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In collaboration with the Government of Latvia, the Foreign Investment Advisory Service of the World Bank Group undertook a pilot effort with the Latvian Development Agency to develop “self-assessment tools” for identification of administrative barriers to investment in the country.  Latvia was chosen by FIAS for this pilot work on the basis of the strong efforts and achievements of the Government in removal of administrative barriers to investment following the 1999 FIAS Study of Administrative Barriers to Investment in Latvia.  

The pilot exercise began in November 2001 in Riga and Liepaja, and included the participation of representatives of the governments of Bulgaria, Bosnia and Herzegovina, and Macedonia. 

The Self-Assessment Report is an update of the findings of the 1999 Study of Administrative Barriers to Investment.  The 2002 Self-Assessment Report compares and contrasts the views of the business community with the views of government institutions in order to present a balanced view of the administrative procedures – including their time, costs, complexity, efficiency – that businesses undergo in Latvia.  The Self-Assessment Report is based on data from a survey of the business community, data submitted by relevant government agencies in standardized format (templates), focus group meetings, and independent research.  

The main text of the report was prepared by the LDA and reviewed by FIAS. The executive summary was prepared by FIAS with input from the LDA. FIAS and the LDA would like to commend the exemplary cooperation by the government and municipal institutions that participated in this project (a complete list of institutions is found in Annex A), as well as the cooperation of the members of the business community who participated in the business survey and focus group discussions.  
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i. This Self-Assessment Report on Administrative Procedures for Doing Business in Latvia was carried out at the request of the Government of Latvia by a team from the Latvian Development Agency (LDA) with the assistance of the Foreign Investment Advisory Service (FIAS) of the World Bank Group and with the input of many Latvian government and municipal institutions. This report is an up-date of the 1999 FIAS report on Administrative Barriers to Investment in Latvia, and the “self-assessment” exercise was intended to help build capacity within the Government of Latvia to assess the progress and impact of its reform program on a regular basis. Such assessments are considered necessary to identify which reforms are working well and delivering the intended results, which ones are not performing as expected, and to identify new reform priorities needing attention from Government.  

ii. FIAS’ role in the self-assessment is two-fold: 

· First, to provide guidance to the self-assessment effort and help build capacity within the Government of Latvia for such efforts in the future. 

· Second, to review the results of the self-assessment exercise, to provide information on cross-country comparisons, and to assist in developing recommendations based on international best practice. 

iii. Regarding the self-assessment effort, FIAS judges both the capacity-building exercise and the resulting self-assessment report to be highly successful. The LDA team not only contributed substantially to the design of the “self-assessment” methodology, as a cooperative pilot-project with FIAS, but also carried out a very thorough and balanced assessment of the key administrative procedures affecting business in Latvia. They received good cooperation from almost all relevant government agencies in Latvia, and laid the groundwork for the development of many new “performance indicators” for such agencies, focusing on their impact on the business environment.  

iv. The self-assessment was a useful exercise in several respects. First, the self-assessment provided an opportunity for agencies to collect and report information regarding their own performance over the past one to two years. Second, the business survey gave the business community an opportunity to identify the most important obstacles to investment and to rate the services of key government agencies. Third, the comparison between the two sources of information gave a more complete and accurate picture of the business environment than has been available to date.

v. The rest of this Executive Summary will focus on the results of the self-assessment exercise and the key recommendations for the Government of Latvia.  Based on an analysis of the data from the self-assessment, FIAS concludes that the Government of Latvia has made substantial progress in removing administrative barriers to investment and improving the investment environment, although there is still significant room for improvement.

vi. The 1999 FIAS report included many detailed recommendations, focusing on improved implementation of a sound but complicated reform agenda. One of Latvia’s most noteworthy achievements since the 1999 Report was the establishment of a structured dialogue mechanism between representatives of the public and private sectors to identify problems, discuss solutions, prepare an Action Plan to improve the business environment and subsequently review progress made in implementing reform.  In fact, FIAS has introduced other transition countries to this model and the European Commission Enterprise Directorate General has also cited this process in Latvia as a “CC-BEST” practice that could usefully be shared with other EU candidate countries.
  

vii. Structured dialogue for reducing administrative barriers and improving the business environment began with a Steering Committee composed of senior government technocrats, a small number of (mostly foreign) business associations as dialogue partners and an ad hoc secretariat at the Latvian Development Agency.  The dialogue mechanism is now being expanded to other Latvian business associations, and the Action Plan has been subsequently revised and updated on a regular basis. To date, 68 out of 77 suggested measures that were included in the Action Plan have been successfully implemented. 
viii. Key developments since 1999 have taken place in the following areas:

· Many procedures have been simplified and there has been a reduction in the number of steps and the time taken, for example, in enterprise and tax registration, immigration, and customs.

· Government institutions are increasing their level of cooperation to improve efficiency, in areas like border crossing and customs, immigration, and inspections. 

· There is improved information available to the public on various procedures, such as enterprise registration, inspections, customs and valuation of real estate.  

· Administrative or petty corruption seems to have receded (although there are indications that other, more sophisticated, forms of corruption are still problematic). 

· There is improved dialogue between the government and the business community in many areas of concern to the business community.

ix. While Latvia has been a strong performer in terms of attracting FDI and encouraging domestic investment since the mid-1990s, the strength of the reform program over the past few years can be credited with maintaining and perhaps enhancing the country’s performance. Inflows of foreign direct investment into Latvia grew from just over $350 million in 1998 to over $400 million in 2000, or about 5% of GDP or $170 per capita.  Gross fixed capital formation for Latvia has held steady at about 25% of GDP over the past three years.  In 2000 the Latvian gross domestic product increased by 6.8% and in 2001 by 7.7%. These figures compare favorably with other transition and emerging market economies, and have been sustained for several years. According to the Ministry of Economy, consumer price inflation in Latvia in recent years is close to the level of inflation in developed economies and is among the lowest in Central and Eastern Europe.   

x. In this light, it is clear that overall policy reforms have been proceeding well. However, while policy and legal reforms, as part of the EU accession process, are viewed as generally sound, there are indications that practical implementation of new policies has not always yielded a positive impact on the business community, who often still struggle with cumbersome and opaque bureaucratic procedures that add unnecessarily to costs and risks. The Government of Latvia wants to keep its reform program carefully targeted to the current needs of the business community and to encourage new investment. On the basis of this latest self-assessment effort, priorities over the next two – three years should focus on areas of biggest concern to investors. 

xi. FIAS and the LDA carried out a business survey, which included a list of obstacles rated by the business community. These included both “administrative barriers” and other issues of concern in the business environment.  Chart 1 below shows a ranking of obstacles by “prevalence” (how many businesses cited it as an obstacle) and by “severity” (how severe an obstacle it is for businesses that cited it as an obstacle).

Chart 1: Regulating Spheres – Business Obstacles 
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Base for “Prevalence”: all companies interviewed, N = 541; answers “Not an obstacle” and “Hard to say” not shown.

    Base for “Severity”: Those who admitted it was an obstacle, excluding `Hard to say/DK’. Mean on scale from 1 (Minor) to 4 (Very Severe).
xii. On the basis of the self-assessment (including the business survey) and comparison with other emerging-market economies, FIAS’ assessment of the current priorities needing attention in Latvia include the following:

· Numerous complaints and difficulties in the areas of tax and customs administration

· Lingering problems at the municipal level, including: 

· abuse of municipal trade permits, 

· municipal police inspections, and 

construction approvals

·  Administrative corruption in a few key problem areas including: 

Construction/real estate, 

customs and 

municipal police 

· The persisting perception of an un-level playing field between those enterprises that operate lawfully and those functioning wholly or partially in the shadow economy, or with benefit of “good connections” with government officials.  

· The time-consuming registration of the transfer of real estate rights.  

· Recent changes in notarization requirements that seem to increase the time and costs spent in fulfilling various administrative procedures.

xiii. The sections below present some problem areas identified in the Self-Assessment Report.  

Need for Further Reform of Tax and Customs

xiv. The business survey conducted for the self-assessment exercise showed clearly that high tax rates and burdensome tax administration are at the top of the list of concerns for businesses in Latvia. On the one hand, the Government should take these findings in context: complaints about taxes are high on the list of complaints of businesses in most countries in the world.  On the other hand, there are some clear areas of concern within the tax and customs administration in Latvia that can and should be addressed in order to yield significant improvements in the business environment. 

xv. Besides tax rates (a policy issue beyond the scope of work of this assessment of administrative barriers), another issue of concern to businesses is tax penalties, both in terms of the proportion of respondents selecting this as a problem and in terms of their severity. Many businesses and professional accountants agree that severe penalties are applied to firms who have made minor technical errors, while other firms escape the attention of the tax authorities altogether.  This is a problem that has been raised repeatedly over the last several years (including the 1999 FIAS report), but little progress has been made. The efforts of the tax authorities should be more on ensuring more uniform compliance, and less on punishing tax payers who make relatively minor errors. 

xvi. Another problem identified by enterprises responding to the Survey is the frequency of changes in rules and rates.  One solution to consider may be more regular announcements of future reforms, scheduled updating of rules governing taxation, and widespread dissemination of those changes.  A similar recommendation was contained in the 1999 Administrative Barriers report, and there has been some improvement, but clearly the business community is still not satisfied.

xvii. The Customs administration has proven to be a constructive dialogue partner for roundtable discussions to identify and resolve systemic problems, and has made considerable progress with reforms.  Nevertheless, the self-assessment exercise found significant areas for further improvement, which should be considered high priority given the importance of trade and transit to the Latvian economy.  The structured dialogue with the business community should be maintained and further developed, resisting attempts to resolve issues on a case-by-case basis.  One of the priorities for the Customs administration for the coming years should be shifting its emphasis to voluntary compliance using methods such as self-assessment, risk management and periodic verification or periodic audits.  

Administrative Barriers at the Municipal Level of Government

xviii. While the central government has been working systematically over several years to remove administrative barriers, efforts at the municipal level have been less uniform. The business survey carried out as part of the self-assessment clearly shows several lingering problems at the municipal level of government, including:

· Inappropriate and in some cases illegal requirements for businesses to obtain a municipal trade permit;

· Evidence of abusive and corrupt behavior on the part of some municipal police;

· Evidence of corruption and mismanagement in the construction approval process at the municipal level.

Municipal trade permits

xix. There are problems relating to the municipal trade permits, where unclear legislation and its haphazard application is often allowing the municipalities to overstep their mandates and sometimes even require that any enterprise operating in a given municipal territory receive such a permit.  Not only is this often a burdensome requirement, with redundant requests for approvals and documentation, but very often the issuance of municipal trade permits is not even legal.  The primary recommendation is the abolishment of all municipal trade permits that are not in accordance with national legislation.  

Municipal police

xx. The business survey yielded evidence of two clear categories of problems associated with the municipal police: First, they are ranked among the highest of categories of public servants in the incidence of bribery, and second, they are ranked among the lowest of agencies within the public sector in terms of “quality of service”.  The municipal police have an unclear and often overreaching mandate and poor coordination with other institutions.  The municipal police are reported to often engage in inspections-type activities, but without the mandate to do so.  This can be not only damaging to business activities, it may also lead to opportunities for corruption.  The activities of the municipal police need to be better controlled, and it is likely that some coordinated, centralized approach is necessary. Municipal police inspections should be limited to a few, well-defined areas relevant to maintenance of municipal law and order. They should not be allowed for regulatory purposes.

Construction

xxi. Another significant problem at the municipal level continues to be the construction permit process, including, according to businesses, long waits, unclear rules and relatively high incidence of corruption.  The construction system is generally characterized by a lack of clear guidelines from national legislation and a lack of adherence to these norms in the municipalities. This issue was also addressed in the 1999 FIAS report, and was included in the 1999 Action Plan. However, there is still much need for further improvement.  

xxii. Generally, there has been little concerted effort to streamline the procedures that require the input of many different state and municipal institutions, as well as a lack of information on the actual fees levied by the different institutions.  One solution that is long overdue is the preparation of detailed territorial plans for the cities. The establishment of a board of appeals to hear disputes arising from the construction approval process may also be a useful tool to pull together a very fragmented system.
xxiii. There are problems in coordinating and approving the technical design by the relevant institutions, since the documents need to be signed and sealed by all the institutions consecutively.  A solution to consider would be to implement simultaneous processing of applications by reviewing agencies, subject to firm deadlines for processing, perhaps even introducing and applying the principle of “silence is consent” in areas other than basic building safety.
xxiv. There is also a need for legislative reform, including a review of the General Construction Regulations with the aim of shortening the period of time needed for receiving acceptance of the completion of building and clearly specifying all the steps of the construction approval process.
xxv. Riga is the most important location for construction activity in Latvia, so it is especially important that Riga attempt to resolve those problems that may be more acute there than elsewhere.  The new Riga City Construction Board should make the resolution of these problems a focus of its activities, including reviewing whether the requirements issued by certain institutions are necessary.  There should also be improved coordination between the institutions involved.
xxvi. The problem of administrative barriers at the municipal level are often hard to resolve, and efforts at the national level to improve the situation may run into constitutional constraints. The national government has good reason to be concerned about administrative barriers and corruption at the municipal level, which can have a significant negative influence on both investment in general and foreign investment in particular, as well as productivity and overall economic growth. 

xxvii. In many cases, competition between local jurisdictions to attract investment will often provide a powerful incentive for local-level reforms. However, in the case of Latvia, where the size of Riga relative to other municipalities (including the size of the market, the labor pool, and the strong base of infrastructure) is very high, such competition may have limited influence.  In this case, FIAS would like to encourage more constructive dialogue between the administrations of the national government and – assuming they agree - Riga city and one other pilot municipality ( including representatives of the business community) in order to coordinate reform efforts and ensure an effective reform strategy.
Continuing efforts to deter corruption

xxviii. There is considerable evidence that Latvia’s efforts to combat corruption have been having a beneficial effect
.  However, there is anecdotal evidence that the problem of corruption may have become more sophisticated, and the Government of Latvia believes the overall level is still too high: While Latvia currently ranks at 52 on the Transparency International Corruption Perception Index (along with Czech Republic and Slovakia), Estonia is only ranked at 29 and Lithuania at 36. 

xxix. Anecdotal evidence and focus groups convened by LDA and FIAS suggest that while petty administrative corruption has diminished, “grand” corruption and more sophisticated forms of corruption continue to fester.  These included complex financial transactions for tax avoidance or for reward of agreed bureaucratic decisions, cronyism, forcing an enterprise to accept an unwanted partner or employee or make an unforeseen investment, the existence of “roofs”, even relying on an intermediary like a lawyer, contractor or freight forwarder to pay bribes.  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. In addition, it seems clear that customs procedures and the various construction approval procedures should be high priority for reducing administrative corruption.
xxx. Meanwhile, the results of the Regulatory and Administrative Costs Survey suggest that corruption in the context of administrative procedures (petty corruption) is at a relatively low level.  About 35% of survey respondents cited corruption as an “obstacle” to doing business in Latvia, with a rating of 2.5 on a scale of 1 – 4 (where 4 is extremely severe). A question regarding bribes and payment of gifts was asked for each of the key administrative procedures that entrepreneurs undertook and the results include a ranking that indicate that the most corruption-prone procedures include: 

· Construction approvals 

· Customs

· Municipal police inspections

· Change of classification of property usage

xxxi. A complete set of data is presented in Chapter II, Background and Overall Observations.     

xxxii. Due to various reasons, the business survey may underreport the overall incidence of corruption, and FIAS considers the survey results to be a minimum estimate of the incidence of bribery.  Nevertheless, given the size and structure of the survey, FIAS is confident that the relative ranking of agencies regarding corruption is reasonably accurate, and should give the highest levels of government an indication of which agencies are most in need of attention.
Notarization

xxxiii. Businesses have stated that notarization requirements are not especially expensive, but they are time-consuming and burdensome.  The benefits of notarization for a given document should be weighed against the costs in terms of time and money spent by the business community in receiving such notarization.  The primary 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 or by means of electronic signatures.  

Other themes and issues arising from the self-assessment

Interaction between government institutions and enterprises 

xxxiv. The results of the templates filled out by government agencies indicate that there is still a low level of communication by institutions with enterprises, both in terms of communicating information on requirements to enterprises as well as in terms of seeking feedback or input from them.  

xxxv. An important tool to level the playing field between enterprises is provision of equal access to information on procedures, to remove the excuse of many bureaucrats that most businesses “don’t understand the proper procedures”.  Examples of good provision of information to the business community include:

· Enterprise registration (which has a web-site and a number of brochures)

· Customs 
· Department of Citizenship and Migration Affairs

xxxvi. There are few examples of a government institutions seeking active feedback from enterprises.  FIAS recommends that the Government of Latvia encourage and in some cases even require that government agencies regularly solicit feedback from their constituents, and make use of the information to guide further reforms to improve efficiency and transparency.
Compliance rather than enforcement 

xxxvii. Government institutions cannot spend their time enforcing rules by controlling all aspects of an enterprise’s application and operations, but enterprises report they are very often confronted with an a priori assumption that they are not in compliance with rules governing tax, health and safety, etc, and that the burden of proof is on business to satisfy officials that they are in compliance.  An increasing amount of these government/ business interactions will need to be based on warranties and representations by the enterprise, but also taking into account the principles of risk assessment, self-certification  and the “silence is consent” principle.  

Validity of electronic documentation and signatures

xxxviii. Communication and sharing of information among government institutions is increasingly dependent on the electronic exchange of information to avoid unnecessary delays.  In the context of this Report, this would improve procedures such as registration of enterprises; submission of customs declarations; tax reporting, filing and payment; receipt of various licenses and permits; and receipt of construction permits.  Nevertheless, in order to achieve a viable electronic environment, a prerequisite is getting standard procedures in place and ensuring that they work smoothly.  In that sense, this Self-Assessment Report can also make a significant contribution to efforts to modernize government administration.  

Next Steps

xxxix. FIAS recommends that the Government of Latvia continue the successful process of structured dialog with the business community and updating of its Action Plan for reform.  We recommend that the observations and recommendations reflected in this Self-Assessment Report serve as a basis for dialogue to prioritize the problems and to set the agenda for another cycle of reform to improve the business environment in Latvia.

xl. In particular, we see a need for greater attention to reforms at the municipal level of government, which would imply a need for greater involvement of municipal-level officials in the dialog mechanism that has worked so well at the national level of government. FIAS therefore recommends that the national government invite representatives of Riga municipality and at least one other pilot municipality to join in the discussions of the Steering Committee and the formulation of the next Action Plan.

xli. FIAS also recommends that the Government of Latvia should repeat the self-assessment exercise (including the business survey and the templates) after another two years in order to assess the impact of its reform efforts. This will allow it to identify which reforms have been successful and which may need a new strategy, as well as to identify new reform priorities to improve the business environment and keep it competitive with alternative investment locations. FIAS believes that the information provided can be used to develop several new “performance indicators”, focusing on efficiency and regulatory impact. This in turn should assist Latvian agencies in their own internal reform efforts and will provide a sound baseline for performance indicators that can be measured reliably over time.

xlii. In this regard, the Government of Latvia should encourage all government agencies that regularly interact with the business community to compile data on:

The volume of applications received (inspections undertaken, etc.)

· Acceptance/rejection rate of applications

· Actual average processing time

· Appeals

· Outcome of appeals

xliii. It should be understood that these performance indicators should not be viewed as goals in and of themselves, but rather measures of the “costs” of regulations to be balanced against the “benefits” of regulation.  The goal of such reforms should be seen as improving the cost-efficiency of necessary regulation, as well as transparency.

xliv. Attached below is a summary table of the observations and recommendations described in this Self-Assessment Report.  This is meant to be an informative review.  Details of the observations and recommendations are located in the relevant chapters. 

Summary of Observations and Recommendations from the Self-Assessment Report

The following tables summarize the observations and recommendations from this Report.  Text in bold font indicates recommendations that are high priority for improving the business environment, while text in italics indicates activities that can be accomplished relatively quickly and easily.  Text that is in bold and italics is important and should be relatively easy to implement.  

Observations and Recommendations for Chapter II Overall Observations

	Topic
	Observation
	Recommendation



	Compliance rather than enforcement
	· 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.
	· Consider government-wide implementation of 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.  

	Electronic documentation and signatures
	· There is an increasing need to improve the level of communication among government institutions and the reliability and legal validity of electronic documentation.
	· Use this Report and other sources as bases for planning for those services that should be made available electronically.

	Notarization
	· The benefits of notarization should be weighed against the time and money spent in receiving such notarizations 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 new requirements for notarization should be reviewed to see if they could be replaced by warranties or representations by the enterprises. The notary establishment should be encouraged to increase its membership, which may both relieve delays and put competitive pressure on notary fees.

	Sharing of Information Among Public Institutions
	· Enterprises are still being made visit institutions and provide information that is already in the government system and should be available to other government institutions.
	· Introduce a functioning on-line connection among all public institutions (incl. municipalities).

· Implement training in how to use the system.

· Introduce all primary and secondary legislation that would ensure that all information supplied and disseminated between public institutions would be legally valid.  

	Interaction with Enterprises
	· There is still a low level of transparent interaction between government institutions and private enterprises.  
	· Standardize and improve the tools for engaging the private sector in dialogue:

· in carrying out regulatory impact assessments 

· in arranging public hearings, 

· in organizing focus groups to discuss the existing status and to try out new ideas and solutions.  

	Corruption
	There are indications that the level of administrative corruption has decreased, but there are still areas where corruption is common. 
	· Continue efforts in combating administrative corruption, including monitoring through surveys to identify which procedures are most vulnerable to corruption and to measure changes over time, and development of methods to combat more sophisticated forms of corruption as well.   


Table 1: Observations and Recommendations for Chapter III Start Up

	Topic
	Observation
	Recommendation



	Enterprise and VAT Registration
	· Electronic documentation should assist in simplifying administrative procedures
	· With the adoption of the Law on Electronic Documents, support efforts to further modernize enterprise registration.

	
	· New Commercial Law increases the number of documents requiring notarization.  
	· Reduce the number of documents requiring notarization and find alternate means to verify authenticity such as self-certification.  

	
	· With the coming into force of the Commercial Law, there are new procedures for enterprise registration.
	· The Enterprise Register should monitor how the implementation of the Commercial Law has affected the time and costs relating to enterprise registration.  

	
	· As of the date of completing the template, the Enterprise Register did not compile specific information on the number of applications submitted,  the number of subsequent positive or negative decisions or average processing time.
	· The Enterprise Register should develop and introduce a database of approvals and rejections based on applications in order to identify trends in the registration process.  

	
	· Along with the coming into force of the new Commercial Law, the “silence is consent” rule as applied to Enterprise Registration is abolished.  However, the “silence is consent” principle is a useful instrument to ensure that some type of binding decision is made that clarifies an enterprise’s status.
	· Consider the possibilities for reinstating the “silence is consent” rule for enterprise registration.

	
	· Despite the procedural streamlining in combining enterprise and tax registration, enterprises still must visit the State Revenue Service to provide certain additional information.  
	· Collect and forward all information at enterprise registration to the tax authorities so that it is not necessary for the enterprise to visit the tax authorities separately.  

	
	· The Enterprise Register has developed significant institutional knowledge of interacting with enterprises, particularly in light of the introduction of the Commercial Law.  
	· Disseminate the experiences of the Enterprise Register to other government institutions about interacting with and informing the public.

	
	· There may be compelling reasons for the municipality to receive information on the types of businesses working in its territory.  Nevertheless, the current process of registering for and receiving the municipal trade permit, in any municipality that imposes such a requirement, is illegal and burdensome if the permit does not relate to sales on public property.  
	· Electronically inform the municipalities or make information accessible regarding the enterprises and their branches registered in the administrative territory, with the goal of rendering municipal trade permits for extra-legal purposes unnecessary.

	
	· VAT registration is quite straightforward, but it is necessary to make documentation more accessible.
	· Place forms for VAT payer registration on the home page of the State Revenue Service, www.vid.gov.lv.

	
	
	

	Licenses and Municipal Trade Permits
	· There are reports that certain institutions are overstepping their authority requiring various “statements” for undertaking business activities in place of officially sanctioned licenses.  

· Some municipalities are issuing municipal trade permits for business activities on private premises. Under national legislation, they do not have this right.  

· Serious consideration should also be made as to whether the municipality could not get the statements and certifications from other public institutions, if it finds them necessary to have.
	· Abolish the practice of issuing de facto licenses, including certain municipal trade permits, that are not in conformity with the national laws and regulations.

· If municipal authorities require information on enterprises operating in their territory, the municipalities themselves should be responsible for gathering information that is available from other public institutions, rather than making the enterprise collect it.

	Expatriate Employment and Residency
	· Besides the State Employment Service and the Office of Citizenship and Migration Affairs, the Immigration Authority of the State Border Guard is involved in control over immigration affairs (functioning in many respects like a police structure).  The communication between these three agencies has not been fully institutionalized, as a result of which there have been cases that have come to the attention of the LDA of overlapping and uncoordinated controls over enterprises.
	· The State Employment Service, the Office of Citizenship and Migration Affairs and the Immigration Authority of the State Border Guard should better coordinate their activities in controlling enterprises. (See details below).

	
	· Two of the recommendations that the SES has for improving its own activities relate to access to electronic databases.  
	· Ensure that the SES (and other institutions as well) are able to receive and rely on electronic information from other government institutions (including the SRS) as well as other sources, such as from the SRS and the Lursoft data base on registered enterprises.  

	
	· As a recommendation for improving its institutional work, the OCMA in its template mentions the establishment of a center for serving foreigners in Riga.
	· Provide resources for the Office of Citizenship and Migration Affairs to set up a client service center for foreigners, as they have proposed in the template and in discussions with the Foreign Investors’ Council in Latvia.

	
	· The 1999 FIAS Report on Administrative Barriers to Investment in Latvia noted that there were long lines and unfriendly service at the OCMA offices.  
	· Provide mandate and resources for the OCMA to develop feedback mechanism to get from visitors and clients (foreigners and their designated representatives) information (such as on waiting times or evaluation of services) that can help improve procedures.

	
	· As the OCMA itself acknowledges in the template, there will be a lot of work involved regarding the implementation of the new Immigration Law once it is adopted by the Saeima, including drafting of CM regulations regarding issuance of permits, the state fee for issuance of the permits, as well as internal instructions for employees regarding the new rules.
	· The OCMA is advised to consult with the relevant representatives of the business community (namely, those most affected by the new rules, including but not limited to enterprises with foreign capital and high-tech companies that invite expatriate experts) in identifying their specific problems and needs.

	
	· There are reports of cases where SES officials are not receiving timely information of new requirements based on changes in legislation or procedures.
	· The State Employment Service should ensure that any changes in legislation and procedures are communicated to their employees and made available to the relevant constituency.

	
	· Although the SES does not appear to have developed a feedback system with enterprises, the SES has undertaken efforts to inform enterprises of procedural requirements.
	· The SES should consider ways to introduce feedback mechanisms to systematically gather the comments and complaints of businesses in order to identify ongoing problem areas.


Observations and Recommendations for Chapter IV Locating

	Topic
	Observation
	Recommendation

	Real Estate
	· The law On Real Estate Tax does not stipulate a maximum processing time for applications for reassessment of a land parcel. 
	· Provide a specific processing time for each  procedure in the sectoral legislation.

· Make a concerted effort to inform and train the state and municipal institutions and their employees of the existence of generally applicable norms to improve consistency.

	
	· The fee for reassessment of land and making a complete technical inventory of buildings is established in the Price List for the Services of the SLS approved by the Director General of the SLS. The price list is confusing and difficult to read for anybody not an expert in this field. 
	· Revise the Price List to provide more accessible information as to the fees payable for reassessment of land and inventory of buildings. 

	
	· The SLS does not compile information on the number of appeals filed with the head of the SLS or with courts.
	· Keep track of appeals or complaints, if any, and identify what issues or actions typically provoke them.

	
	· It is necessary to improve the dissemination of information by the SLS.
	· Post more precise information on the processing times, costs and requirements on the SLS web site. 

· Consider the practice of the Enterprise Register, which uses an e-mail bulletin to deliver news and information to its subscribers.

	
	· There is a wide-ranging difference in level of understanding of the statutory processing time for the procedure of change of real estate use.  It is crucial for businesses and applicants in general as well as the employees of the institution to be aware of the statutory maximum processing time for any procedure.
	· Consider decreasing the statutory processing time for applications for change of real estate use from 30 days to 14 days or less.

· Inform the SLS employees of the existence of these generally applicable norms and train them in the administrative procedure principles and applicable legislation. 

	
	· The laws and regulations applicable to the procedure of the change of real estate use are not clear to the municipalities and leads to inconsistent outcomes.  There is a need for clarification of regulations and explanation of their application.
	· Prepare and disseminate a manual or guidelines for the procedure of determining the real estate use. 

	
	·  If the real estate use changes, the land cadastral value is recalculated.  Presently, for determining the real estate tax the revised value is applied only in the next tax year.
	· Consider allowing the changed real estate use to enter into effect immediately and not in the next taxation year, as is the case currently. 

	
	· There is a lack of precise information on processing times, costs and requirements at the SLS.  These would not only be helpful to enterprises, but also to the SLS in improving its own work.
	· Improve the SLS system of recording the number of applications and the type of decisions taken for inventory of buildings.

	
	· The respondents reported that the procedure for registration of title transfer is the most time-consuming one of all the surveyed administrative procedures. Registering title transfer is reported to require almost two and a half months (74 calendar days) on average, of which over 40 days are associated with processing at the Land Book. 
	· The Land Book should ensure observance of the statutory limit of 30 days for processing of applications for registration of title transfer. Consider establishing a shorter processing time (i.e. 14 days) in general. 

· The Land Book is recommended to introduce statistical measurements on average processing time which could be used to monitor the actual processing times and ensure that the statutory limit of 30 days is observed.

	
	· The price list for “DUTIES AND FEES FOR REGISTRATION OF REAL ESTATE TITLE TRANSFER IN THE LAND BOOK” is based on the minimum wage.
	· Abandon the link to “minimum wage”, which is not relevant to a government service regarding real estate. 

	
	· In 2001, there have been 90 appeals associated with the Land Book submitted to the Civil Cases Department of the Supreme Court, of which 42 have been repealed fully, while 34 have been left in force and none have been partially repealed.
	· Carry out an analysis and compilation of court judgments among Land Book judges.

	Construction
	· Gathering the required technical regulations is the most time-consuming administrative procedure in the construction approval process and involves the largest number of institutions that a company has to interact with. 
	· Municipal governments should introduce a standard and preferably consolidated application form for requesting technical regulations for one project from different agencies.

	
	· There is still no single source of information regarding the actual fees levied by different state and municipal institutions in the process of issuance of technical regulations. In addition, there is evidence that suggests that these provisions of the GCR are not always observed.
	· Carry out a survey of the institutions issuing technical regulations in order to gather information on the amount of fees levied for issuance of TR and for coordination of designs.

	
	· Riga City does not record the number of Planning and Architectural Tasks issued without review in this commission, which is how the majority of PATs are issued. Therefore it is practically impossible to compare the number of PATs issued in Riga and in other municipalities.
	· Riga City is recommended to introduce the practice of tracking the number of PATs it issues for all types of projects, since this can serve as a good indicator of the actual workload and can reveal tendencies in the application process that are otherwise left unnoticed.

	
	· The GCR stipulate that the technical design must be coordinated and approved in 3 copies by those institutions that issued technical regulations and other documentation needed for commencement of the design. In effect, no parallel processing is possible, since all the three copies of the design have to be signed and sealed by all the involved institutions consecutively.
	· Implement simultaneous processing of applications by reviewing agencies, subject to firm deadlines for processing, perhaps even introducing and applying the principle of “silence is consent” in areas not strictly concerned with building safety.

	
	· It is obvious that the developer wants to commence use of the building as soon as possible after completion of construction. The Construction Law is clear in this regard – the building cannot be occupied before the formal acceptance. A relatively high number of respondents (18%) reported giving gifts or bribes to complete this procedure.
	· Establish a reasonable time frame and a clear procedure for formal acceptance of the buildings.

· Review the regulations with the aim of shortening the period of time needed for receiving acceptance of the completion of building.

	
	· During the stage of gathering the technical regulations, the Riga City Environmental Department requests several other technical tasks, based on which it prepares its own assessment of a specific project. That takes an additional 2 weeks and in essence is not necessary, because this department cites the already submitted technical regulations issued by other state institutions.
	· Riga and other municipalities should streamline the process by eliminating unnecessary and duplicative steps.

· Abolish the time-consuming and redundant requirement of the Riga City Environmental Department for several other technical tasks relating to technical regulations.

	
	· A step in the process that is distinct in Riga as compared to other municipalities is the requirement to approve the designs in the Engineering Commission of Riga. This requirement applies to all the designs.
	· Review whether there is value added in requiring all the designs to be reviewed by the Riga City Engineering Commission in terms of safety of the construction and ensuring that designs are in compliance with the building norms.

	
	· Investors operating in Riga note the lack of coordination between the Architectural Board of the Riga City Council and the State Inspection for Protection of Cultural Monuments, which significantly complicates and lengthens the approval process of designs. 
	· Improve the coordination between the Architectural Board of the Riga City Council and the State Inspection for Protection of Cultural Monuments.

	
	· There is a lack of clarity as to the role of preservation in the city development plan.
	· Open a vigorous review of the role of preservation in the city development plan among all stakeholders.

	
	· There is a lack of detailed and transparent regulations on land use and building design. The present General Construction Regulations are only a procedural outline for issuance of a permit, and they do not address technical issues. 
	· The national government should work with municipalities to develop more detailed technical rules to remove unnecessary official discretion over building design issues.

	
	· Many of Latvia’s cities still do not have detailed plans.
	· Detailed plans for the cities should be completed as soon as possible, which should define allowable building parameters over entire districts and avoid ad hoc determination of design rules. 

	
	· Municipalities continue to levy fees for a variety of services relating to infrastructure, some of which seem to overlap.  
	· Co-ordinate the single payment for the development of the city infrastructure with other payments the business makes while implementing the construction project.

	
	· All the steps of the construction approval process are not clearly separated and provided for in the General Construction Regulations, creating a certain degree of confusion for businesses and the construction boards alike.
	· Describe the procedures in more detail and establish clear deadlines in the GCR, revise the GCR accordingly.

· Establish a board of appeals in municipalities to hear disputes arising from the construction approval process.

	
	· Article 6.6. of CM regulations On the Formal Acceptance of Buildings Upon Completion of Construction stipulates that the inventory of the building (technical passport), which is among the required documents, is valid for 6 months as of the date of issuance. Once the building has been accepted the owner is supposed to register it in the Land Book. The CM regulations on the State Fee for Notarial Deeds and Registration of Real Estate Rights in the Land Book provide that the inventory of the building is valid for an indefinite period of time, if the assessment of the value has not changed. 
	· Resolve the discrepancy between the legal acts on the term of validity for the inventory of the building.


Table 2: Observations and recommendations for Chapter V Operating

	Topic
	Observation
	Recommendation

	Tax Administration
	· The non-payment of taxes on the part of even some businesses seriously affects the competitiveness of tax-paying businesses and creates a non-level playing field.  There is a common belief among enterprises that the SRS goes after those enterprises that pay taxes, since they are “in the system”, but those not in the system are in fact at an advantage.  
	· The SRS should concentrate more on identifying enterprises that are largely escaping the tax net and less on imposing penalties on taxpayers who have made relatively minor errors in their tax reporting.  

	
	· The system of penalties is seen to be disproportionate.  High penalties are often imposed (100% to 200%) on relatively minor errors and there is strict interpretation of violations, with little room for flexibility in reducing the penalties based on the circumstances of the case.
	· The SRS should continue discussions with the business community regarding whether the system of penalties is proportionate to the violations incurred and whether it is possible to take into account any mitigating circumstances.  

	
	· Work still needs to be undertaken in improving the usefulness and timeliness of the information supplied to the private sector.  
	· Make information less technical and more user-friendly for the average tax-paying small entrepreneur.   

	
	· Significant problems remain regarding the quality of tax adjudication and the training of judges, and there is reportedly a serious lack of competence in tax cases in the first instance (regional) courts.
	· Serious consideration needs to be given to improving the quality of tax adjudication.  Options to discuss include specialized training of judges in tax and business-related matters, making the first instance of tax disputes be the district courts, introducing specialized judges in the area of tax issues.

	
	· Businesses often find that there does not exist a standardized and consistent approach to resolution of tax disputes.  
	· Introduce an advance ruling and/or opinion letter system.  

	
	· Accounting for Natural Resources Tax purposes can be more expensive than the actual amount of paid-in tax. The tax is also complex in terms of administration.
	· Undertake a concerted effort among the Ministry of Finance and the Ministry of Environmental Protection and Regional Development, with the input of the business community, to resolve the administrative difficulties relating to the Natural Resources Tax, including detailed analysis of the application of the Natural Resources Tax and its effect on business operations.  

	
	· Latvian law currently does not allow writing off any overdue debts, therefore companies cannot reclaim the tax amount which they have paid on these monies.
	· With the input of the business community, the Ministry of Finance should review opportunities available and risks involved in writing off debts, as per international accounting standards.  

	
	· The state duty for securing ownership rights in the Land Book at 2% of the value of the transaction or cadastral value is high.  This causes underreporting of the value of the deal, thus complicating the acquisition of information regarding the actual value of the real estate.  This duty may also hinder the development of the real estate market. 
	· The Ministry of Finance and the Ministry of Justice should continue and complete their work in achieving a reasoned approach regarding the reduction of the amount of the state duty for registration of title transfer.

	
	· Lengthy and burdensome tax audits.
	· The SRS should ensure that its auditors follow the norm limiting the length of the tax audit to a maximum of 90 days when such a provision is adopted in the Law on Taxes and Duties.

	
	· Businesses complain about frequent changes in tax rules and rates.
	· Solutions to consider include: announcing planned reform initiatives in advance; revising methodological guidelines on a regular basis (for example, once a quarter) and disseminating them widely and authorizing a competent institution to review the legality of the proposed revisions.  

	Customs Procedures
	· In order to process the flow of goods in the most expeditious manner with the smallest burden on business, it is necessary for a conceptual reorientation in approach as well as an improvement in specific services offered to businesses engaged in the movement of goods.
	· The Customs administration should shift its emphasis towards voluntary compliance.

· The Customs administration should continue implementation of the simplified customs procedures.
· The implementation of the ASYCUDA system should be completed as soon as possible and the problems identified should be addressed in a timely manner. Adequate attention and resources should be devoted to the full implementation of computerized system for processing of customs declarations.

	
	· Although much activity has been undertaken in ensuring that there is standardized information available to both Customs officials as well as businesses, this process needs to continue and be developed.  
	· The Customs administration should continue to work on increasing transparency of customs procedures, including information on regulations, administrative guidelines, applicable procedures and rulings to ensure that traders have all the pertinent information for business decisions through the availability of standard mechanisms for accurate, consistent and user-friendly information. 

· The Customs administration and the Sanitary Border Inspectorate should consider introducing an e-mail bulletin for subscribers to inform about the changes in the procedures, requirements and other issues of interest to traders.

	
	· The Customs Administration does not have information available for the types of refusals or rejections relating to customs applications.  
	· Categorize the refusals in order to be able to track the recurring patterns and take appropriate action. 

· Prepare a clear scheme of the decision-making process in case an appeal or complaint is submitted and inform the public at large about this process.

	
	· It is necessary for businesses to feel that they have an opportunity to challenge customs decisions which they feel are erroneous or inequitable.
	· Introduce clear, independent and timely appeals opportunities in Customs.

	
	· The Baltic Transit Agreement aimed at easing and simplifying the pan-Baltic transit procedure is not functioning in practice.
	· The National Customs Board should critically evaluate and solicit feedback from the industry on what hinders the actual implementation of the Baltic Transit Agreement and prepare suggestions for changes either in the Agreement itself or in the operational and implementing procedures and regulations or in both.   

	Inspections and Audits
	· A significant portion of the work of the inspectorates involves ensuring that enterprises comply with rules and regulations relating to health and safety (as well as other public policy concerns).  Therefore, the inspectorates play a crucial role as educators, and any efforts to reach out to the business community are important means of implementing their mandate.  
	· The inspectorates should introduce the following instruments to improve their performance and client orientation: 

· Feedback mechanisms to identify problematic areas in the legislation that it implements and the procedures that it follows.

· Feedback mechanisms to identify either recurring problems/patterns or to receive information on a particular example.

· Mechanisms for submitting complaints and proposals.

	
	· Several inspectorates do not keep detailed track of internal appeals, and some that do have a surprisingly low number of such appeals.  
	· Each inspectorate should assess whether the appeals routes are clear and realistically available, as well as whether the appeals instances within the institution do not influence each other.

	
	· The SRS undertakes a variety of control functions, including tax audits, review of the credibility of submitted declarations and reports, review of refund for overpaid VAT, thematic reviews, taxpayer investigation, counter reviews (comparing the books of enterprises transacting business with each other).  The template completed and submitted by the SRS for this Report covered only tax audit.  
	· The SRS should complete a template for each control mechanism and use those as instruments in their efforts to describe and record the control mechanisms and improve the business environment.  

	
	· The municipal police are seen to have unclear mandates and powers and are often viewed as causing an undue burden on businesses.  
	· Systematically review and define the activities of the municipal police to ensure against duplicate inspections and to ensure such inspections are focused on municipal law and order.  
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� Candidate Country – Business Environment Simplification Taskforce.


� For example, in the Transparency International Corruption Perceptions Index, Latvia has moved from 59th place in 2001 to 52nd place in 2002.  
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