSPECTIONS:
	
	
	
	

	SRS (N = 93)
	2
	4
	78.26*
	2

	Municipal Police (N = 51)
	9
	5
	17.68*
	5

	TAX ADMINISTRATION:
	
	
	
	

	Accounting work necessary to complete the required tax forms (N = 514)
	0.4
	3
	47.00*
	2

	Tax inspectors/ inspections (N = 231)
	2
	6
	78.30*
	4

	Tax Appeals Within the Agency (N = 52)
	7
	1
	30.00*
	1


    Base: companies that paid any payment for respective administrative procedure, see ’N =   ‘ in table

* The number of respondents is not large enough to interpret the obtained results (N<45).

e) Conflicts and Appeals

43. The questionnaire also asked questions about conflicts between business and government institutions. The results show that the conflicts are rather rare – the majority of companies have had no serious conflicts or problems with government institutions during last 24 months regarding certain procedures. 16% of all companies have reportedly had any problems with inspections and the most problematic inspection seems to be State Revenue Service. 11% of all companies have had significant problems during tax administration procedures. 

Table 2: Conflicts Between Business and Government Institutions

	
	Have had problems
	Tried to resolve problems

	
	%
	N
	%
	N

	Registration (N = 456)
	6.5
	35
	89.3*
	28

	Obtaining of all necessary licenses (N = 324)
	3.1
	19
	100*
	19

	Real estate and construction (N = 503)
	4.2
	34
	83.2*
	31

	Customs clearances (N = 181)
	11.7
	26
	100*
	26

	Inspections (N = 541)
	16.6
	98
	82.3
	82

	Tax administration (N = 541)
	10.7
	66
	84.0
	56


Base: companies, who have dealt with respective procedures, see ’N =  ‘ in table

* The number of respondents is not large enough to interpret the obtained results (N<45)
44. Another question that was addressed in the Survey was the attitude towards appealing to the court.  6% of enterprises in total that have had problems in the sphere of their business activities have appealed to the court. The rest of enterprises – 94% named reasons why they have not appealed to the court to resolve the problem.  The results generally indicate that the reason the enterprises do not turn to courts has little to do with alleged corruption in courts (only 10% of those responding stated that this is due to a “general distrust in the honesty of the court system” and 2% stated that there is a “necessity to pay bribes”).  The other reasons mentioned are due for the most part to economic considerations (such as “the problem was too small to go to court” or “the court process is too long”) or also to lack of trust that this is an effective solution (such as “court decision will not be enforceable”).  
Table 3: Reasons for Not Appealing to Court

Base: those who have had problem, but did not appeal to the court, N = 156.

45. These responses were largely supported in focus group discussions.  Although business representatives stated that some of the decisions were often not of sufficient importance to undergo the appeals process, some business representatives pointed out that certain decisions, like those regarding issuance of a license, may have significant repercussions for the business.  Businesses also pointed out that it is procedurally complicated to appeal decisions, but there was some hope that the new Administrative Procedures Law, which comes into effect on 1 July 2003, will significantly streamline appeals procedures and make them more predictable and trustworthy.  Another interesting reason mentioned as to why there are not as many appeals is fear that this may antagonize the institution (this was mentioned regarding licensing, tax administration, construction), with possible negative repercussions for the enterprise.  
46. It is worth noting that the 2002 Self-Assessment Report on Administrative Procedures for Doing Business in Latvia presents detailed information on conflicts and appeals in Latvia.  While problems still exist in terms of resolution of disputes, compared to the observations expressed in the 1999 FIAS Report on Administrative Barriers to Investment in Latvia, the problem is due no longer so much to a lack of channels for appeal, but rather in various other reasons, many of which are based on a consideration of whether it is worth the effort.  

7) Systemic Recommendations TC “2.
Systemic Recommendations” \f C \l “3” 
47. On analyzing the results of the Survey and the templates, in discussions with business and government representatives and in undertaking legal research, a number of problems arise that would best be resolved not on a piece-meal basis, but rather on a government-wide policy basis with a targeted approach to resolving them.  These are broad problems that characterize a number of procedures, such as the continuing emphasis on enforcement rather than compliance, the large number of notarizations required, the need to personally visit public institutions to gather information, etc. 

48. At the very beginning of this section it is worth noting one important change since the 1999 FIAS Report on Administrative Barriers to Investment in Latvia.  The 1999 Report noted that there do not exist adequate consultative mechanisms between businesses and government institutions.  Since 1999, Latvia has created and developed a functioning system of structured dialogue between the business community and the public sector, coordinated by the Latvian Development Agency.  If at the beginning the focus of this dialogue was mostly on foreign investors, now representatives from all spheres of business activity are increasingly taking part in discussions.  This model for dialogue should now be expanded and developed further.  

49. The subsections below will focus on these various approaches, which are presented as possible solutions to the recurring problems that arose in analyzing the sources of input for this Self-Assessment Report.  The goal of presenting these broad solutions is to present a basis for dialogue so that the business community could also come up with more specific ideas in which areas these new innovations could be introduced.  

f) Compliance Rather than Enforcement 

50. Latvia is reaching a point in its development where the trust of the government toward enterprises needs to be increased.  Many of the administrative barriers identified in this Self-Assessment Report result from a lack of trust, whether explicit or implicit, that government institutions have for businesses. 

51. Government institutions cannot spend their time enforcing rules by controlling all aspects of an enterprise’s application and operations.  An increasing amount of these government/business interactions will need to be based on warranties and representations by the enterprise, rather than documentary proof, but also taking into account the principles of risk assessment to determine which are the risk factors that may identify those cases that require a higher degree of control.  Risk assessment and other statistical tools can serve to improve the quality and fairness of the enforcement and reduce the costs in doing so.  But certainly, as long as there exist such phenomena as tax evasion and fictitious firms, there will be a need for some degree of control.  

52. There are various instruments for enforcing rules by ensuring compliance.  These include self-certification (including personal liability or accountability) and introduction of the “silence is consent” principle.  At the same time, the results of the Regulatory and Administrative Costs Survey, the procedure templates and other inputs of information have allowed LDA and FIAS to come up with some suggestions on which areas could benefit from the application of these and other instruments.  These instruments and their suggested application will be presented below.  Due to the fact that these are broad principles that are hallmarks of good governance, it is recommended that they be addressed centrally and filtered to the various public institutions and to the procedures that they supervise.  

(1) Self-Certification

53. Modern public administrations are increasingly using “self-certification” by applicants.  “Self-certification” is a method whereby the applicant attests or claims that it is in conformity with certain requirements or norms.  Under the assumption that this is true (and due to the fact that such assertions or certifications can usually carry a high degree of liability for false statements), the applicant can undertake the procedure requested, with the understanding that the government can (and probably will) review the validity of the applicant’s statements.  The point is that the government expresses a certain level of trust for the enterprise, and performs ex post checks to verify the information.  

54. Of course, a prerequisite for a well functioning system of self-certification is a capable prosecution and enforcement mechanism that can enforce the rules.  This requires a well-functioning and reliable police force, an independent prosecutor, and service-oriented inspectorates.  As all these features develop in Latvia, reliance on self-certification can and should increase.  

	Self-Certification in Italy

The instrument of self-certification is being introduced in an increasing number of procedures in Italy.  

In the case of a building permit in Italy
, the administration needs to ensure that the self-certification provided by the builder is true.  If the information provided is false, the administration can demolish the building.  In less than two years, this change of the onus of trust generated a dramatic change, reducing delays to hours for procedures that used to take months.  From 1996 to 2000, the number of certified signatures required by all administrations dropped from 38.2 to 5.9 million per year.  To support implementation of the new self-certification procedure, the Ministry of Public Administration set up a central monitoring unit with a network of local observatories to monitor, provide local governments with guidance, and periodically report advances.

Furthermore
, the self-certification mechanism can open the possibility of using private certifications in technical assessment cases, that is, the citizen can substitute the administrative certification with a statement of a private professional.  To provide coherent law in this area, a consolidated text on administrative documentation has been approved in Italy.  This text includes all rules on administrative documents (certificates, electronic documents, digital signatures, electronic identity cards, electronic exchange of data), and prepares for new measures to simplify submissions of requests and certifications to the public administration, for example, electronic submissions.   


55. Related to the concept of self-certification is the issue of accountability and responsibility by the applicant.  Just as self-certification is a representation made by an applicant, statements of accountability are made by an immediately identifiable person responsible for compliance with the requirements.  Such a system already exists in some areas in Latvia, for example, there is a statement on the VAT payer form that “I accept responsibility for the accuracy of the information contained herein” from the person submitting the application.  A similar statement is also used in the area of construction, but it is not applied widely.  Clearly, the legal responsibility should be clarified in these cases.      

56. This principle of liability or accountability could be introduced in the following areas:

· Submission of project design documentation to receive construction permit. 

· Submission of enterprise registration documents.

· Submission of customs-related documents.

· Submissions of applications for licenses.

· Submission of tax declarations.

(2) Silence is Consent

57. The principle of “silence is consent” is an innovative instrument that shifts the burden to the public institution that has received the application.  If the institution does not reject a request within a certain number of days, the applicant can consider it authorized and can undertake relevant activities.  This is a solution to a problem that exists in a variety of countries, namely, that the institution does not review the application in a timely manner and the applicant is left ignorant of the status of the request, which can have significant consequences in terms of contractual obligations to third parties, financial planning, etc.  In Latvia the Law on the Procedure for Reviewing Submissions, Complaints and Proposals to Government and Municipal Institutions provides for a timely and motivated response from the institution to which an inquiry is submitted (see, e.g., Arts. 1., 3., 7., 8.2.), but the sanctions do not include the principle of “silence is consent”, and instead there is cause for an appeal.  

58. There are few cases in Latvia where the “silence is consent” principle has been applied.  These include the municipal right of first refusal during transfer of property.  There also used to be such a principle in enterprise registration, but its genuine application is doubtful and in any event it no longer exists under the new Commercial Law.  

59. The introduction of “silence is consent” on a broader basis has encountered resistance due to concerns regarding what positive activities need to be undertaken after the deadline has passed.  For example, what if a license is not issued on time?  The purpose of the license is to protect the health and safety of inhabitants.  In this case, is it good policy to have the “silence is consent” principle?  Also, what if the documents submitted and not acted upon were untruthful or false?  These are all issues that need to be addressed before there are any centralized efforts to bring the principle of “silence is consent” to a variety of procedures. 

60. In the context of this Self-Assessment Report, the “silence is consent” principle could be introduced in the following areas:

· Enterprise registration;

· Some licensing (e.g., those without an immediate impact on health, safety, or the environment);

· Real estate transfer; and

· Coordination of technical design for construction approvals.

g) Electronic Documentation and Signatures

61. In addition to an increasing focus on compliance, rather than enforcement regimes, there is a need to increase the level of communication among government institutions and the reliability and legal validity of electronic documentation.  

62. Currently Latvia is approaching what the European Union has called the “second” level of electronization (the first is the availability of information on the internet): it is now possible to download many forms and documents off the internet, which can then be printed out and submitted in paper format.  

63. Next steps should include the introduction of “reverse contacts”, such as submission of completed forms electronically.  One of the prerequisites for this is the legal status of electronic signatures.  

64. The Saeima has now adopted the Law on Electronic Documentation.   This law defines the legal validity of electronic documentation and electronic signatures.  Government institutions will be required to accept documents electronically from physical persons and legal entities only as of 1 January 2004.  The adoption of this law should establish a legal basis for significantly improving the following procedures
 that are the subject of this Report:

· Registration of enterprises;  

· Submission of customs declarations;

· Tax reporting, filing and payment;

· Receipt of various licenses and permits; and

· Receipt of construction permits.

65. Some pilot projects are also under implementation.  These include one in the Enterprise Register and an electronic tax declaration pilot project.  For all the reasons listed in this Report, these are welcome initiatives and should ease the burden of compliance with the requirements relating to enterprise registration and tax declarations, and should also provide valuable lessons to other government institutions. 

66. The LDA should also closely follow developments relating to the establishment of certain features of e-government in relation to administrative procedures.  One upcoming initiative based on Section 7.3. of the White Paper on E-Government in Latvia that relates very closely to the aims of this Report is the requirement to prepare a precise plan for those services that should be made electronic.  This Report should assist in presenting some ideas, but subsequent discussions with business and government representatives should clarify this further.  

67. Clearly, in addition to the legal aspects, it is also necessary to work on improving the inertia and skepticism of both public sector representatives and private sector users and individuals.  There is also a good deal of work that needs to be done regarding the training of judges on the legal validity of electronic signatures.

h) Notarizations

68. A notarization is a legal instrument to certify documents and signatures so that they are deemed to be authentic and can be accepted by their recipient (such as a government institution).  Notarizations may also represent an additional step (or several steps) in the process of completing the transaction.  Particularly in light of the new provisions of the Commercial Law, there are a number of new instances where notarizations are required in relation to enterprise registration.  As discussed in the text below, requirements for notarization may serve a public function.  Nevertheless, there are instances where the benefits of notarization should be weighed against the time and money spent in receiving such notarizations.  

69. The first recommendation is consideration of whether all the cases where notarizations are currently required could not be fulfilled by other means, such as warranties or representations by the enterprise.  As a system of electronic signatures and documentation is introduced, it may be possible in some cases to circumvent the notarization requirements.  The existing notaries argue against the current proposals to legalize electronic signatures, reduce the number of notarizations required for administrative procedures, and expand the number of notaries to enhance competition in this industry.  The Government should indeed take care to insure against computer fraud and “hackers” in their new regime of electronic signatures, but must primarily work in the interests of improving the efficiency of government-business interaction by reducing the number of steps, institutions and payments required.

70. Another complaint expressed by enterprises was the fact that Latvian law mandates that certain documents be notarized, but the notary establishment maintains a limited membership and there has been no binding limit on the fees notaries can charge.  As a result, notary fees are often quite high.  One solution may be for the notary establishment to increase its membership, which may also  reduce the time spent on the notarization process if there are more notaries available to offer services, and fewer backlogs.  

i) Sharing of Information Among Public Institutions

71. Enterprises are still being made visit institutions and collect information that is in the government system and should be available to other government institutions. 

72. Art. 2 of the CM Reg. No. 104 (adopted 14.03.2000) on Ensuring the Creation of an Integrated Information System of National Importance (Megasystem) provides: “It is prohibited to request and collect from inhabitants and legal entities … data that are available from any of the information systems that are part of the megasystem.”  This provision currently is more of a goal than a description of the existing system.  Nevertheless, the provision exists and is legally binding.

73. One of the prerequisites for an integrated exchange of information is a functioning on-line connection
 among all public institutions (including municipalities), training in how to use the system, and the introduction of all primary and secondary legislation that would ensure that all information supplied and disseminated in this way would be legally valid.  The problem, as expressed in this Report, is evident in the following areas:

· For municipal trade permits, which often require certificates from state institutions.

· For construction, twice, once at the beginning and once at the end.

· For certificate of good standing from State Revenue Service.

· For expatriate employment and residency.

74. The White Paper on E-Government in Latvia (adopted in substantial part by the Cabinet of Ministers on 7 May 2002) reports that there is ongoing integration among the primary registers: the Register of Inhabitants, the Enterprise Register, the Cadastre, the Register of Transport Vehicles and the Tax Register.  The result of this integration is exchange of information among these registers.  

75. According to observations and reports, presently the electronic sharing of information among public institutions is working successfully between the Enterprise Register and the State Revenue Service regarding registration of enterprises, between the Enterprise Register and the Department of Citizenship and Migration Affairs regarding passport information and between the Enterprise Register and the Register of Transport Vehicles for the purpose of registering commercial pledges on vehicles.  These types of exchanges of information are based on agreements signed between the cooperating institutions.  The Enterprise Register has proven to be the most active in developing this type of provision of information.   

j) Interaction with Enterprises

76. In general, the results of the templates indicate that there is still a low level of interaction between government institutions and private enterprises.  The templates provided questions regarding two different types of interactions, the first: communicating procedural requirements, which is a one-way method of communication, from institution to enterprise, and another question on feedback mechanisms, which is by definition a means of opening channels of communication so that the institution can understand the views of enterprises on the procedures.  The most common feedback mechanisms selected were complaints and proposals submitted by visitors.  Few respondents selected the other alternatives: feedback forms, surveys, meetings and seminars with business associations and non-governmental organizations, analysis of information disseminated in the mass media.  

77. Few respondents reported keeping track of the numbers of each of these types of feedback mechanisms undertaken in 2001, although this question was asked in the template.  The only institutions that kept some sort of record were the following: 

· Enterprise Register; 

· Economic Division of the Ventspils City Council (in the template on municipal trade permits); 

· Planning and Economics Division of the Daugavpils City Council (in the template on municipal trade permits);

· Economic and Development Planning Board of the Rezekne City Council (in the template on municipal trade permits);

· Excise Goods Board of the SRS, the Department for Citizenship and Migration Affairs;

· Daugavpils Construction Board (in the template on construction approval);

· Rezekne Construction Board;

· Riga Heat (Rigas siltums);

· Sanitary Border Inspectorate; 

· State Sanitary Inspectorate; and 

· State Environmental Inspectorate.  

78. In fact, the only institutions that reported keeping track of the number of proposals and complaints were:

· Economic and Development Planning Board of the Rezekne City Council; 

· Excise Goods Board of the SRS;

· Department for Citizenship and Migration Affairs;

· Riga Heat (Rigas siltums); and 

· State Sanitary Inspectorate.  

79. Some institutions have asked the authors of this Report to now include them in this list.  For example, the State Revenue Service in a letter dated 25 September 2002 to the LDA explains that all suggestions and complaints are recorded in the entire SRS, not only in the SRS Board of Excise Goods.  The State Fire and Rescue Service reports in a follow up letter that it records and analyzes complaints and suggestions and that there is a feedback form on the Internet home page (www.vugd.gov.lv).  

80. One respondent stated that it is not possible to record all their interactions since they also accept oral proposals and complaints, but there is no reason why they couldn’t introduce a system whereby even the proposals and complaints received by telephone are documented.  

81. One interesting method, used by both the Enterprise Register and the State Revenue Service, is e-mail subscription services to inform clients on a list of requirements, revisions and changes in the regulations and operating procedures.  This seems to be an effective and useful means of conveying information that could be used by other institutions as well.

82. The Sanitary Border Inspectorate has one of the most systematic methods of receiving complaints.  There is a separate form included in the Annex with the template.  This form provides the following information for registering an incoming complaint: 

· Date;

· Complaint number;

· Name of official registering the complaint;

· Signature of official;

· Name of complaint/essence of complaint;

· Name of person submitting complaint;

· The connection between the person submitting the complaint and the complaint itself (the name of the legal entity);

· Information on contacting the person submitting the complaint (telephone, fax, address);

· Decision of the Head of the Sanitary Border Inspectorate regarding to whom the complaint should be referred, including date and signature [this ensures that the Head of the institution is aware of the complaint]; and

· A statement that the complaint must be immediately sent to the assistant to the Head of the Sanitary Border Inspectorate who registers the complaint.  

83. Another important type of interaction is the process of dialogue between the government and the business community in a topic that is of concern to both.  In fact, the participation of stakeholders (such as representatives of the public institutions overseeing a given procedure and representatives of the business community) in the decision-making process is an important means to improve the quality of legislation and the sense of ownership of the reforms.  The efforts undertaken to date by the institutions that have filled out templates are described above, as is their level of understanding regarding the need for interaction with the business community.  

84. As these feedback mechanisms become established there are a variety of other opportunities to engage the private sector in dialogue, such as in filling out regulatory impact assessments now required by the government when considering draft normative acts, in arranging public hearings, and in organizing focus groups to discuss the existing status and to try out new ideas and solutions.  Such meetings have played an important role in the centralized efforts to improve the business environment up to now, but these also need to be undertaken by each institution itself as it identifies issues that would benefit from the input of the business community and as it arranges such meetings in the context of improving both its institutional activities as well as the procedures that businesses must undergo.  

k) The Use of “Motivated Refusal”

85. The concept of “motivated refusal” is generally practiced in Latvia, as demonstrated by the responses in the templates, where almost all institutions wrote that their method of communicating a rejection for an application is in a written form, specifying the reasons.  This is due to the legal requirement in the Law on the Procedure for Reviewing Applications, Complaints and Proposals in State and Municipal Institutions that the response from the state or municipal institutions must specify its reasons – they must be “motivated” (see Art. 9).  Similar provisions are also provided for in the Law on Administrative Process, which will come into force on 1 July 2003.  

86. In fact, out of all the institutions that submitted templates that had this question on manner of communicating refusal (some did not, such as the institutions overseeing tax reporting and on-site inspections and audits), the only ones that did not simply check written refusal, specifying reasons or otherwise had some discrepancies and inconsistencies regarding this issue were the municipalities
.  For example in its template on municipal trade permits, Ventspils wrote that “If the enterprise has all the necessary documents, a permit is always issued.  If all the documents are not submitted, the enterprise is asked to submit the missing ones.”  The Liepaja municipal trade permit did not answer this one.  The Cesis municipal trade permit simply selected oral refusal.  Rezekne selected all of the options: (i) written refusal, specifying reasons, (ii) written refusal, not specifying reasons and (iii) oral refusal.  

l) Minimum Processing Time and Expedited Service

87. The responses from many of the templates suggest that there are few cases of official expedited service available to speed up the procedure for an extra fee, but that in almost all cases there are “minimum processing” times that are lower than “average processing” times.  

88. When expedited service is available, every application that gets expedited means that there is another application that gets done more slowly.  Therefore, the introduction of expedited service may not be a useful solution from the perspective of the institution or from the perspective of clients using the other procedures that the agency offers.  

89. Nevertheless, the fact that a minimum processing time exists is also not an adequate solution because this is often unofficial and there may be unofficial ways of encouraging an official to speed up the process.  

m) Number of Employees

90. A surprisingly large number of institutions wrote in their templates that the number of employees from carrying out certain functions was sufficient.  This is in fact contrary to the expectations of the authors of the Report, who have often heard complaints about lack of staffing.

91. Nevertheless, a few institutions did report that the number of employees is insufficient.  For example, regarding the construction approval procedure, the relevant institutions in Riga and Daugavpils noted that there is an insufficient number of staff, but the Daugavpils respondents also added that this view is not shared by their superiors.

92. Regarding inspections and audits, the problem of understaffing was reported by the State Revenue Service (in relation to its auditing function), the State Labor Inspectorate and the State Sanitary Inspectorate.  Interestingly, the State Fire and Rescue Service, which received the highest ratings in the Regulatory and Administrative Costs Survey among the inspectorates, reports that it does not need more employees.   

93. In addition, the National Customs Board states that the number of employees is presently insufficient, but notes that as the simplified procedures are introduced and the primary focus is shifted from incremental control of each submitted document to more comprehensive and risk based control, this will reduce some of the workload of customs officers.  This approach, in fact, may be of interest to other government institutions in Latvia.  The National Customs Board is essentially simplifying certain procedures whose result will be a reduction in the amount of time and effort spent by enterprises in undergoing a certain procedure, while simultaneously reducing the burden of enforcement on the customs officers. 




































































































� This example is excerpted from a Background Report on Government Capacity to Assure High Quality Regulation: Italy, prepared by Cesar Cordova-Novion with the participation of Nicoletta Rangone and Scott Jacobs.  The report was peer reviewed in July 2000 by the OECD’s Working Party on Regulatory Management and Reform of the Public Management Committee.


� Ibid.


� These procedures are taken in part from the White Paper on E-Government in Latvia.


� Provided, of course, there exist adequate safeguards for confidentiality and related rights.


� The State Land Service did not select any of the options presented for communicating a rejection, neither in the template on Inventory of Buildings nor in the template for Land reassessment.  
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