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1. STRATEGY

1.1.

SWOT ANALYSIS

The SWOT analysis (strengths, weaknesses, opptesiand threats) is a widely applied method thabées a concentrated layout findings and
conclusions reached under the section Analysisuofe@it Situation.

The following SWOT analysis is organised in accomawith the framework of fund assistance covetimge areas of support and four
horizontal priorities, and it revises the principsgues, a part of which are specified as sub-mesasunder the above areas and priorities.
Information on administrative capacity is covergdabseparate section in the SWOT analysis duestbdtizontal character and limited track
record in providing solutions to this issue.

Measures Strengths Weaknesses Opportunities Threats
Human Capital and
Employment
- demographic = Latvia has a balanced The demo ic situati [ [ = i [ igrati
graphic situatiam The increasing government=  An increase in emigration
trends proportion of the male and is unfavourable in Latvia funded benefits to families due to the removal af
female population with children will improve administrative barriers
the demographic situation
= The return to Latvia of the
emigrant labour force is
expected as a result of the
economic growth
-quallflg:atlons and |, A highly-qualified laboun = Low productivity of the = The development of ga= Influenced by trends qf
competitiveness of force is available in specific  labour force national life-long learning globalisation, the low-cost

the labour force

sectors
Low labour costs

Non-conformity of skills
and qualifications with the

(D

—+

current  labour  marke
requirements
Entrepreneurs are n

Dt

strategy and its six region
counterparts will promot
the quality and mobility o
the labour force

labour force becomes &
advantage of short-teri
development
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Measures

Strengths

Weaknesses

Opportunities

Threats

motivated to make
investments in training the
current and potential staff

\174

-

- employment and
unemployment

High female employment

A stable and sustainab
system of social protecticJ
social assistance and sog
services

le
nl
ial

A high proportion of the
long-term unemployed

A high youth
unemployment rate (15-2
year olds)

A low self-employment
rate, insufficient knowledg
to start a business

Undeclared employment

Considerable SOCi3g
exclusion and risks relatg
thereto

Discrimination by gender i
observed

Limited possibilities to
establish work-life balance

Distinctive gende
segregation in  studie
leading to  subseque
gender  segregation
occupations and the labo
market

4

D

|
d

[72)

The development of soci
services as an alternative
those provided by stat
institutions

An integrated approach f{
gender equality and ag
equality in all nationa
policies

Increase in social exclusig
may result in growing
numbers of childrer
without primary education

Substantial increase in tk
proportion  of  person
receiving social service
and social care

n

I

e

|72}

- education and
training

A developed network o
higher and vocations
education establishments

fm
|

No systematic analysis ¢
the mid-term economi
demand for vocational an

Dfu

~
~

d

Application of internationa|
(especially EU) experienc
and practices to improv

e
e

Continued inability of the
education system to alig
with the labour marke
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Measures

Strengths

Weaknesses

Opportunities

Threats

A high general educationg
level of the population

A

higher education
Limited capacity of the

educational system due
ageing infrastructure
insufficient  activity  of

increasing qualification of

teaching staff, as well 3
aging of teaching staff

Insufficiently  developed
career counselling schem
for young people

Ineffecient cooperatio
among vocational educatic

establishments an
employers
A low proportion of

students of natural scienc
and technology in
vocational and vocationa
higher education

Limited opportunities of
life-long learning
(continuing education)

Insufficient infrastructure
and  qualifications o
teaching staff to integrat

students with special need
Inadequate education
infrastructure anc

to

1S

the educational system

needs and requirements
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Measures Strengths Weaknesses Opportunities Threats
equipment
- health care - . - .
= Successfully started= A poor health condition of= Increasing awareness of the Increase in the direct
reforms in the health care the general population general population that [a payments by  patients

system

The scientific potential o

medicine

—h

Rapidly

occupational
high proportion of
accidents at work

growing

Inadequate quality and
unequal accessibility ¢
primary health care and
emergency health care
services

Insufficient emphasis o
health  promotion and
preventive measures in the
health care system

=)

Reproductive health — |a
low priority in the contexi
of improving the current
demographic situation

A structural nonconformity
of the health care staff to
the development needs [of
the sector

diseases, |a

healthy lifestyle will resul
in higher quality of the
labour force

prevents providing timely
health care services to |a
growing number of peopl
in Latvia

(1%

Innovations and
entrepreneurship

- entrepreneurship

Location in
economically
politically active

an
ang

region

Low business activity .
Low initiative and lacking

Promotion of

applied =
research to encourage the the

development of sectors of

Increase in competition i
traditionally leading

=)
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Measures Strengths Weaknesses Opportunities Threats
providing the necessary basic skills to start a national importance sectors of Latvia
precor;dglor?s t(r)tr?ttrract new  business = Private investment outflow
cooperation partners = A large proportion of to potentially more resilient

» Integration of Latvia in the  enterprises in sectors of low and active markets
common market of the value added and high
European  Union, free  consumption of natural
movement of goods, resources
lsebrwcefs, capital and the A large share of enterprises
abourforce mainly produce for th
= The regulatory framework internal (Latvian) market
of i gmr;ahpregeurshlo_ Investments ar
E:Jor_np €S Wi et uropean — 5ccumulated in th
nion requirements traditional sectors (with lo
» The corporate income tax value added and high
(and other costs) are the Ilabour intensity and
lowest in the EU consumption of natural
resources)
= Inflexible financial
instruments for promoting
entrepreneurship
= Location on the periphery
of the EU
- Innovations = Specific sectors featute= A small share of innovative= Strengthening and= The exodus of educated
highly-qualified humar enterprises promoting transboundany professionals and scientists
restou[_cel:s and  scientific, \voak cooperation of the and con Ir;them?“%nalf to abroad
potentia private sector with research _cooper? lon in the neld o
institutes,  scientists and 'Mnovations
universities
= A low proportion of entities

Draft National Strategic Reference Framework 200T32
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Measures

Strengths

Weaknesses

Opportunities

Threats

involved
development activities

Weak
technology

transfer 0

Low private investment ir
research and developme
as well as innovations

Poorly develope
specialised infrastructure f{
promote innovative
activities

in research and

- science

Traditions of scientifig

activity

Obsolete
infrastructure

Insufficient cooperatior
between produce
organisations and scientif
institutions

Small number of patents

scientifi¢

=

The development of culture= The exodus of educate

of science management

d
professionals and scientists
to abroad

Infrastructure and

services?
- energy = A high level of renewable= Inefficient and| = Harnessing public-private= Dependence on foreign
energy source in use environmentally-unfriendly, partnership opportunities to  energy sources
= A well developed thear;[n lodi productior tehncouraé:je landm iﬁceleré}tﬁ Technogenic risks (the
electricity distribution grid echnologies .fe ¢ (teveop € 9 cascading system of the
and international electric® Low energy efficiency Infrastructure river Daugava water power

Opening the electricity and

! For the SWOT analysis of the social sector inftatire see the section on SWOT analysis of huesources

’For the SWOT analysis of the ICT infrastructureeregd the SWOT analysis of the information society
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Measures

Strengths

Weaknesses

Opportunities

Threats

power transmission lines

Insufficient use of local an
alternative energy

gas markets

plants)

Naturally formed
underground gas
repositories of strategic
importance
- environment High-quality natural = Low accessibility to and= Harnessing public-private= Lack of a complex
resources, including  quality of centralised water partnership opportunities o assessment and strategy| of
groundwater resources distribution services encourage and accelerate technogenic and
= Insufficient and inefficient .th;a t d(;)velopment af  environmental risks
waste water treatment Infrastructure » Increased pressure on the

= Insufficient wastd " Well-organised spatial  environment due to the
collection, sorting  and planning extensive development of
recycling ,effort the capital city
= Scarcity of safe landfills for
the storage of waste
= A considerable number of
inherited polluted areas and
degraded industrial sites
= Insufficient tourism
infrastructure, especially in
protected nature areas
;culltural and Rich  cultural heritage = Obsolete cultural= The commencement ofs Cultural activities  will
_o;msin ¢ (tangible and intangible) af infrastructure  (museums, construction works o concentrate in large cities
Infrastructure high internationa heritage sites and several large-scale cultural thus becoming less
acknowledgment and monuments etc.) objects that will improve  accessible
appraisal - Underdeveloped tourism thed quality oftenvwontr_nerjtI
Well-preserved local infrastructure 22mpeti?i(/0emngses nationa
diversity and  culturaf, An insufficient range of
Draft National Strategic Reference Framework 200Z32 7
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Measures Strengths Weaknesses Opportunities Threats
identity complex tourism products Cultural heritage is an
on offer important asset in
promoting cultural tourism
and regional development
- transport . . the

Optimum  distribution  of
transport infrastructure

A large proportion of
significant transpor
infrastructure is included i
various projects of the E
importance

| G

A large number of traffig
accidents

Deteriorating technica
condition of road and ra
infrastructure

Inefficient and non-
competitive public
transportation services

cities and commuter areas

Decreasing coverage of tf
railway network used fo
passenger carriage

Insufficient capacity of the
passenger terminal ofiga

Non-optimum capacity of

port access roads

Outdated
infrastructure

small por
Non-optimum capacity o
Riga airport
Outdated infrastructure ¢
regional airports

n

ne

=

1”4

f

Harnessing public-privat

e-

partnership opportunities t

encourage and accelerate providing transit services

the development 0
infrastructure®

o

f

Development of a common

port policy aimed a
diversification and mor¢
efficient use of ports

[

Competition of
neighbouring countries i

3 NB: PPP is proposed in three consecutive sectidng.idea how to optimise?
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Measures Strengths Weaknesses Opportunities Threats
= Low proportion of vehicles
adjusted for use by persons
with disability (mobility
impairment)
PUbI.'C. . Up-to-date reforms have= Insufficient  professional= A transfer to a mid-term= The migration of public
administration been implemented ip qualifications of employees planning scheme for the sector employees to oth
numerous areas of public in the public administration  state budget. sectors or countries
administration system = Establishing the EU= The slow progress of th
An effectively operating= A common system of initiatives and priorities in  administrative-territorial
policy planning system has human resource the area of public reform and regional reform
been established in public development and  administration;
administration management has not b_eep Participation in the publi¢
Improved and developed mtroglgced_ n publig administration networks af
dialogue  between the administration the EU countries
lt’]ea\./tlecl)na| and mun|C|pa| = g\nSdefllﬁff;]lﬂlyentcocgrrill?]?jre‘g n The exchange of e).(perien
: 3 with other countries angd
Established cooperatign educ.a.tlon system of public organisations in  issues
structures to interact with administration employees related to publig
social partners; Intense No quality management administration.
activities of NGOs i  systemintroduced - Support of the EU and
regions = Shortcomings in  the other cooperation partners
Several e-government alignment of policy-making  aimed at improving the
elements are well-  with long-term planning performance of public
developed in public  documents administration
administration = Insufficient public
participation in the
processes of public

administration

No comprehensive

D
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Measures Strengths Weaknesses Opportunities Threats

information available about
the level of public
satisfaction with  publig
services

= Regional and municipal
administrations lack
knowledge, skills and
know-how in  planning
development

» Social partnerships are
underdeveloped

Sustainable High-quality, = Weak integration of the= Prospecting new oil and gas Lack of a strategy an

development

environmentally
sparsely-populated
environment

Sufficient forest, land an
water resources

Preserved biodiversity

clean

environmental
sectoral policies

policy in

A considerable proportio
of environmenta
infrastructure IS
incompliant with the EU
requirements

=)

deposits

assessment of technoger
risks

Transboundary pollution

o

ic

—

Economic stability

High GDP growth
Low budget deficit
Low public debt

Rapidly increasing inflatior

A favourable environment=

for investment and the
accelerating private
investment

Risks of overheating th
economy

Balanced regional
development

Even distribution of urba

areas
Even

transport infrastructure

The

distribution of

favourable

Disparities in socio
economic development ¢
the capital city of Rya
compared to the rest ¢
Latvia

nf

Establishment of regional=

governments with relevant
functions and funding

Riga — the metropolis of the
Baltic Sea region

Continued decrease
population in particula
areas of the country

n
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Measures

Strengths

Weaknesses

Opportunities

Threats

geographical location of thes=

capital city of Rga

Disparities in
availability of services

Weak development of local

centres (villages and town
The migration of huma

the =

5)

h

resources from rural areas

to cities.

Low internal mobility of
the labour force

Cooperation between
Euroregions, transboundary
cooperation

Information society

A stable growth rate in thie=

IT sector

A high growth
Internet users

The development (o
information systems of th
main national registers ha
been completed

rate of

Active development of €
commerce

D

—

1S

Unevenly developed
networks, limited
availability of Internet
access, especial
broadband services

The limited range of ¢

ICT=

Yy

government services is |a
disincentive for the
promotion of the

information society

Shortage of ICT skills o
those to become part of tk
information society
processes

ne

The availability and quality =

of ICT service is expected
to improve as a result of
increasing competition

The monopolisation of th
electronic communication
sector

Widening of the “digital
gap”

(4%

Draft National Strategic Reference Framework 200T32
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10.

NSRF STRATEGY

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

The NSRF strategy is based on the main principhes quidelines of Community Strategic
Guidelines for Cohesion (CSG), National DevelopmPBran 2007-2013 (NDP), Lisbon
National Reform Programme of Latvia (LNRPL), and floint Economic Strategy (JES).

The NSRF strategy is aimed at efficient attractbthe SF and CF funding for the promotion
of economic and social development of the courdiy/,well as for the encouragement of
balanced territorial development, hence pursuiegcdhmmon national development goals and
contributing to the implementation of the EU stgis for growth and jobs (Lisbon), as well
as promoting sustainable growth (Goteborg).

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

The main principles for the Strategy

Continuity— by commencing the implementation of the SF afdir€2004 Latvia has set
achievable mid-term and long-term objectives, a6 agea range of priorities that are detailed
in the SF Single Programming Document (SPD) andGReReference Framework for the
2004 - 2006 financing period. The SF and CF intgigas have to continue the commenced
investment effort in areas where the set restrinugoals have not been accomplished yet.
The SF and CF assistance for the period 2007 — 2QE3 function as logical continuation of
investments already made or being made during tBRMNdrafting phase, furthermore, the
assistance has to be based on experience andrefstile 2004 — 2006 period.

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

A strategic approach to the absorption of the Ehiifumay be ensured only on condition that
the principle of concentratioms observed. Although the financial assistancthefSF and CF
made available to Latvia might be substantialsitsiill aimed at providing co-finance to
national financial contributions committed to adsérassues of concern. Consequently, to
ensure maximum efficiency and increased impacthef $F-supported investments on the
economic and social growth of the country, Latviasmensure targeted and focussed
application of funding made available by prioritigithe supported areas and concentrating
the EU fund assistance in the areas of highestss#geand, at the same time, most
considerable return. It must be acknowledged that3F and CF funding, administrative
capacity and time resources for the 2007 — 2013rarted, hence the inevitable requirement
to select a limited number of key measures forstéamsce where the potential of achieving the
set development goals is the highest.

Additionality — the SF and CF investment for national develognmeay not substitute
national investment effort financed from the statelget up to the current period. The SF and

Strun OP1_EN_final; Draft National Strategic Refeze Framework 2007-2013
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CF assistance must act as additional support iasamghere the state is currently making

investments, or in areas, where the state hasedkfirclear reform and development strategy
aimed at economic and social growth, the implentamtaof which can be leveraged by the

SF and CF funds.

Public-private partnerships— the limited national and municipal finance foreth
implementation of public investment projects trateslinto insufficient maintenance and
development of infrastructure that may cause nega&tonomic consequences, thus reducing
the public sector efficiency, value of nationaleassand their economic returns. By seeking
potential resources for further development ofasfructure and services, a new public and
private cooperation model has evolved — publicgigvpartnerships (PPP) that are based on
the capacity of the model to combine the strengthboth sectors through harnessing the
innovative potential of a private entrepreneur ioviding services and rationally using the
budgetary finance. Furthermore, due to scarcitpuddlic funding it is of critical importance
to promote efficient management and applicationtled above financial resources by
exercising the advantages of the private sectons€guently, the application of the PPP
model must be promoted in the SF and CF absorptiocess.

Interrelation of the Strategy and SWOT Analysis

Analysis of Current Situation and SWOT Analysistsets of the NSRF identify a range of
challenges and socio-economic development probleintee country. The function of the
NSRF strategy is to explain how the nation coukpomd to the identified situation by using
the SF and CF assistance and eliminating the @etgrbblems, reducing potential threats, as
well as building the future growth on the foundataf strengths and development potential.
According to the SWOT analysis, the main challenigesdevelopment, which the nation is
expected to address in the 2007 — 2013 periodhar®llowing:

As for the human resource area, Latvia will havepay due regard to unfavourable
demographic conditions, high unemployment rate as#tis of social exclusion that
demonstrate a range of current or future problehiiman capital. The labour market trends
also suggest that the Latvian labour force dematestwveak readiness to work for the low
salaries and wages offered to unskilled labourads @ublic sector employees. At the same
time the labour force lack skills, qualificationeformation and mobility options to fill the
open vacancies requiring high qualifications. Eisng the human resource potential
efficiently and at full scope is impeded by the atance between labour supply and demand
caused by shortcomings and deficiencies in the atduc system. Furthermore, the poor
population health status looms large as a thretitet@verall quality of human resources. As
the national development strategy is based on rdwmework of the long-term document
“Model for Growth of Latvia: Individual First”, with was approved by the Saefinereating
preconditions for the development and efficientisdtion of human resources is one the
central elements of the NSRF strategy.

As regards economic development, Latvia has gaioedsiderable benefits from the
integration in the European Union, having bettazeas to markets, and improving business
legislation. However, the economic activity rate g8ll low in the country, business
competition is limited, the economy is currentlyséd on the traditional sectors featuring high
labour-intensity and consumption of natural resesr@as well as low added value. Although
the economy of Latvia represents a number of seetdh high potential of scientific activity,
research, innovation- and knowledge-based productin@ir share in the economy is still too
small. Consequently, the NSRF strategy must paatigu address those conditions of
development that exhibit high potential of stimirgt economic activities and increasing

* Saeima — the Parliament of the Republic of LafVianslator’s note
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competitiveness, fostering economic restructuring progress towards a knowledge-based
economy.

In general terms, Latvia has favourable precondtidor balanced and sustainable
development, e.g., even geographical distributibnudban areas in the territory of the
country, a pre-requisite for the development obl/gentric state, high-quality and sparsely-
populated environment, satisfactory conditions @fal natural resources, and optimum
distribution of transport infrastructure. At thensatime the further growth of economy and
sustainable territorial development are impededtduieteriorating infrastructure, inability to
meet quality requirements set by the economic grpleiv quality and availability of public
services. The NSRF strategy is aimed at reduciegiiks posed by infrastructure and public
service gaps that threaten the rapid future gra#tihe economy and have a negative impact
on quality of life of communities in different aseaf the country.

Objectives and Priorities

The tasks of the SF and CF support for the 200013 Zeriod is to foster accelerated
economic growth of the nation and approaching trexame EU level of welfare. The above
objective is measured in terms of determinatiora¢bieve the average EU level of gross
domestic product (GDP) per capita. In order to ehithe set target, Latvia must retain an
annual GDP growth rate of 6-8% for the 2007-20130pke In order to meet the objective, the
employment rate must be increased already in thegp@005 — 2008 to 65%, whereas the
employment rate for women must grow to 61% andstmae indicator for the pre-retirement
age population must reach 48%.

For Latvia to catch up and align with the restte# EU in development, the fund assistance
should be applied to leverage the implementationthef national development strategy,
defined by the government in the National Developirielan (NDP). The NDP has put an
educated, creative and motivated individual atcéwtre of the national development strategy;
the main objective of the NDP is an economy thabased on education, science and
competitive enterprises. Consequently, the SF and@pport in the period 2007-2013 will
primarily be committed to educational measurestf@ general population, technological
excellence and flexibility of enterprises, as waslthe development of science and research
activities to promote the formation of a knowledggesed economy. In addition to the
achievement of the strategic objective, it is alaacial to apply the SF and CF assistance to
strengthen other important preconditions of suatalen economic development, as well as
improve the overall living conditions for the poatibn in Latvia.

In order to achieve the above overall objective, 3+ and CF investments are planned under
the following three thematic axes:

= development and efficient utilisation of human reses;

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

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

In addition to the above thematic axes in the apgbn of the SF and CF funding, horizontal
priorities are of critical importance, such as bakd territorial development, fostering
macroeconomic stability, equal opportunities andtanable development, as well as the
promotion of information society.

Thematic Axis 1 — Development and Efficient Utilisan of Human Resources

Latvia has undertaken to achieve the over-archimpl@yment objectives of the Lisbon
Strategy: full employment, quality and productivay work, as well as strengthening social

Draft National Strategic Reference Framework 20072 14



21.

22.

23.

24.

Version 15.02.2006. 10:25

cohesion and inclusion. At the same time, the NP identified assistance to an educated
and creative person as a priority that is basetth@following measures:

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

= modernisation of the educational infrastructure;

= training of the workforce according to the laboarket requirements;

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

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

As for the efficient utilisation of human resourcesoviding adequate education, increasing
qualifications and upskilling, and ensuring tragifor the young workforce are important
preconditions. For the period 2007-2013 the mogbirtant task is to increase the adaptability
of the education system to the constantly chantabgur market requirements, as well as
ensure its capacity to produce a labour force mgéhie needs and trends of future economic
development and progress towards a knowledge-besadomy. To implement the above
task, substantial improvements are required bothemuality and accessibility of education,
including the accessibility of education to peoglieisk of social exclusion. Improvements to
the quality of education require considerable supfrom the SF for educational curricula,
infrastructure, materials and technical faciliti@gsaching materials, facilities, equipment).
Improving the teaching staff and their qualificaso especially reviving the academic and
applied science personnel, is of equal importanice.this area, the assistance for
improvements in public services and infrastruct(ifematic axis 3) and investments in
human capital (Thematic axis 1) must be mutuallgrdmated and complementary to each
other. To foster territorial development in theienarea of the country, development centres
for human capital must be strengthened also outkileapital city of Rja.

The promotion of upskilling of the economically iaet population is of equally high
importance, as it contributes to increasing contipetiess of individual enterprises and the
country in general. The above task can be achibyefbstering work-based retraining and
continuing education, support to upskilling theffstaembers of companies in various training
programmes and courses, as well as promoting suppowrided by enterprises to its
employees for receiving academic education. Toem®e productivity at work and the
economic activity of the population, the SF assistais important also in sectors such as
education and motivation measures for business-igbar In this area the support for
strengthening competitiveness (Thematic axis 2) iamdstments in human capital must be
mutually coordinated and complementary to eachrothe

The need to maintain the employment growth rate emslre a labour force participation
indicator of 67% by 2010 requires Latvia to implermmclusive labour market measures. For
the purpose of maximising the efficiency and wiisn of the entire economically active
population as a national development resourcs, eéssential to utilize the SF support for the
integration of unemployed persons, especially youngmployed persons, groups at risk of
social exclusion, jobseekers in the labour markstwell as for stimulating the economic
activity of persons at pre-retirement age. To achide target, it is necessary to improve the
quality and diversify the range of active employmereasures, as well as to develop such a
system of social services that would enable beattegration of the the relevant target groups
in the labour market. Eradication of any type ddcdimination in the labour market is an
efficient measure to increase the employment Fatehermore, there is a need to reduce the
employment and unemployment rate disparities claratc to different geographical areas

Draft National Strategic Reference Framework 20072 15
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of the country. In addition to the above measuwedsyant technical support (Thematic axis 3)
must be granted to the main institutions providamployment, social inclusion and social
care services, in order to improve their efficiency

An important factor in providing the necessary labtorce to the economy is the health of
people. By using the SF support to leverage théementation of health promotion measures
and preventive measures, as well as measures ainegroving the quality and availability
of health protection services, costs incurred bg tountry’s labour force and human
resources in general due to the health-relatedgmabwould be gradually decreased. In this
area the support to improvements in public servases infrastructure (Thematic axis 3) and
investments in human capital (Thematic axis 1) mhbet mutually coordinated and
complementary to each other.

The capacity of national, regional, municipal andal public administration to elaborate,
implement, monitor and evaluate sectoral and terait development policies is a critical
precondition for the national development. Consatjyeit is important to provide the SF
assistance for the administrative capacity buildp@cess to be implemented through
investments in the human capital of public admiatgtn. For the 2007-2013 period,
particular attention must be paid to the administeacapacity building in the institutions that
elaborate and implement policies determining thenty’s development and progress
towards a knowledge-based economy. At local anebmeglevel, sufficient attention must be
paid to institutions that will evolve and develop a result of the administrative-territorial
reform.

Thematic Axis 2 — Strengthening Competitiveness aRtbgress towards a
Knowledge-based Economy

One of the main economic policy objectives of Latid the establishment of an efficient and
competitive structure of sectors that operate erbtsis of locally available resources. For the
period 2007-2013, it is essential to secure thal t8DP includes an increased proportion of
knowledge-based products with high added value.pdssibility to achieve the set objective
is conditional upon the ability to increase produitt, high-added-value production, export
capacity among the existing manufacturers and semioviders, as well as the formation of
new knowledge-based and technology-intensive ernsep

In this context the NDP sets a priority to promtiehnological excellence and flexibility in
enterprises and proposes the following measurgsglement the above priority:

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

= application of knowledge to increase the compeditass of enterprises;

= development of creative industries;

= sustainable and efficient use of natural and enegggurces;

and a priority to develop science and researcipgsiog the following measures thereunder:

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

The achievement of the above objectives can berdgee by the SF support for the
development of scientific and research potentralindfer of knowledge and increasing the
level of innovations, as well providing focussedsisimnce to strengthening the
competitiveness of enterprises.
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For efficient application and future development tbe scientific and research (S&R)
potential of Latvia, it is crucial to make use betSF funding to revive and extend human
capital of S&R and to create preconditions for stife research in prospective sectors. A
precondition of high importance requiring the Skding is the development of relevant
scientific infrastructure, as well as a researgbpsut system. For the SF funding to achieve
the set objective and ensure earlier return onsimvents, it is crucial to focus allocations to
research centres and sectors clearly demonstratieg alia, international potential, as well as
prospects of development. At the same time, suppoust be provided for the
commercialisation of applied science and transfeechnologies, as well as for the attraction
of private capital to conduct applied researchciersce.

In order to improve the indicators of productivisywd high-added-value production in the
existing companies, creation of new competitivenfir as well as boosting knowledge-based
economic activities in general, it is essentialcteate preconditions for the transfer of
knowledge and technologies, absorption of modeamnelogies, introduction of modern
products and technologies in production practitegquires the application of the SF support
to lay the necessary intellectual, institution dhncial foundation for innovations and
transfer of knowledge, to promote the developmentclosters that, apart from their
entrepreneurial constituent elements, involve sifienresearch and educational bodies. It
would also comprise support to develop a dialogun®ray entrepreneurs, educational
establishments, scientific institutions and puhlitninistration, as well as assistance for poles
of technological excellence (scientific institutespable of conducting world-class research
activities and thus attracting interest from intdional enterprises), as well as competence
centres that ensure cooperation among researctutest higher educational establishments
and enterprises of one particular sector in a fipegographical area.

The improvement of economic activity indicators ffmypmoting new enterprise births, self-
employment, strengthening competitiveness and riogtethe development of existing
companies, is a priority of equal importance, esbgcapplicable to remote geographical
areas outside the capital city ofgd. To increase competitiveness, it is essentitddter the
reorganisation of enterprises to focus on highnetdygy products or products of high added
value. The objective of the EU funds in this ar®#oi provide solutions to issues such as the
improvement of business infrastructure, availapiliof new technologies, access to
information and advisory services, strengtheningoexcapacity. An important objective in
the development of entrepreneurship is to fostarestments in the introduction of
environment-friendly manufacturing technologies awodmpliance with environmental
standards in business activities. Strengthening petitiveness and promoting the
development of a knowledge-based economy is clasétyrelated with measures aimed at
the development of human resources and infrastreic€onsequently, Thematic axis 2 must
be strongly associated with Thematic axis 1 andhidie axis 3.

Thematic Axis 3 — Improvements in Public Servicasd Infrastructure as a
Precondition for Balanced National and TerritoriaDevelopment

The accessibility of the country and its attraatiess to both entrepreneurs and general public
is a precondition for sustainable development diviaaand progress towards a knowledge-
based economy. In the aspect of human resources,at critical importance to ensure
adequate quality of education, work and life togdearrespective of their area of residence.
In the economic development perspective, a potesitisation, when insufficiently developed
infrastructure and public services hamper rapichenuc growth, must be strictly avoided.
The NDP sets an objective to create preconditiondife, social and economic activities of
people and proposes the development of infrastreiets a priority.
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Considering the high investment absorption capagitynfrastructure, vast time resources
required for the implementation procedures, as a®lihe focus of the national development
strategy on economic development based on educatience and competitive enterprises,
special attention for the period 2007-2013 must ged mainly to investments in
infrastructure and services that have a directianmdediate impact on the implementation of
this strategy.

The SF contribution to the national infrastructisea critical measure for its development
that, consequently, ensures the development of huagital. In this case, the modernisation
of educational infrastructure is the most importactor to foster the development of human
resources, as well as educational attainment aitid ekthe labour force that are critical for

growth and progress towards a knowledge-based empnénvestments in educational

infrastructure, materials and technical faciliti@eaching materials, equipment, facilities,
hardware) must ensure that vocational educatidagdysactivities and research are provided
an adequate material and technical environment aearate with updated educational
curricula and comparable to working circumstandemm@ovative enterprises of the specific
sector. The above is expected to make substamt@bvements to the educational quality
thus fostering education and training of highly Ifieal professionals meeting the current
labour market requirements. At the same time, imests are also required in the
infrastructure of such service sectors as employnsecial protection, health care and health
promotion — the above play a role in the develogmé&human resources.

The existence of effective and widely availableomniation exchange mechanisms is a
precondition for the development of informationisbg and knowledge-based economy. It is
an argument in favour of new, efficiently coordeinvestments for the development of ICT
infrastructure and services, increasing the aviditlabof public networks, as well as
improving ICT and information processing skills.tms area, assistance provided for the ICT
infrastructure and services (Thematic axis 3) avestments in human capital (Thematic axis
1) must be coordinated and complementary.

The SF and CF assistance in the transport sectsir meuaimed at increasing the accessibility
of the country in general and its various areagarticular. At the same time it must be
ensured that the increase in the capacity, quality safety of transport infrastructure is
commensurate with requirements set by the growiognemy. To observe the above
condition, quality improvements and developmengsreacessary in transport infrastructure of
international importance (roads, railways, portspats), in regional and local transport
infrastructure (mainly roads), as well as in thélfputransportation system.

Investments in environmental and energy infrastmastincluding heat supply infrastructure,
must be made to ensure substantial improvemertteinoverage, quality, cost efficiency and
sustainability of the services provided. In additto the need to implement the EU legislative
requirements and objectives pertaining to enviramaleprotection, it is important to secure
that investments increase the economic attractsgered specific geographical areas to
investors and visitors, as well as provide adeqaatdity of life for communities in these
areas.

Pristine natural areas, biodiversity, cultural dmstorical heritage represent a resource that
can be adapted to increase the economic poterti#theo country and its specific areas.
Consequently, the SF and CF support in this fidloud leverage infrastructure and public
service improvements related to the above resouthas enabling the attraction of further
investments (especially private investments) ancreimse in economic activity of the
surrounding areas. Environmental risks and inhgritentaminated sites have serious
implications in the territorial development process

Horizontal Priorities
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Balanced territorial developmentto ensure balanced territorial and sustainableldpment

of the nation, it is of critical importance to redu disparities between the levels of
development in various areas of the country, esflgcidisparities between the capital city
region and other areas, by implementing a polyaertevelopment model. Enforcing a

homogenous distribution of urban areas enables fthmation of a structure where

development centres of national importance are temmgnted by important regional,

municipal and local development centres. The tasklevelopment centres is to serve as
drivers of social and economic growth in their exdjve areas, as well as fulfil the functions
of public service centres. The SF and CF assistamegt aim to reduce the unfavourable
socio-economic trends by providing support to melp regional, municipal and local

development centres.

Macroeconomic stability the macroeconomic stability of the country is efegant on the
economic capacity to maintain the growth rate amsuee the sustainability of such growth.
Consequently, the SF and CF investments must fotaimly on the productive sectors
capable of contributing to overall growth of theoeomy in a medium- and long-term
perspective. The SF and CF interventions for imemeents in public services and
infrastructure must play an essential role in prongpthe cost efficiency of the above sectors
thus strengthening the financial sustainabilitythed nation. The application of public-private
partnership solutions in various development ptsjet public interest will be an important
condition for a sustainable financial policy in tperiod 2007-2013. To this end, special
support must be provided to those SF and CF covdied initiatives that mobilise private
funding in addition to pubic funding (EU and Latw)a

Equal opportunities eradication of any kind of gender, race, ethretigious, belief-based,
disability, sexual, or age discrimination and emsyrequal opportunities for all groups is a
horizontal principle to be respected in all arelathe SF and CF intervention.

Sustainable developmestational use of natural resources and proteaifagnvironment for
the next generations is a precondition for natialeslelopment. Consequently, the application
of the SF and CF funding must consider the negessiteconcile the economic growth and
use of natural resources, to avoid the economicsanil progress being made at the expense
of overexploiting natural resources and degradingirenmental quality. To achieve the
above objective, the provision of the SF and CFpsuprequires environmental impact
assessment for all major investments in infrastmect promotion of environment-friendly
technologies in projects co-financed by the SF &td introduction of environmental
standards in production processes, as well as atioms in the environmental sector.

Information society the development of the information society isselg related to the
progress towards a knowledge-based economy andl&dge/society, as it determines access
to knowledge as the main resource for national ld@weent. Consequently, an important SF
priority for the period 2007-2013 is to improve #nailability of public services through ICT,
to apply ICT solutions to create new jobs, fostee tdevelopment of innovations and
entrepreneurship. Action must be taken to bridge“thgital gap” in the society, which is
determined by inaccessibility of informational datbwledge resources due to remoteness of
residence, limited incomes, or insufficient skifscertain groups in the society. To this end,
the SF funding must increase availability of ICTtenms of infrastructure and ICT user skills.

Link between the Strategy and OPs

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

= ESF OP for Employment and Investments in Human &Ress,
= ERDF OP for Entrepreneurship, Innovations, Scieama Research,
» ERDF and CF joint OP for Improvements in Infrastawe and Public Services.
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Each OP comprises priorities and measures thatilbotd to the implementation of the NSRF
strategy in accordance with the specific requiremnen the relevant fund (CF, ESF, ERDF)
and regulatory restrictions pertaining to eligibleas of assistance. Although the structure of
OPs largely corresponds to that of the NSRF styateigh its 3 thematic axes, OPs also
include measures that seek the implementation ctbes under more than one thematic
axis. Each OP is designed to meet the requirentéritee horizontal priorities in accordance
with the specifics of the relevant fund. The comptie with and implementation of the
horizontal priorities must be ensured through thigoduction in each OP of appropriate
measures or activities, developing specific progection criteria, as well as securing an
adequate monitoring scheme for verifiable indicefmertaining to the horizontal priorities.
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2. DESCRIPTION OF OPERATIONAL PROGRAMMES

2.1. »H UMAN RESOURCES ANDEMPLOYMENT ", EUROPEAN
SOCIAL FUND OPERATIONAL PROGRAMME

Article 158 of the Treaty sets out one of the maljectives of the European Community,
namely, to promote its overall harmonious developnand to strengthen the economic and
social cohesion of the Community. The above obyjeatif Article 158 is in line with Article
146 of the Treaty that provides for the establishinté the European Social Fund, the main
task of which is to support the economic and samdlesion in the area of human resources.

Investments made in human resources by fosterimgayment, developing education, social
inclusion, social dialogue and social partnerskgrye to promote the economic and social
cohesion and thus also contributes to the objectivéharmonious development of the
Community.

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

governance.

The Lisbon National Reform Programme of Latvia smi$ priority activities aimed at the
following areas — promotion of an inclusive labooarket, fostering economic activities in
backward regions, addressing the problem of undsttlavork, improving educational and
training opportunities.

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

In addition to the above strategic documents, tbeaid Latvian policy on employment and
investments in human resources is set out in th@Afimg documents:

Community Lisbon Strategy;

EC Memorandum on Life-long Learning;

Latvian National Action Plan on Eradicating Poveatyd Social Exclusion;

National Action Plan on Employment;

Concept Paper on Educational Development 2006-2009;

Development Guidelines for Higher Education, Scgeand Technology 2002-2010;
Policy Guidelines on Disability and Reducing itsnfSequences 2005-2015.

OP Obijective

In order to promote sustainable development of ieatveconomy and achieve the
employment objectives of the LNRPL, support of Eheopean Social Fond will be provided
to activities aimed at achievement of full employmefostering of productivity at work,
social cohesion and inclusion, strengthening ofstheal dialogue and social partners, as well
as ensuring accessibility of education and trgi@ihall levels.
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OP Measures
The OP is focussed on the following areas:

Promoting employment and productivity at work;

Development of education;

Social inclusion;

Capacity building of public administration and sdcpartners, introduction of the
principles of better regulation in the public adrsiration.

Promoting Employment and Productivity at Work

This area is of critical importance for the natibwi@velopment, as the development of
employment facilitates overall economic progresewgh, competitiveness, welfare of the
society and individual.

In the sphere of employment Latvia predominantlgeta such issues of concern as non-
conformity of skills and qualifications with the rcent labour market requirements, declining
economically active population and ageing of tH®ola force, undeclared employment, low
proportion of the self-employed in the total numbéthe employed population, considerable
regional disparities, high unemployment rate of -kkilled people, horizontal professional

segregation, gender pay gap.

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

= Attract and retain more people in employment andenaise social protection systems;
» Improve adaptability of workers and enterprises @nadflexibility of the labour market;
» Increase investment in human capital through betlacation and skills.

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

The LNRPL sets the following priorities for emplognt:

= Promotion of an inclusive labour market;

= Stimulating economic activities in regions laggbehind,;

» Increased efforts to solve the problem of undedlamdrk and stimulating people to
embrace the formal economy.

» Education and training, increasing opportunitiesr foetraining and improving
qualifications.

The above priorities are also highlighted in thdiddal Development Plan, placing special
emphasis on the task of reducing poverty and sseigtegation. The NSRF investments in
employment correspond to the following NDP strategeasures and sub-measures: Efficient
Application and Life-long Development of the CreatiPotential of an Individual, and
Inclusive and Retaining Labour Market (includingc&ss to Jobs and Their Diversity in
Regions, and Support for Promotion of Employment).

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

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

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

specific problems.
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It must be noted that substantial resources aragbeontributed for the promotion of
employment, paying special attention to groupseafpgte at risk of social exclusion and low-
skilled persons, addressing the above issues thrantgr alia, ESF co-financed activities.

To address the above issues, the ESF supportogilisfon the following areas: improving,
diversifying and extending the range of active emplent measures, training, advisory
services and financial support for business stast-as well as boosting productivity at work
by means of work-based training, increasing cortipetiess of unemployed persons,
especially groups of people at risk of social egico and people with poor Latvian language
skills, stimulating economic activity in regionsathare lagging behind, especially fostering
entrepreneurship and self-employment, as well @ngthening associations between public
bodies and social partners to address the issupd#clared work, training, advisory services
and financial assistance to business start-upsjelisas improving productivity at work by
promoting work-based training.

Development of Education

Educational development is vital to enable educatmkeep up with the economic growth
and adapt to the increasing labour market requinésnevith regard to professional
qualifications, to stimulate sustained growth, cetitfveness, quality and productivity of
human resources as set out by the Lisbon stratgggtoves.

The main problems identified in education in Latara the following:

= A large proportion of pupils with low basic skillssufficient proportion of individuals
with a high level of competencies, as well as asm@rable share of young people
entering the labour market without qualificatiorddasic knowledge and skills necessary
for continuation of education;

= Insufficient career counselling and career-rel@edcation for young people;

» Insufficient participation of young people in sedary education, disproportional general
and vocational education opportunities, poor imagfe vocational education and
insufficient quality of education, especially inoational and higher education, to ensure
adequate competitiveness of the labour force amalvistive entrepreneurship;

» Lack of a clearly defined medium-term economic dednand requirements for vocational
and higher education, insufficient social dialogti¢he regional and sectoral level;

» Insufficient cooperation of educational establishteeand employers;

= Ageing and lack of academic personnel and teacstanif

» Insufficient life-long learning, retraining and pessional development opportunities for
people of different age groups;

» Educational establishments are not adequately pgdigor people with functional
disorders, there are insufficient resources toegiineeds of students with different types
of disability, low support for the promotion of adithy lifestyle;

= Insufficient accessibility of education, professaaband social skills training for groups at
risk of social exclusion.

CSG establish a close link between the educatia@®lelopment and promotion of
employment. The central task of educational dguakents is the provision of high-quality
and accessible education and training at all lefeelthe entire life of an individual.

The LNRPL sets the following priorities for educetal development:

= Strengthening the capacity of the educational syste adapt to the changing labour
market requirements, increase participation angomsbility of municipalities and
employers in ensuring the availability of education
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* Increasing the availability of higher education atsdconformity with the labour market
requirements;

» Increasing the availability of education at alldés;

» Reducing the number of drop-outs;

* Improving the system of life-long learning.

The above priorities are highlighted by the NatloB&velopment Plan, placing special
emphasis on the task of developing vocational ddutaespecially in regions, at the same
time ensuring its conformity with requirements bé tlabour market. The NSRF educational
development measure corresponds to the followingP Nfrategic measures and sub-
measures: Educated and Creative Individual (inagidHigh-quality Primary Education,
Mandatory Secondary and Accessible Higher Educaflsaining the Workforce to Meet
Requirements of the Labour Market, and Efficienpigation and Life-long Development of
the Creative Potential of an Individual) and Exeetle of Academic Science.

The main policy guidelines in education are detagdiby the Concept Paper on Educational
Development 2006-2009 that is based on principleshe Development Guidelines for
Higher Education, Science and Technology 2002-2@0, Memorandum on Life-long
Learning and other strategic documents of the Ed hatvia. The main objective of
educational development is to establish a balareshatcational system that enables the
formation of a knowledge-based, democratic andadlgcintegrated society, promotes the
competitiveness of Latvian people and economy bggirting into the educational space of
Europe concurrently with preserving and developirggtraditional cultural values of Latvia.

To address the above issues, the ESF support ilagly focus on the following areas:
measures aimed at promoting the quality, accesgiland attractiveness of vocational
education, strengthening the image of engineeratyral sciences, medicine and other fields
of education necessary for Latvia and improving irthstudy facilities, improving
qualifications of academic and teaching staff, dtgsieg teaching methodology and social
rehabilitation programmes, inter alia, for youngople with special needs, alignment of
educational services for groups of people at risgogial exclusion, improving the system of
professional career counselling, promotion of coapen between employers and educational
establishments, as well as developing continuingation and life-long learning.

Social Inclusion

This area is essential for the national developmamisupport to various measures of social
inclusion promotes the development of an inclutammur market, reduces social segregation,
and increases individual and community welfare.

The main problems of social inclusion in Latvia #re following:

= Insufficient amount, diversity, quality and accédgy of social care, social and
professional rehabilitation services;

= Insufficient number of professionally educated abcare specialists in social assistance
services and institutions providing social careises;

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

= Insufficient accessibility to education, professiband social skills training for groups at
risk of social exclusion.

Community Strategic Guidelines establish a closkn&fbetween the employment promotion
policy and addressing issues of social exclusioBGQall for an even broader range of
support to build pathways to integration and combescrimination, by proposing the

following tasks in the area of social inclusion:
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= Enhancing participation of groups of people at rigksocial exclusion in vocational
education and training programmes;

= Developing appropriate rehabilitation programmes sacial services;

= Combating discrimination and promoting tolerancd #re acceptance of diversity in the
workplace through diversity training and awarenessing campaigns for the public.

The LNRPL sets the following priorities for sociatlusion:

= Promotion of an inclusive labour market to incretts& competitiveness of unemployed
persons, especially groups of people at risk ofas@xclusion;

= Stimulating economic activities in regions laggbehind,;

» Increasing the availability of professional andiabrehabilitation services;

= Education and training of social service professaisn

In addition to the above priority tasks, the NatibBevelopment Plan puts special emphasis
on the necessity to implement preventive measwexddicating or reducing the underlying
causes of social exclusion, i.e., poverty and gggien of income, long-term unemployment,
regional disparities and disparities between uidnach rural areas. The NSRF investments for
social inclusion correspond to the NDP sub-meaR@duction of Long-term Unemployment
and Integration in the Labour Market of Groups ebple at Risk of Social Inclusion.

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

To address the above issues, the ESF support viiflaply focus on following areas:
improving, diversifying and extending the rangeactive employment measures targeted at
groups at risk of social exclusion; improving, dsif/ing and developing the assessment
system of motivation, social care, social rehaddilin, professional rehabilitation, health
disorders and limitations of functional capacitiexjucating social care specialists and
conducting the research on the efficiency and sdopeimprovement of various social
inclusion policy measures.

Capacity Building of Public Administration and Soal Partners, Introduction
of the Principles of Better Regulation in the PublAdministration.

Administrative capacity building is an essentigdqondition for stable, balanced and focussed
development of public administration and socialtpens, as well as for the increase of
efficiency of public administration and public seevinstitutions, thus achieving the objective
of improved governance that will promote the amilmn of better regulatory principles in
pubic administration, consequently ensuring morécieht development policies and
achievement of objectives set by Latvia and theogean Union.

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

= [Insufficient interrelation between policy plannieéforts and long-term policy planning
documents, especially in the aspect of definingrjires, conducting impact assessment
and financial planning;

» Insufficiently developed strategic planning systamthe national, regional and local
administration;

» Insufficient qualifications of the public adminiation personnel;

= High turnover rate of the personnel;

» Absence of a common human resource managemenirsyste
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= Low initiative of public administration bodies tostablish and introduce quality
management systems;

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

» Unsatisfactory quality and accessibility of puld&rvices;

» Limited improvement and diversification options fmmtinuing education programmes;

» [Insufficient cooperation of public administratioaddes and social partners and society;

» Insufficient cooperation of public administrationodies and higher educational
establishments.

Community Strategic Guidelines identify governarase an integral part of the cohesion
policy. Pursuant to CSG, special regard must bel pai improvements in institutional
capabilities in policy design, implementation, imopaassessment, the dissemination of
evaluation culture, transparency of public admraisbn processes.

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

Furthermore, the National Development Plan emphasthe goal to establish a rational
structure and division of governmental and municfpactions, clearly defined national and

municipal responsibilities, effective horizontaldavertical coordination, professional public
administration with high ethical standards. The RSReasure ,, Capacity Building of Public

Administration and Social Partners, and the Intodiden of Principles of Better Regulation in

Public Administration” corresponds with the NDP ma@ Good Governance as a
Constituent Part of Sustainable Growth Policy (mdohg sub-measures: Improvement of
Planning and Forecasting System, Capacity of Mpalities and Regions, Cooperation of the
Public, Private and Non-governmental Sectors, hatiign and Representation of Latvian
National Interests in International Processes),asd partly — Infrastructure and Services for
Various Types of Human Activity and Lifestyle.

The public administration development policy foe tperiod until 2006 was defined in the
Public Administration Reform Strategy 2001 - 2008\plementation Programme of the
Public Administration Reform Strategy, Action Pldor the Implementation of Public
Administration Reform Strategy, Mid-term Budget&hanning and Methodology Guidelines,
Policy Planning Guidelines, Guidelines for Resaltsl Performance Indicators, as well as the
Concept Paper on the Common Salary System of P8blitor Employees.

To address the above issues, the European Socidl iRuestments will primarily focus on:
improvement of cooperation among public adminigirgt social partners and higher
education establishments, including improvement tbé occupational standards and
development of the study courses based on the raém@oned occupational standards,
assessment, diversification and improvement oficamtg education programmes, promotion
of cooperation with social partners and societgeasment and elimination of administrative
barriers, introduction of quality management systefostering accessibility and quality of
public services, improving the strategic planniggtem at all levels of public administration,
improving policy making, implementation and policgpact assessment , as well as raising
qualifications of the public sector employees Kat bcal and regional level the above support
measures must be mainly implemented in municigalitihat are established and strengthened
as a result of municipal- and regional-level adstiaiive-territorial reforms).

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

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

Draft National Strategic Reference Framework 20072 26



88.

Version 15.02.2006. 10:25

The Ministry of Finance is the Managing Authorititbe Operational Programme, whereas
the Ministry of Welfare and Ministry of Educatioma Science, State Chancellery fulfil the
functions of Intermediary Bodies. The scope of atithh of each IB within the framework of
the Operational Programme is determined on thes lidigiolicy-making remit of each body at
the national level.
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JENTREPRENEURSHIP AND  INNOVATIONS”, = EUROPEAN
REGIONAL DEVELOPMENT FUND OPERATIONAL
PROGRAMME

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

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

The LNRPL highlights the decisive role of R&D amohterprise births for economic
development. The analysis part of the programmsemts a number of positive trends in the
development of SMEs, however, it also notes theatisfactory conditions of business
environment in the largest part of Latvia. A cons&tf conclusion is drawn from the above
aspects that the system of innovations is weakcandot ensure adequate competitiveness of
the country.

The NDP identifies a number of findings in the ftiocing of scientific and innovative
system and gives a low rating for the overall ctadiof innovations in Latvia. The NDP
concludes that the business environment is of loality and there is a wide range of barriers
for start-up enterprises, including, administratifieancial, personnel, public infrastructure
obstacles and other hampering factors.

OP Objective

To ensure progress towards the average EU standardslfare, the fund will leverage the

national resources of Latvia to provide supporttfeg development of science, innovations
and entrepreneurship, stimulating the transfer &DRechnologies, strengthening the R&D

support and scientific infrastructure, facilitatitgyget-oriented research activities, fostering
cooperation among entrepreneurs and research@orsing the creation of new firms and

Improving access to finance.

OP Measures

The OP is focussed on two areas of investment:

= Development of scientific and innovative potential;
= Promotion of entrepreneurship.

Development of Scientific and Innovative Potential

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

» [Insufficient cooperation between the private seatmt scientific institutes, scientists and
higher educational establishments, weak transfezatinology;

= Scarce investments in R&D (public and private) amsifficient availability of financial
resources for the development of innovative ide&s actual products (proof-of-concept,
technical feasibility studies, testing etc.);

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

» Insufficient number of personnel in science an@aesh — declining number of scientists,
scarcity of students in doctoral-level study cosyse

= Small number of innovative enterprises and patents;

= Uneven distribution of scientific potential in ttegritory of Latvia.

CSG propose the following measures to promote iatio® activities:

= Strengthening cooperation among businesses aneééethusinesses and public research
centres;

= Supporting R&D activities in SMEs and enabling SM&siccess R&D services;

= Support for regional cross-border and trans-natiom#atives aimed at strengthening
research collaboration;

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

The LNRPL proposes the following measures to stiteulR&D and innovations:

= To improve innovation support structures and natiodevelopment programmes,
establishing a technology agency, elaborating supgzhemes, establishing a national
programme for the protection of intellectual prapeas well as implementing a range of
measures to increase corporate awareness of thiécgigce of industrial property and its
protection;

= To support the transfer of knowledge and technqgldggilitate the development of
innovative products and technology by elaborating anplementing a programme of
technology incubators, continuing the formation aftechnology transfer network,
developing and implementing a support programmethier establishment of business
incubators, industrial (scientific and technolod)igarks, as well as attracting investments
to regions.

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

= Technological Excellence and Flexibility of Entegess (including Commercialisation of
Applied Science, Transfer of Innovations and Tedbgy Application of Knowledge to
Strengthen Competitiveness of Enterprises, Creatioew Competitive Enterprises,
Development of Creative Industries), and

= Development of Science and Technology (includiBgcellence of Academic Science,
Revival of Academic and Applied Research PotentMbdernisation of Scientific
Infrastructure in Institutes and Higher Educatidasiablishments)

Apart from the above-mentioned strategic and plagnmilocuments, the development of
scientific and research potential is set out irage of policy documents of the European
Union and Latvia — National Programme for Competiiess and Innovations (under
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development in November 2005), National InnovatiBnsgramme 2003 -2006, as well as the
Lisbon National Reform Programme of Latvia.

In order to apply a complex approach to solving gheblem of scientific development and
commercialisation, particular attention will be goa0 the following issues: the development
of scientific potential in the prospective disaq@s of science, including the facilitation of
international cooperation; the formation and depmient of innovative, scientific and
technological infrastructure, mainly on the basistloe existing potential of scientific
institutes and higher educational establishmenite&e &stablishment of a coordinated
technological transfer system; increasing accestumding and granting funding for the
creation of new knowledge-based enterprises; tbeigion of support for the formation of
clusters and centres of excellence, establishnmeht@dernisation of scientific laboratories;
support for purchasing facilities and equipmentatench the manufacturing process of new
and innovative products; the formation of “businasgel” and advisory (mentor) networks;
the promotion of R&D in the private sector by implenting awareness campaigns and
granting access to funding.

Promotion of Entrepreneurship

In order to ensure continuous growth of the coyntrig necessary to expand the activities of
existing enterprises and create new firms, as pespelevelopment is the only pledge to
maintain the achieved level of and improve futurelfare, thus securing sustainability.

Functioning under the conditions of an open econamy free movement of resources, it is
essential to ensure the attractiveness and coimpetiss of business environment.

The main problems of Latvia in the area of entrepugship are as follows:

» Low business activity;

» A large share of enterprises mainly producing lierinternal (Latvian) market;

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

» Insufficient scale of manufacturing final produatsady for consumption (enterprises
compete in the industrial market with products ebanparatively low added value);

» Unattractive business development infrastructuregions;

Inflexible financial instruments for promoting espreneurship;

CSG propose Member States to promote entreprdripuasd innovations, at the same time
respecting competition rules. CSG advises theiolig:

» Making R&D innovation and education supply mordaint and accessible to firms, in
particular SMEs;

* Providing business support services;

= Promoting entrepreneurship, facilitating the crwatand development of new firms by
entities involved in R&D activities;

= Promoting eco-innovations.

The LNRPL identifies backwardness of Latvia in aga of crucial indicators and proposes:

= To improve the availability of funding to SMEs byagting mid-term and long-term loan
guaranties to SMEs, providing funding for busindsselopment to young enterprises,
facilitating availability of funding to SMEs throbugrisk capital options, co-financing
business development projects to stimulate econawtigities in areas requiring special
assistance;

= To provide informational and advisory support byrging assistance for consultations
and participation of enterprises in internationdlibitions and trade missions.
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Furthermore, the NDP also concludes that, irrespeaif the favourable tax system, the
process of starting a business is hampered andgespm range of measures to address the
following problems, which are essential for the e@lepment of SMEs and export capacity:
changing business regulations, access to fundmggtment and operating capital), lack of
human resources, lack of knowledge in generatingovations, limited cooperation of
enterprises. The NSRF investments in the promatioantrepreneurship correspond to the
following NDP strategic measures and sub-measuiieéschnological Excellence and
Flexibility of Enterprises (including Applicatiorf &nowledge to Strengthen Competitiveness
of Enterprises, Creation of New Competitive Entisgs, Development of Creative Industries,
Sustainable and Efficient Use of Natural and Enétggources).

In addition to the above strategic documents aadmphg documents, the policy of promoting
entrepreneurship is determined by a number of palacuments of the European Union and
Latvia — National Programme for Competitiveness &mabvations (under development),

Development Programme for Small and Medium-sizegpnises of Latvia 2004 - 2006, Joint
Economic Strategy, Long-term Economic Strategy atvla, and Industrial Development

Guidelines of Latvia.

The ERDF contributions will be allocated to providéormational and advisory support for
the creation of new firms and business developmeabiding support for market research
and promotion of market outlets; to improve theilabdity of funding to enterprises and
business start-ups; to secure direct financiaktssie for business development, as well as
support the introduction in production of new, imatve goods and technologies.

OP Implementation
The Operational Programme is co-financed by th@iean Regional Development Fund.

The Operational Programme constitutes 62% of finaacailable from the total ERDF
appropriation.

The Ministry of Finance is the Managing Authorititbe Operational Programme, whereas
the Ministry of Education and Science and Ministfy Economics fulfil the functions of
Intermediary Bodies in accordance with their refipecsectoral policies.
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| NFRASTRUCTURE AND SERVICES”, EUROPEAN REGIONAL
DEVELOPMENT FUND AND COHESION FUND OPERATIONAL
PROGRAMME

Strengthening the economic and social cohesionnis of the main objectives of the
Community set out in Article 158 of the Treaty. éstments in infrastructure is one of the
most critical areas of investment that facilitdie teduction of disparities between the levels
of socio-economic development in regions lagginiite — infrastructure is the backbone of
the economy and society, and the strength of thisdation determines opportunities to
ensure rapid, sustainable and balanced development.

Community Strategic Guidelines note the importaoéenational infrastructure and the
attractiveness of regions in economic developmedtsiress that the new EU Member States
have particularly big needs for investments inasfructure.

The Lisbon National Reform Programme of Latvia paspecial emphasis on the importance
of environmental, transport and energy infrastectdor the development of national
economy, as well as on investments in creatingiomration society through introduction of
e-government.

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

Within the framework of the Single Programming Do@ant 2004 -2006, assistance was
granted for investments to improve environment&lastructure, enhance accessibility and
transport systems, develop information and comnatitic technologies, as well as
strengthen educational, health and social infragire. The Cohesion Fund assistance for the
2004 -2006 period was also provided for large-scalevironmental and transport
infrastructure projects.

OP Objective

In order to create a sound basis for rapid, susitdénand balanced development, the funds
will contribute to improving the quality and acciédgy of public infrastructure by co-
financing investments in transport, environmen@l], cultural and tourism, educational and
social infrastructure, as well as by addressingemntissues related to infrastructure and
accessibility to services that determine essemtipediments for the achievement of regional
development objectives of the EU and Latvia. Thed&uwill especially favour initiatives that
mobilise private resources in addition to the aldé public funding (EU and national),
facilitate efficient application of public fundinge., exercise the public-private partnership
mechanisms.

OP Measures
The Operational Programme ,Infrastructure and $es’iis aimed at the following areas:

= Transport;

= Environment;

= Energy;

» Information and communication technologies;

» Educational infrastructure;

= Social infrastructure;

= Socio-economic potential of cultural environment;

Draft National Strategic Reference Framework 20072 32



119.

120.

121.

122.

123.

Version 15.02.2006. 10:25

= Tourism;
= Creating preconditions for the availability and essibility of services in development
centres.

Transport

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

The main problems of the transport system in Latwerelated to the deteriorated condition
of roads and railways, insufficient through-put @eipy in specific segments, insufficient
capacity of port access roads angy&international airport, inadequate traffic safietyel,
non-competitive public transport. The main traffioblems are the following — deteriorated
infrastructure, inefficient connections of bridgegelevant street networks, poor organisation
of traffic and obsolete technical facilities inffraregulation and organisation.

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

CSG provide the following guidelines for action:

= give priority to the 30 projects of European ing¢f@ EN projects, and cross-border links;
* investments in secondary connections at the rebjievel;

= support to rail infrastructure and creation of askide interoperatable rail network;

= promoting environmentally sustainable transponivoeks;

= improving connectivity of landlocked territoriesttee Trans-European network (TEN-T);
= developing “the motorways of the sea”.

The Lisbon National Reform Programme of Latvia de$ the following priorities for the
coming years:

= to improve the condition of the national road natwand increase the through-put of
roads and bridges to meet the EU requirements,ovepthe system of funding and
provide additional financial resources for the depment and maintenance of Category 2
roads thus fostering regional development;

* to improve and develop the quality of internatiomahsport corridors;

» to develop an integrated passenger transport sysgezstablishing a new, efficient public
transport management system, defining roles anctibims of different modes of transport
in providing public transportation services andatireg a uniform and rational network of
public transport;

» to improve the quality and development of intermaail transport corridors, increase the
through-put of roads and bridges in accordance th#hEU requirements, in order to meet
the objective of Verona Declaration to reduce b¥@the number of lethal road casualties
by 50% compared to 2002;

» to create an efficient, safe, competitive, envirentifriendly, balanced and multi-modal
transport system that is integrated in the EU-veigtem, meets the economic and social
requirements of the country to ensure internal emternational passenger and freight
transport.
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Although investments from different sources haverbenade across the whole country to
improve the quality of infrastructure, the NationBlevelopment Plan concludes that

insufficient availability of services is still obbsed, especially in rural areas. Furthermore, the
delayed territorial reform hampers the processnéfastructure planning in a nation-wide

context. The NSRF investments in transport cornedpio the NDP strategy sub-measure
Multi-modal, Integrated and Safe Transport Systéeessible to People.

The National Development Plan sets out the follganmeasures:

» to increase the through-put of roads and bridgasfthm a part of the TEN network;

» to improve traffic safety in areas where intensaéfitr flows intersect with urban centres;

= when planning investments for the development & Hast-West rail corridor, it is
necessary to continue the commenced rail developnpeojects related to the
development of rail infrastructure and improvingl raaffic safety, as well as to
implement new projects;

» the proposed development perspectives include thetrification of railway lines
representing the main rail transport corridors, emagsation of traction power-supply
systems on the electrified lines, increasing theugh-put capacity of specific railway
lines.

In the 2004 -2006 programming period the CF fundirag made available for transportation
infrastructure investments in various projectshaf toad Via Baltica. Furthermore, the Single
Programming Document provided finance for the retion of Category 1 road infrastructure
and improving connectivity among the main centrega@nomic development and linking

them to TEN-T, as well as providing support to @aging the efficiency of urban transport
systems, renovating small ports, as well as remoy#hbe rolling stock of passenger trains.

The transport development measures must be aimedn@bving the quality of and
developing international transport corridors, impng the national road network and
increasing the quality of Category 1 national roxensure their compliance with standards,
increasing the through-put of roads and bridgesé®t the EU requirements, creating an
effective and integrated passenger transport sysherther developing rail infrastructure,
including electrification, strengthening compettness of and developing port infrastructure
of Latvia, optimising urban transport systems amdusing the development of airport
infrastructure.

Environment

This area is important for Latvia as a region, agfluences overall quality of life and

development opportunities. Investments in envirom@einfrastructure must be made to
ensure substantial increase in the coverage, gualdst-efficiency and sustainability of

services. The implementation of the critical enmim@ntal priority to minimize climate

change and reduce air pollution is possible byrggtppropriate environmental standards for
investments in the field of energy, transport angricalture. The development of

environmental infrastructure comprises the follagvaonstituent areas:

= water management;

* waste management;

* pature protection;

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

The main problem of Latvia in the area of water agment is insufficient supply of clean
drinking water from centralised water distributignpe networks, degraded, out-dated,
incompliant and inefficient waste water collectamd treatment system, and discharging non-
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treated waste water into the environment. The mpeoblem in the area of waste management
is the low access to waste management servicgs, tumber of outdated dumpsites and their
negative environmental impact, scarcity of envirentally safe landfills, limited possibilities
of waste recycling and processing, negative enuiemal impact of the inherited
contaminated sites and the related public-healtsyiin case the pollution enters groundwater
or surface waters. The country lacks a comprehensiwironmental and technological
assessment, not all objects and factors posingamiaental threats have been identified. In
addition to the need to implement all environmenggjuirements and objectives provided for
in the EU legislation, it is crucial to ensure tliaese investments are not aimed only at
increasing the attractiveness of individual areasnvestors and visitors, but also securing
appropriate living conditions for local communitiesatvia has underdeveloped eco-tourism
infrastructure in the nature areas specially ptetét¢o preserve biodiversity. Collections of
plant and wildlife specimens are displayed in utaglée premises under inadequate conditions
that threaten their preservation and underminer tieducational and awareness-raising
function for the general public.

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

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

» to preserve biodiversity at its current level;

= to improve and modernise environmental protectmmastructure by developing water
management infrastructure, creating a regional oipali waste management system,
promoting the processing of municipal waste andl#ishing collection systems for
sorted waste;

» to reduce the effects of climate change as fareasanably practicable and implement
relevant adaptation measures.

The National Development Plan defines the followargas of environmental infrastructure:
water management: it must be ensured that all waater flows are collected and undergo
secondary treatment or an equal processing phdseebdischarging them into receiving
waters, collection systems must be designed, amistt and operated on the basis of cost-
efficient best available techniques, volumes anatertts of waste waters must be given due
consideration, rainwater overflow discharges antlupon to receiving waters must be
reduced, wastewater sludge must be appropriatdyetd and managed; waste management:
stabilise the production of municipal waste, reeya0% of the total packaging, reduce dioxin
emissions resulting from waste incineration, redineeamount of waste to be deposited and
hazardous waste. The NSRF environmental investnentgspond to the following NDP
strategic measures and sub-measures: SustainablEffatient Use of Natural and Energy
Resources, Development of Public Services (watpplgu waste management, heat supply
etc.) and Rationally Used and Preserved Naturair&mment.

As for the environmental sector in the 2004-200&gpmming period, the CF funding was
provided to large-scale environmental infrastruetprojects in water management and waste
management. Furthermore, in the framework of tingl8iProgramming Document assistance
was granted to water infrastructure projects inaarlareas with a population equivalent of
2000, establishing sorted waste collection poimtsunicipalities, as well as re-cultivation of
environmentally incompatible small and medium duitessin accordance with requirements
set by relevant national programmes.
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The policy-making priorities for environmental irstments include improving environmental
quality and increasing quality of life for peoppyrsuant to currently effective environmental
protection legislation; improving water managemeanitastructure in accordance with the
current environmental protection requirements;oiticing a sustainable system of municipal
waste management; assessment and rehabilitatiasorddminated sites; maintaining and
developing biodiversity and protected areas, idieation and elimination of environmental

risks.

Energy

The sufficiency of energy to sustain economic depelent of the nation and quality of life of
its citizens is an issue of national security. Teselopment of energy sector is required to
ensure balanced, high-quality, reliable and suatdénsupply of energy to the economy and
general population. Investments in energy infrastme would substantially improve the
availability of energy to consumers, coverage, itjjatost-efficiency and sustainability of
services, lower the impact of the energy sectaherenvironment and climate change, reduce
the energy-dependence of Latvia on supplies froteidel the EU. The energy infrastructure
comprises the following:

» infrastructure for primary energy resource ext@gttitransportation and supply to
consumers;

= electric power supply system (production, transimisand distribution of electric power);

= centralised, local and individual heat supply syste

* energy consuming systems of consumers.

The main problems in the energy sector are theviatig — high dependence on imported fuel
(natural gas), decentralised heat supply, poomieahcondition of heat supply systems, low
energy efficiency of heat consumers, low safetiayafraulic structures of water power plants.
The prolonged capital return cycle characterisiithie heat production industry and the large
amount of required investments are the underlyagses for the poor condition of systems
and low energy efficiency at heat supply entergri§éne requirements and objectives of the
EU environmental legislation ensure that investmentthe energy sector not only increase
the attractiveness of specific areas to investndswasitors, but also secure quality of life for

local communities.

Community Strategic Guidelines emphasize the needupport to energy efficiency projects
and propose the following action:

= promote investments that contribute to the EU Kyatmmitments;

= support projects that increase energy efficienogyetbp renewable and alternative
energy technologies, develop the traditional energiyvorks, where there is evidence of
failure;

= promote the use of biomass in the energy sector;

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

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

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

The National Development Plan sets out the follgnilevelopment measures in the field of
energy: to increase the energy efficiency on thgpluand demand side, promote extended
application of biomass in the energy sector, prembe production of electric power in co-
generation facilities. The NSRF investments inehergy sector correspond to the following
NDP strategic measures and sub-measures: Sustaiaatl Efficient Use of Natural and
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Energy Resources, Development of Public Serviceatef management, waste management,
heat supply, etc.) and Rationally Used and Preddeveironment.

Within the framework of the Single Programming Domnt, commitments were made to
provide support to modernising heat supply systemsyrder to ensure compliance with
environmental requirements and increase energyi@iity of heat supply systems.

The policy-making priorities for energy investmeirslude support to the energy sector for
increasing energy efficiency both on the supplyesifproduction, transmission and
distribution of electric power) and demand sidewai extended application of co-generation
options, renewable and local energy sources, amihaltion of technogenic risks.

Information and Communication Technologies

The development of information society is closadiated to the progress towards the society
of a knowledge-based economy, as it is a predondid access information and knowledge
as the main sources of national development. Inirtfeemation society, notable economic
growth and strengthening of competitiveness isiptessnly through extensive application of
ICT in public administration, entrepreneurship &odiseholds.

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

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

The EU legislation and guidelines pertaining toitifermation society are binding for Latvia.
The EU initiative ,i2010 — a European Informatioocgty for growth and employment”
defines information society priorities in an intatgd framework with the Lisbon strategy
guidelines in support of growth and jobs that enspdeathe role of ICT, especially in creating
jobs, education and providing public services. Whsymoting the availability of benefits of
the information society to entire population, then@nission Communication on e-
Accessibility must be considered — the documenttemsiges the task of ensuring accessibility
of homepages for disabled and elderly people.

The Lisbon National Reform Programme of Latvia msgs the following priority areas,
placing special emphasis on the knowledge-basetbety

» to facilitate extensive use of ICT in national andnicipal bodies, SMEs and households;

» to introduce e-government, including electroniasigre, at the same time improving the
structure of public administration and, at the samme, eliminating redundant elements,
ensuring transparency and improving efficiency oblg administration, as well as
increasing public participation in the processepuidlic administration;

» to ensure safety of networks and information, al$ agecompatibility and interoperability,
to create an information area without frontiers;

= to promote the extension of broadband networksudhieg to regions with limited access
to services, in order to develop a knowledge-basetomy.

The National Development Plan defines a prioritglévelop ICT infrastructure and services,
as well as general accessibility of public netwprkorder to ensure improved availability of
information, knowledge and services. The NSRF itmests in ICT correspond to the
following NDP strategic measures and sub-measregelopment of ICT Infrastructure and
Services and General Accessibility of Public Netkgorand Infrastructure and Services for
Various Types of Human Activity and Lifestyle.
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The E-government Development Programme providesfasures to increase the efficiency
of investments in ICT infrastructure of public adistiration, integrate the main national
registers, create the base infrastructure of esgowent, improve public administration

services through ICT, including the developmentedervices, to improve the existing and
create new information systems of public adminigirg digitalize archives, databases and
registers, improve security, as well as compatibdind interoperability, in order to create an
information area without frontiers.

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

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

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

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

= Promotion of widely available, trusted access tbliguservices across the EU, through
mutually recognised electronic identifications.

For the 2006-2010 period Latvia must abide by tbhieA€tion Plan on e-Government that sets
the following four tasks for Members States in déinea of e-government:

» the development of inclusive e-government to pr@nsatcial inclusion;

= more efficient and cheaper e-government;

= improving the quality of services, including thrduthhe use of e-procurement;

= cooperation of all stakeholders, including thosetlw# public and private sectors, to
achieve the objectives of e-government.

As for the 2004-2006 programming period, fundingswaade available under the Single
Programming Document to the development of pubiformation systems (municipalities,
libraries, archives, museums), including digitaima efforts, to improve the quality of
services, creating public Internet access poagsyell as developing ICT in peripheral areas
and extending the high-quality broadband network. fAr the 2004-2006 programming
period, the ERDF funding is made available for tigplementation of the National
Programme ,Development and Improvement of Basestifucture for E-government”.

The main objectives and results to be achieveldaratea of communications by 2013:

= To ensure that by 2010 broadband Internet accesmde available in an area covering
85% of the country, in 100% public administratioades and in 100% educational
establishments, encompassing improvements to isBrexcommunication infrastructure,
development and maintenance of new infrastructure;

= To ensure that by 2012 the conversion from analddteand radio broadcasting format to
digital format is completed;

= To ensure that by 2013 the Geographical Informa8gatem comprises information on
the coverage of electronic communications networksatvia.

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

» the development of state information systems, oholy the creation of databases,
registers and archives of national importance, ssibaity, digitalisation, compatibility
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and interoperability, as well as integration ainadcreating the technical basis for the
development of e-services;

= providing the necessary ICT infrastructure andrimge access to public administration
bodies, operating in such areas as employmentlssgivices, health, culture, education
and others; development of e-services;

= further development of public Internet access {spin

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

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

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

Educational Infrastructure

The long-term concept paper “Model for Growth ofttia: Individual First”, which was
approved by th&aeimaidentifies knowledge, intelligence and their &Kilapplication as the
main resource for the future development of Lat@aneration, accumulation, dissemination
and application of knowledge must be consideredraptex process that forms the basis for
economic development, social life and knowledgestiaciety.

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

The main problems of the education system, whickeheery serious financial implications
and require vast resources, are related to thdaibsand degraded educational infrastructure
— buildings, premises, teaching equipment and ifiés] teaching materials, research
equipment, instruments and equipment. The vocdtiemhacation requires the provision of at
least such facilities that enable conducting vaceti training activities in an environment
that corresponds to workplace conditions in thetnmosovative enterprises of the particular
sector.

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

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

* to improve the adaptability of the education systemd students in response to new labour
market requirements;

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

» to improve the accessibility of education at alds.

The above priorities are also highlighted in theidial Development Plan that places special
emphasis on the task to develop higher and voatedtucation, especially in regions, at the
same time ensuring its correspondence with theulalboarket requirements. The NSRF
investments in educational infrastructure corregptonthe following NDP strategic measures
and sub-measures: Educated and Creative Individimeluding High-quality Primary
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Education, Mandatory Secondary and Accessible Hliftaication, Training the Workforce
to Meet Requirements of the Labour Market, andickeffit Application and Life-long
Development of the Creative Potential of an Indi) and Modernisation of Scientific
Infrastructure in Institutes and Higher EducatioBslablishments.

As for the 2004 — 2006 planning period, assistaocamproving teaching facilities and
infrastructure was granted to 28 vocational edooatistablishments and 9 higher educational
establishments, however, the imbalance betweeik 8tefunding for improving educational
programmes, teaching methodologies, ensuring aginineducation of teaching staff and the
tiny ERDF allocations to provide the necessary litegs, equipment, and to improve
buildings and premises, frequently in emergenchinieal conditions, which were utilised to
implement the elaborated educational programmesegthreats of failing to achieve the
planned developments in quality.

To address the above issues, the ERDF fundingowilinade available for investments in the
following areas: renovation of buildings used fatueational purposes, including their

technical utility networks, heat substations, reatmn or replacement of water and sewage
piping systems and ventilation systems; provisibmodern educational and study equipment
and facilities for educational establishments dradrtpremises, including computer hardware
and office equipment, teaching materials and moedetsernal data transmission networks,

electronic library systems; modern workplaces atudlys places for study rooms, research
labs, laboratories, and workshops; providing agcepscial equipment and special study
facilities to educational establishments for pessaiith various disabilities. One of the main

objectives of the European Regional DevelopmentdHanto reduce disparities of regional

development across the whole country. Higher edutalt establishments, colleges and

vocational education institutions play an essertidé in this area. To satisfy the above

regional aspect, preference will be given to regi@ducational establishments, thus ensuring
the provision of high-quality professionals to mtet requirements of the specific area. The
above approach will boost the structure of workéone the region, thus contributing to its

development.

Social Infrastructure

To facilitate investments in human resources, imprwelfare and provide accessible and
high-quality public services in the whole territoo§ the country, considerable investments
must be made in the social infrastructure.

The problems of the health-care system are relatélde insufficient immediate possibilities
of out-patient and in-patient service providersplaed by the recent reform aimed at
improving the infrastructure. The problems are akdated to the quality and availability in
the whole country of primary health-care serviced madequate availability of emergency
health-care services. In the area of social sesyitee main problems are related to the low
availability, diversity and quality of social caeed social rehabilitation services, technical
facilities and equipment of professional rehalilita services, the assessment system of
health conditions, functional capabilities and thegstrictions, infrastructure required to
provide the above services. Insufficient facilitied institutions responsible for the
implementation of labour market policies hamperghavision of up-to-date and high-quality
services to customers, efficient and fast exchafigeformation among institutions, branches
and service centres, as well as the functioningjofnt customer registration system.

In accordance with Community Strategic Guidelirgsecial attention must be given to the
quality and availability of health-care that hasdaect impact on the productivity,
competitiveness, and quality of life of the labdarce. In addition to that, CSG propose a
priority to modernise educational and training astructure by integrating ICT.
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The Lisbon National Reform Programme of Latvia,domplementing the above priorities,
defines the following as an essential measure +awipg the infrastructure of social care and
social rehabilitation, increasing the accessibility technical facilities for professional

rehabilitation, as well as improving the infrasture of labour market institutions.

The above priorities are also highlighted by thetiddel Development Plan. The NSRF
investments in social infrastructure corresponthtofollowing NDP strategic measures and
sub-measures: Health as a Value, and Inclusive Retdining Labour Market (including

Support for Promoting Employment, and Reduction Lohg-term Unemployment and

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

The policy priorities related to support for disadlpersons and individuals with potential
disability are set in the Policy Guidelines for Reihg Disability and its Consequences 2005
-2015. The document provides for the developmentaafange of disability prevention
measures, improvement of the diagnostic system eiect disabilities, as well as the
improvement of the social protection system foradied persons and promotion of
employment of people with special needs. The intetidn of new social assistance measures
is planned in the field of rehabilitation, employmeand social services, in order to ensure
that persons with potential disabilities avoid baoty disabled, whereas persons with severe
functional disorders receive support to reducesrigksocial exclusion.

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

In order to address the above issues, the ERDFRrfgmill contribute to investments in the
following areas:

» the development of institutions responsible for thglementation of labour market
policies, social care, social rehabilitation, irdihg improvements to prison and probation
centre infrastructure;

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

» the modernisation of health-care infrastructurgeemlly in primary health-care and
emergency health-care, improvement of infrastr@ctpromoting healthy and active
lifestyle;

= making large-scale investments in sports facilitiasorder to promote health of people
and the quality of labour force, thus creating pretitions for the formation of a healthy,
physically and mentally developed personality.

Socio-economic Potential of Cultural Environment

Attractive cultural environment, including highlgwkeloped cultural infrastructure, influences
quality of life of people, fosters the developmehtwell-organised living environment, as

well as social and economic welfare. Analyses ohemic growth factors in different nations
suggest that culture specifically is regarded aruaial factor in facilitating competitiveness.

Diverse cultural environment boosts the qualityadsour force thus stimulating development,
employment and income in other sectors. It attraoterprises, consequently contributing to
the creation of new and high-quality jobs and prongpthe diversification of regional and

local economies, creative and efficient developntiems$ reducing regional disparities.
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The main problems of Latvia in cultural environmeme the following: obsolete cultural
infrastructure, poor material and technical faigit as well as limited access to culture for
people with disabilities; lack of new, modern, audtl centres of high importance for regional
development outside the capital ofgR; lack of adequate contemporary art objects and
related infrastructure. Consequently the currenttucal infrastructure does not enable
efficient preservation and display of cultural tege, as well as fostering activities by
creating new cultural products that meet the irirgarequirements and development needs
of people, furthermore, there are limited posdibsi for efficient application of the cultural
potential in the formation of a knowledge-basedietgc as well as for efficient socio-
economic utilisation of cultural resources genatated accumulated in Latvia.

Community Strategic Guidelines establish a linkwesin support for the preservation of
cultural heritage, development of cultural infrasture and investments in socio-economic
development at the regional level, including cdnittion to sustainable tourism development
and increasing the attractiveness of cultural emvirent, furthermore, assistance may be
granted for the development and accessibility ¢tiical products with high added value.

The Lisbon National Reform Programme of Latvia 20052008 provides for the

implementation of coordinated sectoral and redigmaicies to improve the business
environment, ensuring favourable conditions for ¢theation and development of products
and services of tourism and cultural tourism.

The National Development Plan identifies that ifisignt and outdated cultural infrastructure
IS an important impediment preventing Latvia arsl aapital city from re-establishing its
historical role as the main cultural centre of Bedtic States, as well as hampers efficient
development and application of the socio-econondtemtial of its cultural environment.
Apart from fostering its local identity, it is crat for Latvia to establish an intercultural
dialogue through the development of relevant coptaary cultural environment and related
infrastructure. The National Development Plan ofviaa also provides for the reduction of
regional disparities in the accessibility of cuétuand ensuring high-quality cultural
environment for all people (minimum basket of crdtuservices). The NSRF investments in
cultural environment correspond to the NDP stratagib-measure Preserved and Accessible
Cultural Environment and Cultural and Historicalritege.

The main cultural policy documents of Latvia are tlollowing: the long-term National
Cultural Policy Guidelines 2006 —2015: Nationalt&tand the National Programme: Culture
2000-2010, as well as National Cultural Policy HRties. The above guidelines reflect
construction activities related to building culturabjects of national importance, the
development of creative industries and formatioregional cultural policies.

As for the 2004-2006 programming period, fundinggsswmade available within the
framework of the SPD to provide support for theatian and development of nature- and
heritage-related tourism products, as well ashHerdevelopment and modernisation of public
tourism infrastructure by simultaneously strivingg maintain and increase the economic
potential of cultural heritage.

To ensure future strengthening and boosting of sbeio-economic capital of cultural
environment, and ensuring active and intense atitia of its resources, the priority
investment policy measures are as follows:

» the development of cultural infrastructure;

» the development and diversification of various ferai economic application of cultural
and historical heritage, and contemporary culteraironment;

= support for new cultural products of national intpoce (by establishing a support system
of the preservation of cultural and historical tege for its owners; renovating,
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preserving, developing and integrating culturalitage of national importance in the
public space and development processes of cecatilistries);

= the creation and development of new cultural objemft national importance and the
related infrastructure.

Tourism

Highly developed infrastructure has a direct anchediate impact on quality of life of people
in all areas, ensuring favourable living environmeass well as economic welfare. The
development of tourism can foster growth in a numbierelated economic sectors, thus
making a significant contribution to national dey@hent in general and strengthening
competitiveness of the country in the common maokéhe European Union. By developing
tourism as one of the priority economic sectosssitare may increase to 5-7% of GDP in the
coming 5-8 years, hence boosting the overall G2wtr of the country.

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

Community Strategic Guidelines highlight an intégdaapproach to territorial cohesion;
furthermore, the cohesion policy can help to creatgainable communities, by ensuring that
economic, social and environmental issues aredddkirough integrated strategies at the EU
and national level. Tourism infrastructure is aseggial component in both strengthening the
economic competitiveness and sustainable developohdime nation.

The Lisbon National Reform Programme of Latvia 2088 sets the following priorities in
promoting balanced development — promotion of eméeeurship and innovations,
development of human resources and promotion of@myent that are inextricably linked to
the tourism sector.

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

As for the 2004-2006 programming period, fundingwaade available within the framework
of the SPD to provide support for the creation aedelopment of nature- and heritage-
related tourism products, as well as for the dgualent and modernisation of public tourism
infrastructure by simultaneously striving to maintand increase the economic potential of
cultural heritage.
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Latvia is rich in natural medicinal resources aratlitions that are currently under-utilised.
For example, the development of national levelastiructure of resort, mineral water and
medicinal mud management is necessary. Attractivural environment and developed
cultural infrastructure both have direct impact guality of life by providing preserved
environment and foster economic well-being, faaiétthe development of cultural tourism as
an important tourism product of Latvia. To redube tow-season effects in the tourism
sector, Latvia must make investments in the deveéoy of international conference centres.
A competitive advantage of Latvia in the Europeanrism market is ensured by the
availability of the Baltic Sea coastal areas; bedmhdevelopment and improvement of the
above for environmentally friendly utilisation wallboth facilitate the creation of new
tourism products and securing sustainable growththete areas. According to experts,
diverse active tourism products would increasentimaber of SMEs (up to 30 enterprises per
1000 inhabitants in 2010) and reduce the unemptoymate. According to market research
data, 1/3 of Western tourists are willing to induligy active tourism - trekking, biking, or
boating.

Creating Preconditions for the Availability and Aessibility of Services in
Development Centres

Latvia demonstrates considerable disparities betwélee levels of socio-economic
development in Rja and other regions, as well as between the nié#s and the remaining
areas. The current development model of Latvia lmartlassified as monocentric, whereas
progress towards a polycentric development moddlaimpered by insufficient growth of
development centres. Poorly developed public sesyilack of interest from entrepreneurs as
potential investors, and people as residents reptethe main impediments for the
development of the above centres.

Community Strategic Guidelines place strong emphasithe specific needs of certain areas,
such as urban and rural territories, for the pupafsstimulating balanced development and
eliminate obstacles to their growth. In addition ttee above activities, CSG propose

investments in public services and infrastructweimprove investment environment and

quality of life in the above areas.

The Lisbon National Reform Programme of Latvia sdtee considerably slower acceleration
of economic activities in regions outside the captty of Riga and its surrounding area. One
of the underlying causes for the above conditisnthé slow administrative-territorial reform
of Latvia, hence the prolonged survival of a largember of economically and
administratively weak local governments incapalfidéudfilling the full range of municipal
functions. Consequently, the implementation of austiative-territorial reform, as well as
stimulating economic activity in backward regiome eonsidered priority tasks.

The National Development Plan identifies citiesttass main driving force behind long-term
economic growth and development of Latvia. Thiglberm development perspective will be
implemented through polycentric urban systems pravide the best options of ensuring
balanced economic and social development in Latsia whole. Cities must be developed as
economic hubs that also secure the developmertteostirrounding area of region. Due to
increased concentration and numbers of peoplebaruareas, cities will face a number of
problems related to spatial planning and provissdnhigh-quality physical infrastructure
services. The NSRF investments under , Creatingdpditions for the Availability and
Accessibility of Services in Development Centrestrespond to the following NDP strategic
measures and sub-measures: Polycentric Urban aral Buuctures for Development, and
Development Centres — Drivers of Balanced DevelapnmeRegions.
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The Regional Development Law (effective as of 23ilAp002.) determines the objective of
regional development — to stimulate and ensure nbath and sustainable national
development considering the specifics and oppdraspf the country as a whole and its
separate areas, reducing disparities between waam@as, and preserving and facilitating the
characteristic natural and heritage features angldpment potential of each area. Due to
geographical location, cultural, historical and memmic traditions, different areas may pursue
different development models that take full advgataf features or potential, which is
characteristic to the particular location. Failtodiarness the above potential to full extent has
resulted in unfavourable socio-economic disparitesveen different regions that hamper the
competitiveness of Latvia in the European Union.

The ERDF investments should be granted for cregihegonditions for the availability and
accessibility of services in development centresrenovation and development of
infrastructure in pre-school educational establishts; improving infrastructure that
promotes healthy and active lifestyle; preservatod renovation of cultural infrastructure
and cultural and historical heritage, quality andessibility of cultural services by providing
a minimum basket of cultural services; renovatiod development of local road networks
linking municipal and local development centrestabbshment of public Internet access
points, creation of broadband data transfer netsvomk regions; improving urban
infrastructure, renovation of small port infrastiwe; increasing energy efficiency;
development of business infrastructure.

OP Implementation

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

The Operational Programme constitutes 38% of firaavailable under the ERDF and 100%
of finance from the Cohesion Fund appropriation.

The Ministry of Finance is the Managing Authority the Operational Programme. The
following Intermediary Bodies are involved in thenplementation of this Operational
Programme — Ministry of Transport, Ministry of Ersmment, Ministry of Economics,
Ministry of Culture, Secretariat of the Minister ddpecial Assignment for Electronic
Government Affairs, Ministry of Welfare, Ministryfdealth, Ministry of Education and
Science, Ministry of Regional Development and Ldéalvernments.
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