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Introduction
Preface

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

The Luxemboutg European Council decided that:

rom the end o e Commission will make Regular Reports to the Council, together with any necessaty recommendations for opening bilateral intergovernmental conferences, reviewing the
"F: the end of 1998, the C Il make Regular Reports to the C 1, togeth th any y dations f o bilateral interg tal confe 5 g th
progress of each Central and Eastern European applicant State towards accession in the light of the Copenhagen criteria, in particular the rate at which it is adopting the Union acquis |...] The



Commission’s reports will serve as the basis for taking, in the Council context, the cisions on the conduct of the accession negotiations or their extension to other applicants. In that context, the
Commission will continue to follow the method adopted by Agenda 2000 in evaluating applicant States’ ability to meet the economic ctitetia and fulfil the obligations deriving from accession."

On this basis, the Commission presented a first series of Regular Reports in October 1998, a second in October 1999, a third in November 2000, and a fourth in November 2001.

In its 2001 Enlargement Strategy Paper, which accompanied the 2001 Regular Reports, the Commission indicated that, given the pace of negotiations and the progress made so far, the Commission
should be able to make recommendations on those candidate countries ready for accession on the basis of its 2002 Regular Reports. At its meeting in Seville in June 2002, the European Council
concluded that "in order to enable the European Council to be held in the coming autumn to decide which wi Il be the candidate countries with which negotiations can be concluded at the end of
2002, [...] the Commission will have to draft appropriate recommendations in the light of the Regular Reports." The Commission has prepared this fifth series of Regular Reports with a view to the
Brussels European Council in autumn 2002.

. At its meeting in Seville in June 2002, the European Council concluded that "in order to enable the European Council to be held in the coming autumn to decide which wi
The structure followed for this Regular Report is largely the same as that used for the 2000 and 2001 Regular Reports. In line with previous Regular Reports, the present Report:
* describes the relations between the Czech Republic and the Union, in particular in the framework of the Association Agreement;
* analyses the situation in respect of the political criteria set by the 1993 Copenhagen European Council (democracy, rule of law, human rights, protection of minorities);

e assesses the Czech Republic’s situation and prospects in respect of the economic ctiteria defined by the Copenhagen European Council (a functioning market economy and the capacity to
cope with competitive pressutres and market forces within the Union);

* addresses the question of the Czech Republic’s capacity to assume the obligations of membership, that is, the acguis as expressed in the Treaties, the secondary legislation, and the policies of
the Union. In this part, special attention is paid to nuclear safety standards, which were emphasised by the Cologne and Helsinki European Councils. This part includes not only the alighment
of legislation, but also the development of the judicial and administrative capacity necess implement and enforce the acguis. The European Council stressed the importance of this latter aspect
at its meeting in Madrid in 1995 and on a number of subsequent occasions, most recently at Seville in June 2002. At Madrid, the European Council stressed that the candidate countries must
adjust their administrative structures, so as to create the conditions for the harmonious integration of these States. The Seville European Council also stressed how important it was that
candidate countries should continue to make progress with the implementation and effective application of the acguis, and added that candidate countries must take all necessary measures to
bring their administrative and judicial capacity up to the required level.

This Report takes into consideration progress since the 2001 Regular Report. It covers the petiod until 15 September 2002. In some particular cases, however, measures taken after that date are
mentioned. It looks at whether planned reforms referred to in the 2001 Regular Report have been carried out, and examines new initiatives. In addition, this Report provides a global assessment of
the overall situation for each of the aspects under consideration, setting out for each of them the main steps still to be taken by the Czech Republic in prepating for accession.

Furthermore, in view of the fact that the 2002 Regular Reports will provide the basis on which the Commission will formulate its recommendations as to which countries are ready to conclude
negotiations, this Report includes an evaluation of The Czech Republic’s track record since the 1997 Opinion. As regards the economic criteria, the report also provides a dynamic, forward-looking
evaluation of the Czech Republic’s economic performance.

For each of the negotiating chapters, this Report provides a summary evaluation of the extent to which commitments made in the negotiations have been implemented, as well as an overview of
transitional arrangements that have been granted. The commitments made by each country reflect the result of the accession negotiations, and, in accordance with the principle of differentiation
undetlying the negotiation process, may differ between countries. Where negotiating countries have committed t hemselves to completing specific measures by the time of accession, the
Commission assesses the relevant preparatory processes. For chapters on which the accession negotiations continue, and final commitments remain to be defined, an indicative assessment is given
of the state of implementation of the commitments that have been made to date.

The Report contains a separate section examining the extent to which the Czech Republic has addressed the Accession Partnership priorities. This section also assesses the progtess the Czech
Republic has made in implementing the measures set out in the Action Plan for strengthening administrative and judicial capacity that the Commission developed with each negotiating country in
the spring of 2002.

As has been the case in previous Reports, "progress” has been measured on the basis of decisions actually taken, legislation actually adopted, international conventions actually ratified (with due
attention being given to implementation), and measures actually implemented. As a matter of principle, legislation or measures which are in various stages of either preparation or Parliamentary
approval have not been taken into account. This approach ensures equal treatment for all the candidate countries and permits an objective assessment of each country in terms of their concrete
progress in prepating for accession.

The Report draws on numerous sources of information. The candidate countries have been invited to provide information on progress made in preparations for membership since the publication
of the last Regular Report. The information each of the candidate countries has provided within the framework of the Association Agreement and the negotiations, the National Programmes for the
Adoption of the Acquis where they are available, as well as the process of developing the Action P lans, and various peer reviews that have taken place to assess candidate countries' administrative
capacity in a number of areas, have served as additional sources. Council deliberations and European Patliament reports and resolutions have been taken into account in the preparations. The
Commission has also drawn on assessments made by various international organisations, and in particular the contributions of the Council of Europe, the OSCE and the international financial
institutions, as well as those of non-governmental organisations.

Relations between the European Union and the Czech Republic

Recent developments under the Europe Agreement including bilateral trade

The Czech Republic has continued to implement the Europe Agreement and contributed to the smooth functioning of the various joint institutions. The eighth Association Council meeting is
scheduled for November 2002, and the eighth Association Committee meeting was held in April 2002. The sub-committees continue to function as a forum for technical discussions, and five of the
eight met during the first half of 2002. The Joint Parliamentary Committee compris ing representatives of the Czech and European Parliaments met in December 2001 and in April 2002. A Joint
Consultative Committee with the Committee of the Regions was set up in 2001 and met in January 2002. Its aim is to assist Czech regions and towns in preparing for enlargement. The first steps
towards establishing a work programme for the Committee were taken. A Joint Consultative Committee with the Economic and Social Committee was set up in June 2002.

Trade between the EC and the Czech Republic has continued to increase. In 2001 EC exports to the Czech Republic amounted to € 27.3 billion (61.8% of total Czech imports) and EC imports
from the Czech Republic amounted to € 25 billion (68.9% of Czech exports). The main categories of Community exports to the Czech Republic in 2001 were machinery and electrical goods,
transport equipment and base metals. The main Czech exports to the Community were machinery and electrical goo rt equipment, base metals and textiles.

Under the agreement resulting from the first round of trade negotiations in the agriculture sector (adopted on an autonomous basis pending the conclusion of an Additional Protocol to the Europe
Agreement), approximately 96% of EC agricultural imports from the Czech Republic and 75% of EC agticultural exports to the Czech Republic are duty-free or benefit from preferential rates
(average trade figures 1998-2000).

Negotiations on a further round of liberalisation, covering more sensitive sectors, began at the end of 2001 and were concluded in June 2002.The resulting agreement, scheduled to take effect in
January 2003, enhances the existing agricultural trade preferences between the parties and promotes the full and partial lifting of import duties either within tariff quotas or for unlimited quantities in

sectors such as cereals, dairy products, beef and sheep meat. This further agreement also incl udes a commitment by the parties to remove expott refunds for certain sectors.

In March 1996 the Council mandated the Commission to open negotiations on the reciprocal recognition, protection and control of wine names and spirits designations, including trade
arrangements, with the Czech Republic. The negotiations resumed in January 2001, after an interruption in 1997 due to legal obstacles on the Czech side, and are still underway.

Negotiations are also ongoing in the field of processed agricultural products.
Procedures are underway for implementation of the protocol agreed with the Czech Republic on liberalisation of trade in fish and fisheries products.

The Government respected its commitment in January 2002 to withdraw the Decree adopted in November 1999, which had increased customs duties on imports of road tractors for semi-trailers
originating in EC countries. As of January 2002, the Czech Republic removed the last import duties on industrial products originating in the EC.

The Protocol to the Europe Agreement on European Conformity Assessment (PECA) which has been in force since July 2001 has been functioning as envisaged in facilitating trade by extending
recognition in the area of conformity assessment and the acceptance of industrial figures.

The Czech Republic decided to unilaterally introduce a temporary suspension of 12 tariff lines in the civil aircraft sector as of January 2001. Despite objections raised by the EU, this measure has
been maintained in 2002.



One new anti-dumping investigations is underway, on imports of welded tubes and pipes (iron and non-alloy steel); provsional measures were imposed in March 2002. Definitive anti-dumping
duties on imports of tube and pipe fittings (iron and steel) were imposed in August 2002. In June 2002, the Czech Republic made a request for the prolongation of the period during which public
aid may be granted for restructuring purposes to the steel sector under Protocol 2 of the Europe Agreement.

In March 2002, in response to protectionist measures taken by the US, which greatly restricted access to their market and created the risk of considerable trade diversion, the EU initiated provisional
safeguard measures, with erga omnes effect, on imports of certain steel products. The measures were partly confirmed in September 2002.

Accession Partnership

A revised Accession Partnership was adopted in January 2002. Its implementation is reviewed in Part D of this Report.
Action Plan for reinforcing administrative and judicial capacity

As announced in the Commission's 2001 Enlargement Strategy, in spring 2002 the Commission and the Czech Republic jointly developed an Action Plan to strengthen the Czech Republic's
administrative and judicial capacity, on which a common understanding was reached in April. The revised Accession Partnership adopted in January has served as the point of departure for this
exercise.

The putpose of this Action Plan is to identify jointly the next steps required for the Czech Republic to achieve an adequate level of administrative and judicial capacity by the time of accession, and
ensure that all necessary measures in this regard are taken, providing the Czech Republic with targeted assistance in areas that are essential for the functioning of an enlarged Union. As such, the
Action Plan is a key tool for meeting the common objective of the EU and the Czech Republic, i .e. to ensure that the Czech Republic's preparations for accession take place as effectively as
possible within the planned timeframe.

The implementation of the Action Plan is reviewed in Part D of this Report.

National Programme for the Adoption of the Acquis

No new up-date of the National Programme for the Adoption of the Acquis was adopted this year. However, the Government of the Czech Republic adopted a resolution in April 2002 entitled
"Summary of the Remaining Tasks of the Czech Republic for the Accession to the European Union". This was then updated in June. The summary sets out the legislative and administrative tasks
remaining to be accomplished under the Copenhagen Criteria and the chapters of the acquis.

Community assistance

Three pre-accession instruments have been financed by the European Community to assist the applicant countries of Central and Eastern Europe with their pre-accession preparations: the Phare
programme; SAPARD, which provides aid for agricultural and rural development; and ISPA, which finances infrastructure projects in the fields of environment and transport. The support
provided by these programmes is focused on the Acces sion Partnership priorities which are intended to help the candidate countries meet the ctiteria for membership.

For the years 2000-2002 total financial assistance to the Czech Republic amounts to around €79 million annually from Phare, €22 million from SAPARD, and between €55 and 80 million from
ISPA.

The Phare programme has been providing support to the countries of Central and Eastern Europe since 1989, helping them through a period of fundamental economic and social transition and
political change. Its cutrent "pre-accession” focus was established in 1997, in response to the Luxembourg European Council’s launching of the present enlargement process.

Phare provides the applicant countries of Central and Eastern Europe with support for institution building, investment to strengthen the regulatory infrastructure needed to ensure compliance with
the acquis, and investment in economic and social cohesion. This support comprises co-financing for technical assistance, "twinning" and investment-support projects, to help these countries with
their efforts to adopt the acquis and strengthen the institutions necessaty fo r implementing and enforcing the acquis. Phare also helps the candidate countries develop the mechanisms and institutions
that will be needed to implement Structural Funds after accession and is supported by a limited number of measures (investment and grant schemes) with a regional or thematic focus. In the context
of the Action Plans for strengthening administrative and judicial capacity, particular emphasis is placed on the issue of institution building and associated investment intended to ensure compliance
with the acguis. For 2002, the Commission has mobilised special financial assistance of up to €250 million to accompany negotiating countries' efforts, over and above the indicative annual
allocations for each of the Phare countries, bringing total Community assistance for strengthening the administrative and judicial capacity of the negotiating countries in 2002 to around €1 billion.

The Phare programme allocated commitments of €664.5 million to the Czech Republic during the 1992-2000 period and €86.6 million in 2001. The 2002 Phare Programme for the Czech Republic
consists of an allocation of € 60 million for the National Programme, complemented by € 24.8 million under the Phare 2002 supplementary institution building facility. The 2002 Phare programme
focuses on the following priorities:

Strengthening civil society (€3 million).

Ensuring the capacity to apply internal market rules and regulations, in particular in areas such as financial markets, economic competition and customs administration (€18.3 million).

Ensuring implementation of the acguis in the agriculture sector, including improving veterinary controls and diagnostic methods in the phyto-sanitary sector (€12.4 million).

Strengthening the environmental sector, with particular emphasis on air and water pollution (€7.4 million).

Addressing important issues in the area of justice and home affairs, such as border protection, the Schengen Action Plan and Information System and the upgrading of the probation and
mediation services (€18.7 million).

Applying EU directives in the railway sector (€0.7 million).

Ensuring that the Czech Republic complies with the acguis in the area of employment and social affairs, including the establishment of a modern public health information system,
participation in the EQUAL Initiative and social security (€7.4 million).

Strengthening the administrative capacity to implement the acguis, including improving the management of human resource development and preparing self-government bodies (regions and
municipalities) for the implementation of the aeguis (€2.7 million).

Improving economic and social cohesion, in particular by building up the implementation capacity of the designated managing authorities and other bodies responsible for the Structural
Funds and the Cohesion Fund. (€6.3 million).

An additional €19 million was allocated to Cross-Border Cooperation (CBC) Programmes with Germany (€10 million), with Poland (€5 million), and with Austria (€4 million).

In 2002, the Czech Republic has also participated in and benefited from Phare-funded multi-country and horizontal programmes, such as TAIEX the Small and Medium-Sized Enterprises Facility,
SIGMA and the nuclear safety programme.

Phare also co-finances the participation of the Czech Republic in various Community Programmes, namely Socrates, Leonardo, Youth for Europe, the Multi-annual Programme for Enterprises and
Entrepreneurship, Culture 2000, Media Plus, IDA, E-content, Customs 2002 and the European Environment Agency (€7.9 million in 2002).

Overall, the impact of Phare has been positive. Effective transfer of know-how, equipment and financial resources has taken place in a number of important fields such as public administration
reform, improving the business environment including for small and medium sized enterprises (SMEs), justice and home affairs, agriculture and the environment.

For example, in the Czech Republic, Phare has played a particulatly important role in:

Developing civil society and integrating the Roma community: a total of over €4.5 million has been granted, for 128 projects, including 51 benefiting the Roma community.

Supporting the reform of the judicial system and of public administration: advice and equipment ate being provided for the establishment of a central training academy for judges and advice is
being provided on how to implement the new Civil Service Act.

Improving the business environment, with a project aiming to streamline commercial and trade registers, improve legislation pertaining to bankruptcy and creditor protection, and speed up
coutrt proceedings.

Helping to Make the internal matrket work, through support for a series of regulatory bodies, including the Energy Regulatory Authority, the Telecommunications Office and the Office for
Personal Data Protection.



* Consolidating security, by providing advice and equipment for the fight against organised ctime, the fight against drugs and preparations for the Schengen border regime.

The 2000 Phatre Review confirmed the accession-driven approach and emphasised the importance of helping countries to prepate for the Structural Funds. The trends introduced in 1997 have
continued, with an increased role for Commission Delegations, further streamlining of procedures and increasing emphasis on raising the verifiable and quantifiable impact of Phate projects on
institution building, investment in compliance with the acguis and economic and social cohesion.

The Review also provided for the possibility of further decentralisation of Phare management, by waiving the requirement for ex ante approval by the Commission Delegations for tendering and
contracting. For this to be possible, strict pre-conditions covering programme management, financial control and structures regarding public finance must be met. An extended decentralised
implementation system (EDIS) should be put in place for each negotiating country, at the latest by the time of accession. High-Level Working Groups are being established for each countty to
oversee this process, along with other key procedural steps, in the run up to accession.

In the Czech Republic, the overall management of Phate has continued to improve. Project design is better, and procurement time has been reduced. As regards programming, monitoring and
evaluation, the Centre for Foreign Assistance fulfils its co-ordinating role, though its capacity should be increased and it should endeavour to be more proactive. With regard to procurement and
payments, the performance of the National Fund and all Phare implementing agencies h as been satisfactory, though with some exceptions in the case of the Centre for Regional Development.

The Commission adopted the Czech SAPARD Programme on 26 October 2000. The indicative allocation for SAPARD in the Czech Republic for 2002 at 2002 prices is €23.1 million (allocation
2001:22.9 millions, at 2001 prices). The programme focuses on two major priorities: improvement of production and marketing structures in agriculture and food processing (62% of the EC funds)
and sustainable development of rural areas (35% of EC funds), 3% being devoted to technical assistanc vocational training.

The Multi-annual Financing Agreement (MAFA), which sets out the rules for implementing SAPARD, and the Annual Financing Agreement (AFA), which sets out the Community financial
commitment to the Czech Republic for the year 2000 were signed on 5 February 2001. The AFA 2001 has been agreed and is in the final stages of the procedure for signature.

The following structures are responsible for the implementation of SAPARD in the Czech Republic: the National Fund, located within the Ministry of Finance, administers SAPARD funds under
the responsibility of the National Authorising Officer (NAO) and is responsible for the national accreditation of the SAPARD Agency; the Managing Authotity for SAPARD is a separate
department within the structure of the SAPARD Agency. The Decision-Making Group will be part of the Managing Authority, and w ill be set up by the Ministry of Agriculture in agreement with
the Ministry for Regional Development; the SAPARD Agency of the Czech Republic is tesponsible for the implementation of the measures as defined in the Programme. The SAPARD Agency has
delegated some tasks — related to selection of projects — to the Ministry for Regional Development pursuant to a contract concluded between the SAPARD Agency (the Ministry of Agriculture) and
the Ministry for Regional Development.

In April 2002, the Commission provisionally conferred management authority for SAPARD, on a fully decentralised basis, to the SAPARD Agency of the Czech Republic. This Commission
decision includes approval of seven out of nine measures contained in the SAPARD Programme representing 97% of the amount available for the Czech Republic. Following this decision, the
Commission made an initial payment on account to the National Fund.

A Monitoring Committee has been established by the Management Authority and has met three times.

The objectives of the ISPA programme were fixed by the strategy documents produced for the transport and environment sectors in 2000. For road transport, the emphasis is on eliminating major
bottlenecks and environmental black-spots, by closing gaps in uncompleted expressways and motorways. In the rail sector, the main priority is to complete the modernisation and upgrading of the
main international corridors, as identified in the TINA report (Transport Infrastructure Needs Assessm ent). Programming for 2002 aims to redress the balance between the transport and
environment sectors in terms of annual commitments. An adequate pipeline of projects should be prepared, especially in the environment sector, so as to be ready to absotb the future allocation of
ISPA and Cohesion Fund resources.

Three environmental projects were approved in 2001: drinking and waste water in North Bohemia with an ISPA contribution of €12.9 million, waste water treatment in Jihlava (€9.6 million) and
upgrading the sewer system in Olomouc (€10.1 million). Three transport projects were approved in 2001: technical assistance for transport project management (€0.2 million) and, in the road sector,
the Belotin By-pass (€17.1 million), and the Dobra-Tosanovice-Zukov expressw P>

The commitment of ISPA funds for the Czech Republic amounted to €70 million for 2000 and €69.9 million for 2001, bringing the total to €136.9 million. The figure for 2001 represented 6% of
the ISPA budget, which was below the mid-point of the Czech indicative allocation, owing to a lack of suitable environment projects presented for financing. The allocation for 2002 will be between
€59.9 million and €87.1 million.

One of the main challenges facing the Czech Republic in 2002 is to achieve an orderly start to implementation of ISPA projects approved in 2000 and 2001. In 2001, implementation in the transport
sector was limited to the preparation of tender files and publication of the 2000 projects. Since then, contracts have been signed or are ready to be awarded. At the end of 2001 the Commission
approved a technical assistance package to prepare the Czech authorities for EDIS (extended decentralisat ion) for ISPA (with ISPA financing of €0.7 million).

Twinning

One of the main challenges still facing the candidate countries is the need to strengthen their administrative and judicial capacity to implement and enforce the acguis. As of 1998, the European
Commission began to mobilise significant human and financial resources to help them with this process, using the mechanism of twinning administrations and agencies. In 2001, the Commission
strengthened this emphasis on institution building further, th rough the launch of the Action Plans for strengthening administrative and judicial capacity.

The twinning process makes the vast body of Member States’ expertise available to the candidate countries through the long-term secondment of civil servants and accompanying short-term expert
missions and training.

A total of 503 twinning projects were funded by the Community between 1998 and 2001. Between 1998 and 2000, these projects primarily targeted the main priority sectors identified in the
Accession Partnerships: agriculture, the environment, public finance, justice and home affairs and preparation for the management of Structural Funds. Since 2000, other important sectors of the
acquis have also been addressed through twinning, such as social policy, the fight against drugs, transpor t, and telecommunications regulation. Twinning now covers all sectors pursuant to the acguis.

Thanks to the strong support of the EU Member States, 103 twinning partnerships were funded by Phare 1998, involving all the candidate countries and almost all the Member States. These first-
generation projects have already come to an end. Under Phare 1999, a further 123 projects are currently being implemented and the programming exercise for Phare 2000 included a further 146
twinning projects. The 2001 programming exercise includes 131 twinning projects embracing all the Phare beneficia ty countries, as well as Cyprus and Malta. Under the 2002 programming exercise,
119 twinning projects have already been planned and approved for implementation. A substantial number of additional twinning projects are planned, and these should be approved and
implementation launched before the end of 2002. They include twinning projects identified in the Action Plans for strengthening administrative and judicial capacity in the negotiating countries. It is
estimated that around 300 twinning projects are ope rational throughout the candidate countries at any one time. Furthermore, the candidate countries are being offered a further way of drawing on
Member States' expertise through "Twinning light", a mechanism to address carefully-circumscribed projects of limited scope which emerge during the negotiation process as requiring adaptation.

For the Czech Republic a total of 61 twinning projects were funded by the Community between 1998 and 2001. In total [x] projects are now running, covering areas such as the legal business
environment, pension reform, public procurement, prepating for the CAP/EAGGF, integrated pollution prevention and control (IPPC), corruption and economic crime, the Supreme Court,

Supreme Audit Office, the Central State Administration, preparations for the Structural Funds, and financial control.

2002 also saw the start of "T'winning light" projects in the areas of combat of organised crime, environmental indicators and IPPC.

Negotiations

Since the opening of accession negotiations, substantive discussions on the individual chapters of the acquis have started, and by June 2002, negotiations on all chapters (except Chapter 31 — Other)
had been launched.

By the end of June 2002, the following 25 chapters had been provisionally closed: science and research, education and training, small and medium-sized enterprises, statistics, industrial policy,
telecommunications, fisheries, consumer protection, free movement of goods, customs union, external relations, common foreign and secutity policy, EMU, free movement of services, company
law, social policy and employment, environment, free movement of capital, culture and audio-visual policy, free movement of persons, financial control, taxation, energy, justice and home affairs,
and regional policy.

Criteria for membership

Political criteria

Introduction

The political criteria for accession to be met by the candidate countties, as laid down by the Copenhagen European Council in June 1993, stipulate that these countries must have achieved "stability
of institutions guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities."



In its 1997 Opinion on the Czech Republic's application for EU membership, the Commission concluded:

"The Czech Republic’s political institutions function properly and in conditions of stability. They respect the limits on their competences and cooperate with each other. Legislative elections in 1992 and 1996 were free and fair. The
opposition plays a normal part in the operation of the institutions. Efforts to improve the operation of the judiciary and to intensify the fight against corruption must be sustained.

There are no major problems over respect for fundamental rights. There are, however, some weaknesses in laws governing freedom of the press. Particular attention will need to be paid to the conditions governing any further extension of
a law exccluding from public service members of the former security service and active members of the Communist regime. There is a problem of discrimination affecting the Roma, notably through the operation of the citizenship law.

The Czech Republic presents the characteristics of a democracy, with stable institutions guaranteeing the rule of law, human rights, and respect for and protection of minorities."

In its 2001 Regular Report, the Commission found that:

"In its 1997 Opinion, the Commission concluded that the Czech Republic fulfilled the political criteria. Since that time, the country has made considerable progress in further consolidating and deepening the stability of its institutions
guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities. Over the past year, further efforts have been made in this direction. The Cgech Republic continues to fulfil the Copenhagen political
criteria.

The government has also taken steps to improve the functioning of the central and regional administration. However, it is regrettable that the Cgech Republic continues to lack a Civil Service Act for its public administration; this is
essential for establishing independence, professionalism and stability.

The reform of the judiciary has gained significant momentum. Work in the area of civil law has made good progress whilst efforts continue on criminal law as well as the organisation of the conrts and self-government of the judiciary.
In particular, a radical reform of the Criminal Proceedings Code has been adepted which aims to increase the capacity to investigate effectively and bring cases efficiently to trial.

Some additional measures to fight against corruption and economic crime have been taken. Nonetheless, corruption and economic crime remain a serious cause for concern, as evidenced by a governmental report which calls on support
Jfrom the political forces to address the issue.

The Czech Republic has consolidated its internal institutional framework in the field of human rights. However, increased efforts are necessary to better fight the persistent trafficking of women and children.

Considerable efforts have been made by the Cgech government as regards Roma and other minorities. However, further measures to combat widespread discrimination are needed, in line with the government policy for the Roma of June
2000. The central government should ensure that all levels of administration, including regional and local, fully abide by and implement the legislation in place as regards minority rights and that the financial resources necessary to do
50 are available.
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Some progress has been made in addressing the Accession partnership priorities d efforts are necessary. The government has proposed a Civil Service Law to the Parliament but this has not been adopted and
implementation of a comprebensive reform has thus not started. Continned and enconraging progress has been made on the reform of the judiciary. The majority of the tasks contained in the government’s resolution of 1997 concerning
the Roma have been fulfilled and the nment has adopted a long-term policy towards the Roma. However, further efforts are needed to implement measures to fight discrimination."”

The section below provides an assessment of developments in the Czech Republic, seen from the perspective of the Copenhagen political criteria, including the overall functioning of the country’s
executive and its judicial system. Such developments are in many ways closely linked to developments regarding the Czech Republic's ability to implement the acguis, in particular in the domain of
justice and home affairs. Specific information on the development of the Czech Republ bility to implement the acguis in the field of justice and home affairs can be found in the relevant section
(Chapter 24 — Cooperation in the field of justice and home affairs) of part B.3.1. of this Report.

Recent developments

The minority Social Democrat government continued to function normally in both domestic and foreign affairs and to pursue its programme of economic and social reform. It completed its full
term in office, which began in 1998 and was brought to a close by the parliamentary election of 14-15 June 2002.

The Organisation for Secutity and Cooperation in Europe (OSCE) monitored the elections, at the invitation of the Czech government, and found that the election process met all international
standards. In particular, the Czech Statistical Office acted as a model of transparency by efficiently publishing the election results.

As no party won a simple majority of seats, the President invited the leader of the largest party, the Social Democrats (CSSD), to conduct talks with other parties with a view to forming a
government. Subsequently, on 15 July the President appointed the new government composed of the CSSD and the Coalition patties. The CSSD has 11 ministers including the Prime Minister, the
Christian Democrats (KDU-CSL), has 3 ministers including Foreign Minister, and the Freedom Union (US-DEU) has 3 mini sters. This new coalition government has a majority of 101 seats out of
200 in the House of Deputies.

Thete continues to be a basic consensus amongst political parties in favour of European Union membership. Prior to the elections the outgoing government continued to meet regularly the main
opposition parties to review progress on EU accession. The new government has confirmed accession to the European Union as a top priority.

Democracy and the rule of law

The Czech Republic has achieved stability of institutions guaranteeing democracy and the rule of law. This was the conclusion of the 1997 Opinion and the subsequent Regular Reports, and has
been confirmed by developments over the past year. This section focuses on the most significant developments since the last Regular Report.

The Parliament

The overall operation of the Parliament has remained smooth, including during the pre-electoral period. Since the 2001 Regular Report, there has been an acceleration in the legislative process as
regards EU-related acts.

The procedures mentioned in the previous Regular Report which aim at streamlining cooperation between the Parliament and the Government on EU affairs remain in place. The Committee for
European Integration of the Chamber of Deputies continues to hold discussions with ministers on legislative proposals prior to submission by the Government to the Parliament. As in previous
years, the government avoided using the fast track procedure for the adoption of EU-related legislative proposals.<>

With a view to EU accession, new mechanisms for enhanced communication between the Government and the Parliament ate being introduced, such as the one contained in the amendment to the
Constitution which entered into effect in June 2002. It requires the Government to inform the Parliament on a regular basis — and in advance — of issues concerning the obligations stemming from
the Czech Republic’s membership of the EU.

A second amendment to the electoral law was passed in January 2002 following the abrogation by the Constitutional Court of a previous amendment which, the Coutt ruled, violated the
constitutional guarantee of proportional representation. The new amendment sought to strike a compromise by reducing the majoritarian elements of the original proposal.

As regards non-legislative EU-related matters, both Houses selected, in good time, their representatives and alternates to the Convention on the future of Europe.

The executive

Welcome progress has been achieved in the establishment of an independent, professional, stable and accountable public administration at central level. An important step forward was taken with
the adoption of the Civil Service Act in May 2002 after difficult discussions and a close vote in Parliament. The Act creates a specific and comprehensive legal framework for the central public
administration and reforms the existing arrangements in a number of key a reas.

Personnel policy is to be depoliticised by the creation of a General Directorate for the Civil Service which is to be responsible for the application of unified human resources management
throughout the administration, in coordination with senior officials in the Ministries and other bodies.

The allocation of human resoutces throughout the administration is to be rationalised through a process of "systematisation" which aims to determine the number of civil servant posts and the
funds earmarked for salaries in the Ministries and other bodies.

Professional standards are to be improved in a number of ways. There will be increased use of competitive exams for recruitment and filling of vacancies. Existing state employees will also be
required, during a transition phase, to pass an exam in order to be appointed as civil servants under the Act. Also, there is provision for more systematic assessment of civil servants’ performance as
well as cleater criteria for promotion.

The Institute of State Administration is to coordinate and provide an upgraded system of training for new recruits and throughout the career of officials, as well as targeting specific subjects such as
European Union Affairs and languages.

The system of remuneration is clarified and standardized. The remuneration system under the Civil Service Act is designed to overall improve the salaries of civil servants.



Thus the scope of the Act appears ambitious and comprehensive. Nonetheless, for the Act to have a significant impact it will need to be implemented in a constructive and cooperative spirit, on the
basis of a wide political consensus.

The Commission has consistently stressed that a stable public administration based on a clear legal framework and characterised by professionalism and independence from undue influences is
essential if the Czech Republic is to fully benefit from membership of the European Union. However, the transition period for full implementation of the Act extends to the end of 2006 and it may
take a considerable amount of time before the benefits of the Act will start to be felt. Therefore, an accel eration of the timetable for implementation would be desirable.

The officials of regional and municipal authorities will be governed by the Act on Officials of the Tertitorial Self-Governing Units adopted in June. This Act also aims to set up a framework for
professionalisation. The Act focuses on more transpatent procedures and more stringent criteria for recruitment, strengthening continuous training of officials and increasing standards of service to
the public. In compensation, some longer holidays and additional severance pay are provided for.

In 2002 the decentralisation process continued. In January 2002 the regions were granted a fixed portion of tax revenue thus increasing their own resources and getting more decision making
autonomy. Furthermore, the limits on the capacity of the regions to run debts, introduced in November 2001, have been abolished. By mid 2002 a further raft of legislation was adopted concerning
the transfer of competencies as well as property and staff from the District Offices, which a re due to be abolished as of January 2003, to the municipalities and regions. It has not been decided yet,
which part of the resources of the regional budgets would be increased to accompany the transfer of the remaining competencies.

The judicial system

Since the previous Regular Report the Czech Republic has made further progress with judicial reform, in particular as regards administrative law, the organisation and self-administration of the
judiciary and the implementation of the new Code of Criminal Proceedings.

The judicial system is composed of four main tiers: 86 district courts, 8 regional coutts, 2 high courts and the Supreme Court. In addition there is the Constitutional Court, which may be addressed
directly by citizens in some cases of alleged violation of fundamental rights. Prior to the communist era, the court system was largely based on that of the Austro-Hungarian Empire. Since then,
post-1989 basic codes have drawn upon prewar, communist and modern elements and thus require extensiv e revision.

Judges are nominated by the Ministry of Justice and appointed for life by the President of the Republic. Certain State prosecutors are subject to a security vetting procedure. The Ministry of Justice
determines the number of judges and state prosecutors and their promotion, and administers the budgetaty resources of the judiciary. Judges’ salaries, which are relatively high, are set by Parliament.
The Constitution enshrines the independence of judges, although the Minister of Justi responsible for appointing, transferring and terminating the appointment of the President and Vice-Presidents
of courts.

Several developments can be noted over the reporting period. The important and much debated Act on Courts and Judges entered into force in April 2002. The Act introduced a first step towards
self-government of the judiciary by the creation of Judicial Councils which have the status of consultative bodies at all court levels. It also seeks to promote greater professionalisation of the
judiciary by establishing new procedures for the selection, training and evaluation of judges. However, me mbers of the judiciary and the Union of Judges criticised the Act as undermining the
independence of judges and, for similar reasons, the President of the Republic referred it to the Constitutional Court.

In June the Constitutional Court subsequently struck down certain provisions of the Act, on the grounds that they did not respect the constitutional principle of division of legislative,
executive and judicial powers or the principle of independence of the courts. These provisions concerned the system of "re-evaluation" of judges' competence during their career, the
compulsory training of judges in the Judicial Academy and the performance of administrative responsibiliti es by the Presidents and Vice-Presidents of courts.

The ongoing constructive debate in the Czech Republic concerning the reform of the judicial system can be expected to continue.

The Act on Courts and Judges also creates a new Judicial Academy. This began operations in September 2002. The Academy is to provide life-long training for the judiciary. The Ministry of
Justice has revised the curricula for training of judges and State prosecutors, covering all relevant areas including human rights as well as civil and criminal judicial cooperation. It is
important that the appropriate representatives of the judiciary are involved in the functioning of the Judicia 1 Academy.

The Administrative Court Proceedings Code and the Act for Solving Some Questions of Jurisdiction were adopted in March 2002 and will enter into force on 1 January 2003. They introduce
a new, modern system of administrative law which consists of Regional Courts, which will act as first instance courts for all administrative matters, and a Supreme Administrative Court,
which will act as the second instance. This system was adopted following a Constitutional Court decision that the current a rrangements were unconstitutional. Furthermore, the
Administrative Court Proceedings Code extends the possibility of free legal aid to administrative justice. These reforms should complement the adoption of the Civil Service Act (see
previous section on the executive) in establishing a legal framework governing administrative actions.

The amendments to the Criminal Proceedings Code and to the Act on State Prosecutors (adopted in December 2001) began to be implemented in January 2002 and March 2002 respectively.
Both amendments strengthened the powers of the State prosecutors, who are directly responsible for investigating all criminal offences, including economic crime, money laundering,
organized crime, corruption and misuse of powers. The amendments to the Criminal Proceedings Code and the reform of the system of criminal prosecution have had a very beneficial effect
on the efficiency of preparation and organisation of criminal trials and have reduced delays in the criminal trial system. Cases appear to be better prepared for trial, pre-trial proceedings are
faster than before and the incidence of guilty pleas before trial has increased. The amended Criminal Proceedings Code also regulates the use of pre-trial detention (see below under Civil and
political rights).

On the basis of the Act on Judicial Executors of 2001, 103 judicial executors’ offices have been created and the Chamber of Judicial Executors has begun to operate. This is an important step
forward which has improved the speed and efficiency of the enforcement of civil judgements.

Administrative support for judges has improved. For example, as of 1 January 2002, there were 621 higher court officials, compared to 591 noted in the previous report. Since the previous
Regular Report, the number of judges and State prosecutors has increased. By 1 January 2002 the number of judges' posts had increased to 2 941 (in comparison with 2 893 in 2001); 2 669
judges were in active service (as of 1 April 2002) while 272 judicial vacancies remained. The total number of public prosecutors' posts had increased to 1 250 by 1 January 2002 (compared to
1 055 in 2001); 973 prosecutors were in active service (as of 1 April 2002) while 277 vacancies remained.

Good progress continues to be made in the re-codification of criminal and commercial law, with a view to its completion by January 2005.

Access to justice is reasonably well maintained save that, except in family cases, there is still no general provision in most first instance courts for emergency judges for urgent matters when
the courts are closed. Legal aid is available in criminal and civil cases. However, less well informed members of the public may not be fully aware of their entitlement. The development of
professional enforcement officers has improved the speed and efficiency of enforcement of judgements.

A key atea for further improvement remains the reduction in length of court proceedings, which are a concern also for the Human Rights Commissioner. In particular, the amendments to the Civil
Proceedings Code of 2001 have so far had little discernible effect except that injunctions can now be more speedily obtained. Otherwise, the civil litigation system does not yet appear to have
become significantly speedier. Recent figures from the Ministry of Justice show that t he duration of criminal and civil proceedings increased in 2001 compared to 2000 and 1999.

Overall, the recent judicial reforms need to be further underpinned by additional human and material resources. The burden of routine administrative duties continues to slow down the justice
system by deploying judges on routine administrative work when they could otherwise be deployed in judging cases. Therefore, increased efforts are needed to ensure adequate administrative
support for judges and courts, notwithstanding some progtess in the provision of information technology to the cou tts. District courts and some regional courts continue to lack sufficient financial
support.

Judicial training is developing well but there is an utgent need for the further training of teaching staff in interactive methods, such as simulated hearings, and regarding the reform of the system of
criminal prosecution. The setting up of the judicial academy is a positive step, although its success depends on how far judges can make use of it, since it is situated far from the judicial centres of
Brno and Prague.

Furthermore, there is widespread dissatisfaction with, and allegations of corruption concerning the administration of the commercial business register which is operated by the judiciary. The register
appears to be chronically understaffed. The 15-day deadline for handling requests for company registration, introduced by an amendment to the Civil Proceedings Code, has not so far had a
significant impact.

Finally, the courts do not have sufficient judges trained in asylum law or available to hear the number of asylum cases likely to come to coutt in the near future. The capacity of these courts needs to
be strengthened in order to cope with the introduction of the new appeals procedure.

Anti-corruption measures

Surveys indicate that corruption and economic crime remain a serious cause for concern. During the reporting petiod, the Czech authorities undertook a number of administrative measures to
strengthen the fight against these phenomena. In April 2002 the Government approved its own report on corruption which confirms that the situation is not improving. It noted that bribery in the
public administration and fraud in the private sector continue to be signific ant problems. It highlights the fact that corruption continues to affect the proper functioning of the state administration,



the police (especially the aliens police and the traffic police), healthcare, banking, the judiciaty and intelligence services and that it also influences the political sphere. Public opinion is increasingly
concerned about corruption and economic crime.

Since the previous Regular Report, a number of steps have been taken to combat corruption.

As a consequence of amendments to the Criminal Proceedings Code, the Police Presidium has been undergoing an internal reorganisation since 1 January 2002. Two services have
responsibilities in the field of the fight against corruption and economic crime: the Service for Criminal Police and Investigation and the Office for Financial Crime and State Protection. Their
respective competencies still need to be more clearly defined and coordination with related agencies should continue t o be improved. Corruption within the police is directly investigated by
specialised state prosecutors.

The new specialised police unit for witness protection, which was established following the entry into force of the Act on Witnesses, is fully operational. This unit provides protection
measures for witnesses, particularly in cases concerning corruption, economic crime and organised crime.

The establishment of specialised units on corruption and economic crime at the Supreme Public Prosecutor’s Office in Brno, with branches at the High Public Prosecutor's Offices in Prague,
Ostrava and Olomouc, represent a major positive step. During 2001, there were a number of high-profile prosecutions and convictions for economic crimes. Between 5 October 2000 and the
end of May 2002 the specialised offices at the Supreme State Prosecutor's Office noted the following s: 139 investigations were opened, of which 99 are still under investigation, while 40
investigations have been completed. Regarding corruption within the police force, the Government report notes that the traffic police and aliens police services remain particularly affected.
The Act on the Status of Members of the Security Forces, which also included a code of ethics for police officers was rejected by Parliament in 2002 and will need to be resubmitted.

Each Ministry is required to draw up its own anti-corruption programme and appoint a co-ordinator responsible for its implementation. The Ministries of the Interior and of Finance have
developed such programmes for police and customs officers. The Ministry of Finance is putting in place a regulatory framework which empowers specialised police services to obtain access
to data concerning taxation, and is appointing officials from regional tax authorities to permanent joint teams. Several m inistries are developing public awareness campaigns and a telephone
hotline and e-mail address have been established.

As regards public procurement, an amendment was adopted in May 2002 which strictly limits the use of emergency ‘fast-track’ procedures. This is welcome as it should significantly
contribute to the transparency and predictability of future decisions in this field.

The adoption of the Civil Service Act (see above on the executive) should, as it is gradually implemented over a lengthy transition period, help increase transparency and standards in public
administration. It should reinforce the requirements of the 2001 Code of Ethics on the basic obligations, rights and duties of civil servants. However, much will depend on the spirit in which
the Act is implemented, including implementing regulations.

Figures made available by the Ministry of Justice indicate the following results for 2001: as regards corruption, there were 200 prosecutions (compared to 160 in 2000) and 117 convictions (also 117
in 2000). As regards "abuse of the position of public officials", there were 262 prosecutions (compared to 232 in 2000) and 99 convictions (100 in 2000). As regards "fraud", there were 9,486
prosecutions (9,445 in 2000) and 5,491 convictions (6,034 in 2 000); for "credit fraud" there were 1,592 prosecutions (619 in 2000) and 652 convictions (243 in 2000), for "legalisation of proceeds
from crime" there were 40 prosecutions (15 in 2000) and 3 convictions (6 in 2000).

The government report of April 2002 on progtess in implementing the National Programme for Combating Corruption concludes that one of the main reasons why anti-corruption policy is not
successful is that the efforts of the public administration do not have sufficient political support, as there is not sufficient parliamentary consensus on a comprehensive anti-cotruption programme.

The report also notes that present capacities to combat corruption are inadequate, although the merger of the police and investigators and the concomitant strengthening of the role of the public
prosecutor represent a major achievement. At present, even though the number of convictions for corruption is increasing, it remains low in relation to the total number of crimes detected. The
next step to be taken by the Czech authorities is to intensify training in order to strengthen and furthe r specialise the skills of the personnel working in these specialised departments. Additional
human and technical resources also need to be made available.

The Czech Republic is a party to the Council of Europe Convention on Money Laundering, Search, Seizure and Confiscation of the Proceeds from Crime and to the Criminal Law Convention on
Corruption, as well as to the OECD Convention on Combating Bribery of Foreign Public Officials in International Business Transactions. It has signed but not ratified the Council of Europe Civil
Law Convention on Corruption. The Czech Republic continues to participate actively in the monitoring of anti-corru ption measures adopted by the OECD Working Group on bribery in
international commercial transactions. In February 2002, the Czech Republic joined GRECO, the Council of Europe Group of States against Cotruption. A GRECO evaluation mission to the
Czech Republic is scheduled for October 2002.

Human rights and the protection of minorities

The Czech Republic continues to respect human rights and freedoms. This was the conclusion of the 1997 Opinion and the subsequent Regular Reports, and has been confirmed over the past year.
The following section focuses on the most significant developments since the last Regular Report.

The Czech Republic has acceded to the main international human rights conventions (see annex). The Additional Protocol to the European Social Charter, providing for a system of collective
complaints, was signed on 26 February 2002. However, the revised European Social Charter, signed in November 2000, has not yet been ratified.

In May 2002, the Czech Republic signed Protocol No 13 to the Convention for the Protection of Human Rights and Fundamental Freedoms on the abolition of the death penalty in all
circumstances.

The Czech Republic has signed but not ratified Protocol No. 12 to the Convention for the Protection of Human Rights and Fundamental Freedoms prohibiting all forms of discrimination. The
principle of non-discrimination is enshrined in the Czech Charter of Fundamental Rights and Freedoms. So far, however, comprehensive anti-discrimination legislation is lacking. The Government
set a timetable for the transposition of the EC anti-discrimination acguis. On 20 Februaty, the Government e ntrusted the Deputy Prime Minister with drafting the laws, regulations and
administrative provisions necessaty to comply with the acguis by the end of 2002. An inter-ministerial working group has been set up to assist in the drafting of anti-discrimination legislation and in
the creation of a body for the promotion of equal treatment (see Chapter 13 - Social policy and employment).

The internal institutional framework in the field of human rights has been further consolidated with the appointment of one of the Deputy Prime Ministers as chair of the Council for Roma Affairs
(formerly the Inter-Ministerial Roma Commission) and of the Council for National Minorities. The Government Commissioner for Human Rights continues to chair the Council for Human Rights.
The role of these structures is discussed in more detail in the relevant sections below.

The Public Protector of Rights (Ombudsman) and his Office have continued to perform their tasks. The Ombudsman received a total of 5, 996 complaints in 2001. A total of 3, 139 (i.e. 52%) of
these have been addressed. Most of the complaints concern restitution claims, disputes over real estate and complaints about social insurance, the police, the army and prison services. At 31
December 2001, the Office employed 86 people, including 54 dealing directly with complaints; its independent chapter in the 2002 State Budget amounts to CZK 80.8 million. The high number and
great vatiety of complaints received by the Ombudsman’s Office indicate that it is responding to a very real social need.

Civil and political rights
Additional steps have been taken to further improve the protection of civil and political rights, although some issues remain a source of concern.

In order to reduce instances of degrading treatment by the police, training of the police is ongoing, including in the area of respect for human rights and communication with the public. Also, the State
Prosecutors now are responsible for overseeing the investigation of police misconduct where this may constitute a criminal offence. However, efforts need to be continued to improve the system
for redress against police misconduct, in particular through the adoption of a Code of Ethics.

Trafficking in human beings still remains a cause for concern but the Government has undertaken significant steps to combat it. The Czech Republic continues to be simultaneously a country of origin,
destination and transit. The amendment to the Criminal Code, which entered into force in June 2002, extends the scope of the provisions to "trafficking in human beings" thus also covering
children. Trafficking is also recognised as occurring out of the Czech Republic as well a s into the Czech Republic, and in response, the related sentences have been increased. The Council for
Human Rights highlighted the need to improve the prosecution and punishment of the perpetrators of trafficking in human beings. To this end it proposed a set of measures that were adopted by
the Government but still need to be implemented. In July 2002 the Government adopted a report on the implementation of the 2000 National Plan Combating Commercial Sexual Abuse of
Children and updated the Plan. The repo rt highlights that the level of awareness and communication of the responsible organisations has improved. The Plan aims, inter alia, to further strengthen
the legal framework.

As regards police custody, persons in detention continue to be unable to notify a third party, other than legal representatives, of their situation.

The average length of pre—trial detention decreased to 171 days at end of March 2002 compared to 176 days at end of March 2001. The amended Criminal Proceedings Code, which entered into force
on 1 January 2002, regulates recourse to pre-trial detention, and should further reduce the number of persons held in custody. As of end March 2002, pre-trial detainees made up 18% of the total
prison population (compared to 27% in May 2001).



Prison conditions continue to meet minimum international standards but also to attract criticism. Since the previous Regular Report, the Ministry of Justice has sustained its efforts to further improve
the situation. Statistics from the Prison Setrvices indicate that, as of end May 2002, the total prison population had fallen to about 17 600 (compated to 22 000 in May 2001). The rare use of
alternative punishments limits the scope for a further reduction of the prison popu lation. There remain concerns about the absence of judicial review procedures for prison setvice decisions
regarding prisoners, such as disciplinary punishments.

In 2001 the number of asylum seekers continued to increase and in fact a record high number of 18 096 people requested asy/um in the Czech Republic, an increase of 106% on 2000. As of end July
2002, 5,209 people had requested asylum since the beginning of the year, suggesting a progressive decrease from the peaks reached in 2001. The Government continues to fund an integration
programme. An amendment to the Asylum Law, which entered into force in February 2002, t ightened the conditions for granting asylum. It also established a second independent appeal instance
for rejected asylum applications. The amendment also accelerates the processing of cases in which the reason for requesting asylum is not in line with the UN Convention relating to the Status of
Refugees of 1951. The existing A/iens’ Law has been criticised by the Council of Human Rights for not being anchored in a comprehensive migration policy.

The Ministry of the Interior’s Report on Extremism noted that in 2001 the number of racially motivated crimes that were registered rose to 452 compared to 364 in 2000 and 316 in 1999. The Czech
Penal Code specifically penalises a number of acts motivated by racism and intolerance, including incitement to hatred. However, the implementation of the relevant provisions remains reportedly
unsatisfactory, and there are indications that law enforcement agencies have, in cett ses, failed to take appropriate action.

As regatds freedom of expression, there has been little progress in tackling the lack of transpatency and stability in the television sector. This is a cause for concern, given the important role of television
in any modern democracy. There are now two disputes between foreign investors and their Czech partners, about the ownership of broadcasting licences and control of commercial television
stations, which may have to be solved in international arbitration courts. The Council for Radio and Television Broadcasting should exercise its responsibilities more effectively and needs to
maintain its political independence.

As regards the freedom of religion, a new law on the freedom of religion and on the status of churches and religious societies entered into force in January 2002. The law regulates the status and
registration of churches and religious societies. It provides that 300 members are necessary for the registration of a church or religious society as a legal entity. Moreover, in order to conduct certain
activities, such as religious teaching in school, the law requires the collection of 1 0,000 signatures. The law has been criticised as disctiminating against minority religions. Also, the Czech Bishops'
Conference stated that the law infringes on the right of churches and religious societies to manage their institutions, especially those committed to social and charitable wotk, by imposing new
administrative measures and controls.

The Government supported civil society through the publicly funded Foundation Investment Fund. In order to ensure that NGOs can become self-sufficient, the authorities have started to take
steps to develop a legal and fiscal framework that is favourable to NGO development and promotes a responsible domestic donor culture. The amendment to the law on foundations and
foundation funds, which regulates and standardises the regime of foundations and foundation funds, entered into force in July 2002.

As regards the restitution of property, in March 2002 the Government took further steps to transfer property to the Association of Jewish Communities in the Czech Republic, on the basis of the Act
on the Alleviation of Some Property Injustices caused by the Holocaust. The Commission dealing with the reparation of property injustices caused by the Holocaust, which was set up in 1998, was
wound up in March as it had fulfilled its mandate.

In 2002 there was considerable public discussion concerning the Czechoslovak Presidential Decrees of 1945 and ensuing post-war legislation relating to the Sudeten German population as well as
restitution legislation and practice since the early 1990s. The then Prime Minister Milo {{X9A}} Zeman and Commissioner Gunter Verheugen made a joint statement in April 2002 on these issues.
On this occasion they agreed to carefully review all legal aspects, including existing jurisprudence, of t omplex matters. At the end of the reporting period this exercise was still ongoing. The Czech
Parliament and the European Parliament also adopted resolutions on these subjects.

Economic, social and cultural rights
Some significant steps have been taken to further improve respect for economic, social and cultural rights, although certain issues still need attention.

The Council for Equnal Opportunities started its work on 1 January 2002. It is chaired by a Member of Parliament, and is composed of 23 members, including deputy ministers, representatives from
NGOs, experts and the Government Commissioner for Human Rights. Its task is to advise the Government on equal opportunities legislation, set priorities in the realisation of equal opportunities
projects and co-ordinate officials in line ministries in charge of equal opportunities. The major I egislative changes brought about by the amendment to the Labour Code, which entered into force in
January 2001 — introducing the principle of equal treatment for all employees and strengthening the ban on any form of discrimination — have unfortunately so far gone largely unnoticed. More pro-
active enforcement and awareness campaigns are needed.

According to statistical office data, in 2000 the average gross income of women was 70.1% of that of men. This indicates a deterioration of 3.1% from 1999. However, on a positive note, the newly
elected 200-member Chamber of Deputies includes 34 women (17%), a slight increase over the previous Chamber (16%). Moreover, the new Cabinet includes two women while the previous
Cabinet had none.

The amendment to the Act on Social and Legal Protection of Children came into force in January 2002. The Report on Human Rights situation of the Government Commissioner for Human
Rights notes that the implementation of this law should be improved to ensute that there is effective monitoring of the placing of children in institutional care. Alternative solutions, such as
different types of family cate, need to be fully considered.

Thete have been calls to improve mental health care and the rights of the mentally disabled. Whilst significant improvements have been achieved, further reform is called for to develop community-
based support services and to improve the quality of care in mental health institutions.

As regards trade union rights, the Czech-Moravian Confederation of Trade Unions (CMKOS), the major umbrella trade union otrganisation, continued to denounce obstructions to the right to
unionise, particularly in large-scale retail chains owned by foreign firmsl. The Report on Human Rights of the Government Commissioner for Human Rights noted two breaches of trade union
rights in firms that are part of multinational corporations.

Minority rights and the protection of minorities

Over the past few years, the Czech authorities have taken several crucial steps in this area. A legislative framework regulating the rights of national minorities entered into force in August 2001, and a
government policy for Roma (the "Concept for Roma Integration") was adopted in June 2000. Since then, the policy, which is funded from the state budget, has been regulatly updated. However,
while the situation of non-Roma minorities in the Czech Republic (i.e. essentially Slovaks, Poles, Germans, Hungarians and Ukrainians) is largely satisfactory, Roma still suffer from widespread
discrimination in education, employment and housing. There have been further cases of racially motivated violence against Roma.

The 2001 Regular Report noted that while the Government had made considerable efforts as regards Roma and other minorities, further governmental and non-governmental measures to combat
widespread discrimination were still needed. Over the reference period, the Government has adopted some more measutres in favour of the Roma minority.

The first Report on the situation of national minorities in 2001, submitted in line with the Law on the Rights of National Minorities and adopted by the government in June 2002, identified a
number of persistent problems, mainly related to the use by members of minority groups of their mother tongue. The Council also administers grants from the state budget to minorities. In
2001 approximately CZK 30 million was allocated to supporting publications by and for minority groups, CZK 1 0 million for cultural activities and CZK 15 million for educational
activities.

In November 2001 the Government adopted a set of measures to achieve a more vigorous implementation of the government policy for Roma of June 2000. Key measures include the
extension of the "street workers" (social workers) scheme, the adoption of a primary school pilot project over the 2002-2003 school year and the extension of preparatory classes to prepare
Roma children for mainstream primary schools and the presence of assistant teachers beyond primary school.

In January 2002, the Government updated its policy towards the Roma, first adopted in June 2000, by assessing the fulfilment of its tasks and setting out the main priorities for the future.
These include the strengthening of the human rights institutional framework; anti-discrimination measures, in line with the acquis; affirmative action in education, employment, social and
health care and housing; support for the development of Roma language and culture; changing social attitudes ; ensuring the security of the Roma.

However, the budgetary framework for this policy is fragmented along ministerial lines so the necessary resources, for example for housing programmes, need to be made available in the
state budget for 2003. Also, regional and local authorities, which are indispensable for the implementation of such a programme, are invited to participate but mechanisms for their
coordination are lacking.

The Inter-Ministerial Roma Commission, now called the Council for Roma Affairs, has 14 Roma regional representatives and an equal number of officials from the ministries. As in 2001, the
Council was allocated CZK 25 million to administer projects for the support of the Roma community, mainly comprising scholarships for Roma students and support for social workers. In
February, the Government released a further CZK 9 million to complete the housing project "Co-Existence Village" in the city of Ostrava (northern Moravia), started in 1999, which
addresses the needs of socially disadvantaged families, some of whom were affected by the floods of 1997.

Building on the experience of the anti-racism campaign "Tolerance Project", the Government approved in April a new campaign worth CZK 6 million, consisting mainly of an information
and media campaign at regional and local level, a media presentation of the Roma social street workers project, as well as an education campaign at secondary schools.



The Government approved a set of measures dealing with the education of Roma children. The Government thus reacted to the final recommendations of the UN Human Rights Committee,
which deplored the segregation of Roma children in special schools. The measures include the dissemination of information material, a voluntary full-time schooling pilot project in five
primary schools, and the continuation of the preparatory classes scheme.

Following transfer of competence to the regions, the Regional Premiers (/ejtmans) have decided to appoint Roma coordinators in only 7 out of 13 regions so far. Meanwhile the fate of the
much appreciated Roma advisors seems uncertain, as their administrative basis, the District Offices, will be abolished by the end of 2002. This extensive network has proved useful, by
providing local contact points with the Community and by bringing Roma interests to the greater attention of the pub lic administration. The appointment of Roma coordinators in the regions
still lacking them and the preservation of the Roma advisors’ network are important to maintain the momentum.

The National Action Plan on Employment for 2002 contains several measures aimed at improving the situation of the most disadvantaged groups on the labour market, in particular programmes
aimed at boosting their qualifications and encouraging retraining. Also, the activities of the Committee for Long-term Unemployed aim to facilitate co-operation between all relevant actors at
regional level in improving the situation of the most vulnerable groups on the labour market . In co-operation with Roma organisations, the Committee supports employment and creation of jobs
for Roma population. Furthermore, the Committee supports development of specific educational and training programmes and seminars for disadvantaged groups.

In spite of these efforts, widespread disctimination continues to exist and the Government’s efforts to date have not yet reached a threshold capable of bringing about structural change. More
attention should be given to achieving results in this area and to measuring progress in achieving them.

Regrettably, the new School Act laying down, #nter alia, a wider reform of the education system, notably phasing out the system of special schools, was again rejected by Parliament. Meanwhile, the
steps taken thus far by the Ministry of Education appear ad hoc and low impact. Nevertheless, both preparatory classes and the promotion of Roma assistant teachers in the classroom have had
encouraging results on a small scale.

Roma unemployment remains very high. Widespread discriminatory hiring practices are still being reported. The Ministry of Labour and Social Affairs has so far been unsuccessful in defining an
incentive structure for the employment of Roma, as well as for positive actions, as called for by the government policy.

The government policy document recognises the gravity of the problem of the segregation of Roma into inferior categories of social housing (so-called "holobysy") and includes a survey of the
situation. The absence of legislation against discrimination in the field of housing makes Roma families vulnerable to eviction, as local authorities have discretionary powers in the allocation of
municipal housing.

An effective appeal system which may lead to appropriate compensation and sanctions, is required in order to deal with cases of discrimination. The Human Rights Commissioner has emphasised
the need for comprehensive anti-discrimination legislation to be adopted and existing legislation to be applied more forcefully. For example, so far there has been no successful case concerning
racial discrimination in the field of employment, despite the relatively strong legal framework which exists. Equally, the police and judiciary have a key role to play in ensuring impartiality in their
dealings with the Roma community, as does the media in promoting tolerance of diversity. Decisive measures are needed to combat racially motivated violence, including where it would be
committed by the police.

As reported in previous years, the Czech Republic is a patty to the Framework Convention for the Protection of National Minorities. In February 2002, the Committee of Ministers of the Council
of Europe concluded that the Czech Republic had made commendable efforts to support national minorities and their respective cultures. However, there was still scope for improvement, including
by law-enforcement officials, especially as regards the Roma. Real problems remained as regards discriminati on against the Roma in various fields.

General evaluation

In its 1997 Opinion, the Commission concluded that the Czech Republic fulfilled the political criteria. Since that time, the country has made considerable progress in further consolidating and
deepening the stability of its institutions guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities. This has been confirmed over the past year. The Czech
Republic continues to fulfil the Copenhagen political criteria.

The government has taken further steps to improve the functioning of the central administration. In particular, it has adopted a Civil Service Act which establishes a legal framework for the central

public administration and reforms the existing atrangements in a number of key areas. The Act foresees a gradual implementation of its provisions during a transition period which may extend up to
e end o 6, in order to allow sufficient time for their careful preparation an orough app lication. Nonetheless, it woul e desirable for full implementation to be achieved as soon as

th d of 2006 der to all fficient ¢ for th ful t d th h licat Nonethel t Id be d ble for full it tation to be achieved

possible so that the Czech public administration will be better equipped to deal with the extra demands created by accession to the European Union. The process of decentralization has continued,

with the continued transfer of competencies to the regions and municipalities.

The reform of the judiciary has made further progtess, in particular with the introduction of a new system of administrative law and the implementation of the streamlined Criminal Proceedings
Code. However, further efforts are needed to reduce the length of court proceedings, patticulatly in civil cases. Overall, the recent reforms need to be underpinned by additional human and material
resources as well as increased judicial training.
Some additional legal and organizational measures have been taken to fight against corruption and economic crime, which remain a cause for setious concern. Efforts need to be increased. In
patticular it is necessary to ensure that the relevant law enforcement institutions receive additional human and technical resoutces. A recent government report highlights the importance of ensuring
full support from political forces in this field.

The Czech Republic continues to respect human rights and freedoms.

An amendment to the Asylum Law, which entered into force in February 2002, tightened the conditions for granting asylum. It also established a second independent appeal instance for rejected
asylum applications. The Council for Equal Opportunities started its work in January 2002.

Some additional activities have been undertaken to improve the difficult situation facing the Roma community. However, more structural measures ate needed in order to achieve significant results
in remedying disctimination in access to education, housing and employment. The adoption of comprehensive anti-discrimination legislation would be an important step forward in this regard.

Economic criteria
Introduction
In its 1997 Opinion on the Czech Republic’s application for EU membership, the Commission concluded:

"The Czech Republic can be regarded as a functioning market economy; it should be able to cope with competitive pressure and market forces in the Union in the medium term provided that
change at the enterprise level is accelerated."

In its 2001 Regular Report, the Commission found that:

"The Czech Republic is a functioning matket economy. Provided that it makes further progtess towards medium-term fiscal consolidation and completes the implementation of structural reforms, it
should be able to cope with the competitive pressure and market forces within the Union in the near term."

In examining the economic developments in the Czech Republic since the Opinion, the Commission’s approach was guided by the June 1993 conclusions of the Copenhagen European Council,
which stated that membership of the Union requires:

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

In the analysis below, the Commission has followed the methodology applied in the Opinion and the previous Regular Reports. The analysis in this year’s Regular Report takes stock of the
developments since the Opinion was drafted.

Economic developments

The Czech economy has returned to solid growth rates following a recession in 1997 and 1998. The currency crisis of 1997 revealed macroeconomic imbalances caused by a transition path that had not
sufficiently underpinned macroeconomic reforms with microeconomic restructuring. As a result, the external balance became unsustainable and it was necessary to introduce an austerity
package which led to output decline and rising unemployment. The economy regai ned growth in 1999 on the basis of increasing external demand. More recently, domestic demand has
become the driving force of growth. However, the disastrous flooding, which hit the country in August 2002, might weigh on the short-term economic performance in the second half of the
year. Accelerating growth of fixed investment, not least pushed by strong foreign direct investment (FDI), has upgraded the production capacities of the economy. This has resulted in
productivity gains and an increasing competiti veness of Czech goods. The current account deficit has risen as economic activity has gained pace. However, the deficits have been fully



covered by the surpluses on the financial account. Wage increases broadly in line with productivity growth have allowed for a rise in private consumption in tandem with low inflation.
Monetary policy has successfully pursued its disinflation path keeping the inflation rate on low single digit levels. The strong appreciation of the Czech crown against the euro since the end
of 2001 led the government and the central bank to agree on a bundle of measures to contain further significant appreciation. Overall, the economic policy mix has improved since 1997.
However, the fiscal stance of the government has loosened in recent years. In the absence of structural reforms on the expenditure side of public budgets, this could endanger the medium-
term sustainability of public finances.

Main Economic Trends

Czech Republic 1997 1998 1999 2000 2001 Average || 2002 latest
Real GDP growth rate per cent 0.8 1.0 05 33 33 11 25Q1
Inflation rate per cent 8.0 9.7 18 39 45 5.6 32July®

- annual average

- December-on-December per cent 9.4 58 25 4.0 B 5 0.2 July

Unemployment rate per cent AR5, 50 8.5 8.8 8.0 Tl 77Q1
- LFS definition

General  government  budget | per cent of 27 45 3.2 33 55 3.8
balance GDP
Current account balance per cent of -6.1 £255) -2.8 <55 =47 =45
GDP
Million -2,835 -1,187 -1,470 -2,945°¢ -2,304 -504 Jan.-March ©
ECU/€ .
Gross foreign debt of the whole | per cent of 425 452 46.8 38.1 8 8
economy exports of
goods and
- debt export ratio Services
Million 11,224 14,563 14,792 8 8
ECU/€
Foreign direct investment inflow 2.5 6.6 11.6 9.8 8.7 78
- balance of payments data per cent of
GDP
Million 1,148 3303 5932 5,405 5480 4255 725 Jan.-March ©
ECU/€

ational sources. OECD external Debt Statistics

Sources: Enrostat.

a series break as a result of some technical changes to the definition.

b Moving 12 months average rate of change.

 Source: Website of the National Bank.

Sulstantial progrss in stractural reform bas paved the wa for a growth-supportie economic eminment. Since 1999, the supply side of the economy has considerably strengthened with the help of strong forcign direct investment and accelerating growth rates in fixed investment. Increasing productivity and higher competitiveness have encouraged the Czech export sector. After a long-winded and costly process,
banking privatisation was completed in 2001. This has speeded up the final restructuring of the sector and has improved the conditions for more business oriented financial services. This and an upgrade of regulation and supervision, which brought it closer to international standards, has put the stability of the financial sector as a whole on a firmer footing. Restructuring and privatisation of state-
owned enterprises in the corporate sector has progressed and has left over only some large-scale sensitive cases. The banking and corporate sector have | argely been freed of bad assets which are now concentrated in the portfolio of the Czech Consolidation Agency, the state’s bail-out insitution. Efforts to sell off the bad assets to private investors, which had stalled for some time,were recently.
resume

The Czech Republic has made no progress in terms of real income convergence with the EU. In 2001 the average per capita income in purchasing power standards amounted to 57% of the EU average. As regards the income level, there is a marked difference between the capital and the rest of the country. Prague reached 124% of the EU average in 1999 but all the other regions remained well
below 75% in 1999. The economic activity rate has been at relatively high levels of around 71-72%. Ho wever, over the same period, the employment rate fell significantly from 68.5% to 65% reflecting the rise in unemployment. The unemployment rate was 8% in 2001 with higher rates for young people (16.3%) and women (9.6%) than for men (6.7%). Unemployment has been increasingly
concentrated among the less skilled. The rise of long-term. a share of total tinued for several years now. In 2001, it rose to 52.9% up from 32.3% in 1997. Prague is hardly affected by unemployment at a Il while regions undergoing industrial restructuring are burdened with persistently high unemployment.

Main Indicators of Economic Structure in 2001

Population (average) Thousand 10,224
GDP per head * PPS 13,300
per cent of EU average 57

Share of agriculture ” in:

- gross value added per cent 42
- cmployment per cent 46
Gross fixed capital formation/GDP per cent 283
Gross foreign debt of the whole economy/GDP © per cent 26.5
Exports of goods & services/GDP per cent 713
Stock of foreign direct investment Million € 23352°¢
€ per head * 2284
Long term unemployment rate per cent of labour force 42

a Figures have been calculated using the population figures from National Accounts, which may differ from those used in demographic statistics.
® Agriculture, hunting, forestry and fishing.

Data refer to 2000.

Assessment in terms of the Copenhagen criteria

The existence of a functioning market economy

‘The existence of a functioning market conomy requires that prices, as well 1 trade, are liberalised and that an enforceable legal system, including property sights,is in place. Macroeconomic stability and consensus about economic policy enhance the performance of a market economy. A well-developed financial sector and the absence of any significant barriers to market entry and exit improve the efficiency of
the economy.

The gorermments sinee 1997 hare been able o maintain  generalconsensus abou economic poliy priorties i e framework of EU aceesion. However, there have been different views on the speed and sequencing of the economie reform path. These different views have at no point put into question the overall commitment to EU accession. Policy co-ordination berween the government and the Czech National Bank (CNB) has
broadly worked well and the independence of the CNB has finally been enshrined with the amendment of the Act on the CNB in 2002, The Czech Republic has participated in the Pre-accession Fiscal Surveillance. At the end of August 2002, it submitted its latest Pre-Accession Economic Programme, which was adopted by the government on 28 August 2002,

Argegrovih of 1% vt she e b b composd by oo, years of cnracion i 1997 and 1998 anda subsquent ey Maswoconoic sabity b b nsined. Pror  the ecovery, the economy had 10 g0 through is fest postransiton cisis which was provoked by macrocconomic imbalances coupled with substanial shortcomings on the microeconomic reform agenda. The implementation of an auserity package
consisting of tight fiscal and monetary policies led o a n output decline in 1997 and 1998, but adjusted economic quently improve for growth. Since 1999, the economy has been recovering again with average growth of 2.4% since then. First, the economic pick up was driven by external demand and — 1o a lesser extent - by private consumption while fixed investment was still
declining With growth prospects improving on the back of an increasingly stable macrocconomic cnvironment and atractive investment incentives, fixed iaves has since been boosted. This has been supported by very high forciga dircct iavestment, Domestic demand has become the driviag force of cconomic growth, a development which has cushioned the impact of the 2001 cconomic slovdovn in the EUL
In 2001, GDP increased at the same growth rate of 3.3% as in the previous year, though with a clear deceleration over the course of the year. Fixed investment grew by a substantial 7.2% and household consumption by 3.9%. External trade contributed negatively to growth as i mports grew faster than exports. The performance in the first quarter in 2002 has extended the slowdown of GDP growth. The
growth rate reached 2.5% year-on-year with household consumption increasing by 4.1% and fixed investment 8.1%. Itis worth noting, that the growth in fised investment was strongly pushed up by sizeable investment expenditures by the Czech army. Exports and imports both grew at the same rate of 3.1%.

In August 2002, the Caech Republic s serionsly bis by devastating floods. Preliminasily, the damage has been estimated to amount up to CZK 100 billion (€ 3.3 billion). While most of the damage has to be covered by private households and insurance companies, public finances will also be affected by necessary contributions to flood relief. The overall economic impact of the flood cannot yet be assessed but it is likely
to slow down economic growth in 2002,

The curren account deficit averaged 4.1% of GDP between 1997 and 2001. Since 1995, he defiis have bee fnanced by bih inflows of foregn dinet imestment. In 1996/1997, the economy was eonfronted with unsustainable current account deficits due to soaring deficits in foreign trade. The implementation of the austerity measures in 1997 led to a temporary sharp deceleration of imports. With the economy recovering since
1999, the trade and current account deficits have widened ag ain. However, the trade deficits have been dominated by investment good imports and there is no indication so far that consumer goods imports are getting out of hand. In 2001, the trade balance recorded a deficit of 5.5% of GDP and the current account deficit ended up at 4.7% of GDP. The deficit was easily financed by a financial account
surplus. In the first quarter of 2002, the trade balance posted an estimated deficit of 4.6% of GDP and the current account deficit reached 4.2% of GDP.

Unenploymnt ronains big e 1 restatring and stcturl it on helabonr market. The wnemployment e (abour force survey dat) has more than doubled, from 4.3% in 1997 to 8.8% in 2000. It decrease to w in 2001 appears to be in particular the result of an amendment to the Labour Code limiting overtime work. The unemployment rate reflects the impact of the 1997 crisis and subsequent economic
restructuring which only started at a lat sition process . Employment fell in cach year between 1997 and 2000, amounting to a cumulative loss of employment of nearly 5% during that period. Only in 2001 was a small rise in employment of 0.3% registered. Though the adjustment process has been accompanicd by accelerating investment and new employment opportunities, these have not been
able to compensate for the job losses. e composition of reveals the structural in the labour markets. Workers in sectors undergoing restructuring find it di fficult to move to e regions with a higher growth potential since flexibility and mobility are hampered by deficiencies in re-qualification and the scarity of affordable housing in more prosperous regions. In
certain circumstances, the social benefit system may work as an disincentive to take up work. Hence, while some regions and sectors suffer from high and even increasing unemployment, others are reporting the first signs of shortages in the skilled labour force.

Inflation bas remained a relatively low leel. Aftes peaking at 9.7% in 1998, the inflation rate dropped to a very low 1.8% in the following year. However, since the beginning of the economic pick-up, as price deregulation measures have also been taken up again and pushed by the increase in international commodity prices, the inflation rate cdged up to 3.9% in 2000 and 4.5% in 2001. Throughout the first half of
2002, inflationary pressures were subdued. Slackening economic activi ty, low international commodity prices but also the strong Czech crown have contributed to this development. In the first half of 2002, consumer price inflation was 3% higher than in the corresponding period of the previous year.

The curent munetary and exchange rate poliy framevork: of it inflaton argeting and a managed exchange rat lat v seved the econamy el Inflaion targeting was introduced in 1998, with net inflation scrving as the refercnce until 2001. In the first years, the inflaion targets of the CNB were undershot. With its "Sctting of the Inflation Target for the Period 2002 to 2005", the CNB has embarked upon headline inflation
tangeting which helps ensure that the pu blic accepts the targers. The inflation target is set s a band which should fall continuously from 3% to 5% in January 2002 to 2% to 4% in Deccmber 2005, In the event of unexpected moves in regulated priccs, the CNB has the option of applying cscape clauses in order to mect is targets. Since its sharp depreciation in 1997, the Czcch crown has shown an appreciating
trend against the euro. This upward movement has accelerated strongly since the end of 2001 when conjectures on high foreign capital inflows du e to planned privatisations, the run up to EU accession and market perceptions of possible dates of the adoption of the euro, fuelled market expectations. In the first half of 2002, the Czech crown appreciated nominally by 9.2% against the euro. In the light of the
strong upward move of the exchange rate, the government and the CNB agreed in mid January 2002 on a joint strategy to prevent a further strengthening of the Czech crown. Essentially, the strategy aims at withholding foreign currency denominated p ublic revenues, in particular privatisation receipts, from the market. Additionally, the CNB has attempted to contain the appreciation by a mix of interest rate
cuts, market interventions and public declarations. However, the CNB has made clear that its policy interventions do not aim at reversing the general trend of appreciation of the Czech crown but at preventing excessively strong fluctuations and an exchange rate which is not anchored in real scctor developments. Overall, monetary policy has been acco mmodating since 1998. Policy rates have been cut back
several times, recently reaching 37 for the main interest ate, the two-week repo rate. The real short-term interest rate has cquall significantly been falling from around 11% in 1997 t0 0.5% in 2001, Monetary conditions reflect the low inflationary environment and the strong exchange rate of the Czech currency

Reluctance 10 ndertake /vmpn)/u/rm expenditure reforms has led 1o a deerioration in public fnances, The previous government pursued only modest fiscal consolidation, but the fiscal programme of the newly rcleclcd government is not very ambitious in this respect, either. On the basis of harmonised EU standards (ESA 95), the general government deficit has averaged 3.8% of GDP from 1997 to 2001. In 2001, the deficic
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carly retirement schemes and strengthened the relationship between contributions and benefits. Mandatory and quasi- mandatory expenditures of the state budge increased by roughly 10 percentage points of GDP since 1995 and account for about 80% of state budget spending. This has translated into pro-cyclical budgets in 2001 and 2002. The fact that public budgets suffer from a large shasc of
ind quasi-mandatory expenditures which leaves only tight room for fiscal manoeuvring proves particularly unfortunate in view of the necessary spending on flood relief. The government has announced that it does not intend to increase the planned state budget i o 200 s s A et e e o e Gl e priority to tax increases and to discretionary
expenditure cut backs. However, the urgency of a comprehensive reform concept with clear priorities in the area of mandatory expenditures should not be affected by the impact of the floods. Without tackling this problem medium-term fiscal consolidation is unlikely to be reached.

General government debt bas been moderate but his does not compltely et goverment's financial exposure. Genersl government debt reached 23.6% of GDP at the end of 2001, up from 13.7% in 1998, Past and current levels of government debt do not fully reflect the acrual picture of indebredness as they include only part of the debt of the transformation institutions and guarantees of the government and the National
Property Fund. The government has started to gradually internali sc these respective liabilites in the general government debr. That adds substantiall to the statistcally reported stock of government debt over time.



Good progress has been made towards greater fiscal transparency and better fiscal management. The government has taken measures to improve the transparency and management of public finances, such as introducing new budgetary rules in 2001 and the integration of the Czech Consolidation Agency into general government as of September 2001. However, the government has also created new extra-budgetary funds,
which have increased the complexity of public budgets. This development complic ates the process of monitoring and controlling public spending. Also, the introduction of an additional layer of government in the context of decentralisation, the regional governments, represents a specific challenge to fiscal management. The changes that arise from this reform, such as transfers of properties and financial
resources in line with responsibilities, require a number of transitory arrangements which make it more difficult to analyse and to monitor the fiscal developments in 2002.

The macroeconomic policy mix: has been broadly adeguate. With the implementation of the stabilisation measures in 1997, fiscal and monetary policics became tight and thus managed to successfully re-cstablish conditions for macroeconomic stability. Since then, monetary policy has followed an accommodating course focused on securing the inflation targets while also supporting cconomic growth. Fiscal policy has
become increasingly expansionary. Therefore monetary policy has unde rtaken stronger efforts to secure macroeconomic stability. However, the strategy of the government and the CNB to keep the exchange rate at an appropriate level has underpinned the commitment of both policy jperate for the sake of i and growth. Overall the continuous high inflows of foreign capital - of
which by far the majority is medium to long-term capital — suggest that markets consider the macroeconomic conditions to be stable in the Czech Republic.

The majority o prices for goods and servies and the trade and foreign exchange egimes have been Giberalised in the first halfof he 19905, The deregulation of energy prices and rents is progr I

ctricity prices for private households with cost recovery levels has been achieved. As regards the gas market, the process is near completion. .. The rent deregulation scheme provides for regular annual adjusments.
“The sze of the adjustment depends o the evol ution of the construction price index, and thus docs not primarily take into account market rents, The persstence of a rent regime which does ot sufﬁcxen y

allow for direct market-based alignments continues to hamper labour market flexibility and acts as a strong disincentive for potential investors in housing.

The private sctor is firmily established and accounts for the overniheling part of the Caech econonp. Private ownesship has become the dominant form of ownership. In 2001, 79.8% of GDP was produced in private companies, in contrast to 74.7% of GDP in 1997. The land market has been liberalised and land registers, broadly speaking, work properly. The supply of industrial and commercial land has continued to exceed
demand, although the market in economically booming regions like Pragu ¢ s tighter. Overall the state still owns a significant share of land.

The privatisation process is lose fo completion but some strategic enerprises in the corporate sector still await a change of cnmership. The state, through the National Property Fund (NPF), has completed roughly 97% of the privatisation projects which were envisaged in 1991, Privatisations since the last regular report include the chemical holding Unipetrol which was sold to a domestic investor, the monopoly gas importer
Transgas including the stakes in gas distribution companies , the steel producer Nova Hut and the telecoms operator Cesky Telecom. While some 230 companies remain to be privatised only a few of these can be considered financially and economically significant.

Market entry and exit mechanions are working but need 1o be improved i order 1o make the ccsnomy more efficient. The business registration process and registration of modifications have remained unnecessarily lengthy procedures. The introduction of a 15-day limit within which the court must start processing an application, which entered into to force with the amendment of the Civil Proceedings Code on 1 January 2001,
has not had so far a significant impact In the abscnce of a comp rehensive approach to facilitate the whole registration process, procedures continue to be marred by unequal treatment and lack of transpasency. In 2001, the number of newly created companies in the SME sector amounted to about 9,000 while the total number of SMEs reached some 770,00, Financing conditions for domestic start-ups have
continued to be tight since banks apply tough business plan asscssments and strict credit rules. The banks’ cautious lending practices are a consequence of the unsatisfac ankruptcy legislation which has not been changed since May 2000, Intensified training measures for judges and trustees aiming to make the implementation of bankruptey procedures more effective have in no way been able to compensate the
legislative deficiencies, though they have upgraded the skills of the staff involved. Overall the use of composition as an effective means of resolving insolvency cases has remained very limited and creditor rights have remained weak.

Property rights an established and transferable. The investment climate has improved substantially over the past years, not least because of a comprehensive strategy to attract foreign direct investment. However, there are still some impediments to economic activity, such as those mentioned in the parageaph above. Small, and in particular domestic, enterprises are more affected by these problems while foreiga-
controlled companies are more able to bridge or circumvent these difficu Ites. The occurrence of economic crime has been a difficult challenge for the authorities to deal with even if progress has been achieved in fighting this phenomenon.

Privatisation and consolidation bave laid the foundations for a sold financial sector which is able o fulfil ts intermediation role. The financial sector as a whole is characterised by a relatively strong banking sector which has emerged from a long-winded and costly restructuring and privatisation process. Banking privatisation was completed in 2001. At the end of March 2002, the banking sector comprised 38 banks of which 26
had majority foreign ownership. About 95% of total ba nking assets are controlled by foreign-controlled banks. The market as a whole is fairly concentrated. In 2001, the three largest banking groups accounted for around 60% of total banking assets. While in general foreign ownership has been crucial in enhancing corporate governance and pushing forward business reorientation in the banking sector, this did
not work well in the case of the Investicni a Postovni Banka (IPB) which was put under forced administration in June 2000 and subsequently sold to a big com mercial bank in the Czech Republic. The non-performing assets of IPB are being transferred to the Czech Consolidation Agency and the final bail-out of IPB is likely to amount to some 4% of GDP.

The overall bealth of the banking sector bas lmpmvwi substantially over time. In the course of large parts of the portfolios of the banks were shifted to the state’s bail-out institution. The clean-up of the bank portfolios has resulted in a decline in total assets to GDP (116% at the end of 2001 compared to 1327 at the end of 1997) but has strengthened the overall health of the sector. At
the end of March 2002, classified credits amounted 6% of total credits, compared to 27% at the end of 1997 and 32.2% a the end of 1999. In March 2002, net profits to average assets increased to 146% up from losses of ~0.18% in 1997, and the capital adequacy rato stood, at the end of Mazch 2002 at 14:9% compared to 9.7%. Despite an increase in deposits from 63.3% of GDP in 1997 to 70.2% in 2001,

the volume of outstanding credits to the pm ate sector has decreased from 58.5% of GDP at the end of 1998 to 47.5% at the end of 2001. The ratio for cred the corporate sector fell while the credit-to-GDP rato for households was on the rise. The decline in business lending can parly be explained by the transfer of bad assets from the banking sector to the state’s bail out nstitution, but it is also due to the
introduction of stricter risk assessments which has put an end to the way banks conducted their lending activities in the past, which was not always fully based on thorough commercial considerations.

The non-bank financialsector is stll relatively small but stands ready to play a bigger ol in intermediation. Market capitalisation of the equity market plunged from roughly 29.5% of GDP in 1997 to a mere 15.7% of GDP in 2001. This drastic decrease must be assessed partially as the resul of an adjustment process of voucher privatisation related inflation of investment funds on the market. However, the equity market is
characterised by low liquidity reflecting both demand and s upply shortcomings. The bond market has developed better and comprises a sizeable volume of corporate bonds and government bonds. Capitalisation of this market amounted o 14.9% of GDP in 2001, up from 10.4% of GDP in 1997. In particular insurance companies and — after a far-reaching consolidation process - pension funds seem o be well
placed for expansion.

The comphtion of privatsation and enbanced superviion have beled the stabilty of the financialsctor: Farther efrts 10 strengtben supervision i the non-banking sector, however, rmains essenial Supervision of the financial sector is carried out by three bodies, the CNB, the Ministry of Finance and the Czech Securities Commission. They co-ordinate pervisory work on the basis of a
bodies is to jointly develop a syste m of consolidated supervision, bu, as yet no consensus has been achieve in this arca. Supervision of the insurance scetor, which i the responsibility of the Ministry of Finance continues to require special attention because of the long-acknowledged capacity problems.

. The aim of the supervisory

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

The ability to fulfil this eriterion depends on the existence of a market economy and a stable macrocconomic framework, allowing economic agents to make decisions in a dlimate of predictability. It also requires a sufficient amount of human and physical capital, including infrastructure. State enterprises need to be restructured and all enterprises need to invest to improve their efficiency. Furthermore, the more.
aceess enterprises have to outside finance and the more successful they are at restructuring and innovating, the greater will be their capacity to adapt. Overall, an economy will be better able to take on the obligations of membership the higher the degree of economic integration it achieves with the Union before accession. Both the volume and the range of products traded with ember States provide
evidence of this.

Macrocconomic stability has been sustained over the last three years but the fiscal imbalance could put it a risk. Macroeconomic policy has been conducted with a sufficient degree of predictability to allow proper decision-making by economic agents. Market mechanisms work sufficiently well and allow an efficient allocation of resources. A successful economic policy-mix and macroeconomic stability have created a stable.
environment for economic activity.

The well-skilled labon force bas been an asse for coping with economic restructuring and making the Caech economy more competitive. The high quality of professional education and the short time required to obtain qualifications together with relatively low wage costs have been an advantage in competition for foreign investments. While the majority of the labour force have completed secondary education (about 667, the
percentage of people with tertiary education has remained at a level of about 12%. Considering the trend towards increasingly advanced production technologies, a more sophisticated services sector and decper integration into the world economy, education must be able and willing to meet higher demands. The education system faces the challenge of expanding tertiary education and providing the workforce
with t00ls to adapt to life-long learning in order to continuously meet changing labour market requirements.

Enployment poliey is focused on fighting unenployment and on fistering flexibilty. Progress in this policy area has been rather limited, though there seems to be a policy consensus on the most pressing deficiencies on the labour market: increasing regional dispasities in unemployment, rising unemployment levels within what are considered high-risk groups and a declining employment rate in the older age groups. Labour
force mobility will remain limited as long as adequate housing ¢ annot be provided due to the highly regulated rent market. Active employment policy measures need to be focused on target groups with a clear linkage to market requirements.

High /mb of goss fised capitel formation have significantly improved m supph side of the economy. Over the last five yeass, fixed investment has averaged 28.8% of GDP. Private investment has reached 23.8% of GDP on average, thus leaving about 5% for public investment which compates favourably to the EU average. This strong investment performance has helped to replace the old capital stock md has upgraded
production capacities. As a result productivity increases of about 3.2 % on average over the last three years have pushed up output growth and improved competitiveness. Physical infrastructure as a prezcquisite for smooth economic development has got closer to international standasds. The road and railway network is well-developed and offers adequate transport pos . even if additio
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The rgm/ economy has emersed as an attractive market fo foreign investment, From 1997 to 2001, inflows of foreign direct investment (FDI) reached an average of 7.8 % of GDP, peaking at 11.6 % in 1999 and then decteasing to 8.7 % in 2001. In the first quarter of 2002, FDI reached €3.1 billion. FDI inflows originated mainly from the EU and other OECD countries and were concentrated in the machinery and
t sector and in the financial services sector. Privatisation-relat has accounted for a large share of total FDI, but greenfield and brownfield investment has gained increasing importance. This development has been supported by offering attractive incentive packages to forcign investors. The Czech Investment Incentive Act provides a large number of investment incenives that can be combined. The.
(Oce b hé Ptection oF Eeorncesle Competition ensures the compliance of the investment grants with the acquis

Corporate restructuring bas proceeded but @ namber of important enteprises have 1o catch p on this. Overall, restructuring of export-oriented firms in foreign ownership has been much decper and faster than that of domestic firms. Since companics under foreign control generally benefit from more favourable financing conditions and work under better corporate governance, they tend to be mose compeitive on the
markets, This ha srengihened the financil performance of the corporat e sector s  whole. However,a number o domesiclly owned enteprises hase remained ighly indebred and loss making. In paicular,some sl companies have yet 1o g0 through thorough s before they can b T of major players in the gas market and the attempt
o restructure electricity utiltes s the result of considerable efforts by the Czech government to p(eparc the gas and electicty sectors for the internal energy market. The Cz ech Consolidation Agency has been successful in preparing two large enterprises for privatsation so far (Tatra Koprivnice and Zetor Brno) and is trying to T e strategic companies. Remaining restructuring cases
could benefit from a revival of sales of non-p assets by the Czech Consolidation Agen

The sectoral stracture o the cconomy, which s charactrised by a rlatively large mansfacturing sector, has altered oy marginal. The shase of the manufacturing sector in the cconomy has altered with the economic cycle. Its decline, both in terms of gross value added and of employment, came to a halt in 1999, and it has been rising again since then. In 2001, industry (without construction) produced 34% of gross value added,
the same share as in 1997. The development of the ser vices sector in terms of GDP shows just the reverse trend, though its share in total employment has been on the rise over the whole period. In particular, financial intermediation and the tourist sector posted gains. The gross value added of construction fell from 8% in 1997 to 7% in 2001 with a smaller drop in the share of total employment. The
agricultural sector has never posed a severe challenge in terms of structural adjustment because of its smal size; it decreased from a mere 4.4 % of gross value ad ded in 1997 to 3.9 % in 2001.

The importanceof small and medinr-sized enterprises (SME) has been graving, but it has not been possible to explot the full potential of the SME sector foreconamic growth. T 2001, SMEs produced 42% of GDP and employed about 60% of the workforce. As regards external trade, the SME sector has constandy increased its shase in total exports. Expansion of the SME sector is one of the economic policy priorities. There
been a growing awarencss that not only limited access to ou tside financing and to business advice but also skill gaps and lengthy administrative procedures are severely hampering the economic potential of this sector. The government has set up a seties of support programmes aiming to teduce these shortcomings, though tackling the administrative burden on SMES and start-ups could in itslf significantly

improve the situation. As regards access to financing, the introduction of a central register of credits should help overcome the reluctance of banks o lend money. OF particular importance is the absence of mechanisms addressing the setting-up of venture capital funds, sced capital schemes, equity, etc. Such forms of financing are particularly necessary to build up new technology

Government poliies have ontined f inerer i the markets hough 10 a dereasing exdent. The biggest source of market distortion remains the presence of state aid in stare-owned enterprises. Large state aid has been awarded to the steel sector and the banking sector. Hidden subsidies to the corporate seetor take the form of tax and social security arrears. There is also a broad range of state support to the corporate sector.
comprising investment grants, tax holidays and emplo yment and qualification measures. One set of these investment incentives is targeted in particular at arge forcign investors in order to attract forcign capital and know-how and another one aims first of all at SMEs.

The Caech cconomy is very open and rade integrtion with the FEU has reached Jigh leels. Whille in 1997 exports and imports of goods and services amounted to 119% of GDP, this ratio rose to more than 145% in 2001. Exports to the EU also showed a clear upward trend, from roughly 60% of total exports in 1997 to about 69% in 2001. Imports from the EU as a percentage share of the total, by contrast, have hovered
around the five-year average of 62%. In general, trade with developed mark et economies has intensified, but trade relations with other transition economies have been extended as well. External trade is concentrated to a very high degree on technology and capital-intensive manufactured goods, with an emphasis, on the export side, on road vehicles and electrical machinery.

The economy as a whle has achieved a satisfaciory leel of competitiveness. Unit labour costs have declined except for the year 1999. Continuously high inflows of FDI and gains in labour productivity over the last five years have enhanced the external competitiveness of the Czech economy. It has been possible to maintain this comperitiveness despite the significant appreciation of the Czech crown against the currencies
of its main trading partners. Only during 1997 did the Cech ¢ rown depreciate in real terms. Thereafter it resumed its appreciating trend. Between the beginning of 1997 and April 2002 its real effective appreciation, in terms of producer prices, vis-i-vis its partner countries amounted to a total of 16%, or an annual average rise of nearly 3%. However, during the first half of 2002, the appreciation was very steep,
butitis not yet possible to judge to what extent this development has harmed the overall competitiveness of the external sector.

General evaluation

The 1997 Opinion already acknowledged the substantial reform eff
accession has been sustained.

rts undertaken by the Czech authoriies to transform theit economy. Since the Opinion, and against  challenging international economic environment, economic performance has improved. Macrocconomic stabiliy has been achieved, reforms have deepened while the Czech authorities” commitment to the economic requirements of EU

Hence, it is coneluded that the Czech Republic is a y. The ofits path should enable the Crech Republic to cope with competitive pressure and market forces within the Union.

Improvements can be made as regards the management of p . in paticular by g the high and rising mandatory and quasi-mandatory government expenditures. Reforms of social expenditure, such as pension and health care schemes, must be pursued. Furthermore, a more decisive approach towards selling off bad assets of the Czech Consolidation Agency to private investors would free the
economy of misallocated resources.

Ability to assume the obligations of membership

Introduction

“This section addresses the question of the Czech Republics ability to assume the obligations of membership — that i, the legal and institutional framework, known as the acguis, by means of which the Us plements ts objcetives. Alongside an evaluation of since the 2001 Regular Repor, this section sceks to provide an overall assessment of the Czech Republics abilty to assume the
obligations of membersh mains to be done. Furthermore, it includes an evaluation of the Czech Republic's track record since the 1997 Opinion. It also provides, for each of the negotiating chapters, a summary evaluation of the extent to which commitments made in the negotiations have been implemented, as well as an overview of transitional arrangements that have been granted.

This section is structured in accordance with the list of 29 negotiating chapters, and incorporates an assessment of the Czech Republic’s administrative capacity to implement the acguis in its various aspects. The Crech Republic's progeess in translating the agguis into s official language is assessed in a separate section.

In December 1995, the Madrid European Council remarked on the need to create the conditions for the gradual, harmonious integration of the candidate countries, particularly through the adjustment of their administrative structures. Taking up this theme, in Agenda 2000 the Commission underlined the importance of effectively incorporating Community legislation into national legislation, and the even
greater importance of implementing it properly in the ficld, via the appropriate administeat ive and judicial structures. This is an essential precondition for creating the mutual trust indispensable for future membership.

In June 2002, the Seville European Council repeated how important it was that candidate countries should continue to make progress with the implementation and effective application of the arguis, and added that candidate countries must take all necessary measures to bring their administrative and judicial capacity up to the required level. Building on the assessment of the Czech Republic’s administrative
capacity provided in the 2001 Regular Repor, the present Report sceks t further depth and detal, focusing on the main administrative structures required for implementing the various aspeets of the acguis.

In its 1997 Opinion on the Czech Republic's application for EU membership, the Commission concluded:

" the Caech Republic continues s eforts on transposition of the acquis relatng fo the single market and infensifies work o its implementation, the Cech Republc should become cqpable in the mecien fern of applying it full. The import depasit scheme will eed to be resolved within the ferms of the Esnrope Agreement. Particular effors, indluding investment, willbe neded fo e the acgquis in sectrs such as agriculture, environment and energy. Furtber adinistrative reform will
be indispensable i the Cech republic s 0 have the structures 10 qpply and enforce the acquis fiul."

In the 2001 Regular Report, the Commission found that :
The Crech Republichas made further signifcant progres in  wide variey of chaptrs of he aequis. Neeersheless, further efforts momain necssary in @ mumber of areas. There has also been progress i strengtbening adhminisrative capacty, althongh tis remains hampered by the absene of a egal framwemord:fo public adinistraton.

Aligument on the single market is averall wel adanced, although the remaining gaps need fo be filld. On free movement of goods, ther bas been progres, except for public procurement, and the budles responsible for standards and cerification continue fo function wel, As regards fiee mosement of persons, transposition needs fo be accelerated, in particular as regards mutual reognition of profssional qualifcations. Tn he area of free movement of services, alignment with the fina ncial
services acquis should be pursued, The capacity of he Securiies Camission has been reinforced altbongh sironger regulatory panvers would be weleome fo improve supervision of financial services. A regards five movement of apital, existing anonymons accounts remain fo be abolished.

Concering competiton, legilaton is now lagely in line with the acqus, and the eforeemen ecord in the ani-trust and tat aid ieldsis masomably good, In the late rigorous and transparent enforenent needs 1 be demonstratd as egards e steel and financil secors. The Offc for the Prtection o Economic Competiion is verall well e and frained. As mgards company law, ther s a high degre of compatibilty with e acquis: hawever, the enforcement and monito ring
capacity of the relevant authorities in the field of IPR, such as customs authorities, police, judiciary and trade inspection should be further strengthene.

On Economic and Monetary Union, overall a significant part of the acquis bas been adspted but firther effrts are neded to comphte algnment as rgards ontral bank: independence. Orly liited progres has been made on taxation, and a namber of important issnes remain 10 be tackled on the approximation of VAT and excise duy rates. Alio, more conerte progressis eeded 0 ensure the proper and efficien functioning of he tax: adinistration upon accession.
There has been litle recent progress on telecommunications altbongh overal alignment i satisfactory. The technical conditions need 1o be put into place 1o permit the foreseen iberalisation to take place. There bas been a significant improvement in legislative alignment on audiovisual policy.

Further progres s been made on setoral polces. As regards transport, rod transport lgitaton bas been aligned firthe, and the Cech Repubic has become a member o the Joint Aviation Autbority. Howerer, there has been no significant progress i the iy setor. In e enegy sector, considerable pogres has ben made i prarin for enty into he idernal energy e for clciriity and gas. On indbstrial poliy a fesh impens i needed fo fake forward the et
turing of enterprises.

In the area of conomic and social cbesion, progress on legal transposiion has contine, A mgardssocial poiy and emplymens, alignment has prognesed on equal teatment, labour law and bt and sty at work. On regional poliy, te lgal framework.for e e implementation of the strctural fnds has bee further completd. Howeser, additional effrts are needed 10 ensure that the adinstraive bdes responsible are fully functional, rsined and well a-ordinated i o
rder to be ready for implementation o the structural finds upon acession.

In the ild of agriculure, thee has been good kegisltive progess in the plyiosanitary field. Floweve, furtber work: on alignment, for exampl in he veerinary area, will ned 1o conine across the range of sses of his extensioe Commnity poliy. Good progress has been made i seting up the State Agricubtural Intervention Fand but firther effrts are needed, partiolarky in the reorganisation o the Ministry of Agriculure.
Goud progress bas been acbicred in transposition of the environmental acquis. In particular, the adption of the Act on Eonvironmental Inpact Assessment was a major develspment. Co-ordination amongst the relevant government bodies needs to be improved, with particular attention to the implications of the ongoing process of decentralisation.

In thefeld of ustice and Home Affrs, prgress has been made in particular aligning visa policy, migration polcy and on strengtbening the el framenmord: for police and jdicial o-oeration. Tle adprion of  bigh-quality Schengen Action Plan i a posiive develypment. Howerer, signifcant further efrts e needed 1o implement government policies for ombating organised rine and i collr’cime viseftiv policing stateges and organisational measures. As dr conto
whilt ehecks hare improved at offcial crossings, there ar il sgnificant dificlties i inerspring ilkgal immigrants a the green borders with Slovaia in pariclar

A bigh lvel of compativility s been achieved with the customs acquis,altbough the amendent 1o the Chstoms Act remains 10 be adopted, and perational cpacity has been improved. Nonetbelss further-eforts ane needed 10 ensure that EC-compatible IT systems are il functional bfore accession.
Concerning financial contral, progress has been made in legislative alignment as regards public internal financial control and external aud, althongh fiether efforts are necded to develop a comprebensive systems of control.

Oueral, the adinistrative capacity o the Crech Republic is being strengthened and ffrts i tis direction need 1o be pursued, in partiular as rgards agricultue, the environment,reional palicy and border controls. Further-efts ar also reuind 10 establish he necssary administrtive capacity or sound, efcient and contrllable management of EC finds.

The large majority of Aession Parsnersbip priorities bave been adressed and overall satisfactory progress has been acbicved in meeting them. The short term priorites relating to the single market have generally been et althongh further effors are needed in some areas. Limited progress has been made on taxation. The priorities relating 1o agriculture, the environment and Justice and Home Affairs have been partially met.
As regands the medium term prioiies, those rlating fo he single marsket hate been et 1o @ large exctent except as gards public pocurement. The prirites o economic and monetary union and o taxation have o been . Some progrss has ben achived in meeting the medim term prioriies in the renaining felds, which bave generally been partially met."

The chapters of the acquis

As indicated, the following review of the Czech Republic’s ability to assume the obligations of membership has been structured in accordance with the list of 29 negotiating chapters. Accordingly, this section opens with an assessment of progress relating to the comerstones of the internal market wh ich are known as the "four freedoms", and continues with a systematic review of progress on each of the
chapters, covering all aspects of the aaguis, including scctoral policics, cconomic and fiscal affairs, regional policy, cnvironment, justice and home affairs, external policics, and financial questions.

Progress since the last Regular Report

“The positive assessment of previous Regular Reports, noting continued good progress, can be repeated this year,

Framework legislation in the area of horizontal and procedural measures is in place. A May 2002 amendment to the Act on Technical Requirements for products, clements of which enter into force on accession, refines the obligations of producers and importers and provides for the abolition of the dual system of declaration of conformity according to the origin of products
A Government Resolution of Match 2002 provides the basis for the necessary infrastructure in the area of notification. A Government order laying down the procedure for provision of information in the field of technical regulations in line with the acguis was adopted in July 2002.

Secmr speclﬁc leglshuon has been largely transposed. In the past year, new or amended Government Orders have transposed the New and Global Approach acguis on technical requirements for products in terms of noise emissions (November 2001), on cable-way installations, on explosives for civil use (January 2002), on technical requirements for CE marking of construction products (April 2002), on
tecl ighing . and on re creational craft. Under those areas covered by the O/ Apprmach Directives, implementing Decrees have been adopted in the areas of metrology and motor vehicles. The existing Act on Metrology was also amended. In the field of phzrmnc:uunl\ for human use, the agguis on advertising has been transposed.

The Crech Trade Inspectorate recruited 24 new officials during 2001-2002. During 2002 it will receive additional insp work. The Czech Republic prepared an analysis of system for various sectors at the end of 2001 with a view to carrying out improvements.

A new Act on State Agricultural and Food Inspection was adopted in April 2002, further transposing the aeguis on matket surveillance of foodstuffs (se alo Chapter 7 - Agriultan). It takes effect from January 2003 and aims to improve domestic co-ord; | In December 2001 a ‘Stratcgy for Ensuring Food Safety in the Czech Republic’ was adopted as the basis
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of foodstuffs.

There has been continued steady progress with training for Czech participation in the RAPEX information system on dangerous producs.

A new Act on Weapons and Ammunition was adopted in March 2002 covering the acquisition and possession of weapons, the placing of weapons and ammunition on the market and the supervision of explosives for civil use. The adoption of implementing legislation began with a June 2002 government order. A May 2002 Act on the Export of Cultural Goods Outside the External Borders of the EU aims to
ensure uniform external border controls after accession.

As regards alignment with the non-harmonised area, the Czech Republic is refining  list of measures which potentially could be in conflict with Articles 28 — 30 of the EC Treaty. Any such measures will have to be justified in line with the Communities’ established practice. A June 2002 Resolution makes provision for structures g the free move goods between Member States
under these Articles. The Resolution also provides for the introduc al recognition clauses in new and amended technical legislation.

In the area of public procurement, a May 2002 amendment stricely limits the use of emergency ‘fast track” procedures and should sigaificantly contribute to the transparency and predictabiliy of decisions in this field.

Overall assessment

Horizontal legisltion functions satisfactorily, central laws in this respect being the Amended Act on Technical Requirements for Products, the Act on Public Health Protection and the Act on General Product Safety. The latter sequires further amendment to align with new acguis. Following the amendment to the Act on Technical Requirements for Products, the Government Orders implementing the Act
should be amended as appropriate. Almost all transpos ition of the New and Global Approach Directives has been concluded.

A number of institutions are responsible for of horizontal and pecific legislatio and the conformiy assessment system are administered satisfactorily by the Czech Office for Standards, Metrology and Testing (COSMT) and the Czech Standard Institute (CSNI). The COSMT also covers lﬁg‘hlnmm in the field of industrial goods, and the exchange of information and
notification about technical requirements. For the latter, new structures and procedures need to be. cnblshed. The COSNT performs its duties independently of the MIT (to which it s formally subordinated) and co-operates with the Office for Public Information Systems. Tl pe the staff and the level goc

The Czech Republic now implements 99% of all harmonised European standatds.. The Czech Standards Institute (CSNI) is independent and a member of the European standardisation Committees CEN and CENELEC and of the European Telecommunications Standards Institute (ETSI). It s also a member of the Intemational Organisation for Standardisation (1S0) and the International Electrotechnical
Commission (IEC). The Czech Accreditation Institute (CAI) is an independent company, although the Mini stry of Industry and Trade has a role in appointing board members. It ensures accreditation of Iaboratories and certification bodies. The CA1 is a full member of the European Co-operation for Acereditation (FA) and the interational accreditation organisations ILAC and TAF. Itis a signatory to MLA
1AF (for bodies certifying Quality Systems) and to the ILAC mutual recognition agreement on results in the field of testing and calibration.

The Czech Trade Inspectorate (CTI) is the main supervisory body for the protection of consumer economic interests and performs market surveillance of industral products. Iis performance is generally satisfactory. The CTI has a central unit and 14 regional inspectorates, employing more than 500 staff, about 440 of whom are inspectors. The increased demand for surveillance stemming from recently
amended legislation will require further increascs in capacity and cffectivencss.



Market surveillance for certain specific sectors (e.g. foodstuffs, medicinal products, cosmetics) is performed by a range of other bodies. The quality is generally good although improvements could still be made. Areas for priority action are cosmetics and pharmaceuticals. The National Health Institute contains the notification body for chemicals, which uses the institute’s equipment. The body currently employs
5 people. At present only one laboratory satisfies the Good Laboratory ice requirements for the testing of chemical substances notified in the Czech Republic,

The Crech Republic should complete alignment in the pharmaceuticals sector and ensure alignment with the aguisin the field of chemicals. Transposition of the acquis on rough wood has been delayed. In the area of motor vehicles, further progress is required to transpose EC technical regulations.

Despite the generally advanced level of transposition and implementation in the area of foodstuffs, some fusther adjustment of Czech legislation (for esample the Food Act and related Icg‘xsh[lon) is necessary and the pre-market approval system retained for a small number of special foods needs to be abolished. The institutions for implementation are in place, primarily divided between the Ministries of Health
and Agriculture. The State Veterinary Administration s the main su r animal-origin foodstuffs and its structures for control and inspection generally function well, dom t the border. The Czech Agricultural and Food Inspection (CAFI) supervises the safety and quality of food and its laboratories are accredited according to international standards. Public Health laboratories are
‘gradually being accredited according to EC standards. Preparations in the field of novel food (including genetically modified food) and on rapid alert scem to be on schedule. A contact pmm ne d~ to b: designated for the Rapid Alert System and responsibilities should be clearly defined with clear criteria distinguishing emergency cases from less-hazardous products for cases of withdrawal of products from the

‘market. The list of approved novel and genetically modified food should be brought in line with the aggus. Co-ordination between all institutions in charge of control needs t be ensured.

In the area of firearms, the adoption of implementing legislation to the new Act on Weapons and Ammunition should continue. There is also a need to fully align legislation concerning the return of unlawfully removed cultural goods.

Concerning the frec movement of goods in the non-harmonised areas, any measures determined to be unacceptable within the scope of Articles 28-30 of the EC Treaty will have to be removed and all potentially confliting measures that are to be kept will need eareful justification. The necessary legislative and administrative steps need to be taken to ensure effective transposition and implementation of mutual
ccognition clauses. Additional legislative and administrative progress will be ne eded to ensure the interchange of data berween administrations.

Fusther progress is required in the area of public procurement. According to a Czech government report, since 1998 public tenders have been organised for only 1,483 orders out of 6,853, Furthermore, current Czech legislation is not based on the same principles as the acguis, drawing instad on a United Nations model. Whilst the May 2002 amendment to the Public Procurement Act should bring more
transparency, legislative shortcomings remain, including the scope of the law, time | imits, the public remedies system, procurement under thresholds and the non-elimination of a national preference clause. A new, fully compliant Act is stil required as a top priority. Appropriate administrative adjustment and strengthening will then also be needed. The creation of a registry of state contracts has been
announced. It is aimed at increasing transparency of public procurement. The registry is to be under the Regional Development Minister.

“The Ministry for Regional Development has overall P in particular as regards public investment. The lack of qualified staff working on this area in the Ministry should be addressed. The Office for Protection of Feonomic Compeition ensures compliance with public procurement legislation. It currently has 26 staff carrying out surveillance of public procurement and the level
of administrative capacity is good.

Conclusion

In its 1997 Opinion, the Commission concluded that the Crech Republic had progressed very well in the taking on of the agguis related to the free movement of goods. However, there needed to be certainty that products conforming to EC standards were allowed onto the Czech market. Developments concerning the safety of industrial products needed to be monitored, both concerning legislation and
implementing structures. Provided current efforts were main tained, free circulation of goods should be made possible in the medium term. Also, further work was needed to align with public procurement legislation. Furthermore the Czech Republic should make certain that any national measures were proportional and did not hinder trade.

Since the Opinion, the Czech Republic has continued to perform well in the vast majority of matters relaed to the free movement of goods. The Czech Republic has overall achieved a high degee of transposition with the arguis on free movement of goods. Administrative capacity is generally good.

Negotiations on this chapter have been provisionally closed. The Crech Republic has no requested any transitional arrangements in this area. The Czech Republic is meeting the majority of the commitments it has made in the accession negotiations in this field. However, delays have occurred on aligament with the acguis on public procurement. This necds to be urgently addressed

In order to complete preparations for membership the Czech Republic’s efforts now need to focus on legislative progress on pr pleting the structures for and ensuring that any national proportional and do not hinder market acess.

Progress since the last Regular Report
Further progress has been made since the previous Regular Report although a number of legislative steps and clements of administrative preparation remain outstanding.
In the area of mutual recognition of professional qualifications, therc have been few significant developments. An amendment to the Act on Advocacy was adopted in June 2002 to ensure that from accession conditions for EU advocates will be the same as those for Czech citizens. A list of all regulated professions has been largely completed — this s necessaty for recognition under the gencral system.

In the area of citizens’ rights, the Act on Municipal Elections was adopted in December 2001, providing for EU citizens' rights on matters such as voting and standing as candidates in municipal elections. An amendment to the Act on Residence of Aliens, which aims to complete alignment with the aeguis regarding the treatment of both EU and non-EU nationals, was adopted in May 2002 and will enter into.
force on the date of accession.

As regards the free movement of workers, an April 2002 amendment to the Employment Act should ensure transposition of the relevant acguis concerning the employment of EU ditizens. Certain provisions, including the equality of EU workers, will enter into force on accession. The amendment also provides a legal basis for the operation of the Euzopean Employment Services EURES in the Czech
Republic, practical preparations for which are ongoing at the Employment Services Administ ration. An amendment to the Nuclear Act was made in December 2001 allowing EU citizens equal access to employment opportunities in that sector. As regards the public sector, compliance with the azguis on the employment of EU citizens in the public sector is to be achieved via the Employment Act in
combination with the 2002 Civil Service Act. Many p rovisions of the latter enter into force in January 2004.

With respect to the co-ordination of social security systems, the Czech Republic has continued to implement bilateral social security agreements. Also, progress continues in terms of training and strengthening administrative structures and capacity.

Overall assessment
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Republic should introduce measur s to cnsure that all its professionals can, as of accession, meet the requirements of the acguis.

the agguis is high, amendments to the Veterinary Act and the Veterinary Surgeons Act are needed. In the area of the health care professions, training and curricula will also need to be adjusted if Crech-qualified professionals are to enj

The legal framework for both diplomas and professional qualifications stilldoes not match EC requirements and further efforts are needed. A legal framework for the general system should be established and the increasing awareness of the distinetion between academic and professional qualifications should be developed and accelerated.

A range of ministries and professional chambers are responsible for professional recogaition, co-ordinated by the Ministry of Education, Youth and Sports. An inter ministerial working group develops the Czech approach on key issues. The Ministry still has to create, on the basis of the existing list of regulated professions, a list of bodies designated to certify the professional qualifications of nationals and to d
ccide on applications from other Member States” citizens for mutual recogition in cases of regulated professions or regulated professional actviics. The Czech Republic has not yet established a national centre in charge of handling procedures for the mutual recognition of professional qmurmons, despite having set several deadlines for doing so. When established, the centre is to act as  national co-
ordinator under the Ministry of Education and is to be composed of the existing National Acade cognition Information Centre, the National Institute for Technical and Vocational Education and contact persons within relevant ministries, with a national co-ordinator located in the Ministry of Educ:

Following legislative progress on residency rights and municipal elections, the Czech Republic is now largely aligned with the acguis on citizens’ rights. Preparation of legislation relating to elections to the European Parliament should continue.
Framework legislation is in place in the area of the free movement of workers. Access to employment for EU nationals will be restricted only in the armed forces (including the police) and certain positions in the civil service (as per the Civil Service Act). These restrictions should not be contrary to the Community acguis, which requires a case by case analysis of whether the decisions to be taken by a person in a

particular position require the exercise of public authority. By ac cession, it has to be ensured that all of the Czech Republic’s legislation is aligned with Community rules, in particular with respect to nationality, residence and language requirements. Legislation needs to be monitored to ensure that it d.Asungulshes between academic and professional recognition and includes simpler procedures to allow for the
provision of services. In addition, EU workers legally resident in the Czech Republic must have acce the same ‘social advantages as Czech nationals. In the ficld of supplementary social security of migrants, alignment with the acguis concerning employees’ P insurance should b sion.

With a view to the future co-ordination of social security sy I further work to develop the necessary administrative structures is necessary 50 as o enable the Czech Republic o apply the acguis. This concerns in particular the Ministry of Labour and Social Affairs and the Ministry of Health and the Czech Social Security Administration and Labour Offices. The implementation of several bilateral agreements
on social security will facilitate the Czech republic’s compliance FC re

gulations as of acces

Training and legislative preparations by the Czech authorities for participation in EURES are well under way. An interconnected system between the Ministry of Labour and Social Afirs, the Labour Offices and the EURES system needs to be put in place by the date of accession.

Conclusion

Inits 1997 Opinion, the Commission concluded that the necessary structures in this area seemed to be in place but that it was not always easy to assess their rel effect and enforcement. The Commission added that the Czech Republic was aware of the outstanding issues that needed t be resolved with regard to the movement of persons, and that, from a technical point of view, adaptation of regulations would
be necessary in the medium term.

Since the Opinion, the Czech Republic has made good progress, paticulatly in the areas of citizens' rights and free movement of workers. Overall, a good level of alignment has been reached, although there remain gaps as regards the mutual recognition of professional qualifications in the health sector, and administrative capacity is satisfactory.

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements and has agreed to a transitional arrangement in respeet of the free movement of workers put forward by the EU. Restrictions on the movement of workers from the Czech Republic to the EU will apply for a minimunm two-year period as of the date of accession and may remain in

force for a maximum of seven years. The Czech Republic is meeting the majority of the commi tments it has made in the accession negotiations in this field. However, delays have oceurred in completing alignment as regards mutual recognition of qualifications, in particular in the health sector, and with regard to the establishment of the appropriate administrative bodies in this field. These issucs need to be
urgently addressed.

In order to complete preparations for membership, the Czech Republic's efforts now need to focus on the area of mutual tion of profess inp of outstanding legislation on the health sector. Work should al on preparations for the of social security systems.

Progress since the last Regular Report
Good legislative progtess bas been made in relation to the banking sector since the last Regular Repott. The gradual strengthening of administrative capacity has continued.
“There have been no significant developments in the area of freedom of establishment and freedom to provide services.

In the field of financial services, transposition of the banking sector acguis has been largely completed. The *harmonisation’ amendment to the Act on Banks entered into force in May 2002, with some provisions applicable as of accession. The amendment to the Act on Banks addressed outstanding ssues such as the reinforcement of consolidated banking supervision, deposit guarantees, stricter licensing rules,
the recognition of licences issued in Member Stat ced international co-operation on banking supervision; in a number of these areas secondary legislation will also be necessary. The adoption of such measures continues — for instance the Czech National Bank’s Decree on the Prudential Rules of Parent Undertakings on a Consolidated Basis entered into force in August 2002

There have been no particular legishtive developments in the insurunce secor, although some progress was madle with the completion of the re-licensing of insurance companies in line with the 2001 Act on Insurance Companies. The new licences willallow companies to operate on the entire EC market after accession.

In the area of insestment servies and securiies markets an amendment to the Securities Commission Act was adopted in June 2002, which reinforces the position of the Securities Commission, g the obligations provision by pasticipants and granting the Securities Commission the authority to issue secondary legislation.

In the area of protection of personal data and free movement of such data, the amendment to the Act on Banks unfortunately is not in full compliance with the aegas.

There have been no major legislative developments in the area of the information society. An amendment to the Act on electronic signature entered into force in July 2002. The Crech Republic has continued to make progress toward transposition of the e-commerce directive with the adoption of a green paper and the ofa committee. A order laying down the

procedure for provision of information in the field of technical regulations in line with the acguis has been adopted.
Overall assessment

The Crech Republic should ensure that any obstacles to the right of establishment and the freedom to provide services (Articles 43 and 49 of the Treaty establishing the European Community) are identified and national legislation amended accordingly. Any licensing regime applicable to EC service providers must be in line with the acgais and proportionate. In particular, the existing trade licensing Act does not
seem to meet these requirements

In the . the amended Act on Banks dealing with regulation and banking sup and the new Act on Payments have helped ensure a comprehensive transposition of the relevant acguis, although it is too eatly to judge their implementation. They also provide a base for necessary secondary legislation.

The Czech National Bank’s (CNB) Banking Supervision Group is generally effective. Organisational changes aim to enhance the
e L
collapsed in recent years and the Czech Republic has st aside money for Tougher ised the sector, although regulation and supervision d be further improved.

ney of . which is divided berween the regulation and supervision departments. CNB regulations provide the basis for implementation of many aguis requirements and international regulatory standards in areas such as a eredit register and
iany big credit unions have

Progress s necessary in insurance where the necessary legislative amendments should be completed. Whilst the Insurance Act of April 2000 was a positive development, it does not full transpose the insurance acguis. In particular, core elements of the third generation of the life and non-life azguis are not yet fully implemented. This should be addressed with an amendment of the Act. Further transposition will
be needed to cover insurance contracts, intermediaries, advisor s and independent loss adjusters, the fourth motor directive and an amendment on motor third-party liabilty insurance.

“The regulator, the Insurance and Pension Funds Supervision Office of the Ministry of Finance, has increased its staff to around 50 and on-site inspections have become more frequent. Mutual recognition in cross-border insurance business within the EU has been enhanced by re-licensing. The Office has autonomy within the Ministry of Finance, but remains a part of the Ministry. The intention to transform
the Department into an independent supervisory body has not yet been finalised a nd should be addressed.

In the area of investment services and securities markets, amendments to the Acts on Securities, Bonds and the Stock Exchange marked significant progress and have been accompanied by a significant number of related deerees. However, new legislation on Capital Markets is needed to fully align with acguis principles on the functioning of capital markets. A new Act on Collective Investment s needed to
replace the present Act on Investment Companies and Investment Funds, whic h does not transpose all the relevant acguis. Progress should also be made on a number of implementing decrees.

The competencies of the Ministry
(133) is adequate, with no significant increases planned. Further strengthening of the independence of the Securities Commission would be welcome, particularly in terms of financial independence, with its operations not being funded from the State budget.

of Finance and the Securities Commission in capital markets supervision will need to be clarified to ensure that the independence of the Commission is beyond question. The Securities Commission was strengthened by a June 2002 amendment, which widened the obligations for information provision by market participants and gave it powers of secondary legislation. Staffing

Legislation in the field of the protection of personal data is largely in line with the acguis. However, amendments to the 2000 Data Protection Act are still needed to make it fully compliant with the acguis. Furthermore, other relevant legislation must also respect the acguds.

The Office for Personal Data Protection (OPDP) is an independent supervisory authority responsible for this area; it performs the standard actvities of an independent supervisor and is empowered to impose financial sanctions. The Office is operational and it has achieved important progress in ensuring compliance with the Law and raising awareness. However, lack of office space and low salaries make it
difficult to hire all the personnel allocated in the budget and thus the Office remains understaffed. The Office is also responsible for the accreditation of certification authorities and supervision of the accredited authorities in the field of electronic signatures.

The Crech Republic has made good legislative progress in the information society field. Laws on Technical Requirements, Public Information Systems and Flectronic Signatures have been in force since 2000, with frther alignment to be completed upon accession. Elements of the Electronic Signatures Law will have to be reviewed. The Office for Public Information Systems co-ordinates and creates
conditions for electronic commerce in the Czech Republic. No concret ¢ legislative steps have yet been taken o transpose the e-commerce aagis but preparations continue.

Conclusion

Inits 1997 Opinion, the Commission concluded that the situation in the financial sector was not satisfactory. There were doubts about transparency and free competition in the banking market and the crisis of the major privatised banks gave the impression that banking supervision needed to be strengthened. In the sccurities and insurance fields free, competitive markets with adequate supervision remained to
be established. The same applied in the insuranc e field. As regards data protection, it was necessary to establish an independent body responsible for the supervision of the application of the law.

Since the Opinion, the Czech Republic has made significant progress in addressing these questions. In particular, transposition of the banking azguis has advanced well and regulation of the financial sector has improved. Also, the Office for Personal Data Protection has been established. Overall, alignment is on track and has reached a good level and administrative capacity is satisfactory.
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership the Czech Republic’s efforts now need to focus on further alignment as regards trade licensing, insurance, investment services and scurities sectors as well as on strengthening supervision of financial services.

Progress since the last Regular Report

Since the previous Regular Report, significant progress has been made regarding this chapter.

In the field of capital movements and payments, an amendment to the Foreign Exchange Act has been adopted. As of January 2002 it abolishes restrictions on acquisition of real estate by branches and agencies established in the Czech Republic.

In terms of payment systems, the amendment to the Act on Banks, which entered into force on 1 May 2002, has abolished the Czech National Bank’s monopoly on clearing domestic inter-bank currency payments. It has also aligned Czech legislation with the aeguis concerning the single licence for institutions authorised to issuc electronic payment instruments.

“The new Act on Payments, together with amendments to the Act on Bankruptey and Act on Intcrnational Private Law, implements the asguis on cross-border credit transfers and provides protection for banks’ customers. It also partially transposes the provisions of the aegais on transactions by clectronic payment instruments.

“The Act on Financial Arbitration, which will enter into force as of January 2003, aims at establishing an out-of-court redress scheme for the settlement of payment disputes. It creates an independent arbitrator, elected by the Chamber of Deputies, who will solve disputes of up to € 50 000, and will function as an autonomous department of the Czech National Bank.

As regards money laundering, the amendment to the Act on Banks prohibits any new deposit or payment of interest on existing anonymous accounts (bearer passhooks) from 1 January 2003. Thereafter, holders of these passbooks will have a period of 10 years to close their accounts., An amendment to the Criminal Act establishes the effective criminalisation of acts of money laundering,

In 2001, 1 750 reports of suspicious transactions were teccived by the Financial Analytical Unit, while 101 complaints were transmitted to the Police Service for the Discovery of Corruption and Serious Economic Crime (SPOK). In the first seven months of 2002, the respective figures were 742 and 52.

Overall assessment

In the field of capital movements, liberalisation in line with the acguisis almost completed. The main remaining restrictions concern acquisition of real estate by non-residents and forcign direct investment in air transport, as well as the full alignment of rules relating to placement of assets of institutional investors.
Concerning payments systems, alignment with the acguisis almost complete. However, the remaining provisions on transactions by electronic payment instruments, as well as the provisions on securities settlement systems of the Settlement Finality aguis need to be transposed.

As regards administrative capacity, the Ministry of Finance and the Czech National Bank ensure the supervision of foreign exchange and are also responsible for collecting statistical data.

Necessary infiastructure in relation to payment and secutities’ setdlement is now in place.

As regards money laundering, existing anonymous accounts (bearer passhooks) will be abolished on 1 January 2003. However, holders of these bearer passhooks will have a rather long period of 10 years to close their accounts.

The specialistinstitutions - the Financial Analytical Unit (FAU) and the SPOK, - are collaborating quite effectively. The FAU, created in 19% currently has a staff of 28 and the SPOK has 212 pollccmen and 12 civilian employees. Fusther strengthening of the FAU and the SPOK is necessary, in particular by filling vacancies. More emphasis should be placed on reinforcing co-operation between the responsible
bodies and on rendering prosecution of complaints lodged by the FAU with the law en forcement bodies more effective. Compliance with tt of the Fi tion Tasl ensurcd.

Conclusion

In its 1997 Opinion, the Commission coneluded that the degree of capital movement liberalisation already achieved by the Crech Republic was very substantial, with liberalisation of inward capital movements proceeding much more rapidly than that of outward capital flows. It added that the Czech Republic was expected to face no major difficulties in eliminating the remaining restrictions on the movement of
capital in the medium term, thus fully assuming the Community aeguis in this area.

Since the Opinion, the Czech Republic has made steady progress, both in aligning its legislation and in developing the necessary administrative structures. The overall level of alignment is almost complete.

Negotiations on this chapter have been provisionally closed. The Czech Republic has been granted transitional arrangements concerning the acquisition of secondary residences (for a period of five years following accession) and the acquisition of agricultural and forestry land (for  period of 7 years following accession), with the exclusion of self-employed farmers from the EU. The Czech Republic is generally
‘mecting the commitments it has made in the accession negotiations in this domain

In order to complete preparations for membership, the Czech Republic’s efforts should now focus on completing alignment and eliminating all remaining restrictions, completing the administrative structures necessary to implement the acguisin this area, and reinforcing administrative capacity, paying particular attention to the bodies involved in the fight against money laundering.



Progress since the last Regular Report
Since the last Regular Report, the Czech Republic has continued to make progress in the implementation and enforcement of the acguis in this chapter, in particulas within the framework of the ongoing overall judicial reform.
As regards company law as such, no significant developments can be reported.

In the area of acwunting, an amendment to the Accountancy Act, which aims to align Czech accounting legislation with the acguis, was approved in September 2001 and entered into force in January 2002. The Act introduces the obligatory

sse of International Accounting Standards for the consolidated accounts of listed companies, and introduces fair value accounting for certain financial instruments.

In the field of industrial and intellectual property protection, the Czech Republic acceded to the European Patent Convention in July 2002. A new Act on Protection of Geographical Indications and Designations of Origin was adopted in November 2001 and entered into force in April 2002. The Czech Republic deposited its instrument of accession to both the WIPO Copyright Treaty and WIPO
Performance and Phonograms Treaty in October 2001.
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public prosecutor and greatly reducing the possibility of appeal courts retur ning cases to lower courts

In September 2002 a significant amendment to the Act on Measures Concerning Import, Export and Re-Export of Goods Violating some Intellectual Property Rights entered into force. The amendment s aimed at ensuring full alignment with the aggui on measures prohibiting the release for frce circulation, export, re-export ot entry of counterfeit and pirated goods, and strengthens the powers of customs
offices to decide in unambiguous cases whether goods are to be released for free cir culation or confiscated and destroyed.

In 2001, there was a total number of 80 cases involving seizure of goods infringing copyrights and trademarks, for a value of over CZK 97 million (€ 285 million ). In the year 2000, the number of cases was 67.

As regards the Regulation replacing the Brussels Convention on jurisdiction and enforcement of judgements in civil and commercial matters and the Rome Convention on the law applicable to contractual obligations, preparatory work is now underway to ensure that the Regulation is implemented swiftly.

Overall assessment

As regards accounting, national gislation needs to addiional to IAS to ensure full comp the acguis, e, disclos on the number of staff, the emoluments and advances to Directors’, the inclusion of the profit and loss account of parent companies in the consolidated accounts as well as audit and publication requirements.

Further efforts are needed to improve the overall b particular through 7 of spany register and judge by the commereial judiciary.

Concerning the intellcctual property acguis, some further alignment with the EC copyright Directive is required as regards provisions relating to technologieal measures, rights management information. Also the resale rights Dicctive remains to be transposed.

With regard to intellectual property rights enforcement, the high levels of software and music piracy which, according to the private sector, are respectively at 43% and 48%, remain a source of concern. of the capacity of bodies, including controls against cross border trade of pirated and goods and better
remain a matter of priority.

among bodies, must

Conclusion

In its 1997 Opinion, the Commission concluded that there should be no major difficulties in bringing Czech legislation fully in line with EC legislation in the medium term in the fields of company law and accounting, and that further efforts were required in the area of intellectual property protection.

Since then, the Czech Republic has made steady progress in aligning with the acguisin this arca, particularly as regards transposition in the ficld of industrial and intcllectual property rights. Gradual progress has also been made with regard to strengthening administrative capacity. Overall, a high degree of compatibility with the acquis has been achieved and administrative capacity is generally satisfactory.
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this arca and has agreed to the proposal put forward by the EU relating to industrial property rights and Community Trademark. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for accession, the Czech Republi's efforts now need to focus on ensuring full alignment with the aeguis along the lines set out above, intensifying measures to combat piracy and counterfeiting, strengthening border controls and, more broadly, further improving co-ordination between enforcement bodies (customs, police, judiciary).

Progress since the last Regular Report
Since the last Regular Report, the Czech Republic has made further progress in this arca.
In the anti-trust ficld, Czech legislation is already largely compatible with the acguis.

The Off for the Proection of Competition, which is the national ot authority in the Czech Republic, has coninued to build on its enforcement record over the past year. In 2001, 132 anti-trust decisions were adopted (22 on restrictive agreements, 5 on abuse of dominance and 105 on merger cases), 12 of which were prohibitions and conditional approvals (4 with fines). In 2001, there were three court
appesls against competition office decisions and all were rejected.

In October 2001, the Office issued a Decree concerning the notification of mergers, including the use of a standard form.
In an effort to concentrate its resources on the most serious anti-competitive behaviour, the Office has revised ts Leniency Programme of July 2001 in line with the Commission's new programme of February 2002, in order to further encourage whistle-blowing by participants in cartels.

During 2001 the Office also intensified measures to increase public awareness of its activities, including press conferences, a regular information bulletin, and further development of its internet.

. which, since February 2002, also includes a ‘cartel register' listing all agreements for which an exemption or negative clearance has been geanted.
In the field of state aid, the Czech Republic has already incorporated the basic principles of the acguis.

amendment to the Investment Incentives Act came into force in January 2002, which creates a direct connection between the Act and the State Aid Act. The Crech Republic has also proposed a regional aid map, which is in line with the acquis, for joint adoption by the Association Committee. The State Aid Report for 2000 was transmitted to the Commission in December 2001 and follows the
‘methodology and presentation of the European Commission's survey on state aid in the EU.

1n 2001 the Office for the Protection of Competition, which is also the national state aid monitoring authority, issued a total of 137 state aid decisions where of 8 were non-approvals and conditional approvals. The Office currently employs 16 people in the state aid section. The necessity to assess every individual aid award under the Czech Investment Incentives Act creates a heavy workload, which could be
avoided by establishing a fully compatible investment scheme.

Overall assessment

As regards anti-trust, the overall assessment is positve. Alignment of legislation is already well advanced. The enforcement record of the Office for the Protection of Comperition is in general satisfactory. Not least in view of the planned modernisation and decentralisation of the application of EC anitrust rules, efforts to further strengthen the enforcement record need to continue, giving priority t cases
g the most of co mpeition and imposi letersent sanctions.

As regards state aid, the overall assessment i satisfactory despite remaining difficulties with regard to past cnforcement in the banking sector for which there also remains a need for increased transparency. Furthermore, it s essential that state aid enforcement in the stecl scctor continues and in particular that a over the spe to prepare the stecl industry for restructuring is
‘maintained. In the steel industry, aid for restructuring can only b e given if the national and individual restructuring programmes of the companies include necessary measures for reaching viability and necessary cuts in production capacity, in line with the requirements set out in Protocol 2 of the Europe Agreement.

As regards administrative capacity, the Office for the Protection of Competition is a fully independent authority and has sufficient resources and expertise in place. It has broad powers to enforce the competition rules. Currently, the Office employs 129 officials in total.

Conclusion

In its 1997 Opinion, the Commission coneluded that the Czech Republic had already made considerable progress in terms of approximation of legislation in the fild of anti-trust, and that the enforcement cfforts made by the Ofice represented an important step forward. As regards state aid, the powers of the monitoring authority to examine comparibiliy of aid measures needed to be clarified and improved.

Since the Opinion, the Cech Republic has made steady progress, in particular as regards legislative alignment. The administrative capacity of the Office has also been gradually strengthened, and an enforcement record has been developing in both the fields of anti-trust and state aid, for the latter of which the Office took over responsibility in 2000, Overall, on legislative alignment, administrative capacities and
enforcement record the Crech Republic is reasonably advanced, except enfo reement in the areas of banking, where increased transparency is also needed, and steel, where enhanced monitoring will be required.

Negotiations on this chapter continue. The Czech Republic has not requested any transitional arrangements in this area.

In order to complete preparations for membership, the Czech Republic’s efforts now need to foeus on strengthening ts enforcement record in the field of state aid by ensuring more effective and fully transparent state aid control and monitoring, in particular in the steel and banking sectors, and on ensuring that it continues to update its alignment as the arguisin this area evolves.

Progress since the last Regular Report
Since last year's Regular Report, the Czech Republic has taken further steps as regards its agricultural policy, in particular as regards prepaing the administrative structures necessary to implement the Common Agricultural Policy and transposition in the phytosanitary field.
Agriculture in the Czech Republic accounted for 4.2% of gross value added in 2001, compared to 4.3% in 2000. Employment in agricultute accounts for 4.6% of total employment.

In 2001, overall agricultural trade between the Czech Republic and the FC increased largely, clearly due to the « double-zero-agreement » to liberalise trade in agriculture. EC imports of agrcultural products orginating in the Czech Republic increased by 11 % to € 548 million. EC exports to the Czech Republic increased by 12 % to € 1,215 million. The trade balance in favour of the Community amounted to €
667 million compared to € 589 million in 200 ated by wines and vinegar, oilsceds, dairy products and residues from food indusries. Residues from food industries, fruit and nuts and preparations of fruit and vegetables were the main export goods from the EC.

According 10 the Act on the State Budget for 2002, the state agricultural budget will amount to approximately € 0.42 billion, which constitutes 1.8% of the state budget. The support schemes in agriculture account for € 0.22 billion, while the support to forestry amounts to € 25 million. Support to water management amounts to € 14 million. The implementation of the National Programme accounts for € 23
million. Moreover, an amount of € 94.5 million has b ral Intervention Fund, 93% of this amount is aimed for market regulation.

By the end of 2001, it was estimated by the Ministry of Agriculture that 97.9% of restituable agricultural land had been restituted.
Horizontal issues

With regard to preparations for the Eurgpean Agriculural Guidance and Guarantee Fund (EAGGF), a decision was taken in May 2002 to divide the responsibility for administration of the CAP between two paying agencies, Le. the State Agrculture Intervention Fund (SAIF) and the body cursently performing the role of SAPARD Agency. According to the decision, the
expor refunds, import and export liences, administatio n of production quotas, and the collection of sugar production levies. The SAPARD Agency will be responsible for crtain structural programmes and direct payments. The decision changes the previous plan to have one Paying Agency for ll CAP purposes.

AIF will be responsible for intervention,

“The SAPARD Agency reccived the conferral of management of aid and started accepting projects from applicants on 15 April 2002. The SAIF staff has been increased by 20 persons. The Agency is based on a fully clectronic platform.
n July 2002, the Independent Market Information System (IMIS), currently managed by the Research Institute for Agricultural Economics, was put under responsibility of the State Agriculture Intervention Fund (SAIF).

In the past year, preparations have continued to establish the Integrared Adninistration and Control System (LACS). The identification of cattle has been obligatory since 2001 and provisions relating to identification and registration of pigs, sheep and goats, entered into force in April 2002. Preparations to have a fully operational IACS are well advanced. Recent aerial photographs (1998-2001) covering the whole

ze:;z?ceasxf;\d:ga}l,‘l: xlcnc;,ech Republic has opted for the methodo logy of physical blocks to build its land parcel identification system, . blocks of parcels delimited by permanent boundaries such as roads, ivers, forests, etc. The digitaisation of these blocks has been completed. A register of special cultures was finalised in June 2002. The IACS unit in the Ministry of Agriculture has been reinforced by five

With regard to trade mechanisms, a task force has been established to deal with the preparation of the relevant schemes after accession, i.e. the licence system, export refunds, securities and control mechanisms for trade with third countries.

In the field of gualiy poliy, the Act on the protection of designations of origin and geographical indications entered into force in April 2002, aiming to set up the necessary control structures in this area by authorising the Czech Agricultural and Foodstuff Inspection (CAFI) to carry out necessary controls.

In the field of onganic farming, the Ministey of Agriculture has prepared and communicated widely the Code of Good Farming Practice.

Concerning the farm accountancy data network (FADN)), the current system, which is partly in line with the acguis, has been extended in the past year to cover more farms.

Twwo new sub-departments were established within the Ministry of Agriculture as of January 2002, one responsible for the s with regard matters and one dealing with all matters concerning the wine sector.

Common Market Organisations
The SAIF has continued expanding its operations in the area of arabe crps.

Concerning sugar, several decrees and government orders have been introduced to the previously existing sugar quota regime.

As regards specialised oo, steps have been taken to align Czech legislation with the acguis n the area of hops, through the pilot registration of hops' sales contracts. The Czech Republic has continued the harmonisation of ts fiif and regetable standards with those prevalent in the
regard to quality control in this field. In th ¢ wie sector, a new Act on Viticulture and Wine Making entered into force in March 2002, aiming to align Czech legislation with the Community oenological practices.

U. A new Act on the State Agricultural and Food Inspection (CAFI) was adopted in April 2002, aiming to transpose the aeguis with

In relation to anial products, the Classification Agency for slaughter animals was established in January 2002 to perform the classification of carcasses based on the common classification of carcasses system (SEUROP)

Rural development and forestry

Work on the Horizontal Rural Development Programme (HRDP) has continued over the past year, covering intr afa agri-environmental measures. In April 2002, the strategic environmental assessment and ex-ante assessments of the HRDP started. The acereditation of the SAPARD Agency, which will be responsible for certain structural programmes after accession, was achieved in April 2002 (s Secson A.b.

— Relations between the Earopean Union and the C cpublic,

Veterinary and phytosanitary issues, including food safety
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April 2002. The Crech authoriies are participa ary authorities ANIMO on a voluntary basis as of July 2002 in order to prepare for full application by accession. As regards publi bealth protection, some of the plants processing products of animal origin which did not meet Community requirements on public health were closed in 2001.

In the field of contro of animal diseases and animal health, the Czech Republic has joined the animal disease notification system (ADNS) after completing preparations for participation in May 2002
In the phytosanitary field, good legislative progress has continued over the past year. In the field of plan bealth (harmfil organisns and pestiides), a second amendment to the Act on Phytosanitary Care entered into force in January 2002. It aims to enhance alignment with the acguis on the registration of producers, growers and importers of plants and plant products, protected zones and import and export

protection. Based on this legislation, plant pas sports were introduced in March 2002 and provisions concerning the registration and use of pesticides will enter into force in October 2002. The new Act on the Czech Agriculural and Food Inspection (CAFI) authorises CAFI to carry out monitoring of masimum residu levels.

As regards administrative capacity in the phytosanitary field, the Czech Republic further prepared for incorporation into the EUROPHYT system, upgraded the equipment of diagnostic lsboratories and strengthened the central regulatory capacity of plant protection product registration. An amendment to the Act on the Central Institute on Supervision and Testing in Agriculture was approved in March 2002,
laying down inter alia rules for performing specialised testing.

As regards food safety (ee alio Chapter 1 — Free movement of goods) the Act on State Agricultural and Foodstffs Inspection was adopted in Mazch 2002, aiming to align the contol of foodstuffs with the EC requirements. The Act will enter into force in January 2003, The Czech goverament approved a food safety strategy in December 2001. In accordance with this strategy, a special unit for food safety within the
Ministry of Agriculture and a co-ordination group for food y have been established with the aim of ensuring co-ordination between control bodies for foodstuffs and to set up scientific comittees. Scientific committees were set up in July 2002 for veterinary issues, animal nutsition, plant protection in relation to the environment and foodstut

Overall assessment

In the field of horizontal issues, continued attention should be paid to the further development of the two paying agencies, where the adequate structure, division of tasks and staff levels need to be ensured. The administrative structures needed to implement Community rade echanisns ate partly in place but need to be finalised. The same is true of organic farming. As regards guality poli, supervision
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reliabilit of its system with its national schemes before accession, which should allow for adjustments if necessary. This will contribute to meeting th of the acguis i this field. As regards he Farn Accountancy Data Network (FADN), the existing surveys are only partly in line with the acquis. Theze is a need to ensure collection of data and administrative capacity in conformity with Community
requirements. Co-operation on the exchange of data must also be ensured. The Ministry of Agriculture has been partly reorganised and generally oD

As regards the implementation of Common Market Organisations, the State Agriculture Intervention Fund (SATF) has introduced a specific market regulation in order to prepare itsclf for taking up the function of an intervention agency. The SAIF s currently o flly cquivalent to intervention agencies in the EU, and nceds to be upgraded in order to cover all the specific instruments of Community market
regulation. The independent market information system needs to be improved and in tegrated in order to comply with Community requirements on price data monitoring and reporting. Legislation establishing quality and marketing standards for arable ayps needs to be completed. A system of production quotas for sugar has been established, which needs to be further aligned with the agpuis. The Czech
Republic also needs to complete market regulation for pecialied cops. In the field of fruit and vegetables, quality standards have been aligned with those prevalent in the Community. However, control procedures and the recogaition of producer organisations need to be further aligned. In the field of wire, an efficient connection between the cadastre and vineyard register needs to be completed. Furthermore,
inspection practices in this ficld need to be aligned with Community pracices. Further legal alignment is necessary to complete preparations for implementation of the CMO in this ficld. In relation t o aninal prodhcts, a system of production quotas for milk has been established, which is partly in line with the Community system but nceds to be further aligned with the agguis. The (SEUROP) has been used for
pigmeat since April 2001. Legislation establishing quality and marketing standards for animal products needs to be completed.

The Crech Republic is well advanced in the area of rural development and forestry, where the horizontal legislation and administrative structures for implementation have largely been put in place. A first draft of the Rural Development Plan has been prepared.

Concerning the veterinary field, an amended framework Im\v remains to be adopted to ensure transposition of veterinary s e the fields of animal wwlfar, rles concering imports from third conntries, anial idensifcation and veterinary contrls. As regards vetesinary comml in the internal market, the system of checks during transport and at destination needs to be aligned. The fee level for veterinary border checks is
in line with Community requircments but the overal of financing of veterinary controls needs to be further aligned with the azguis. The identification and egistration of bovine animals, obligatory since 2001, is progessing well and devlopment o m for tracing bovines is in progress. Border inspection and import checks necd to be reinforced and aligned with Community requirements.
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As regards plants processing products of animal origin, the Czech Republic still needs to revise upgrading plans, fully in line with the azguis. The State Veterinary Administration should also closely monitor the implementation of the plans.
In the field of antral o animal diseases and animal bealth, the Czech Republic has joined the animal disease notification system (ADNS).

As regards animal waste treatment, most of the rendering plants for high-risk waste are operating according to Community requirements, but plants for low-risk waste remain to be aligned. In order to ensure alignment with Community rules on specified risk material, the Czech authorities still need to ensure the removal of vertebral column from the feed chain. Also, cadavers must be excluded from the feed chain.
As regards public bealth pmrmu, not all establishments processing products of animal origin yet meet Community hygiene and public health requirements. Classification of processing plants according to the level of compliance with Community rules has been carried out and modernisation plans have been established to reach Community requirements. It s important that the classification of its establishments is

fully reliable and that the severity of deficiencies to be rectified is correctly estimated. Someestablishments evaluated as having lttle prospect of meeting the relevant acguis have been closed. Serious efforts are needed to ensure that a legal basis is put in place for the implementation of the acguis on hygiene, so that the upgrading plans for establishments can be adequately assessed and can take full account of all
relevant provisions of the aguis nm(ﬁmcd Accordingly, a review of the upgrading plans will be required, and strong ng of the State Veterinary Administration will nced to be cnsured.

The State Veterinary Administration (SVA) as well as the State Agriculture and Food Inspectorate (CAFI) generally function well. The CAFI information network has improved but an on-line connection with the Customs Directorate needs to be established.

In the phytosanitary field, a certain level of legislative alignment has been achieved. In the field of plant health (harmfil organisms). inspection and control structures appear adequate, and plant passports have been introduced.

In the field of quality of seeds and propagating material, appropriate inspection and control structures are largely in place. A new Act on Seeds and Plant Propagating Material remains to be adopted to complete alignment,_As regards pesticides and residue levels, not all maximum residue levels are yet fully aligned with Community rules. Full alignment with the acguis in this field, including
measures relating to registration of plant protection pr oducts, will be achieved by a new Act on Phytosanitary Care.

In the field of anizal trition, the main parts of the acgis have been transposed. However, full alignment seill needs to be ensured with regard to Transmissible Spongiform Encephalopathies (TSE)-related agguitin this area.

“The State Phytosanitary Administration generally functions well, and the situation with regard to specialised equipment is improving.



With regard to food safety (see also Chapter 1 — Free Movement of Goods), the institutions for implementation arc in place, primarily divided between the Ministries of Health and Agriculture. The State Veterinary Administration is the main supervisory body for animal-origin foodstuffs. Its structures for control and inspection generally function well. The Czech Agricultural and Food Inspectorate (CAFI) supervises
the safety and quality of food, and its laboratories are dited according to international standards. The Hazard Analysis at Critical Control Points system (HACCP), which involves measures to identify and control hazards related to food processing and the monitoring of safety requirements, is obligatory for all food producers since January 2000, As regards BSE, the Czech Republic has introduced a
g P . which has pi een aligned with the Community programme, and a proper rendering system has been ensured.

Conclusion

In its 1997 Opinion, the Commission concluded that further alignment to the aagis was still necessary, although significant progress had been made in adopting the measures mentioned in the Commission's White Paper. The Commission added that particular efforts were needed in relation to th and veterinary and and upgrading of to
meet EC standards. Furthermore, the administrative structures needed to be strengthened to ensure the necessary capacity to implement and enforce the policy instruments of the CAP. Further restructuring of the agd-food sector was also needed to improve its competitive capacity. The Commission concluded that if such progress were accomplished, accession in the medium term should not be accompanied
by significant problems in applying the common agricultural policy in an appropriate manner,

Since the Opinion, the Czech Republic has made steady progress, in particular as regards the of capacity to impl CAP and the y legislation. The overalllevel of preparation in the agricultural sector is good, except as regards veterinary legislation.
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entiched cages for laying hens (until 31 December 2009). The Czech Republic is meeti ng the majority of the commitments it has made in the aceession negotiations in this field. However, delays have oceurred, compared to the original time schedule, on completing alignment in the veterinary ficld. This needs to be usgently addressed.

In order to complete preparations for membership, the Czech Republic’s efforts now need to foeus on continued of structures for the of the Common Agricultural Policy and on ensuring the harmonisation of veterinary legislation (adoption of the framework law and technical legislation).

Progress since the last Regular Report

Some further progress has been made in the area of fisheries over the past year concerning structural actions and market policy.

Since the last Regular Report, no particular development has taken place as regards resource management, inspection and control.

In the ficld of structural actions, good progress was achicved with the sctting up of a managing authority for the Community Financial Instrument for Fisheries Guidance (FIFG).
As regards market policy, the Czech Statistical Office has continued to collect market data on quantities and prices of Cech fish production.

As concerns state aid to the fisherics scctor, support programmes from the state budget via subsidics granted for monitoring fisherics productivity continued in 2002.

As regards administrative capacity, no particular developments have been recorded concerning the establishment of a separate fisheries unit at the Ministry of Agriculture.

Overall assessment

Since the Czech Republic is a landlocked country, only parts of the agguis on fisheries are applicable for it

Legislative alignment regarding the control of imported fish needs to be completed and, in order to establish a well-functioning monitoting system for the control of fish resources and imports, co-operation and co-ordination between relevant authorities should be improved.
“The data collection system on fish products is operating in line with the acguis, and the price and monitoring systems are in place.

Preparations for the fisheries structural policy, in particular as regards programming documents, are well underway.

Conclusion

In its 1997 Opinion, the Commission concluded that for the Czech Republic, fisheries should not represent a problem for accession.

Since the opinion, the Czech Republic has progressed satisfactorily on administrative capacity. However, the Czech Republic fisheries policy is not yet fully aligned with the asgais in this area.

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership the Czech Republics efforts now need to focus on completing legislative transposition in particular regarding the control of imported fish and further strengthening the administrative ca

acity to implement the Common Fisheries Policy.

Progress since the last Regular Report
In the arca of transport policy, further progress has been made in the Czech Republic since the last Regular Report, in particular as concerns land transport.

Concerning Trans-European Transport Networks,litle progress has been achieved in transport infrastructure construction, although work is ongoing to prepare and adopt relevant projects. The State Transport Infrastructure Fund, established in 2000, continued its efforts to develop transport infrastructure, including at trans-European level. The Fund is responsible for financing the development of roads,
motorweays, rilways and inland waterways. Financing is provided to approsimatel y 100 beneficiaries, the most important of which are Czech Railways and the Road and Motorways Dircctorate in the Ministry of Transport. This year the Fund is operating with a budget of CZK41.3bn (€1.3bn). The State Transport Infrastructuse Fund recently increase its staff to approximately 30 people.

With regard to land transport, further legislative alignment can be noted. On mad franspor, there was alignment with regard to EC rules on driving licenses and social legislation on driving imes and rest periods in the road transport scetor. An amendment to the Act on Roads enabling private investment in public infrastructure was also adopted. It allows for transfer of some ownership rights 0 a private
investor for a maximum of 30 years. A further amendment to the Act on Road Transport was adopted which aligns Czech legislation with the aggeis on provision of safety advisors for the transport of dangerous goods.

Concerning the technical control and supervision of road transport, in February 2002 the Government approved an enforcement concept providing for the esiablishment of external mobile enforcement teams to monitor compliance by trucks with technical and safety standards.

As regards raibvay transpors, the Act on Czech Railwa adopted in February 200! ding to the Act, the current rail operator, Crech Railway
. L e e e management, construction and maintenance of track will be delegated back to Crech Railways.

will be divided into two entities: the joint-stock company Crech Railways, fully owned by the State, for rail passenger and freight operations, and a special State Authority, Raltrack for the ownership and financial of the

On inland waterways ransport, no developments can be reported in this area.

With regard to air transport, in June 2002 an amendment to the Act on Civil Aviation was adopted providing, inr alie, for the establishment of an independent air accidents investigation body. The Czech Republic, as a member of the Joint Aviation Authority, participates in the drafiing and prepating of Joint Aviation Requirements (JAR) and has continued to adopt and implement new JARs. The Czech Civil
Aviation Authority has further increased is staff since mid-2000 by 41 ¢ mployees, 10 of whom were recruited in the last quarter of 2001.

No developments have been registered regarding maritime transport.

Overall assessment

As regards Trans-European Transport Nerworks, the State Fund for Transport Infrastructure is still understaffed in relation to the increased number of infiastructure projects for which it s responsible. The Fund should further inerease staff levels according to the approved institutional plan, which provides for 43 employees.

As regards road transport, the Czech Republic s advanced in terms of legal alignment with the relevant acguis. Further efforts are still to be made in the implementation of social rules (checks on driving imes and rest periods) in particular for domestic road transpost operations. The ratification process of the INTERBUS agrcement remains to be completed. Following the adoption of the amendment to the Act
on Road Transport, recruitment of safety advisers must be ensured. T he newly adopted concept of enforcement of technical State controls of road transport represents a step forward in the process of strengthening administrative capacity in road transport. Nevertheless, work needs to be done on implementation and the concept remains to be put in practice.

In the railways sector, considerable further effort is still necessary for the implementation of the revised railway agguis. Although the adoption of the new Act on Czech Railways Restructuring represents a step forward, legislative alignment needs to be completed, in particular concerning the allocation of infrastructure capacity and on the issue of the interoperability of the rail system. Special attention should be
paid to how the essential functions of infrastructure management are organised and carried out. Restructuring and modernisation of the sector should continue in order to make rail transport more competitive and cost-effective. The capacity of the railway administrations must be reinforced.

As far as inland waterway fransportis coneerned, the Inland Waterway Fund seill needs to be set up and EC rules concerning safety advisors for the transport of dangerous goods still need to be transposed.

As regards air transport, the overall level of transposition and implementation of EC rules in the field of civl aviation is good. Following the amendment to the Act on Civil Aviation, the independent air accidents investigation body needs to be made operational. A decision on who wil be the national co-ordinator for slot allocation stil has to be adoped and implemented. Currently the task is carried out by a
co-ordinating committee composed of a representative of Czech Ailin es and of the Czech Aviation Authoriy.

With regard to maritime transport, the Czech Republic is a member of the International Maritime Organisation and the level of harmonisation in this field is high.

Concerning administrative capacitis, in line with the public administration reform, responsibilites will be transferred from district offices dealing with transport issues o either regional offices or to municipalites with an authorised municipal office or with extended delegated competencies. For this, a significant increase in the number of official is required.

Conclusion
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the internal market acguis. 1+ would be neessary, howerer, 10 make sure that the resonrces eeded 10 lay for the future trans-E: , extended 1o include the new member couniris, were made avilable. 1 would alo be advisable for the Cech Republic's adinistrative structuns, and in particular bodies supervising areas such as safety, 1o be rapidly rinfored.

Since the Opinion, the Cech Republic has made steady progress in aligning with the acquis. s legislation in the transport secor, in particlar on road transport and i ransport is now 10 a great extent in fne with the FEC acquis. Overall, adinistrative structures ae partialy in place and need firther strengthening thronghout the transport sctor

Negatiations o his chapier coninse. The Cach Republic has not reguesie any transisonal armangements. The Ceeh Republic is meeting the majority of the commitments it has made in the accssion mgofiations in tis feld, Flowewr, delays have ocurn o the seting up of an indipendent air acidentinvestigation andbority; this is being adibessed.

I order to complete preparations for membership, the Cech Republic’s effrts now need 1o focus on the implementation of he social acquis in the road sector, substantialfurther lgislative aignment with the raibays acquis, he n thening of the institutional f throughont the transport sector and the develgpment of fransport nfrastructure in line with the Trans-Enrgpean Transport Networks,

Progress since last Regular Report

Since the last Regular Report, the Czech Republic has made limited further progress in the field of taxation.

No legislative progress can be reported in the field of indi don or in the field of di ion. As of April 2002 a VAT rate of 10% on bus transport operated by Austrian companies has been introduced.

As regards administrative co-operation and mutual assistance, a Central Liaison Office (CLO) was set up in February 2002 within the tax administration. The unit currently has 5 staff, The implementation of the VAT Information Exchange System (VIES) started in January 2001, and a test platform has been developed, so as to allow a pilot test in 2002.

As regards administrative capacity, preparations have continued for the transfer of administration of excise duties to the customs authorities. An excise duty unit has been established at the General Directorate of Customs, the human resources responsible for excise duty administration at local, regional and central level have been allocated, and various training initiatives are underway. However, the necessary
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preparatory process and for co-ordination of all activiies.

Overall assessment

As regards VAT, the Crech Republic needs to align the scope of reduced and the standard VAT rates respectively, as well as the scope of VAT exempt transactions and to introduce the relevant provisions for intra-Community transactions. In the field of excise duties, further alignment is needed in particular as regards duty rates for mineral oils. The establishment of tax warehouses needs to be completed. As a
result of delays incurred in the process of grad ual alignment on the level of rates, alignment of both VAT and excise rates has not yet taken place.

As regards direct taxation, the Czech Republic will need to align its legislation further with the aeguis. Action will have to be taken to amend the legislation to climinate potentially harmful tax measures, 50 s to comply upon accession with the Code of Conduct for Business Taxation to the same extent as current Member States. The Commission’s initial technical assessment of potentially harmful measures
applied in the Czech Republic is ongoing,

“The VAT rate for restaurant services, which was decreased from 22% to 5% in April 2000 (as reported in the last Regular Report), remains out of line with the aeguis. The VAT rate of 10% on bus transport operated by Austrian companies is not in line with the acquis, as the VAT rate is applied only against Austrian bus operators and not in  general manner on such transport transactions, and may therefore
constitute a discrimination.

Duty free shops at land borders remain to be closed.

As regards administrative capacity, the Czech Republic has and modernised its tax both regarding VAT and direct taxation, which appears to have adequate legislative and administraive structures as well as adequate resources to ensure effective tax collection, enforcement and controls. The transfer of the administration of excise duties to the Customs administration is progressing
according to plan, but the Czech Republic should ensure that the remaining actio ns are carried out as planned to ensure that it will be able to meet all the requirements upon accession. In the field of information technology the Czech Republic is progressing at a satisfactory pace and provided that progress proceeds according to plans, the country should be in a position to meet its obligation upon accession.

Conclusion

In its 1997 Opinion, the Commission concluded that the acguis in respect of direct tasation should present no significant difficulties and that as regards inditect tasation, the Czech Republic should be able to comply with the aeguis on VAT and excise duties in the medium-term, provided that a sustained effort was made. The Commission added that it should be possible for the Czech Republic to start
participating in mutual assistance as the tax administration developed its cxpertise in this respect.

Since the Opinion, VAT legislation, and to a lesser extent excise legislation, have been brought broadly into line with that of the Community. With regard to administrative capacity, the Czech Republic has made progress in g its tax Overall the Czech Republic has achieved a good level of alignment, but it needs to be completed in important areas of VAT and excise.
Strengthening of administrative capacity is on trac

Negotiations on this chapter have been provisionally closed. The Czech Republic has been granted transitional periods as regards the continued application of the reduced VAT rate on the supply of construction work for msldcnuml housing (until 31 December 2007) and on the supply of heat energy used for heating and hot utiity water preparation, for householders and small entrepreneurs who are not
registered for VAT (unil 31 December 2007). The Caech Republic ws also alloved to apply a VAT exemprion and registration threshold of € 35 000 for small and medium-sized enterpriscs. In the feld of ecise dutie, the Crech Republic was granted a transitonal period regarding a delayed implementation of the excise duty rats on cigarties and other tobaceo products (until 31 December 2006) and a
permanent derogation to continue to apply its excise duty rate scheme for small fruit growers' distillation, provided that the quantity does not exceed 30 ltres of fruit spirit per year per househ d that the reduced excise rate than 50% of the standard national duty rate for cthyl alcohol. The Czech Republic is meeting the majority of commitments it has made in the context of the accession ncgotiations.
However, delays have occurred in transposing the agguis, in particular in respect of the alignment of both excise and VAT duty rates (where the Czech Republic had committed itself to a gradual three-year alignment). Furthermore, the closure of duty free shops at land borders, origin ally planned for December 2001, has now been postponed undl the end of 2003, contrary to the Czech Republic's caslicr
commitment, These issues need to be urgently addressed.

In order to be ready for membership, the Czech Republic should focus further efforts on completing as a matter of j except for arcas where transitional arrangements were agreed - in the areas of VAT and excise duties, including intra-Community transactions. Current preparatory work on new legislation as regards VAT and excise duties should be stepped up 50 as to ensure alignment
with the agguis. The Czech Republic should also pursue the reinforcement of t administration in order to ensure its effective functioning upon accession. Ongoing efforts to strengthen ipacity in this area should be sly purs

Progress since the last Regular Report

A detailed assessment of the various aspects of the Czech Republic's economic policy has been given above, in the Chapter discussing the economic criteria (B-2). Therefore, the present section is limited to a discussion of those aspects of the Economic and Monetary Union Aeguis — as defined by Title VII of the EC Treaty and the other relevant texts — which candidate countries should implement before
accession, ie. the prohibition ector financing by the central bank, the prohibition of privileged access of the public sector to financial institutions, and the independence of the national central bank. As to the process of liberalisation of capital movements, upon the completion of which compliance with the EMU acguis is conditional, this aspect has been covered above, in the section on Chgpter 4 — Free morement.
of apital.

Since the last Regular Report, the Czech Republic has made significant progress in the adoption of EMU-related acguis

1In March 2002, Parliament amended the Law on the Czech National Bank (CNB) with a view to aligning it fully with the aeguis. The amendment entered into force on 1 May 2002, The Law confirmed prohibiti i public ing.
As regards the prohibition of privileged access of the public sector to financial institutions, the amendment has abolished the CNBs right to set the minimum interest rates on deposits and the maximum interest rates on eredit provided by or granted to banks.

As regards the independence of the national central bank, the amendment to the Act on the CNB has ensured compatibility with the acguis with changes in the area of financial, personal, and institutional independence. Additionally, an amendment to the Constitution of the Czech Republic has ensured that the primary objective of the central bank is defined as price stability.

Overall assessment
“The Czech Republic will participate in EMU upon accession with the status of a country with a derogation under article 122 of the EC Treaty, and it will nced to implement the necessary changes to its institutional and legal framework by the date of aceession.

‘The developments since the last Regular Report have completed the process of legislaiv with the EMU acguis.

As regards administrative capacity, the CNB functions effectively. The level of profess

nalism of its staff is high and tumover of staff is low. Both the CNB and the Ministry of Finance have good analytical capacities enabling them to conduct economic dialogue in an EU

However, in ‘capacity are sill required in the Ministry of Finance, in particular to prepare

Conclusion

Inits 1997 Opinion, the Commission concluded that the Czech Republic’s participation in the third stage of EMU as a non-participant in the Euro area should pose no problems in the medium term, while central bank legislation needed to be made compatible with EC rules.
Since the Opinion, progress was initilly uneven, but major steps forward have been taken over the past year, and the Czech Republic has achieved a very high level of alignment with the EMU-related acguis.
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area. The Czech Republic s generally meeting the commitments it has made in the accession negotiations in this domain.

In order to complete preparations for membership, the Crech Republics efforts now need to focus on reinforcing its administrative capacity, in particular to prepare medium.term fiscal frameworks and statistcs.

Progress since the last Regular Report



The C:

ech Republic has continued to make steady progress over the past year.

As regards statistical infrastructure, considerable enhancements to the information and communications technologies of the Czech Statistical Office (CzS0) were made. This was linked to an extensive training scheme in order to make full use of the capacities. Moreover, the C78O statted using the Total Quality Management model and adopted a Code of Ethics for its staff. The regional offices were
reorganised following the new regional structure of the counry.

The Staristical Office has substantially is pacity for the aeguis with the of it regional in all 14 regions (provisional Nomenclature of Territorial Units for Statistics at level 3 (NUTS classification).

All major classifications, which are the acguis, are in force in the Crech Republic. As indicated, there i a regional sub-division of the country's territory, which corresponds to the NUTS classification and divides the Crech Republic into 14 districts at level 3, coinciding with the 14 regional governments created in 2000,

No major developments can be reported as regards sectoral statistics.

As regare finance statistics, the and the C7S0's co-op with the Ministry of Finance have made progress concerning the recording of tax revenues on accrual basis and the coverage of transactions of non-budgetary institutions. The Statistical Business Register made significant progress over the past year by implementing a profiling exercise of local units and by improving
cross- checung with other administrative sources. Thus, the quality of the register has improved considerably.
For extemnal trade, work concentrated on the preparations of INTRASTAT, a system monitoring trade between Member States.

In agriculture statistics data from the agriculture census have been used improve the farm regist ficant progress was made in the fields of economic accounts, incomes and prices in agriculture.

Overall assessment

Some further improvement of the statistical law, such as widening the scope of the responsibilities of the members of the Statistical Council and fixing the term of appointments for the top management in the law could help to enhance the workings of the
survey programme, the co-ordinating role of the €S O needs further strengthening.

sech Statistical Office. Given the fact that the Czech statistical system is a rather decentralised system with many statistical surveys outside the €750

As regards sectoral statistics, the Czech Republic is well advanced. In demographic and social statstics, in most areas the outputs of staristical production compare with those in most EU countries. Social proteetion aceounts need to be developed. Starstics at regional level are well developed and have been brought into line with the new regional organisation of the country. Many data are available at NUTS 2
and 3 and some at NUTS 4 level.

Macro-economic statistis are produced on the basis of the European System of Accounts (ESA-93) methodology at a high level of compliance. The C:
quasterly balance of payments stasistics follow the 5" IMF Manual and EC requirements. Gov ernment finance statistics need to be brought in linc with the

ch Republic is a member of the European comparison programme, which supplies the data for the compilation of Purchasing Power Standards. Monetary, financial and balance of payments staistics are compiled by the Czech National Bank. Annual and
ESA 95 concept.

Structural business statistics and production statisties are produced at a very high level of compliance. Short-term business staistics are well developed. Attention should be paid to improving the quality and accuracy of business statistics and reducing the heavy response burden on enterprises through better use of administrative sources like the tax register. For the latter, better co-operation with the Ministry of
Finance is needed.

As for environment statistics, the CzSO is able to deliver most of the indicators required but efforts are needed to bring them into line with EC standards.

Conclusion
In its 1997 Opinion, the Commission concluded that the Czech Republic should be able to comply with EC requircments within the next few years provided that continuing progress was made.

Since the Opinion, the Czech Republic has made good further progress in most areas of statistics; in addition, a population and housing census and an agricultural census were conducted in 2001 and 2000 respectively. Overall the Czech Republic is well advanced in this field of statistics. The commitment and high level of competence of staff as well as the newly developed planning system and quality approach
constitutc a good basis for asguis implementation that still has to be und ertaken before accession.

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area, The Czech Republicis generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Crech Republics efforts should now focus on further improving the quality of the business register and the corresponding surveys among business operators. In general the accuracy and coverage of data needs to be improved further along the lines set out above. The full operation of INTRASTAT at the date of accession needs to be ensured.

Progress since the last Regular Report
The Czech Republic has continued to make very good progress in the atea of social policy and employment.

Regarding labour law, an amendment to the employment act strengthened compulsory support for the employment of the severely disabled handicapped in sheltered workshops and improved the conditions of disabled citizens' employment and the stability of organisations employing them. An act on the working hours of employees with irregular working hours in transport applied the acguis related to this
category of workers.

As regards equal treatment for women and men, in October 2001 the Government approved the creation of the Council for Equal Opportunities for Men and Women, which met for the first time in April 2002. The Council s an inter-ministerial consultative and advisory body with a mandate to promote European gender equality policy. In addition, since January 2002, each Ministry has created a permanent
position for an official charged exclusively with the agenda of equal opportuitics for men and women. An amendment to the Employment Act, approved by Parliament in April 2002, fusther refines the definition of dircct and indirect in access o ent. It will also empower the labour offices to implement various affirmative measures in order to climinate or at least decease inequalities
on the labour market.

Regarding health and safety at work, several government orders implementing the acguis have been adopted on the basis of the amended Labour Code. A government order adopted in September 2001 fully transposed the Directive concerning the minimum safety and health requirements for the use of work equipment by workers, and will enter into force in January 2003, The Directive on the minimum
health and safety requirements for the use by workers of personal protective equipment at the workplace has been transposed and entered into force in January 2002. The Directive on the minimum requirements for the provision of safety and health signs at work was fully transposed and will enter into force in January 2003.

Regarding social dialogue, the social partners have decided not to conclude a long-term social stability pact for the moment. The triparite social dialogue at national level continues to work well
As regards public health, amendments to the Act on Addictive Substances added new substances, introduced stricter controls and inercased the penalty for breaching the Act. An amendment to the Atomic Act aligned regulations for the protection of physicians and patients from fonising irradiation. The amendment implis stricter requirements for medical instruments, devices and personnel using fonisin g

irradiation, in particular diagnostic X-ray machines and workplace equipment, as well as regular cquipment controls. An amendment to the Health Care Act harmonised the processing of personal data related to the provision of health care, put clectronic documentation on an equal footing to paper documentation and redefined the function and operation of the national health information system. An
amendment to the Act on Public Heal th Protection reforming the Public Health Service has been adopted. The reform aims to streamline the management of the Service at the central, regional and local levels. Also, there has been useful progress on improving the health status of the population.

In terms of Policy, the Joint Asscssment of Policy Prioritics (JAP) was signed in May 2000, As part of the monitoring process of the Employment Policy Review, a sccond pn)g{:\\ report on the implementation of the priorities identified in the JAP was submitted to the Commission by Czech Republic in June 2002. This report presents an important step in assessing the extent to
which Czech Republic is progressing towards its objectives of labour market reform and adaptation of its employment system in order to prepare for future participation in the European Employment Strategy after accession. The situation on the labour market has not evolved significantly, and the high and growing long-term unemployment is becoming an increasing problem. Unemployment remains
between 8% and 9% with strong regional dxspmlucs The overall uncmploymcm ratc was 8% in 2001 with 6.7% e ey TN e ey mployment (NEAP) for 203w adopted in March. Support for employment, business activities and helping companies and employees to adjust to changes are the main pillars of the plan. It includes measures aimed at combating
long term. and emerging skill shortages, f the disabled and other groups experiencing difficulties on the labou r market, including the Roma.

In relation to preparations for future European Social Fund (ESE) programmes, the Ministry of Finance was chosen as Paying Authority for all the Structural Funds including the ESF. However, the Ministry of Finance will delegate part of its tasks to the Ministry of Labour and Social Affairs, which will aso act as Managing Authority for the Sectoral Operational Programme Human Resources Development
and for the EQUAL Community initative programme.

As a follow-up to the Gothenburg European Council, where the EU invited the candidate countrics to translate the EU objectives into their national policics, the Commission and the Czech Republic have initiated a joint co-operation excrcise to prepare for future participation in the EU social inclusion process after accession. This exercise consists in joint identification of the social exclusion challenges and
relevant policy responses. The Czech Statistieal Office co-operates with Eurostat to produce data on poverty and social exclusion. Preliminary figures suggest that overall income disparities seem to be relatively low, as is the poverty rate after social transfers (8%). In this context, and in line with its strong commitment to developing social policy, the Government s reviewing its efforts in a number of policy
areas to better fight poverty and social exclusion.

As regards other areas of social protection, the Government has adopted a national programme, devised to prepare the Czech Republic for an increasing number of elderly citizens and focusing on the social impact of an ageing population. An amendment to the social insurance act allowed those who provide all-day care to their disabled children to earn additional money without losing the right to social
allowance.

In the field of anti-discrimination, an amendment to the Employment Act of May 2002 introduces the possibility to take positive measures to reinforce the integration of certain disadvantaged groups in the labour market.
In terms of administrative capacity, the Ministry of Labour and Social Affairs is the central state administration responsible for the issues addressed under this chapter except public health. The Ministry has a staff of about 560 people. It is a stable and competent administration, well advanced in the area of EC-related issues. Its policies in all areas of responsibilit are based on long-term strategies. It

needs to focus on implementation and enforcement of new legislation and testing of newly created administrative structures. Human resources policy requires particular attention due to the high average age of employees. Supervision of occupational health and safety and working conditions is the responsibility of the Crech Occupational Safety Office (COSO), which has a staff of near ly 450 and reports to
the Ministry of Labour and Social Affairs. Actvities of COSO are to undergo changes further to recent legislative ‘which aim to ensure alige EC standards and policies in labour inspection. The Ministry of Health is responsible for health-related issues, in particular public health, epidemiology, health insurance, pharmacology and drug control. It has a staff of over 300 people.

Overall assessment

As regards labour law, all the relevant agguis has been fully transposed except in the area of protection of young people at work, where further alignment s necessary. The administrative capacity and co-operation of the institutions in charge of labour inspeetions need further strengthening, The Czech Republic will have to transpose the new agguis reated to the involvement of workess in the European Company.
and t information and consultati on of workers

As regards equal treatment for women and men, Czech legislarion has been largely aligned with the acguis. The co-ordination of equal opportunity issues and equal treatment for men and women is a competence of the Ministry of Labour and Social Affairs. Institutional and structures fi enforcing the aeguis equire further strengthening.

In the field of health and safety at work, a substantial amount of work has becn completed, even if a new Act on Labour Inspection remains to be adopted. Additionally, several tems remain to be adopted as secondary legislation. Enforcement bodies, in particular labour inspectorates, need further strengthening, An increase in inspeetions of small and medium-sized enterprises should be a priority. Changes in
the inspecton protoeol arrangements are aso required n order 0 attain the obje cives forescen for the enforcement structures. The current practice of occupational safty inspecion lrgely cortesponds o that n the EEU, except tht the process of supervision and enforcement s sl not completed. The occupatonal health agenda performed separately by the public healh sevices should b better co-ordinaed

with labour inspection. Leg: remain in the technical equipt y the Institute of Technical Inspection. Co-operation between social partners in health and safety at work should be enhanced, in particular in small and medium-sized enterprises.
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accession, their ability to participate should b

In the arca of public health, a few gaps remain in terms of harmonisation of legislation. To this end a new act on protection against damage caused by tobacco products, alcohol and addictive drugs needs to be adopted.

Enforcement of legislation concering tobacco control should be improved. The national system for epidemiological surveillance and control should be adapted to link to the Community Network of surveillance and control of communicable diseases. The Public Health Service section of the Health Ministry should be significantly strengthened. The survcillance, prevention and control of
communicable disease in the Czech Republic is regulated by the Act on Public Heal th Protection and amendments to related Acts.

Regarding emple the Joint Policy Priorities (JAP) represents an important step in the preparations for accession. Progress in the implementation of these policies is assessed regularly and it is important to ensure effective monitoring of the phasing-in of the priorities and commitments contained in the JAP. It is important to continue the reform to increase the incentives
for participation in ficintbemris s modemlsc th ¢ education system, including vocational training system life-long learning policies, to respond to the demand of the labour market, and to continue the efforts to make the public employment service more effective. Special measures have to be taken in ted by industrial bl particularly serious.
The administrative capacity of the structures for European Social Fund (ESF) and are being 10 be ready for an efficient use of the ESF. Itis also important that the contents of future ESF interventions are embedded in the European Employment Strategy and the fight against social exclusion.

A national integrated strategy to promote social inclusion, taking into account the EU objectives, needs to be developed. As poverty and social exclusion are multidimensional by nature, it is important to promote an integrated approach mobilising various governmental bodies and all relevant stakeholders in the process. It is also crucial to continue the development of social statistics systems on poverty and
social exclusion in line with the EU commonly agreed indicators on social inclusi on. As regards social protection, a political consensus on the future direction of the pension reform has not yet been reached, even though the need for fundamental changes has been understood.

Further efforts are needed to ensure alig the agguis on Legislation transpos still needs to be introduced and implemented and the Equality Body required by the acguis has to be established.

Conclusion

In its 1997 Opinion, the Commission concluded that provided the Czech Republic pursued its efforts, both in terms of adoption and of application of the EC aagis, it was likely to be able to take on the obligations of EC membership in the social area in the medium term. Tssues requiring attention included the health sy:

em, tobacco legislation, long-term unemployment and social security and welfare.

Since the Opinion, the Czech Republic has made substantial and steady progress in the areas of labour law, health and safety at work and social protection. A particular effort was made in the area of employment policy and as regards equal treatment for women and men. Overall a high level of alignment has been achieved. Administrative capacity
implementation should be stepped up.

satisfactory but should be further strengthened and

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements. The Czech Republic is generally meeting the commitments it made in the accession negotiations in this field.

In order to complete preparations for membership, the Crech Republic's efforts should now focus on completing transposition in the fields of labour law, tobacco and and aeguis, especially in the areas of public health and health and safety at work.

Progress since the last Regular Report

Since last year's Regular Report, which concluded that considerable progress had been made in preparing for the internal enctgy market, further progress has been made, in particular as regards the adoption of implementing legislation in the area of the internal energy matket.

Concerning security of supply, and with a view to complying with the agguis, the Czech Republic has further increased oil stocks to 80 days of average annual consumption.

With regard to competitiveness and the imemn] energy market, good progress was made in the reporting period. The Ministry of Industry and Trade and the anrg' Regulatory Officc have issued a consideable amount of implementing legislation with the aim to implement the Energy Act. The Decrees regulate iner ala the organisation of the electricity market, both for cligible and caprive customers, the
construction of and access to the electricity and gas nework infrastructur ¢, the cost and revenue calculation for ulities, licensing rules, provisions for emergency states and co-generation. In January 2002 the gradual liberalisation of energy markets started — as foreseen under the Energy Act — when the market was liberalised for entities consuming over 40GWh of elecricity annually. This led to a reduction in

electricity prices by approximately 5% during i st quarter of 2002 for this market segment, which has 65 eligible customers representing approximately 3 ech L At time, electricity prices for households were mised by 9.9% on average on 1 January 2002, thereby broadly reaching cost recovery levels. Gas prices have also moved towards cost recovery: they were first increased again by 4.5% on
average in January 2002, but then reduced by 9% on average in April 2002, reflecting lower international gas purchase prices.

Since the last Regular Report, the Energy Regulatory Office has received additional State resources worth € 2m, bringing its 2002 budget up to € 38m. This has allowed the Office to recruit additional staff, bringing the total to 75. Over the past year, the Regulator has taken some important decisions concerning market rules, prices in captive market segments and electricity trade, and has issued a substantial
amount of the above-mentioned implementing legislation. In addition tor has arbitrated in several conflicts between companies active on Czech energy markets. It has also licensed enterprises active on the Czech energy market.

With the beginning of the electricity market liberalisation, the Electricity Market Operator became operational in January 2002. In the first months the Operator, equipped with a 2002 budget of € 6.6m and 22 staff, handled some 2%-3% of the whole market volume. In May the Government decided to gradually increase the market capitalisation of the Operator in order to take account of its increasing business
scope and to prepare the ground forits potential future partial privatisation.

The State Energy Inspectorate, whose task is 1o enforce provisions of the Energy Act and Act on Energy Management, including prices, carried out almost 1000 inspections in 2001 and levied 150 fines worth CZK 6m (€ 200,000). Staff levels have remained unchanged at 180 employees, since the planned recruitment of up o 50 new staff members has been postponed again to 2003-2004 due to budgetary
constraints,

Since the last Regular Report, progress has been made as regards the restructuring of energy markets and privatisation. In December 2001 the Government decided to sell the Czech monopoly gas importer and owner of the transit network, together with shares giving majority stakes in seven out of eight regional gas monopoly distributors. The new company is therefore largely integrated both vertically and
horizontally. The privatisation was concluded in May 2002 after the Competition Office c leared the takeover subject to conditions that were accepted by the buyer.

“The privatisation of the Czech electricity industry was postponed by the Government in January 2002 afier none of the foreign bidders met the Government conditions, namely the minimum price asked. Subscquently, the Government adopted a new strategy and in June the State-owned dominant generator CEZ, acquired shares from the National Property Fund, giving it majority control over five regional
electricity distributors and blocking minoriies in the remaining three. In return, CEZ sold its m ajority in the electricity transmission system operator, keeping a blocking minority. The Government has thus sought to ensure the existence of CEZ as an integrated clecricity generation and distribution company and regional player in an integrating European clectricity market. Meanwhile, the Office for the
Protection of Competition is conducting an analysis of this restructuring.

Concerning sl fels, ltle progress can be reported with regard to the restrueturing of the coal sector, which is closely connected to the restrueruring and privatisation of the electricity industry. In 2001 demand for brown and hard coal remained stable at 50m tonnes and 11m tonnes respectively, after a one-year increase in 2000 following a long-term decline in activity during the 1990s. In June the Government
ecided again 1o extend uranium mining at the last remaining mine i n Dolni Rozinka by two years to the end of 2005, This decision follows a previous extension of two years ntil December 2003.

As regards energy efficiency, the Government adopted the first Annual State Support Programme for Energy Saving and the Use of Renewable Energy Sources, based on the National Programme for Economic Energy Management and Use of Renewables. The first Annual Programme establishes aims and benchmarks for subscquent projects which are managed by various Ministries, depending on scetoral
responsibiliy. The Czech Encrgy Agency manages projects on behalf of the Ministry of Trade and Indus try. In 2001 it managed projects worth € 3.3m, less than half of the 2000 value and one-third of the 1999 figure.

Concerning nuclear energy, the Czech Republic operates two nuclear power plants at Dukovany and Temelin. At the Dukovany NPP, four units of the VVER 440/213 type are in operation. At the Temelin NPP, two units of the VVER 1000/320 type are currently in different stages of commissioning

Test operations of the first reactor unit of the Temelin NPP were completed in June 2002 with full power operation attained. Presently the unit is undergoing trial operation, the last stage of commissioning prior to receiving a license for commercial operation. In June 2002 the self-sustaining fission reaction was initiated at the second reactor unit and test operations are ongoing in accordance with a license
granted by the regulatory authoritics. During these tests the reactors were po wered down on a aumber of occasions and some technical adjustments were made, mainly to the secondary non-nuclear cicuits of the plant. Since the last Regular Report one incident in February 2002 at the first unit has been classified in terms of the International Nuclear Exents’ Scale as INES 1.

Implementation of the recommendations of the June 2001 Council Report on Nuclear Safety in the Contest of Enlargement is ongoing. With regard to the specific recommendation in that Report that the Czech Republic complete the regulatory assessment of the VVER 440/213 bubbler condenser containment function under design basis accidents, the Czech Republic, together with Hungary and Slovakia, is
financing a sct of additional tests to support this review. The evaluation of the results is duc t o be presented by December 2002 to all thrce regulatory authoritics.

Concerning nuclear safety, an amendment to the Atomic Act was approved and entered into force in July 2002. The amendment aims at aligning Czech legislation with the aggui on radiation protection, emergency preparedness, shipment of radioactive substances and waste, and contamination of food and feedingstuffs. The amended Atomie Act also covers Euratom Safeguards.

1n 2001 the State Office for Nuclear Safety carried out over 1250 inspections and 86 investigations of reported extraordinary cases (not related to nuclear power plants). In addition, it monitored closely operations at the Temelin and Dukovany nuclear power plants. As regards the former, the State Office issued permits for the plant to proceed to new testing phases as appropriate. The Office has also begun to
prepare reporting systems vis-i-vis the Euratom office to meet the Eurato m Safeguards requirements.

In November 2001, the Heads of Government of the Czech Republic and Austria, using the good offices of the European Commission, concluded the Melk Process with an agreement on follow-up measures, in particular as regards nuclear safety issues. During the process, the Czech authorities voluntarily undertook an environmental impact assessment of the Temelin Nuclear Power Plant.

Overall assessment
As regards sceurity of supply, the Czech Republic has reached a good level of sceurity but needs to complete its efforts. The Administration of Statc Material Reserves functions well as the ‘crisis’ body in emergencies and seems to function in line with the asguis.

Concerning the establishment of a competitive internal energy market, partial market opening and the adoption of implementing legislation to the Energy Act have contibuted 1o the current high level of alignment with the arguit, particularly as regards electicity. With regard to gas, implementing legislation remains to be completed in order to fully align Czech legislation with the aeguis, in pasticular as regards
‘market opening and market rules. The gas and clecticity se ctors are now g prepared for P internal energy 1gh the privatisation of major players in the gas market, the restructuring of electricity utilities and the broadly cost-reflective electricity prices. Transparency and openness must be ensured during the ongoing electricity utilities restructuring and privatisation process.

Administrative capacities have been further improved. In a difficult by industry privatisation as well as market liberalisation, the Energy Regulatory Office has been able to assume a relatively independent position, demonstrated by decisions on high profile cases such as the allocation of infrastructure capacity for electricity imports. However, despite improvements, a
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With current resources, the Inspectorate will not be in a position to adequately meet its obhgmons

Concerning solid fuels, considerable proportions of electricity continue to be generated from coal.

Although a first Annual Programme has been developed to enhance energy efficiency and the use of renewable energy, State funds supporting concrete projects managed by the Crech Energy Agency were again reduced in 2001, reflecting the low political priority given to this issue by the Government. Efforts should therefore be stepped up.

The European Union has repeatedly emphasised the g of a high level of nuclear safety in candidate countries. In June 2001, the Council of the European Union took note of a Report on Nuclear Safety in the Context of Exnl . This Rep toall candidate countries to continue their national safety 5 safe management of spent
fuel and radioactive waste and the safety of their research reactors.

During the first half of 2002 a special Peer Review on nuclear safety assessed the progress made by candidate countries in implementing all the recommendations. This exercise, conducted under the auspices of the Council, resulted in a Status Report published in June 2002, which concludes that the Czech Republic has accepted and addressed all the recommendations contained in the Report on Nuclear Safety
in the Context of Enlargement of June 2001. Most of the recommendations have been adequ ately addressed. With regard to one specific recommendation concering completion of the full verification of the containment bubbler-condenser systems for the Dukovany NPP Units 14, the Czech Republic has indicated adequate measures, but the Status Report emphasises that the Czech Republic is expected to
ensure that they are implemented. Moreover, the Czech Republic should continue to devote attention to two specific recommendations concerning high energy pipe breaks and valves at the Temelin NPP.




As regards the two specific recommendations concerning high encrgy pipe breaks and valves at the Temclin NPP, the safety case for these two issues is to be developed during autumn 2002

Caech legislation on nuclear energy and radiation protection has been amended with a view 1o bringing it into line with the agsi. Application must be ensured by the relevant Czech authorities, including the State Office for Nuclear Safety. As regards radiation protection, funds so far have not been appropriated to ensure the correct implementation of the amended Act, in particular regarding protection
from radiation originating from old hospital cquipment.
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Scope Safeguards Agreement with the IAEA.

Conclusion

In its 1997 Opinion the Commission concluded that provided that efforts were maintained, the Czech Republic should be in a position to comply with most of the EC energy legislation over the next few years, adding that aspects such as the adjustment of monopolies, access to networks, energy pricing, emergency building up y oil stocks), state intervention in the solid
facs and uranium sectors, and the development of en crgy eficiency necded 1o be closcy followed. The Commission farthe pointed out that, Abough o rajor diffieultics were forcscen for compliance with Euratom provisions, the nuclear safery sandasds should be tackld appropritcy i ordes o bring all the mucleas plaats o the safety lvel redied: and longer term solatons for waste aceded 10 be
defined.

Since the Opinion, the Czech Republic has made good progress throughout this sector, notably with regard to oil stocks, the internal energy ma and gas), sues and the gradual apacity. Overall, there s a good level of alignment, in particular as regards ofa ive ket, and capacity is satisfactory.

Negotiations on this chapter have been provisionall closed. The Czech Republic has been granted a transitional period for the building up of ol stocks (until 31 December 2005) and one for the opening up of the gas market (unil 31 December 2004). The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this ficld.

In order to complete preparations for membership the Crech Republic’s efforts now need to focus on full and timely implementation of legislation, in particular with regard to gas, on further efforts in the field of energy efficiency and renewable energy, as well as on further strengthening of administrative capacity of the newly established bodies, in particular the energy regulator and the energy efficiency agency.
The Czech Republic needs to continue its progressive building up of tocks.

Progress since the last Regular Report
Since the last Regular Report, some progress has been made in the field of industrial policy, in particular as regards restructuring and privatisation.

In the area of industrial strategy, the Czech Republic has mainly focused on the implementation of the Sector Operational Programme Industry (SOP Industry), which has been drawn up for the period 2001-2006, Projects in the framework of the SOP Industry foeus mainly on supporting the compeitiveness of Czech industry and preparing it for the use of Structural Funds. In 2001 a total of ten support
projeets were launched in the framework of the SOP Industry, mainly to reinforce the pe rformance of manufacturing industry and industrial services, and in 2002 six new projects have been launched. The SOP Industry is currently being updated with a view to appointing execuive and financing bodies for furure use of Structural Funds and the Cohesion Fund.

With regard to investment promotion, an amendment to the Act on Investment Incentives was adopted and entered into force in January 2002. It is designed to improve the existing system and establish more transparent conditions for granting incentives. The amendment aims to improve supervision of the fulflment of general terms by individual recipicnts of incentives. The Czech Republic continues to
attract a high level of EDI (€ 5.5 bn or 87 % of GDP in 2001 and € 6 bn in the £ 2002, with high shares i the transport and communication sectors). The investment promotion agency Czechlnvest completed 25 projects in the first half of 2002, of which 15 in the automotive sector.

As regards privatisation and restructuring, agreement was reached in June 2002 to sell Nova Hut, the largest state owned steel works. Privatisation is expected to be completed by end-2002, and restructuring of the company will take place over the coming years in the framework of the Government's overall strategy for the future of the steel sector. In the same month, the
an extension of the period during which state aid may be granted for restructur ing of the steel sector under the Europe Agreement.

“zech Republic formally requested

The Czech Consolidation Agency, which manages state property, including restructuring of statc-owned commercial enterpriscs and the management of claims, has been able to accelerate the disposal of its assets thanks to a government resolution of October 2001. The resolution established an body for (the Caech G Coundl - Investment Council), which is
composed of represcntatives of ministrics, trade unions, as wel as the Consolidation Agen the National Property Fund. It also introduced two programmes ("Fixit” and "Balance”) aimed at stabilising and reviving sclected industrial plants through divestment of selected assets on the one hand and financial restructuring on the other, The programmes are only applicable to companics in which the statc has
direct capital o loan engagement and which are either in the portfolio of assets of the Czech Consolidation Agency, or will be transferred into it by a further government reso lution. So far, the Council has recommended nine companies for inclusion in the programmes.

Further progress has been achieved regarding privatisation. Since the last Regular Report, the government has taken decisions on the privatisation of the monopoly gas importer Transgas, the chemical holding Unipetrol, the steel producer Nova Hut and the telecommunication provider Cesky Telecom. The share of GDP produced in the private sector was 79,8 % in 2001 (compared with 74,7 % in 1997),

Overall assessment

The political, legal and frameworks for g a and improving the of Czech industry are in place. The positive performance of government agencies promorting commercial activitis (Czechlnvest and CzechTrade) s continuing. Administrative capacities in the field of industrial policy are satisfactory.

The Crech Republic is expected to speed up its restructuring process and to continue to apply the principles of the EC's industrial policy, in particular in the steel sector. Particular attention needs to be paid to ensuring that privatisation and restructuring are carried out in compliance with state aid rules
Chapter 16 — Small and mediunr-sized enterprises).

(see Chapter 6 — Competition). Further efforts should be made to improve the business environment (see

Conclusion

In its 1997 Opinion, the Commission concluded that most sectors of Czech industry should face no major problems in integrating into the enlarged EU market in the medium term, provided that efforts in restructuring and modernisation were continued, and reinforced in the case of heavy industries. Efforts to enhance and maintain competitiveness would be needed in the long term.

Since the Opinion, the Czech Republic has made good progress in most areas, in particular the completion of privatisation of most sectors, and continuing attraction of a high level of
the area of industrial policy work well

reign dircct investment, Overall, the Czech Republic's policy towards industry generally complies with the principles of EC industrial poliey, ic. it is market-based, stable and predictable. The instiutional structures operating in

Negotiations on this chapter have been provisionally closed. The Crech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republic’s efforts now need to focus on speeding up completion of restructuring of the remaining heavy industries - in particular the steel industry - and ensuring their capacity to compete on the enlarged Single Market. Great care will have to be taken that the policy of restructuring is implemented in a manner which conforms to the comperition
and state aid acguis 50 25 to create efficient competitive firm:

Progress since the last Regular Report
Since the last Regular Report, further progress has been made by the Czech Republic with regard to SMEs.
As regards SME policy, a new Act on support to SMEs was adopted in 2002 and will come into force in January 2003, On this basis, the responsibility for regional support will be transferred from the Ministry of Regional Development to the SME Department of the Ministry for Industry and Trade.

In April 2002, the Crech Republic endorsed the European Charter for Small Enterprises as the basis for its action to support and develop small enterprises. The European Chatter, adopted by the European Council i June 2000, i the reference document in the field of enterprise policy within the socio-economic strategy set up at the Lisbon European Council. The reporting proeess on the implementation of
the European Charter in the Czech Republic started in May 2002
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support to SMEs will amount to €39 million, with 83% spent for nation-wide programm 17% for regional programi

lly weak regions, aimed at facilitating business plans, improving competitiveness, assisting entrepreneurs, creating new jobs, and giving SME clusters a better position on the market. In 2002, the total amount of public

No particular progress has been achieved in improving the business envi No particular progress can be noted in the area of bankruptey legislation and business registration.

“The National Discussion Group, appointed by the Minister of Industry and Trade and composed of representatives from the business sector and from the State is SME business with special attention to access to finance.

The new Act on Support to small and medium-sized enterprises, due to come into foree in January 2003, also provides for compliance with the EC Recommendation on the SME definition.

Overall assessment
Further efforts are required to improve the business environment, especially the enforcement of legislation, the efficiency of the judiciary, the protection of creditors, business registration, and access to finance, in particular non-banking finance.

As regards administrative capacity, the central body responsible for the formulation and co-ordination of enterprise and SME policy s the SME Department of the Ministry of Industry and Trade, while the Business Development Agency takes partin the of SME policy. of the ipacity of the SME Department of the Ministry will be needed as it takes on the
responsibilities transferred from the Ministry of Regional Development.

Rationalisation of different business support services should be further continucd and the cstablishment of an "SME onc-stop-shop" should be cnvisaged.
The National Discussion Group should further ensure that business organisations are heard as regards SME policy. The involvement of business organisations in the preparation of legislation should be continued. The results of consultations should be reflected in the final versions of the laws, while businesses should be better informed about changes in legislation.

With more than 10 different SME business organisations besides the Economic Chamber, the Czech Republic has one of the highest numbers of business representations. These representations should either enhance their co-operation or merge in order to put their case better to the authorities. In early 2002, the merger of two associations into a stronger Association of Small and Medium-sized Enterprises and
Crafts of the Czech Republic is a positive development n this respect.

Conclusion

In its 1997 Opinion, the Commission concluded that the basic structures for SMES were in place in the Czech Republic, but that there was a need for further refinement and increased coherence in policy for SME:

Since the Opinion, the Czech Republic has made good progress in fi & SME policy and in developing support programmes. Its policy towards SMEs is generall in line with the approach promoted at EU level.

Negotiations on this chapter have been provisionally closed. The Crech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republic’s efforts now need to foeus on impr business and in particular the legal framework and facilitating aceess to finance.

Progress since the last Regular Report

Since the last Regular Report, further progress has been achieved. The main development in this field concerns the Act on State Support to Research and Technological Development, which was adopted in March and entered into force in July 2002. The Act provides for the allocation of public funds to research and development, outlines the rights and duties of private and legal entities dealing with research
and development, establishes an evaluation system, an d lays down the tasks and obligations of the relevant Government bodies.

During 2002, the Czech Republic continued to be associated with the Fifth EC Framework Programme and with the Fifth Euratom Framework Programme. The National Information Network (NINET), which is financially supported by the Government, continued to develop successfully.
The Czech Republic has expressed interest in being associated with the Sixth Framework Programme. I Spring 2002, expressions of interest were submitted to the National Contact Organisation, fully in line with the Commission invitation.

Over the current year, the part of the gross domestic expenditure on Research and Development coming from the state budget has remained relatively low (0.54% of gross domestic expenditure), despite the Government’s decision of 2000 to reach the level of 0.7% of GDP in 2002.

Overall assessment

‘The framework for co-operation in the field of science and technology (including National Contact Points) is well estblished. The herelated pacity and inf of the Czech Republic need, however, to be further improved. Despite the legislative progress, the financial support for science, research and development remains relatively low.

Conclusion

In its 1997 Opinion, the Commission concluded that no major problems wete expected in this field and that accession would be of mutual benefit.

Since the Opinion, the Czech Republic has made progress in this area. By the recent adoption of the Act on State Support for Research and Technological Development, the Czech Republic has harmonised the conditions for state support for rescarch and technological development with those within the
be strengthenc

Overall the framework for co-operation is well established although administrative capacity needs to

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it made in the accession negotiations in this domain.

In order to complete preparations for membership, the Czech Republic's efforts now need to focus on increasing the gross domestic expenditure on research and technologieal development, and on encouraging enterprises to commit higher expenditures to research. This will contribute to the further development of the sector and to the effective integration of the Czech Republic into the European Research
Area, as well as to its successful association with the reley ant Community programmes.

Progress since the last Regular Report
Further progress has been made in this field.

During the reference period, the C;

ech Republic has continued to participate in the Community programmes in this area (see section b — Relations betueen the Eargpean Union and the Csech Republi). Due to the increasing popularity of the Youth Programme, the Czech Republic has decided to devote approximately 330 000 € to additional funding for the projects selected.
The provisions concerning alignment with the agguis on the education of children of migrant workers were adopted in May 2002. As of the date of accession, children of migrant workers who are EU nationals will have free access to pre-school and elementary school education.

As regards the reforms in the education and vocational g system, has progressed, with regional authorities assuming control over secondary school property and the development of the secondary school system as well as over the financial framework for schools. The municipalitis are responsible for these issues in primary education.

In April 2002, the Government adopted a long-term strategy on Education, which sets the strategic objectives for the years 2003-2006.

Overall assessment

The Czech Republic has gradually increased is involvement in Community programmes. The administrative and absorption capacity for these programmes is now well established and the Czech Republic's participation in the Community programmes is successful.

Legislative alignment with the acguis on education of children of migrant workers is well advanced.

Conclusion

In its 1997 Opinion, the Commission concluded that no major problems were expected in the perspecive of accession, in the field of education and training; the Commission epected the Crech higher education and vocational training system to meet the Community standards in the medium term. The Commission also underlined that the participation of the Czech Republic in Community programmes would
have positive cffects and represented 2 good preparation for int egration.

Since the 1997 Opinion, the Czech Republic has made stcady p years, in particular as regards participation in C 5. Overall the Czech Republic has achieved a good level of alignment and administrative capacity s satisfactory.
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republics efforts now need to focus on prepaing the practical implementation of the newly adopted provisions for the education of children of migrant workers upon accession.

Progress since the last Regular Report

Since last year's Regular Report, the Czech Republic has progressed significantly in terms of liberalisation of the telecommunications market but not as regards the clarification of the regulatory framework.

July 2002. The Czech Telecommunica

e TS U RIS T MRS L zllhough T S T T S S e e jons Office has granted prefixes t all operators that intend to enter the market in July 2002, The legal framework for the number portabiliy faciltyis set i the Telecommunications Act, but it i du to be
b

provided only from January 2003. A general plan was successful

Competition is strong in mobile services, where the penetration rate has reached 70%. The mobile sector has become a direct competitor to the incumbents fixed network service. There are thee GSM operators and the Government has granted two out of the three available Universal Mobile Telecommunications System (UMTS) licences, so that UMTS operations can begin when maket conditions permit.

Increased compeition in fixed network services has been made possible by big improvements in speed of delivery of interconnection, the level of interconnection prices and access to carrier selection facilities. Fixed wircless access has been licensed for some years and is beginning now to be used more widely for broadband Internet access. Fixed network modernisation is complete but penetration peaked at
38% and is now slowly falling.

In August the government decided to privatise the state’s majority stake in the incumbent dominant operator, Cesky Telekom. This should help to improve the competitive environment.

No progress can be reported as regards the improvement of the regulatory framework.

In March 2002 the Czech Government adopted an Updated Action Plan of State Information Policy in order to bring its targets closer to those of e-Europe+ 2002. It contains, among other elements, a list of information society projects to be by Public bodies.

As regards postal services, no particular progress can be reported since the last Regular Report.

Overall assessment

Concerning liberalisation of the telecommunications market, the existing legal framework has not facilitated the entry of alternative operators to the market. Vital facilities for market liberalisation, such as carrier selection, have only recently become available. The market has been largely controlled by a single operator in which the State holds a majority stake. The incumbent has achieved much in modernising its
network, but has been constrained by r egulation to maintain a less than fully commercial approach o its business. For these reasons it has been difficult for alternative operators to compete even though the market has legally been open. The recent decision to go ahead with privatisation of should, once lp to improve the




Local loop unbundling remains to be achicved. Current legislation (including recent implementing legislation) does not fully transpose the acguis as regards universal service.

The amended legal framework needs to ensure that vital parts of the carlier aaguis are properly implemented before moving on to reflect the updated acguis for the sector.

Cost orientation for voice telephony supplied by operators with significant market power is missing. The Czech Republic has not yet been able to evaluate implications of universal service acguis. The Czech Republic will need to transpose the updated telecommunications acquis before accession and to complete the implementation procedures as soon as possible afterwards.

As regards the regulatory framework, the Czech Telecommunications Office has been legally established as the Regulator. However, considerable powers remain at the Ministry of Transport and Communications. The authorities hm\e T responded 1o the EC's repeatedly expressed view that the presence of Ministry appointees in the management structure of the incumbent is incompatible with the acguds.
“This is a problem because of the Ministry's involvement in the enactment of implement ing legislation, e.g. in relation to universal service. A clear separation between operational and regulatory functions needs to be secured and maintai

The Regulator has some functions not required by the acguis which dominate its budget, Where its powers are sufficient, it has been effective in regulating the scctor, but there remain weaknesses in the primary law, particularly concerning the timely enforcement of the Regulator’s decisions. Thus legal amendments are necessary to provide for the appropriate competencies and independence of the Regulator.

As regards postal services, the Czech Republic has made good progress with the level of aligament with the aeguis, but it needs to establish an independent regulatory body. Legislation in force lacks clarity on the definition of the reserved area and some diserepancies exist regarding universal service obligations. Also, further implementing legislation is necessary in order to achieve full alignment with the
Community postal acguis.

Conclusion

In its 1997 Opinion, the Commission coneluded that the Czech Republic should have litle difficulty in complying with the acguisin the medium term, provided that current efforts in of laws and their d. 1t added that the tarifs should be further re-balanced in order to enable the public operator to take up comperition.

Since the Opinion considerable progress has been achieved. The Czech Republics telecommunications policy developed strongly along EC lines with an emphasis on comperition, devel i and of the market. However, competition in the telecommunications market was held back unnecessarily for 18 months after market opening in January 2001 The
situation was compounded by the relatively weak position of the Regulator and by gaps in elecommunications Act. Despite these problems, the Czech Republic is now overall rclmnel\ v e et el i, o e o R G g . A e o e s e e oy o R s,

Negotiations on this chapter have been provisionally closed. The Crech Republic has not requested any transitional arrangements. The Crech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership the Czech Republic’s efforts now need to focus on full liberalisation of the market and on segulatory framework, both in the telecommunications and in the postal sector.

Progress since the last Regular Report
“There have been no major developments in this scctor since the last Regular Report.

In the area of the audio-visual aeguis, an amendment to the Act on Advertising Regulation in force since June 2002 further specifies the responsibilties of the Council for Radio and Television Broadcasting as regards the supervision of advertising . According to the Czech authorities, current indications suggest that all national television broadcasters will meet their 2002 obligations for the promotion of
European and independent works. The period since the last Regular Re port has been characterised by a continued lack of transparency and stability in relation to questions of ownership and control of commercial TV stations. A second such dispute has now arisen and may also have to be solved in international arbitration courts.

There has been some development of administrative capacity at the Council for Radio and Television Broadcasting. Its budget has been increased and computerisation of the Councif's office should rel for the of a system for g the promotion of European works, although additional resources may be needed to further strengthen capacity.
A Memorandum of Understanding, providing for the Czech Republic’s participation in the Community Media Plus and Media Teaining programmes was signed in July 2002, taking effect from January 2002,

In the field of culture, the Association Council decision allowing the Czech Republic to participate fully in the Culture 2000 programme as from 2001 was adopted in October 2001. Implementation of the ‘Concept for Culrural Policy in the Czech Republie’ continues, elements of which have been amended, consolidated and transposed through the Government's "Culture Policy Paper”.

Overall assessment

“The 2001 Act on Radio and Television Broadeasting brought the Czech Republic’s legislation largely into line with the audio-visual acgus, although some refinement is still necessary, in particular regarding the technical adjustment of subsidiary criteria for jurisdiction. Effective implementation of the Act s likely to require the strengthening of administrative capacity.

It remains particularly important that the Czech Republic establish and supervise effectively a transparent and predictable regulatory framework in the audio-visual sector. As the main broadcasting regulator, the Council for Radio and Television Broadcasting will be key in this process. The Council should ensure the timely, objective and effective application of broadcasting legislation.
“The Department of Mass Media in the Ministry of Culture administers legislation in the areas of broadeasting, film, video and periodical press. The current number of staff (11) is adequate.

The 2001 Act on Radio and Television Broadcasting created the conditions for ratification of the Council of Europe Convention on Transfrontier Television and its Protocol, which the Czech Republic should now conclude.

Conclusion

In its 1997 Opinion, the Commission concluded that the Czech Republic would need to make major cfforts to adapt its regulatory framework and industry structures if it were to meet EC requirements in the audio-visual scctor.

Since the Opinion, the Czech Republic has made significant legislative progress, especially in the last two years. Overall, the Czech Republic is well advanced in terms of legislative alignment in this area. The necessary administrative structures are in place.
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Crech Republic's efforts now need to focus on the final necessary legislative adjustments and improvement of regulation. It remains particularly important o establish and supervise effectively a transparent and predictable regulatory framework.

Progress since the last Regular Report
Since the previous Regular Report, further important progress has been made in preparing for the implementation of structural policics.
With regard to territorial organisation, the preparation for defining the Objccive 2 cligible area in the region of Praguc has been finalised.

Concerning the legislative framework, the Act on Environmental Impact Assessment entered into force on 1 January 2002 and should ensure compliance with the relevant aeguis. The Act on Financial Control entered into foree in January 2002, in line with the agguis in this field. The relevant sccondary legislation was approved in March 2002.

As regards the institutional structures, all Regional Councils have been established, while the new regional governments at NUTS Il level have become operational. The Czech Government's Resolution of January 2002 defined the institutional framework for the implementation of the Structural Funds and the Cohesion Fund. In March 2002, the Ministries completed this resolution by designating the units
esponsible s managing and paying authoriics and (fo the Cobesion Fund) imp ing bodics The Minsiny for Regional Devclopment hs been appoinied Managing Autboriy for the Commniy Support Framevork and the Cobesion Fund. Masaging Authorities or the seevant Secoral Operatonal Progsammes were also appoinied. A Paying Authoriy fo the Snuctural Funds and the Cobiesion Fund has
been appointed within the Ministry of Finance. These Managing Authorities will be responsible for the and overall co-ordination, whereas some tasks will be sub-delegated to intermedia te bodies, which will be entrusted with the tasks related to the management and monitoring of projects. Progress can be noted as regards the of the by the
establishment of the Management and Co-ordination Committee and a Working Group for Programming,

Regarding programming, after the Commission’s comments on the NDP were sent in February 2002, the revised National Development Plan (NDP) will be presented to the Government in November 2002. It consists n[«mk Joint Regional ()p:mu«mnl Programme and 6 Scctor Operational Programmes. Following the Czech Government's Resolution of January 2002, respect for the partnership principle
will be ensured via the Managing and Co-ordination Committee which oversees the imp of the National Development Plan. This Managing and Co-ordination Committee includes of the ats of the Ministries concerned in the sphere of economic and social cohesion, NUTS I Regional Councils and other economic and social partners
including and non-profit Upon accession, the Managi Co-ordination Comittee will become the Community Support Framework (CSF) Monitoring Committee and will ensur e comphmce with the pmnmh.p prmclplc

As regards monitoring and evaluation, a pilot version of the Monitoring System for the Structural Funds was established at the Ministry for Regional Development in February 2002. In a second phase to be completed by mid-2003, the system will be extended to all other Government agencies and regional authorities. Ex-ante evaluation of the NDP and the OPs (Operational Programmes) and SPDs (Single
Programming Documents) began in 2002 and should run paralll t the drafting of the diffe rent programmes.

In the field of financial control, 5 progress was achieved with the Act on Financial Control, which stipulates the setting up of a system of ! lin the public by July 2002. C ty, internal audit units are being established in all ministries involved in the implementation of the Structural Funds and the Cohesion Fund.

As regards statistics for the implementation of the structural funds, decisions on NUTS classification in accordance with Community rules have been taken. Monitoting of most economic and social indicators is ensured by the Czech Statistical Office at the different NUTS levels.

Overall assessment

As regards the tersitorial classification, the Czech Republic has completed th of tertitorial units NUTS dlassification. There are 14 regions at NUTS 11l level (£rg), and § regions (cohesion region) similar to NUTS 11 In order to complete the legislative framework, alignment with public procurement aguis is needed.

As regards the institutional structure, most of the units appointed Managing or Paying Authoriies have had experience with the implementation of Phare, ISPA and SAPARD programmes. However, certain units have had only limited esperience with the of EC and their capacity is an issue of concern. Consequently, a coherent human resources strategy, including
training and budgetary implications, needs to be established.

‘The National Development Plan nceds © be approved. A timetabe has been set withregard o the preparation of the programming documents Considerable work remins (0 be done (0 fuli the of the Single Documents, the Operational Programmes and the Programme Complements and the Community Support Framework by the end of December 2002. Itis
especially important that an agreed implementation system i finalised rapidly to enable the relev ant structures to develop suitable . partnership and informaton channels, which can be relsticlly tested during the remaining pre accession period. Further progress is needed to rais the technical capacity to prepare 4 suitable pipeline of projcts, which will be clgible
and ready to be financed when the Structural and Cohesion Funds are relcased. Efforts need to be made to develop the necessary project dm’:lﬂpmmz capacity both at national, regional, and lo cal level.

The same applies to the nomination of all intermediate bodies. An agreed designation of tasks, roles and responsibilties stll has to be achieved. This is an urgent issue for finalsing drafts of the National Development Plan and Operational Programmes by the end of 2002. Moreover, a thorough review of capacities will be needed once all tasks and responsibilites are known.

Increased cfforts are nceded to develop the appropriate channels of communication to enable local authorities, social and cconomiic partners — including bodies representing employment, and equal at national, regional and local levels — to be dircctly and more visibly involved in formal consultation processes. While the basic structures do exist through the various committees alzcady
functioning, it is expected that the partnership principle will be app veloping the forthcoming information and publicity strategies for the Operational Programmes.

The Crech Republic should its preparatory work on the g system for the Structural Funds and extend its to other central authoriti and regional agencies.
Preparations for financial management and control need to be finalised as soon as possible.
In relation to financial management and control, the Czech Republic is generally well advanced in legislative alignment. However, the appropriate systems and procedures for financial control still need to be in particular as regards the structure of the Managing and Paying Authorities. Internal audit units are being established in the ministries responsible for the implementation of

the Funds. The central audit service within the Budgetary Supervisory Service co-ordinates these services. However, these departments il need to be strengthened and the training of internal auditors should be a priority in this respect. Common guidelines for the internal audit services are being drawn up. The Czech Republic has introduced multi-annual planning of budgetary expenditure. Its budgetary.
legislation also contains sufficient flexibiliy to transfer allocations berween funds and priorities. As regards regional statistics, the Czech authoriies will have to ensure that th ¢ available data are brought up to the level reqired for regional policy planning and programming, monitoring and evaluation, in particular the ex-ante evaluation.

Conclusion

In its 1997 Opinion, the Commission concluded that the Czech Republic still needed to establish a legal, administrative and budgetary framework for an integrated regional policy and ensure its compliance with EC rules. The Commission added that, given the Crech Republic’s administrative capacity and the necessary political awareness, the Crech Republic should, in the medium term, be ready to apply the
Community rules and channel funds from the EC str policies.

Since the Opinion, the Crech Republic has made important progress in legislative terms, and, more recently, has moved forward with developing the necessary administrative capacity. Overall, legislaive alignment is well advanced, although further efforts are required on public As regards pacity the structures are in place but further efforts are necded to make them
fully operational.

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area, The Czech Republic is generally meeting the commitments it has made in the accession negortiations in this domain.

In order to complete preparations for membership, the Crech Republic's efforts should now focus on elearly defining the final d g ipacity, 1co-op and partnership, and g systems and procedures , financial and control

Progress since the last Regular Report

Since the last Regular Report, good progress has continued as regards the and of the acquis. C of capacity some progress has also been achieved.
As regards the integration of environment into other policies, the government adopted  national strategy for sustainable development in the second half of 2001, which aims to be in line with the 6* Environmental Action Programme.

Concerning horizontal legislation, secondary legislation on environmental impact assessment was adopted and came into force in January 2002. The Crech Republic ratified the Kyoto Protocol in November 2001

In the area of air quality, the Act on Air Protection adopted in February 2002, entered into force in July 2002 and aims to transpose the acguis relating to air pollution, protection of the ozone layer and climate change. The requirements for the preparation of action plans in zones or agglomerations within which limit values for certain pollutants have been exceeded have also been incorporated in the new Act.
All secondary legislation in the ficld has been adopted. I mplementing legislation defines limit valucs, emission ceilings, and limits.

In the area of waste management, framework legislation and some implementing legislation is in place. The Act on Waste and the Act on Packaging Waste came into force in January 2002, together with a number of implementing decrees. deflmng selected waste streams, and transposing the European waste catalogue, obligations on hazardous waste and the labelling of batteries. Measures to ensure that waste
s recovered or disposed of without endangering human health are in place. The lst of wastes and the rules for handling hazardous waste ensure that no abandonment, dumping or uncontrolled disposal of waste takes place. The permitti m has also been established. A nation wide collection system has been sct up for packaging waste plastic, glass, paper and some metals. Periodic inspections are carricd
out by the Czech Environmental Inspectorate. The Centre for Waste Management, which was cstablished in autumn 2001, has so far recruited 26 staff members. It is preparing the waste manage ment plans and designing the waste oy T e e e responsible for the shipment of waste. About 41,5 mio tonnes of waste per year are generated. Waste is mainly disposed in landfills and
incinerated, whereas the recy are low. gidelines and te action plans remain to be developed in order to ensure the efficient application of new legislation by the responsible authorities. The use of untreated sewage sludge in agriculture is prohibited, a monitoring syste m has been established.

In the field of water quality, a number of implementing decrees were adopted. An assessment of data necessary for the monitoring of dangerous substances as well as a preliminary identification of polluters of List I and 11 substances and their registers has been carried out. A

stem for the authorisation of List I substances to waters and to sewers is in place.

In the field of nature protection, no progress can been noted with transposition of legislation. The necessary information for the seleetion of special protected areas under the Birds Direetive has been selected.

pollution control and ri the Act on Integrated Pollution Prevention and Control was adopted in February 2002, and is scheduled to cnter into force in January 2003, Important progress has been achieved with the setting up of a as well as the the IPPC the Institute, with a total staff of 12
el FE B ] R 0 S\ B T 10 2 T A L M T R 5230 7 A e HE T A 30 B T T T 6o 5 o e U o i o o AT Ao momlonng me[hodologzcs‘ a certain licensing system as well a5
programmes to reduce emissions from large combustion plants are alrcady in place.

In the field of chemicals and genetically modified organisms, sccondary legislation has been adopted over the past year. Furthermore, the Act on Biocides and related secondary legislation entered into force in July 2002, aiming to transpose the acquis in this field. Progress has also been achieved on biocides with the Authority as well as the related
procedures and a system concerning the classification, packaging and label ling of biocides. As regards ozone depleting substances in 2002 a reduction and, in specified cases, ban of using HCFC has been introduced. A system for recycling ozone depleting substances has also been introduced.

Concerning noise, a Government Regulation laying down technical requirements for products concerning emissions of noise, came into force in April 2002, The legislation aims to fully transpose all EU obligations in this sector. Good progress on implementation has been achieved. The inspection system checking that appliances are correctly labelled as we all the corresponding enforcement system has been
established.

In the ficld of nuclear safety and radiation protection, the amendment of the Atomic Act, adopted in December 2001, came into force in July 2002 together with some secondary legislation, aiming to fully transpose the acguis in the area of radiation protection and emergency preparedness. Through these legislation obligations for the shipment of radioactive weaste has also been transposed. (see chapler 14:
energ)

The current national implementation plan for environment was updated at the end of 2001.

The Crech Republic has carried out a range of actions to develop its administrative capacity in the field of environment. The administrative reform is ongoing. The Act on Municipalities was adopted in June 2002, which should help determine the need for human and financial resources as certain environmental responsibilities are taken over by authorised municipalities from the districts in January 2003,

Over the past year, regional authorit es have hired additional staff responsible for environmental issues. At the central level, the Ministry of the Environment employs 435 people at ts headquarter in Pragu and 115 people in ts regional departments, It hired during the reporting period 40 members of staff for various technical units. On average, there are ten persons working on environmental issues in each of
the 14 new regional authorities.
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average of 5% of the fines were confirmed, 25% of the fines were reduced and 20 he fines were cancelled. has been with d t of the criminal Law which now defines particular acts of non-compliance with nature protection legislation as a crime. Through the amendment it also became possible to fine natural persons and not just legal persons.

Overall assessment

While the Czech Republic has achieved considerable alignment with the EC environmental aggus it seill needs to adopt legislation in order to complete transposition in the fields of horizontal legislation (environmental impact assessment), waste management (titanium dioide, implementing legislation), industrial pollution and risk management (implementing legislation), water quality (alignment of the Public
Health Act and the Water Act, implementin g legislation), and nature protection (transposition of the habitats and birds directives). Close attention should be paid to the implementation of the acguis with regard to horizontal legislation (co-ordination among different permitting systems such as naure and IPPC, implementing guidelines), air quality (preparation of programmes, enforcement in existing
installations), waste management (implementing guidelines, waste management plans), water quality (clarification of competencies and co-operati on, upgrading of monitoring systems, application of the permits for List I substances), nature protection (management and protection of habitats), industrial pollution and risk management (permitting of new installations, guidelines for major accident hazards) and
chemicals and GMOs (funding of laboratories) as well as staf training in all sectors and strengthening of lower level administrations.

Concerning horizontal legislation, the main responsibilities and consultations procedures have been established. Despite some staff strengthening, implementing authorities need further guidance, training and resources. Co-ordination among the different permitting procedures, in particular as regards implementation of Asticle 6 of the Habitats Directive s still necessary.
As regards air quality, the monitoring network appears largely sufficient. The public is regularly provided with information on air quality. Action plans are being drawn up to indicate short term measures to be taken where there is a risk of alert thresholds being exceeded. Main enforcement measures are in place but need upgrading to also cover et industrial plants. To improve implementation, the
mechanisms required to reach established emission ceilings need to be dlarified and imp lementing authorities need guidance on how to achieve the emission ceilings as well as to perform and enforce emission reduction plans and air quality improvement plans. As a first step, a national emission reduction programme and regional programmes need to be prepar

As regards water quality, further efforts are required to ensure the alignment of the Public Health Act and the Water Act with the acquis. A very fragmented monitoring system is in place. In order to fully align the system upgrading is necessary in particular as regards groundwater, drinking water, dangerous substances and nitrates is necessary. The legal system for permilting, inspections and enforcement is
clearly established, but responsibilities are divided among a very high number of institutions. For drinking water, surface waters for abstraction are identified, but small distribution systems are not yet included in the monitoring system. For nitrates, steps for implementation have been undertaken, including the ongoing work on the establishment of vulnerable zones, and action plans for pilot projects on some
farms as well as the pilot projects for the establishment of the code of good agricultural practice. A reduction programme for List I substances remains to be established and pe smits for dangerous substances still need to be reviewed.

The principle of integration requires continuous attention both at national and local level. The Czech Republic needs to continue integrating environmental protection requirements into the definition and implementation of all other sectoral policies 0 as to promote sustainable development.

The Czech Republic’s administrative capacity to implement the EC environmental e sull s ity In general, msmuuonzl s for environmental profection and enforcement hae long been in plce and the competencis for the main requirements of the argshave been dentiied, However,the existence of  large number of insitutions dealing with environmental isues does not
contribute 1o an efficient allocation of resouces or clear administra mploys a very high number of staff with a good technical knowledge in particularly at the national level as well as in the specialised environmental institutions. Whereas the national level as well as specialised environmental bodies well staffed in terms of numbers, the staff
resourcesa reonal and locl level seem quie ow. While the seting up of the new mm tier ndmlm\xnuw T e (el o e competencies and overlapping seems to continue since the reform has not been based on a holistic approach, considering only the division of competencies among the different gmmmmm i e yene e L e malking
procedurcs, co-op an among different bodics at all levels in particular in the water sector. At the regional and local level, enforcement and application of environmental legislation nced to be further improved by additional staff, financial support, cquipment and well defined division of as well as P by the central

Permitting procedures and conditions are well established by primary or secondary legislation. The current system is based on a multi-media approach, involving several institutions. Once the new IPPC Act s in force one integrated permit will be issued for each IPPC installation issued by the regional authorities. For non-IPPC installations a multi-media approach will continue. The timely issuing of integrated
permits will be a main challenge because permitting staff can only be recruited once the new Act on IPPC comes into force. Some of the main challenges for the regional authorities will be to set up good co-operation between permitting, enforcement and inspection authoritics, to ensure adequate staffing for the work load an g review and renewal of permits before accession.

The current monitoring practice is based on different g types and includes. covered by a variety of sate instiutions, out-sourced monitoring activitis carried out by private companies, as well as self- . A clearer division of and an upgrading of the monitoring system in the water sector is necessary.

em for inspection and enforcement has been established. The Czech Environmental Inspectorate has one central and ten regional offices. It s staffed with some 400 inspectors, which appears adequate. However, inspection responsibilities of regional authorities need to be defined more clearly in order to avoid overlaps. Despite an increase of both the number and average value of fines levied, the
value of fines continues to be too low to have a strong deterrent effect.
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established wil the Czech Republic be in a position to develop an overall inc luding a project pipeline, and back-up its This is essential to strengthen the investment planning and programming at the central and regional level

Considerable investments still need to be seeured, to of the

Conclusion

In its 1997 Opinion, the Commission concluded that with maintained levels of investment, transposition of the environmental acguis as well as effective compliance with important elements of it should be achieved in the medium term. However, compliance with a number of pieces of legislation requiring a sustained high level of investment and considerable administrative effort could be achieved only in the
long term (c.g. urban waste water treatment, d rinking water, aspects of waste management and air pollution legislation).

Since the Opinion, the Czech Republic has achieved considerable the agguis in sectors, in particular in the past few years, and has progressed in 7 necessary. capacity to imp agguis in this area. High investments in the environment sector in the mid 19905 have produced notable results.

Negotiations on this chapter have been provisionally closed. The Czech Republic has been granted transitional arrangements for packaging and packaging waste (end 2005) and urban waste water treatment (end 2010). The Czech Republic is meeting the majority of the commitments it has made in the accession negotiations in this filed. However, delays have oceurred on air, water and industry, but have been
caught up in the meantime.

In order to complete preparations for membership, the Czech Republic’s efforts now need to focus on finalising transposition and implementation (horizontallegislation, water quality, waste, nature protection and IPPC), ensuring the provision of the necessary financial means, and strengthening overall administrative capacity, in particular at the regional and local level.

Progress since the last Regular Report

Good progress has been made since last year's Regular Repore with the adoption of a number of non-safety related legislative measures. The process of administrative improvement continues with further enhancement of the market surveillance structures.

There have been no significant developments in the area of safety related measures, where Cech legislation is latgely in line with the agguis.

A number of picces of legislation have been adopted concerning non-safety related measures. In March 2002 a new Act on Payment Conditions was adopted which, along with the Act on Financial Arbitration, aims to raise consumer protection and secure out-of-coust settlement of disputes arising from payments (e Ch 4 Free Movement of Capitai). The Act on Consumer Credlit, which further aligned Czech
legislation with the acquis, entered into force in January 2002, aiming to impr ove consumer protection in this matter and to unify the rules for providing information on consumer credit prices. Amendments to the Civil Code made in March and April 2002 aim at transposing the acguis relating to guarantees on consumer goods, injunctions and imeshare. The Act on Timeshare increased protection made on a
timeshate basis. An extensive amendment to the Act on the Regulation of Advertising was also adopted in April 2002, including measures on misleading and comparative advertising, ad vertising of tobacco products and defining a new system of supervisoty bodies relating to advertising,

Concerning the market surveillance mechanism, administrative capacity has been further enhanced through training and development of strategies. The Czech Republic has continued to strengthen the Czech Trade Inspectorate, recruiting 24 new officials and increasing its budget for inspection work by CZK 15 million (€ 440,270) in 2002, The Inspectorate made nearly 50 000 inspections in 2001 and
analysed more than 3 500 complaints from consumers.

An amendment to the Civil Court Procedure and the Consumer Protection Act has allowed consumer N i rod proceedings for an injunction for the protection of consumers’ interests. The number of non-governmental consumer organisations has reached 13 whilst the number of centres for consumer consultation and complaints mediation has increased from 28 to almost 50. Non-
governmental consumer organisations continued to develop in 2002 and a steady increase in professionali be noted. Integration of consumer NGO into European structures such as the European Bureau of Consumer Unions (BEUC), the European Association for the Co-ordination of Consumer Representation in standardisation (ANEC) and, recently, the Association of European Consumers (AEC) has
continued. Funding for consumer organisations rose from CZK 10 million (€ 293,513) to CZK 138 it (tws 04&) in 2002,

At the end of 2001 a Business Ethics Association was established under the auspices of the Czech Confederation of Commerce. The firms and organisations within the association accept the observance of a Code of Ethics for consumers. The code is already being applied in mail order, doorstep sales, advertising and tourist services.

Overall assessment

Legislative alignment is well advanced. The Act on General Product Safety of February 2001 makes producers, importers and distributors responsible for ensuring that goods introduced onto the market are safe and obliges them to provide relevant information to consumers. The Act also outlined structures which will be used to identify dangerous products at external borders. Nonetheless, further amendments
to the Act will be necessary to complete alignment, in particular to incorporate new acguis in this area.

Further efforts are needed on alignment with the acguiras regards the indication of prices.

Responsibilites for the implementation of legislation in the sector were set out in the Concep of Consumer Policy for the years 2001-2005, published in November 2000. The concept also sets out a range of consumer protection aims for the Czech Republic, including completion of alignment and a focus on new advances and the development of consumer awareness.

“The Ministry of Industry and Trade (MIT) has overall for consumer pr Its P department has been in previous years, currently employing 12. Consumers themselves are represented in discussions on consumer policy by a consumer advisory committee.

Market surveillance is divided between several bodies, with the majority of activity conducted by: the Crech Agricultural and Food Inspectorate (CAFI), the State Veterinary Administration (specified areas of food control) and the Crech Trade Inspectorate (CTI) (non-food products and protection of consumers’ economic interests). Other smaller bodies are responsible for particular niches within market
surveillance whilst the Ministries of Agriculture, Health, Regional Development, and Fina nce have relevant responsibilities, with the Ministry of Industry and Trade (MIT) as central co-ordi The division of between the involved has been increasingly clarified. However, efficiency and co-ordination among actors could still be further improved. Efforts should continue to
increase the operability of the existing system for the exchange of information between market surveillance bodies <>

The Crech Agricultural and Food Inspectorate (CAFI) has 500 employees, of whom over 220 are professional inspectors and approximately 100 laboratory staff. The CAFI made over 22,000 inspections during 2001, and analysed over 2,000 complaints from consumers. The Crech Trade Inspectorate (CTI) has over 500 staff, of whom about 440 are inspectors. Low salaries impede the recruitment of young
qualified staff, in particular inspectors.

“The TRAPEX (Transitional Rapid Exchange of Information System) is fully operational, and its contact point in the Czech Republicis the Czech Trade Inspectorate. Czech preparations for partcipation in the Rapid Exchange of Information System (RAPEX) are ongoing, led by the MIT.

At present there are 13 independent non-governmental consumer organisations in the Czech Republic. Their work foeuses on giving free advice and information through almost fifty advice centres, publishing and education, the compararive testing of products and goods, and out-of-court settlement of disputes. Although they have made some progress in espanding their membership base, it remains relatively.
small. Support for such consumer organisations and their role should continue to be enha nced.

Although consumers have adequate access to justice through the courts in order to seek individual redress, a simplified exercise of consumer rights through out-of-court bodies and procedures would be desirable in order to provide alternative dispute resolution systems. It s important that consumers” awareness of their rights be increased and their interest in product safety enhanced.

Conclusion

Inits 1997 Opinion, the Commission concluded that considerable work on approximation would be needed to bring Czech measuses on consumer policy into line with the agguis in the medium term and also a need and organise the of th bodies involved.
Since the Opinion, the Czech Republic has made significant progress in these matters. Framework legislation on product safety has been adopted along with numerous non-safety related measures. Overall, legislative alignment is advanced and there has been a steady reorganisation and strengthening of administrative structures.

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations.

In order to complete preparations for membership, the Czech Republic’s efforts should now focus on the fin-tuning of legisation, the adoption of any and the i amongst the instiutions involved.

Progress since the last Regular Report
Since the 2001 Regular Report, the Czech Republic has nearly completed its legal alignment with the agguis under this chapter and has made further notable progress in the institutional and implementing capacity building in all ficlds. Despite notable cfforts, the major gap remains the incffectivencss of combating "white collas” crime and corruption (see Chapter 3 - Freedom 1o provide service).

The Czech legislation on data protection has been further supplemented through an amendment to the Act on Classified Data adopted in June 2002. The 1981 Council of Europe Convention in this field entered into force in November 2001, and in April 2002 the Government signed the Additional Protocol on Supervisory Authorities and Trans-border Data Flows. The new Police Act i being implemented
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been appointed. The Office registered about 14 000 data administrators in 2001 and issued 304 decisions on transmitting data abroad out of which 14 were fully or partially negative, Since Jun ¢ 2001, 41 on-the-spot inspections have been initiated (including one within the Police) and 57 measures have been taken such as data liquidation, restriction of scope of processed data and improvement of sccurity
measures. Within the police, 60 police officers (out of a total of 120) have been recruited so far to deal with this issue. Their training started recently.

The Czech Rq>uhl1c has continued to make good progeess in aligning its visa policy with that of the EU. It aligned its visa obligations with the acguis in December 2001, and is cussendly preparing a standard visa-frce agreement with certain countrics, in line with EU visa-free travel. The Act on the Residence of Aliens, already amended in 2001, was further amended in May 2002, Thus, a new visa sticker for
shost-term and lony developed which corresponds to the E U visa sticker as far as possible and is being gradually introduced. The country has achieved considerable progress in modernising the visa issuing procedu al consulates have been opencd in Poland and the Russian Federation and an on-line system s currently operating between all 108 Czcch diplomatic missions issuing
machine-readable visas (escept Zimbabwe), the Ministry of Foreign Affairs and the Alien and Border Police Service. The upgraded visa software ensuring higher data transmission speed and improved data security is now installed at the dxplommc ‘missions. So far, about 800 000 visas have been issued under the new visa system.

With regard to border control, a new Act on State Border Protection was approved in April 2002 that further contributes, together with the amendment o the Aliens Law, to the full alignment of the Czech legislation with the Schengen/EU requirements. The new Act will enter into force on 1 January 2003 except for those provisions that will enter into force as of the date of lifting of internal border controls
It introduces the concept of border protection for preventing illegal bor der crossings in compliance with Schengen standards and ensuring the regularity and continuity of P The enhanced efforts at op I level have led to rather positive effects on control of migration flows and as regards interception of illegal immigrants (especially on the Austrian and German borders), the number of
whom declined by 28% in 2001, according to Czech statistics (13 000 less than in 2000). The majority of the problems identified in the 2001 Regular Report have been addr essed.

An amendment to the Criminal Procedure Act was also adopted, which addresses Schengen judicial co-operation in criminal matters, in particular liaison magistrates. The Alicn and Border Police (ABP) has a new structure as of 1 January 2002, which makes it more independent at the regional level. The ABP now comprises National Headquarters, seven Regional Dircctorates and the exceutive departments
such as searching and residence checking departments (mobile units). The latte, created in all border regions at the end of 2001, are in charge of the detection and prevention of illegal immigration, cross-border crimes and illegal emplo) ment or residence. The technical equipment has also been improved (thermal-vision units, coz detectors, optical equipment for reading machine-readable documents). In the
first quarter of 2002, extensive training for the top management of the Ministry of the Interior and the Police took place and a new system for training trainers in the area of travel documents was introduced. A new facilty with a capacity for 145 third country nationals awaiting expulsion was opened in Velké Pilepy in February 20

Since November 2001, the Czech Republic continued to make important progress in the implementation of its Schengen Action Plan. The Government reviews progress every six months. The Police President decided to create one central authority for setting up the National Schengen Information System (N-SIS). Tywo agreements with Germany on cross-border surveillance and hot pursuit largely based on
the Schengen model have been ratified. The Czech Police has pre pated draft similar agreements with Slovakia, Poland and Austria.

As regards migration, the new amendment to the Act on the Residence of Aliens will enter into force partially on 1 January 2003 and fully by the date of lifting of internal border controls. This amendment defines the conditions for residence and the rights and duties of EU citizens on the Czech teitory after accession, and incorporates an amendment to the Act on Travel Documents to enable EU ditizens to
enter with their ID card. The amendment also regulates the issue of refusing entry into the teritory for reasons of public order. The effective readmission of illegal immigrants, using escorts organised by the police, has improved since the last Report. The Czech Republic s still negotiating the conclusion of new readmission agreements with the Benelux countries and Slovakia, and has initiated negotiations with
Belarus, China, FYROM, India, Iran, Iraq, Moldova, the Russian Federation, Sri Lanka, Ukraine, Vietnam and Yugoslavia. It signed a readmission agreement with Slovakia in Ju ly 2002.

Another positive development was the adoption in November 2001 of the amendment to the Act on Asylum, which entered into force on 1 February 2002. The amendments provide for appeal against administrative decisions in asylum cases, define the concept of manifestly unfounded application and restrict access to employment by applicants for asylum. An application for asylum is now initially dealt with
by the Department for Asylum and Migration Policies of the Mi nistry of the Interior. Curently, an applicant can appeal against a refusal to the Administrative Division of the High Court in Prague; a further appeal on matters of law by way of cassation may be submitted to the Supreme Administrative Court. From January 2003, the Prague Regional Court will hear appeals instead of the High Court. The
Ministry of the Interior increased the capacity of 12 reception centres to reach  total capacity of 2 368 places (or 3 116 places in emergency situations).

The amendment to the Act on Asylum should be seen in the light of the very considerable increase in asylum applications in 2001 (18 082 against 8 788 in 2000). The Czech Republic received about 4 500 new asylum seckers in the first half of 2002. The majority of the cases in 2001, as over the previous years, came from Ukraine, Moldova, Romania (which number has dropped in 2002), Vietnam, India,
Georgia, Armenia, the Russian Federation, Belarus and Afghanistan. On the other h and, far fewer applicants were granted asylum in 2001 (75) than in 2000 (133), and it seems that this trend will also be reinforced as a consequence of the amended Act.

In the ficlds of police co-operation and the fight against organised crime, the draft Act on the Service Status of the Members of the Security Forces was rejected by the Pacliament in March 2002, On the other hand, the police ethics code, which was included in the above draff, was adopted. The Czech Republic made encouraging progeess on the implementation of the main legal and institutional reforms
decided last year. The act on witness protection and the amendment to the Polic ¢ Act were implemented and a new unit on witness protection was created. Following the 2001 amendment to the Code of Criminal Proceedings, the Police Presidium stasted in January 2002 an in-depth reorganisation of its services, based on the principle of the abolition of the corps of investigators. The reform focused on the
creation of the Criminal Police and Investigation Service (CPIS), which co-ordinates the activities of the main specialised departments. The Czech Republic made also important progress as regards international co-operation. It signed the agreement with EUROPOL on 5 March 2002, which entered into force in August 2002, and concluded co-operation agreements with Austria, France, Germany and ltaly,
while continuing to negotiate with Belgium, Ireland and the United Kingdom. Finally, a new liison officer is being trained to be posted to Ukraine by 2003,

In the fight against teroris
financing of terrorism. The sta

the Crech Republic adopted in April 2002 a National Action Plan in response to the events of 11 September 2001 in the Unites States, and started preparing the harmonisation of it criminal code with a view to the ratification of the UN Convention for the Suppression of the Financing of Terrorism. It also passed new anti-terrorism legislation including measures against the
of the department for combating organi sed crime was inereased and a new depattment was set up to be the counterpart of EUROPOL and of the anti-terrorist forces of the Member States and candidate counties in this area.

As regards the fight against fraud and corruption (see Secton B.1.1- Denocracy and the ruk of lw), no fusther progeess in terms of legislative harmonisation can be reported on remaining issucs. The further amendments to the Criminal Code concerning the criminal liability of legal persons and redefinition of corruption in the private sector remain awaited. Morcover, in April 2002 the Government approved a
report on corruption which underlines that the situation s not imp roving. Data on bribery and crimes committed by public officials as well as data from public opinion research studies have shown that the number of corruption-related criminal offences detected has increased. It confirmed that latent corruption is sill widespread, including in administrative police departments. On the other hand, the number
of investigated and prosecuted bribery cases has also risen (especially in the areas of active corruption and credit fraud). Some positive developments can however be reported: the Czech Republic acceded in February 2002 to the Council of Europe Group of States against Corruption (GRECO) and the Supreme State Prosecutors’ Office in Brno signed a co-operation arrangement with OLAF in January 2002.
The specialised units of the former in Praguc, Olomouc and Beno h d the aging results obtained in terms of pros and conviction already mentioned in the previous Regular Report.

The Czech Republic has made progress in implementing its National Drug Policy Strategy 2001-2004 through all involved institutions at all levels and adopted in June 2002 a long-term action plan to implement the EU Action Plan for 2000-2004. Since the rorganisation of the Police Presidium in January 2002, the National Anti-Drug Headquarters have been part of the CPIS but continue to co-ordinte the
tegional units and investigate narcotics cases at national and international levels. In June 2002 the Government established the Czech National Contact Point, which is to become fully operational as of January 2003,

In the field of the fight against money laundering (e al Chapter 4 - Free momment of eqpita, the Crech Republic has implemented the 2001 amendment to the Code of Criminal Proceedings, while amendments to the Criminal Code estending and clarifying criminal sanctions (up to five years) entered into force in July 2002, In 2001, there was an increase in the number of persons prosecuted for money.
laundering (40 against 15 in 2000 and 16 in 1999), while there was a decrea se in the number of convieted persons (3 against 6 in 2000 and 5 in 1999). The Financial Analytical Unit (28 staff) under the Ministry of Finance filed 376 suspicious transactions and lodged 26 complaints in the first half of 2002 (against 101 for the whole of 2001

In the field of customs co-operation, an amendment to the Customs Act which aims to simplify eisting procedures entered into force in July 2002. As regards the 1995 Convention on the use of information technoloy
computers. The training is focusing on information systems for customs purposes. Moreover, the Programme at the national level on Memoranda of Understanding has been approved and implemented.

he Customs Service has a platform of Customs Information Systems, which consists of the Anti-Fraud Information System,

th its Early Warning System, and about 6 500 personal

With regard to judicial co-operation in both civil and criminal matters, the Czech Republic has almost finalised the legal approximation with the acguis. The amendments to the Criminal Code in the fields of Schengen judicial co-operation, the definition of criminal organisation, trafficking in human beings and the sexual exploitation of children entered into force in July 2002. In June 2002, bilateral agreements
with Germany on the European Conventions on Mutual Assistance in Criminal Matters and on Extradition entered into force. The Czech Supreme State Prosecutors’ Office in Brmo also represents the Czech Republic inits co-operation with EUROJUST.

Overall assessment

As regards data protection, the Czech legal framework is now fully aligned with the arguis in this chapter. The Police is fulfilling requirements in this area following the adoption of specific instructions, specialised police staff recruitment, training and regular co-ordination meetings between the Office for Personal Data Protection (OPDP) and the different law enforcement authosities. The OPDP is now
operational and has reached a reasonable staffing level, although additional staff semains nccessary. The police necds to recruit 60 other specialised officers and provide information to the public. In principle, police-related data can only be used by authorised officers and be kept for a necessary period of time, and if such data has not been processed or updated within two years, the record is automatically
deleted. The main gap remains the lack of preparation of the Customs administration in this area. Close attention should be pai d to this by the Czech Republic in order to accede to the Customs Information System and the Naples II Conventions upon accession.

The Czech Republic has almost completed the approximation of s visa regime. The outstanding task remains the alignment with the EU visa-free travel lst. The new amendment of 2002 to the Act on the Residence of Aliens is indeed another positive development as regards the issuing of visa stickers with high sccurity features. Regarding its administrative capacity, and despite the fact that the Czech
Republic has continued to make notable progress, it is still necessary for regi onal and district authorities to pay attention to migration risks.

The Czech Republic has continued to strengthen its overall strategy and systems of border control. The controls at official border crossing poins are performed in a satisfactory manner and all have an on-line connection to their headquarters. On the other hand, there are still gaps o be addressed as concerns the control of green borders with Slovakia. The Czech-Slovak border management agreement remains
10 be revised. The fact that Regional Directorates have direct command over these units can be regarded as very positive. Nonetheless, the national Headgquarters sill need to be reinforced. Encouraging improvements have been achieved in the supply of modern equipment, the setting up of a new training system and the opening of new detention faciles.

The Czech Republic continued to implement all legal, institutional and operational commitments included in its 2001 Schengen action plan, according to the time schedule for the year 2002. The further implementation of the action plan will notably depend on the conclusion of remaining bilateral co-operation and readmission agreements.
As regards migration, the new amendment of April 2002 to the Act on the Residence of Aliens fully aligns the Czech legislation with the agguis. The authorities should continue these encouraging efforts and now focus on the effcctive conclusion of new seadmission ageeements with Belarus, China, FYROM, India, Iran, Iraq, Moldova, the Russian Federation, Sei Lanka, Uksaine, Vietnam and Yugoslavia.

As far as asyhum is concerned the amendment to the Act on Asylum constitutes a further step towards full approsimation of the Czech legislation. As far as implementation eapacity is concerned, the Czech authorities should increase the number of judges available to conduct review hearings and expand judicial education in this field. As regards the reception centres, the Czech Republic provides fairly good
integration opportunitis for recognised refugees. On the other hand, it sh ould address the overcrowded police detention centres where asylum applicants who entered the country illegally are awaiting a decision.

In the fields of police co-operation and the fight against organised crime, authorities admit that combating corruption, cconomic and financial crime and drug trafficking is til very problematic. Confiscation of the proceeds of erime also remains problematic. The security risks concerning organised crime are stil concentrated in trafficking in human beings (prostitution, illegal immigration), drugs, stolen
cars and money laundering. The new unit on witness protection is fully operational, although s strategy should be further claborated in close co-operation with the judiciary and the prison system.

“The Police started from 1 January this year an in-depth reorganisation of its criminal and investigation services following the reform of the Code of Criminal Proceedings launched in 2001 with a view to setting u comparable to those of the EU Member States. Without prejudging the real impact of this reform at this carly stage, it scems that it has allowed the different criminal and investigation
services involved to address more efficiently classic, simple criminal cases, prosec ution of which has been simplified and accelerated. The impact on the performance of State Prosecutors and Judges needs to be e mpxd.ly by the Ministry of Justice, notably through concrete measures with a view to improving their training. So far, the reform has been positively perceived by the different law enforcement
authorities. Efforts should now focus on enhancing quality management to make them more service-oriented, reducing the rather lengthy procedures at the court level and strengthening p rosecutors’ offices since their tasks have been enhanced. Statistical instruments for measuring crime rate should be improved, while new methods of technical crime investigation, including development of forensic
investigation should be further developed.

The Czech Republic has signed but not yet ratified the 2000 UN Convention against transnational organised crime (Palermo Convention). Also, the three protocols to this Convention have not yet been signed.

In the fight against terrorism, the National Action Plan adopted by the Czech Republic contains an analysis of the methods and means used by terorists (including funding), the description of the current situation and the measures for combating terrorism in the country. It also includes a list of international obligations and their impact upon legislation.

Unfortunately, the effectiveness of the fight against fraud and corruption has not sufficiently improved. Further qualified staff to support the work of police investigators and prosecutors and adequate training continue 1o be urgently needed.

With regard to protection against fraud, the Czech Republic will be ready upon accession to ensure cffective co-operation between law enforcement agencics, the judiciary and OLAF by acceding to the sccond protocol to the Convention on the Protection of the Financial Interests of the European Communities. Although the Supreme State Prosccutors’ Office has started to involve al relevant authoritics in

this area, further support from all Government agencies is necessary to ensure an ¢ nt ant-fraud strategy. The main task of the Police now consists in further clariffing the conerete division of labou, especiall in the area of "white collar” crime, between the specialsed central Police departments. The Czech Republic should pay more attention to the fact that prevention through transparency and accountability
standards is as important as repressive tools.

As regards money laundering, the Czech Republic has aligned its legal framework with the acguis thanks to an amendment to the Criminal Code which includes new provisions to penalise money lundering and enable prosecution of money laundering on a wider scale. However, only a fea prosceutions and convictions in comparison with the number of cases of financial or tax fraud investigated or suspected
can be reported. Although each insitution can be considered as fully opera tional (Financial Analytical Unit,specialsed police and Prosecutors’ Office departments), frther promotion of an multi-agency approach is sl necessary, especally i terms of exchange of information, feedback on activitis and specialised trining.

The Czech Republic continues to be maily a transit country for drug traffickers but s increasingly also becoming a consumption country. On the other hand, the country has been successfully combating this phenomenon. The National Strategic Plan for 2001-2004 is being At strategic level, the I
agencies and other institutions. The Czech Republic s well advanced as regards co-operation with the European Monitoring Centre for Drugs and Drugs Addition: however, in this context, the National Information Centre remains to be established.

1 National Drug Commission co-ordinates very well the different Governmental

The Crech Republic has aligned itself with the aguis in the field of customs co-operation since the amendment to the Customs Code entered into force. The Customs Service is now connected to OLAF although adequate software has stll to be installed to ensure the effectiveness of this indispensable co-operation. The issue of data protection, mentioned above, needs to be urgently tackled by the Customs
administration. Moreover, the latter needs to further improve its co-opera tion with other law enforcement agencies on combating llegal immigration, corruption and drug trafficking.

As far as judicial co-operation is concemed, the Czech Republic will be able 0 apply all acguis-related conventions upon accession. The Czech chublxc is ready 10 co-operate with the newly created EUROJUST network, and the Schengen liaison network of magistrates is being smoothly completed. The Czech Republic should continue its efforts to complete its judicial reform as scheduled. Further
improvements in the practical implementation of judicial co-operation are necded, es pecially s reduction of lengthy and bureauceatic obstacles, and ensuring sufficient manpower. The Czech Republic should take further measures to ensuze implementation of the Community instruments in the area of judicial co-operation in civil matters, notably as regards mutual recognition and
enforcement of judicial decisions. Dircct contacts between competent judicil authorites should be made possible.

The Crech Republic is party to the human rights legal instruments under the justice and home affairs arguis.

Conclusion

In its 1997 Opinion, the Commission concluded that the Czech Republic was well placed to meet the requirements of the justice and home affairs agguis, provided due attention was paid to developing the expertise of the police and judiciary, and to the fight against drugs and organised crime. The Commission added that an important priority was improving border management and bringing migration flows
under control.

Since the Opinion, the Czech Republic has made notable progress in developing consistent muldidisciplinary strateges, reforming the different law enforcement agencies and improving their functioning. The only noable exception to this success, despite recent improvements, remains its capaci
completed its legal alignment with the aaguis

to address the phenomenon of corruption and "white collar” crime. At present, the Czech Republic has nearly

Negotiations on the chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republic’s efforts now need to focus on further improving its implementing and management capacitis, as well as the human and material resources of its law enforcement agencies and judiciary, and on meeting the practical requirements of Schengen. In particular, cfforts should focus on ensuring the implementation of its reform of the judicial
system and of its Schengen Action Plan according to the announced time schedule an trengthening the fight against fraud, corruption and organised crime.



Progress since the last Regular Report
Since last year's Regular Report, the Czech Republic has made further progress on legislative alignment, and also in the ficld of administrative capacity.

As regards alignment with the customs acguis, an amendment to the Customs Act was adopted in November 2001 and, together with related implementing provisions, came into force in July 2002. The amendment applies the Community rules on duty reliefs, customs procedures with economic impact (warehousing), implementation of the Common Transit system and application of simplified customs
procedures. The amendment also contains provisions resulting from the revised Kyoto Convention , which the Czech Republic signed in June 2001. An amendment to the Act on Measures Concerning Import, Export and Re-Export of Goods infringing certain Intellectual Property Rights entered into force in September 2002, and introduces new powers for customs officers in the field of counterfeiring and
piracy, including the authority to inform IPR holders of the identity of declarants, and the power to declare goods counterfeited ot pirated in the framework of legal proceedings. A single contact point has also been set up for the submission of sequests for enforcement action, and such requests may be made in clectronic form (see Chapter 5: Company Lan). With the adoption of these provisions, the Czech
Republic has completed the alignment of its customs legislation with the current azguis (as at December 2001).

Concerning administrative and operational capacity, computerisation of the customs administration has continued, and work has progressed on interconnectivity with EC systems. A national database has been created in the real environment of the future TARIC system (Integrated Tasiff of the Furopean Communities). Tests with economic operators of the Pilot Phase 2 of the New Computerised Transit

em (NCTS) were completed before the end of 2001. The system is now operating at four C zech Customs offices and Phase 3.1 was successfully introduced in August 2002

With regard to ethics and anti-corruption measures, the Internal Inspection Department within the customs administration has taken measures over the past year to detect and pursue corruption amongst customs officials. It co-operates closely with the specialised police department dealing with detection of corruption and major economic erime. A Code of Ethics is being implemented and has been published
in both written an Anew prog is iber 2001, covering the newly acquired powers of customs officers, the amended Customs Act and developments arising from EU accession.

As regards customs co-operation, several developments can be reported. A tri-lateral co-operation agreement between customs laboratories was signed in January 2002 by Hungary and the Czech and Slovak Republics.The Czech customs administration has also continued to reinforce the framework for co-operation with other services, as well s trade and industry. Two joint working groups of the Czech
customs administration and Police have been set up, for the fight against illegal importation of commercial electronic devices and mineral oil products respectively. New Memoranda of Understanding were signed in the past year with the Office of Nuclear Safety and a freight forwarding company. These Memoranda focus on the fight against fraud and co-operation in the areas of simplification of customs
clearance, for instance by means of information technology.

Efforts have continued to reduce waiting time at borders, including the opening of three new border posts (6wo with Germany and one with Poland) in the first half of 2002, and the expansion of a fourth, as well as inereased use of simplified customs clearance procedures.

Overall assessment

“The Caech Republic hasreached a very high lvel ofleilativ alignment with the agus and seady has experience of npp[)‘mg similar provisions, as for instance quotas on much the same basis as the Community. However, it has no experience of suspensions or end-use relief, moreover, the full range of Community commercial policy measures and export refunds will not apply until accession, and these affect
the context in which the provisions in area s such as non-p: , inward and outward p g are applied.

While Community simplified procedures are faithfully reflected in Crech legislation they do not seem to be much used as such; simplified procedures in use essentially involve little simplification with regard to data required or ime of submission, but highly automated clearance and rapid release of goods

The Czech Republic should now concentrate efforts on the continued strengthening of administrative capacity, in particular co-operation with other bodies o reduce piracy and counterfeiting. The Czech Republic should al work on ption measures and on the of information technology systems that will allow computerised data exchange with the EC.

Conclusion

In its 1997 Opinion, the Commission concluded that if it reinforced its efforts, particularly in relation to computerisation, the Czech Republic would be ready to fulfil the responsibilities of an EC customs administration within the next few years.

Since the Opinion, the Czech Republic has made steady progress and has gradually developed and reinforced the necessary administrative capacity, where progress so far has been fully satisfactory, in particular as regards preparations for information technology interconneerivity. The Czech Republic has completed the alignment of its customs legislation with the acguis
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republic now needs to finalise the work on computerisation and full interconnection of national systems with EC customs IT systems and take the necessary steps to prepare for the application of measures and provisions that will be introduced only at the time of accession.

Progress since the last Regular Report
Since the last Regular Report, the Czech Republic has continued to align with the agguis on common commercial policy and to co-ordinate positions and policics within the World Trade Organisation (WTO) with the EU, in particulas with regard to the Doha Development Agenda negotiations.

As regards the common commercial policy, upon accession, the Czech Republic will be required to align its tariffs with those of the EC. The Czech Republics applied tariffs currently average 6.1% (MFN) on all products, 13.5% on agricultural products, 0.1% on fishery products and 4.5% on industrial products. By comparison, EC tariffs currently stand at 6.3% on all products, 16.2% on agricultural
products, 12.4% on fishery products and 3.6% on industrial product

In the ficld of dual-use goods, an amendment to the Act on Controls of Exports and Imports of Goods and Technologies Subject to International Control Regimes came into force in June 2002, The Czech Republic keeps the industry regularly informed of developments i this field and has developed bilateral contacts with the EU Member States to exchange best practices on export control issues.

D Guidelines for C Supported Export Credits, which sets terms and conditions for s pported exp and export

In the field of export credits, in November 2001 the Czech Republic became a Participant to the C

The Czech Republic has unilaterally applied a suspension of MEN tariffs levied on imports of twelve civil aircraft products. Despite the Commission's strong opposition, this exceptional measure, introduced in 2000, and due to end in December 2001, was prolonged unil December 2002. The Czech Republic will need to ensure that this tariff suspension will not be prolonged beyond 2002,

As regards bilateral agreements with third countries, the free trade agreement between the Czech Republic and Croatia has been provisionally applicd since January 2002 pending its ratification. Preparations have begun for ensuring the termination of the Czech-Slovak customs union by the time of accession. A protocol has been prepared to the Czech-Moldovian Agreement on trade and economic co-
operation of 1999, relating to the establishment of a joint commission on trade and economic co-operation. Within CEFTA, the Czech Republic signed the Additional Protocol No. 10 relating to the liberalisation of agricultural and food trade, and the Additional Protocol No. 11 relating o the rules of origin of goods.

With regard to development policy, co-operation and assistance, the Czech Republic is an active member of the OECD and is adapting its development practices to the principles laid down by the Development Assistance Comittee. In January 2002 the Crech Republic adopted the Czech Republic Foreign Aid Programme for 2002-2007. It defines the objectiv
priorities of the Czech Republic's development aid and foresees institutional and fina neial changes which will bring the Czech system of foreign development aid closer to that of EU Member States. Total bilateral and maultilateral external assistance given by the Czech Republic to developing countries in 2001 amounted to over € 34 million (1 billion Czech crowns).

. principles and territorial and sectoral

Overall assessment
“The EU and the Czech Republic have established a framework for co-operation regarding WTO issues both at ministerial and at departmental level. The Czech Republic has been supportive of EU policies and positions within the WTO framework, in particular also during the preparation for and the launching of the Doha Development Agenda. This close co-operation should continue.

Close co-ordination is needed and should continue, to ensure the smooth alignment of the Czech Republic's GATS commitments with the EC's commitments and MFN exemptions, and steps have been defined to this extent. The Czech Republic s a signatory to the Information Technology Agrecment and an observer to the WTO plurilateral agreements on Goverament Procurement and on Trade in Civil
Aircraft. With regard to the WTO Agreement on Testiles and Clothing (ATC), the Czech Republic has co-opera ted with the Community in the process of third stage notification to aliga its lst of integrated products under the ATC to the EU's.

In the area of dual-use goods progress has been made, however, the Czech Republic still needs to compl

e alignment with the azguis. Full alignment, in particular the general export authorisations, can only take place upon accession.

The Czech Republic currently has free trade agreements in place with Croatia, Lithuania, Latvia, Estonia, Isracl, Turkey and EFTA. The Czech Republic s also a member of CEFTA. The Czech Republic needs to ensure that the Union s kept fully informed both about existing trade agreements and about any negotiations aimed at the conclusion of new trade agreements with a third country. Prior to accession,
the Cech Republic will need o rencgotiate or renounce all international agreements co ncluded with third countries that are incompatible with its future obligations as an EU Member State, including the Treaty of Friendship, Commerce and Navigation with Japan. Decisive steps are needed, as a matter of urgency, to bring bilateral investment treaties in conformity with the Treaty obligations. Failure to do so.
will mean that the conflict between the bilateral investment treaties and Treaty obligations will need to be resolved in the Accession Treaty.

The Czech Republic’s alignment with and future participation in the common commercial policy is administered by the Ministry of Industry and Trade and the Ministry of Foreign Affairs. The administrative infiastructure, which needs to be in place with respect to customs services, i discussed in the chapter on customs union (see Chapier 25 - Custons union).

With the creation of Czech Aid within the Ministry of Foreign Affairs and the Czech Platform of development NGOs (Czech Forum for Development Cooperation) the Czech Republic is advancing in establishing the framework for development assistance.

Conclusion

In its 1997 Opinion, the Commission concluded that the Czech Republic was well placed to be able to meet Community requirements in this field in the medium term, provided efforts were reinforced to eliminate existing trade barriets and to align more closely with the Community trade regime.

Since the Opinion, the Czech Republic has made stcady progress in aligning with the aguis in this arca, particularly as regards export credits where compliance has been achieved. Progress has also been made with regard to strengthening administrative capacity. Overall, alignment is on track and has reached a good level and administrative capacity is satisfactory.
Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republic's efforts now need to focus on finishing the process of legislative alignment, on taking decisive steps, as a matter of urgency, towards the rencgotiation or abrogation of ts bilateral investment trcaties in full conformity with its EU membership obligations, on terminating its exceptional suspension of MEN tariffs on certain civil aircraft
products by December 2002 at the latest, as well as on ensuring that the adminis trative capacity exists to fully implement and enforce the aeguis in this field upon accession.

Progress since the last Regular Report
Since the previous Regular Report, the Czech Republic has continued to position its foreign and sceurity policy in line with that of the European Union.

‘The regular political dialogue established by the Association Agreement with the Czech Republic is proceeding smoothly and the Czech Republic has played a construtive role within the framework of the Common Forcign and Security Policy (CESP), including meetings at the level of Political Directors, European Correspondents and Working Groups.

The Crech Republic has shown a keen interestin gits participation in political the U, including on ESDP Tt has, partin exchanges in this context with the EU, including (for ESDP) in EU+15 format (ie. with non-EU European NATO members and candidates for accession to the EU) and in EU+6 format (L. non-EU European NATO members).

As regards alignment with EU statements and declarations, the Czech Republic has regularly aligned its positions with those of the Union and, when invited to do so, has associated itself with the Union’s common positions and joint actions. Since November 2001, the Czech Republic has associated itself with an EU joint action concerning the EU contribution to combating the destabilising
accumulation and spread of small arms and light weapons. It has also associatc If with cight EU common positions, including three on the Federal Republic of Yugoslavia.

The Czech Republic has continued to comply with international sanctions and restrictive measures imposed by the UN and the EU. Progress has been achieved regarding the control of arms exports. The government has shown increased awareness of the need to move towards ensuring the fullest possible consistency with the EU Code of conduct on arm exports.

During the reporting period, the Czech Republic played an active role in the Capabilities Improvement Conference in November 2001, designating 1 000 troops to take part in EU Rapid Intervention Force missions as of January 2003, The Czech Republic also offered 100 policemen to participate in the EU police force. In May 2002, the Czech Republic gained full membership of the Western uropean
Armament Orgarisation (WEAO), thus taking a further step towads intcgration with the European Sceu ity and Defence Policy (ESDP).

Relations with Slovakia remained good and were reinforced by the decision to st-up a joint Czech-Slovak KFOR unit, which started its mission in Kosovo in March 2002. In the same month, the Crech participation in a joint Czech-Slovak-Polish Brigade.

Overall the Czech Republic has had construcive relations with its neighbours and within the Viscgrad group, although they were overshadowed by political tensions relating to the Czechoslovak Presidential Decrees of 1945 and related issues. In partieular since the Czech general clection and the dramatic flooding in central Europe during August, when there was good regional co-operation to provide mutual
assismnce, determined efforts have been made to overcome these differences.

As regards regional cooperation, in November 2001 the Czech Republic became a member of the Stability Pact for South-Fast Europe, of which it had been previously an observer.

In the ficld of defence cooperation, the Czech Republic has made considerable cfforts to support intcrational sions. It b d to participatc in UN (Kuwait) and OSCE peacckeeping and obscrver operations as well as in KFOR. It joined ISAF this year and ended its participation in SFOR in Scptember 2001
The Czech Republic has signed the Rome Statute establishing the International Criminal Court. It has passed new anti-terrorism legislation, including measures against the financing of terrorism (se Chapter 24 - Cor-operation i the fied of Justce and Home Affairs). 1t bas aligned itself with the EU Plan of Action of September 2001 and with the four Common Positions on combating terrorism.

As regards administrative capacity, a new department for CFSP matters, under the control of the Political Director, was set up in the Ministry of Foreign Affairs in May 2002. An electronic database on CFSP maters is being developed.

Overall assessment

The Czech Republic has continued to participate actively in the Visegrad groups itis furthermore taking part in activities of the Central European Initiative.
Political dialogue with the EU has remained overall constructive and consistent. The Czech Republic has substantially aligned its arms export sector with the EU Code of Conduct. It has engaged constructively in muldlateral fora

“The Ministry of Foreign Affairs has an administrative set-up compatible with the CFSP structures of the EU. It was reorganised in spring 2000 and now includes the posts of Politial Dircetor and European Correspondent. The Ministry is connected to the Associated Correspondents Network information system through which the EU communicates within the CFSP with the associated partners.

Conclusion
In its 1997 Opinion, the Commission expressed the view that the Czech Republic would be in a position to effectively fulfilits obligations in the ficld of the Common Forcign and Sceurity Policy.

Since the 1997 Opinion, the Czech Republic has demonstrated a satisfactory capacity to implement the CESP acguis as well as to align its foreign policy with the CESP of the Union. The Czech Republic has taken full part in the political dialogue established by the Association Agreement, and has overall maintained a high level of alignment of s foreign and security policy with the CESP. The necessary.
administrative structures are now largely in place.

Negotiations on this chapter have been provisionally closed. The Czech Republic has not requested any transitional arrangements. The Czech Republic is generally meeting the commitments it made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republic’s efforts now need to focus on ensuring that its foreign policy orientation remains in line with the Union’s developing foreign and security policy, adopting the legislation on economic sanctions and finalising the development of the necessary administrative structures. In particular, the Czech Republic should ensure that its national policies
and practice conform to the EU {PU2} s, should defend these positions in international fora and should ensure that all sanctions and restrictive measures can be duly implemented.

Progress since the last Regular Report
Further progress has been made in this arca since the last Regular Report.

As regards Public Internal Financial Control (PIFC), the new Act on Financial Control in Public Administration entered into force on 1 January 2002. The Dectee implementing the Act entered into force in Match 2002, while work is advanced in the establishment of functionally independent internal audit units in all budget spending centres. Internal Audit Manuals and Chatters are currently being drafted
under the authority of a Coordinating Unit in the Ministry of Finance. A series o f training activities for PIFC has been launched in co-operation with the Czech Institute of Interal Auditors.

Progress has continued in the area of external audit. The criteria for compliance with international audit standards on the level of the Supreme Audit Institutions (SAI), as identified in the Recommendations of the Presidents of SAI of October 1999, are already met to a large extent by the Supreme Audit Office (SAO) in the Czech Republic. The issues of functional, organisational and operational
independence of the SAO and its audit scope are satisfactory.

No formal discharge mechanisms have been introduced in the framework of the presentation of SAO reports in Pariament. The reports are made public and discussed by the relevant Parliamentary Committees. Itis common understanding that the Government is required to follow up the recommendations and report on a regular basis
Auditing procedures are governed by appropriate audit manuals based on INTOSAI auditing standards and guidelines.

As regards the control of structural action expenditure, the SAPARD Agency at the Ministry of Agriculture has its own internal audit unit and is further supervised by audit units of the Ministry of Agticultuse and the National Fund and Supreme Audit Office. A private company delegated by the Ministry of Finance performs annual certification procedures concerning accounts of the Agency. With respect
10 ISPA, good progress has been made with regards to establishing a management and ¢ ontrol system, in particular regarding the legal framework at implementation level and the development of working procedures, manuals and checklists. However, further steps need to be taken to meet the requirements for internal financial control and internal audit. The Czech Republic has already started the gap

assessment exercise which is the firststep leading to the extended decentralised implementation system (EDIS).

Progress has been achieved in the area of protection of the Communities” financial interests. A co-operation arrangement between OLAF and the Czech Supreme Public Prosecutor’s Office was signed in October 2001 and entered into force on 1 January 2002, A technical meeting was held in January 2002 to start the implementation of this agreement. Relations, for the purpose of the protection of the
Communities’ financial interests, between the Supreme Public Prosecuto Czech Republic and other relevant Czech institutions are specified in an inter-institutional cooperation agteement. The new Act on Financial Control in Public Administration allows the competent EC bodies to carry out on-the-spot checks and stipulates that all public administration bodies shall be obliged to comply with such checks.
Overall assessment

As regards PIFC, further significant cfforts are required to complete and strengthen the institution building for the PIFC system, notably to set up functionally independent internal audit units in all bodies of public administration. Further work is necded to finalise tertiary regulations relating to internal audit methodology. Given the continuous need for qualified staff in this area, sustainable training schemes
need to be putin place and further m onitored.

The ‘capacity

P p order to complete the preparations for fully of p aid and, ssion, of the Structural Funds.
In the area of external audit, the financial independence of the Supreme Audit Office (SAO) needs to be further enhanced. The procedure for discussion in parliament and the follow up of the recommendations of SAO audit reports should be formalised.

As regards the control of structural action expenditure, the Czech Republic needs to
decentralised basis, to the SAPARD Agency

inforce and accelerate efforts leading to the extended decentralised implementation system before mid 2003 in order to allow EDIS accreditation to be achieved in the second semester of 2003. In April 2002, the Commission adopted a Decision provisionally conferring management authority for SAPARD, on a fully

With a view to ensuring adequate protection of EC financial interests, the relevant Czech authorities need to develop internal co-ordination as well as the legislarive framework to underpin effective co-operation with the competent EC bodies.

Conclusion

In its 1997 Opinion, the Commission concluded that the financial control system in the Czech Republic was just being developed. It added that major elements to control the allocation and use of public resources were not yet in place in the C:
to fulfil the EC requirements.

ch Republic. However, the Commission concluded that if the necessary resources were made available, the Czech Republic should be in a position in the medium term
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the C ave been es hed but further substantial efforts are required in order to render them fully operational

Negotiations on this chapter have been provisionally closed. The Crech Republic has not requested any transitional arrangements in this area. The Czech Republic is generally meeting the commitments it has made in the accession negotiations in this field.

In order to be ready for membership, the Czech Republic’s efforts now need to focus on implementing sound financial control systems by sirengthening the requited institutional structures and completing the establishment of the necessary audit tools. The legislarive framework and administrative structure for the protection of the Communities” financial interests should be further strengthened. Currenly.
ongoing activities, notably the strengthening of the internal audit units reasing human resourees and training, need to be vigorously pursued in order to attain full operational capacity by accession.

Progress since the last Regular Report



Some progress has been made both in terms of legislation and reinforcement of administrative capacity.
As regards the national budget and EC co-financed measures, the new Act on Financial Control, which entered into force in January 2002, as well as the Implementing Decree, which was approved in March 2002, aim to improve transparency of financial flows, in line with EU standards. As regards tax collection, fraud continues to affect the VAT system.

As regards application of the own resources system, administrative capacity continues to be strengthened. The Co-ordinating Uit established within the State Budget Department of the Ministry of Finance co-ordinates the establishment of the nceessary procedures, infrastructure and capabiliics to fulfil the administeative conditions in the area of own resources”. The Unit has a permanent structure and will
be responsible for the calculation, collection, payment and control of esources and reporting to the Commission once the Czech Republic is member of the Union.

Overall assessment
As regards own resources, overall administrative prepatations for the implementation of the acquis are well advanced. However, efforts are still needed in certain areas.
“The Czech Republic s able to calculate its overall contribution to the EC budget and able to forecast its GNP and VAT base applying the ESA-95 methodology. The Czech Republic has already made detailed simulations of the expected own resources to be collected and paid after accession.

In terms of traditional own resources, the administrative infrastructure for the assessment, collection and accounting of customs duties is largely in place. The State Agricultural and Intervention Fund should complete the preparations for collecting and accounting for sugar levies by mid-2003. However, further progress is needed with regard to the implementation of the centralised accounting system, for A and
B accounts and on reporting cases of fraud and irregularities to the Commission .

In the area of VAT, the determination of net VAT receipts for own resources purposes requires close attention. At present, it is not possible to dircely determine net collected tax on the central level, as net collected tax cannot be distinguished from related interest payments and penalties.

In terms of the GNP resource, the Czech Republic is already able to calculate GNI according to ESA-95, and ongoing are on further with the ESA-95 standards. The expertise of the Czech Statistical Office acquired in this area should ensure that the Czech Republic will be able to cope with all administrative conditions in the field of the GNP resource.
The necessary administrative tools to idendfy taxpayers and to collect VAT ase in place. The Czech Statistical Office (CSO) will be in chasge of the caleulation of the Weighted Average Rate. The National Accounts are already compiled using the ESA-95 methodology.
The Own Resources Unit of the Ministry of Finance will need to further increase its administrative capacity in order to collect and transfer in a timely manner all own resources to the Community budget, as well as to accurately and regulatly report to the Commission on the situation with regard to each of the types of own resources.

The Crech Republic should continue its efforts to combat VAT and customs duty fraud in order to adequately protect the EC’s financial interests.

In addition to the need for central co-ordination of the proper collection, monitoring and payment of funds to and from the EC budget, administrative capacity should continue to be strengthenein the context of the relevant policy areas described elsewhere in this report, such as Agriculture, Customs, Taxation and Regional Policy.

Conclusion

In its 1997 Opinion, the Commission concluded that, in order to ensure that own resources were established, monitored and made available in line with Community regulations, the Crech Republic would have to overhaul its existing customs system. Furthermore, for the purposes of accurately calculating the GNP resource, considerable improvements would have to be made to the national accounts to ensure
that they were reliable, homogeneous and complete. The Comm ission added that improving the statistics would also be essential for drawing up the VAT own resources base, which would mean bringing the Czech Republic’s VAT system fully into line with the Community directives.

5. The legal framework for budgetary management and for the transparency and efficiency of financial flows to and from the EC budget is largely in place. Overall, preparations in this field are on track; however, it is

Since the Opinion, the Czech Republic has made considerable progress in these areas, in particular as regards the alignment of its customs system and progress towards applying the ESA-
important that the Czech Republic take the necessary next steps with regard to the own re sources system.

Negotiations on this chapter continue. The Czech Republic s generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, the Czech Republics efforts now need to focus in particular on improving its calculation of the VAT base and guaranteeing the exhaustiveness of the national accounts, i further of ESA95 for determining the GNP resource, so as to ensure the capacity to establish properly and make available the country’s
contribution to each of the own resources of the Communities. With regard to admin pacity, it is necessary that the Czech Republic continue the deployment of the human and administrative resources required to follow the Commission's opcmuons and instructions concerning payments of own resources. In paticular, greater efforts should be made in the area of tax collection, especially by combating fraud in
the collection of VAT.

Translation of the acquis into the national la nguages
Applicant countries are required to translate the various legal texts constituting the acguis into their national languages by the time of their accession. Primary and secondary legislaion alone represents a considerable volume of texts, roughly estimated at 60 000-70 000 pages of the Official Journal. In the framework of the translation of the acgui, the Court of Justice has defined a set of key judgements to be

translated as a prior ity (representing about 15 000 pages). To help the candidate countries in this process, assistance is being provided under the Phare programme. With the help of TAIEX, a dedicated database has been set up to act as a repository of all translated acts and s a tool through which candidate countries forward their translations to the Commission and the Council. The legal revisers of the
Commission and the Council vet the submitted texts, they meet regularly and liaise with representatives of the centalis ed Translation Coordination Units in each country.

The overall responsibilty for the translation of the acguisin the Czech Republic lies within the Office of the Government, namely, with the Department for Compatibility with EC Law (CODEC). Within CODEC, a specialised Co-ordination and Revision Centre (CRC) has been assigned to organise all translation work. A new translation agency was contracted in September 2000 and the contract is entirely paid
for by the Czech State budget. The CRC revises all translated documents from both legal and linguistic points of view, and consults line ministries to confirm all specialised terminology. The CRC also maintains the central database of translations, which is accessible to all ministries.

The performance of the Czech Republic n this area has considerably improved. The number of pages registered in the Commission database in September 2002 stands at 39 200 revised pages. According to Czech sources, all primary legislation and about 70 000 pages of secondary legislation have been translated. Sustained further efforts are required in this area.
Duc attention must also be paid to the training of conference interpreters.
General evaluation

‘ech Republic has made very good progress. Whilst the pace of legislative alignment was slow in the initial period, subsequently there was a significant acceleration. In recent years there has also been steady progeess in building up pacity to impl the acquis, the reform of the judicial system.

Since the Opinion, the

Over the past year, the Czech Republic has further advanced legishtive alignment,in particular as regards financial services, phytosanitary legislaion, road transport, social policy, environment and justice and home affairs. However, limited further progress has been made in the field of axation. Efforts have continued to strengthen administrative capacity, including the adoption of a legal framevwork for the
public administration.

Overall the Czech Republic has achieved a high degree of alignment with the aeguis in many areas and is well advanced towards reaching adequate administrative capacity to implement the aggis, although fusther efforts remain to be made. Detailed plans have been agreed, in particular in the negotiations and in the Action Plan, to cover the remaining gaps.
In the ficld of the internal market, transposition of the acquis is well advanced as regards the four freedoms and efforts should focus on filing in the remaining gaps. Administrative capacity is generally good. On the free mavement of goods, the Caech Republic now implements almost all harmonised Buropean standards, including those on foodstuffs; however, market surveillance capacity will need to be further

increased. Alignment with the public procurement acguis should be completed, building on the welcome progress achieved recently. On the fce morement of persons, alignment is high on citizens’ rights and free movement of workers, but further work is urgently needed on the mutual recognition of professional qualifications. On the fie sorement ofsevies, eansposition of the banking acguis has advanced well, whilse
alignment needs to be completed as regards other financial sectors. Supervision of the financial scctor should be further impro On the five moveren of apial, there has been good recent progress on removing restrictions on acquisition of real estate as well as on the regulation of eross-border credit transfers. Administrative capacity to fight money laundering should be further reinforced.

As regards company law, there is a high degree of the a as regards intellectual property rights, s required, including tackling pirated and goods. Concerning npeiition, legislation is lasgely in line with the acguis and the Office for the Protection of Competition has developed a satisfactory track record of enforcement on anti-trust as
well as state aids. The state aid enforcemen t and restructuring of the steel sector will need to be closely monitored. In the area of banking, increased transparency is needed.

As regards economic and fiscal matters, a high level of alignment has been achieved with the aguis on ecnomic and monetary union, wich jgress as regards the of the central bank. A good level of alignment has been reached on faxafion, but this needs to be completed in important areas of VAT and excise. Continued progress is necessary to develop information technology systems
for the exchange of electronic data with  he Community and ifs States. Ongoing efforts pacity i this area should b vigorously pusued. A high level of compatibily has becn achicved with the arss egus It 3 mecessay t0 Analise the work on computerisation and full nterconniction of national ssters with 1C customs nformmaton techology syserms.

Sectoral policies have reached an overall good level of alignment with the acguis and administrative capacity s generall
establishing a comperitiv e clectricity market. Full and timely implementation of legislation now needs to be ensured. T

satisfactory. As regards franspors, road and air legislation is largely in line with the acguis but further efforts are needed as regards the railw
e Czech Republic has accepted and is addressing all recommendations of the Council report on Nuclear Safety in the Context of Enlargement.

Sufficient administrative capacity to enforce the acquis remains to be ensured. In the energy sector, there is a good level of alignment, in particular on

In the ficld of agrieudire the overalllevel of preparation is good, in particular as regards the implementing structures for the Common Agricultural Policy and alignment with phytosanitary legislation. Continued efforts are needed to complete alignment and strengthen inspection arrangements in the veterinary field.

In the area of economic and social cohesion, as regards suial policy and employment, alignment is well advanced, in particular on labous law and health and safety at work. Administrative capacity with regard to oceupational health and safety, in ps labour needs fusther In regional poliy, over the last year important progress has been made so that the legal feamework is largely in
place. Efforts need to continue to render the implementing and control structures fully operational and as regards the technical preparation of projects eligible for Community funding.

Concerning the emimument, the Czech Republic has achieved a high level of legislative alignment and significant investments have produced notable results, particularly as regards air and water quality. Continued efforts are needed to finalise transposition and implementation in the areas of water quality, waste, natuse protection and industrial pollution prevention. Also, administrative capacity at local and
regional levels needs (o be ensured and long term financ ial investments need to be planned.

On telecommunications, the Czech Republic has made further recent progress and has achieved a good level of the and of the market. However, full market liberalisation remains to be achieved and the independence of the regulatory authority needs to be ensured.
As regards the andio-visualsetor, the Czech Republic is well advanced in terms of legisltive alignment. However, effective will require of pacity. It remains particularly important to establish and supervise effectively a transparent and predictable regulatory framework in the audio-visual sector.
Concerning justice and home affairs, notable progress has been made in almost all arcas and legislative alignment is almost complete. Continued cfforts should be made to ensure further upgrading of and th of the Sch tion Plan as well as fight against fraud, corruption and organised crime,

Regarding financial questions, in the field of financial conirl legislative alignment is completed but further substantial efforts are required to ensure full implementation of public internal financial control. Overall, the administrative capacity of the Czech Republic has been strengthened considerably. Efforts need to be pursued in particular as regards agriculture, the environment, regional policy, justice and home
affairs as well as financial control. Special attention should be given to the structures necessary to cnsure sound and cfficient management of EC funds. Currently ongoing activitics, notably the strengthening of the intcrnal audit units through increasing human resources and training, need to be vigorously pursucd in order to attain full operational capacity by accession.

In the accession negotiations, 25 chapters have been provisionally elosed. The Czech Republic is generally meeting the commitments it has made in the negotiations. However, delays have occurred with regard to the full alignment of public proeurement legislation, completion of alignment regarding mutual recognition of professional qualifications, adoption of parts of veterinary legislation, and the completion
of alignment of certain VAT and excise duies. These issues need to be address ed.

Bearing in mind the progress achieved since the Opinion, the level of alignment and administrative capacity that the Czech Republic has achieved at this point in time, and its track record in implementing the commitments it has made in the negotiations, the Commission considers that the Czech Republic will be able to assume the obligations of membership in accordance with the envisaged timeframe. In the
period leading up to accession, the Czech Republic needs to continue its preparations , in line with the commitments it has made in the accession negotiations.

Conclusion

In its 1997 Opinion, the Commission concluded that the Crech Republic fulfilled the political criteria. Since that ime, the country has made considerable progress in further consolidating and deepening the stability of its institutions guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities. This has been confirmed over the past year. The Czech Republic continues to
fulfil the Copenhagen political criteria.

The government has taken further steps to improve the fanctioning of the central administration. In particular, it has adopted a Givil Service Act which establishes a legal framework for the central public administration and reforms the existing arrangements in a number of key areas. The Act foresces a gradual implementation of its provisions during a transition period which may extend up to the end of 2006,
in order to allow sufficient time for their careful preparation and thorough app lication. Nonetheless, it would be desirable for full implementation to be achieved as soon as possible so that the Czech public administration will be better equipped to deal with the extra demands created by accession to the European Union. The process of decentralization has continued, with the continued transfer of

competencies to the regions and municipalitics.

The reform of the judiciary has made further progress, in particular with the introduction of a new system of administrative law and the implementation of the streamlined Criminal Proceedings Code. However, further efforts are needed to reduce the length of court proceedings, particularly in civil cases. Overall, the recent reforms need to be underpinned by additional human and material resources as well as
increased judicial training.

Some additional legal and organizational measures have been taken to fight against corruption and economic crime, which remain a cause for serious concern. Efforts need to be increased. I paticular it is necessary to ensure that the relevant law enforcement institutions receive additional human and technical resources. A recent government report highlights the importance of ensuring full support from
political forces in this field.

The Czech Republic continues to respect human rights and freedoms.

An amendment to the Asylum Law, which entered into force in February 2002, tightened the conditions for granting asylum. It also established a second independent appeal instance for rejected asylum applications. The Council for Equal Opportunities started its work in January 2002.

Some additional activities have been undertaken to improve the difficult situation facing the Roma community. However, more structural measures are needed in order to achieve significant results in remedying discrimination in access to education, housing and employment. The adoption legislation would be an important step forward in this regard.

The 1997 Opinion already acknowledged the substantial reform efforts undertaken by the Czech authorities to transform their economy. Since the Opinion, and against a challenging international economic envizonment, cconomic performance has improved. Macroceonomic stabilty has been achieved, reforms have deepened while the Czech authorities commitment to the economic requirements of EU
accession has been sustained.

Hence, it is concluded that the Czech Republic is a functioning market cconomy. The continuation of its current reform path should enable the Czech Republic to cope with competitive pressure and market forces within the Union.

Improvements can be made as regards the management of p . in particular by g the high and rising mandatory and quasi-mandatory government expenditures. Reforms of social expenditure, such as pension and health care schemes, must be pursued. Furthermore, a more decisive approach towards selling off bad assets of the Czech Consolidation Agency to private investors would free the
economy of misallocated resources.

Since the Opinion, the Czech Republic has made very good progress. Whilst the pace of legisative alignment was slow in the iniial period, subsequently there was a significant aceeleration. In recent years there has also been steady progress in building up administrative capacity to implement the agguis, together with the reform of the judicial system.

Over the past year, the Czech Republic has further advanced legislative alignment, in particular as regards financial services, phytosanitary legislation, road transport, social policy, environment and justice and home affairs. However, limited further progress has been made in the field of taxation. Efforts have continued to strengthen administrative capacity, including the adoption of a legal framework for the
public administration.

Overall, the Crech Republic has achicved a high degree of alignment with the acguis in many areas and s well advanced towards q ipacity to imp aeguis, although fusther efforts remain to be made. Detailed plans have been agreed, in particular in the negotiations and in the Action Plan, to cover the remaining gaps.
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zug.mm it ‘completed as regards other et Supu'vmun of the financial scctor should be fusther impro On the fie monement of apita, there has been good recent progeess on removing restrictions on acquisition of real estate as well as on . capacity to fight money laundering should be further reinforced

As regards company Jaw, there is a high degree of alignment with the acguis although as regards enforcement of intellectual property rights, further improvement is required, including tackling pirated and counterfeited goods. Concerning anpetiion,legislation is lasgely in line with the azguis and the Office for the Protection of Competition has developed a satisfactory track record of enforcement on anti-trust as
well as state aids. The statc aid enforcemen t and restructuring of the steel sector will need to be closcly monitored. In the area of banking, increased transparency is needed.
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for the exchange of electronic data with t he Community and its ngoing e capacity in this area should be vigorously pursucd. A high level of compatibility has been achicved with the ausors acguis. It is necessary to finalise the work on computerisation and full interconneetion of national systems with EC customs information technology systems.

Sectoral policies have reached an overall good level of alignment with the agis and administrative capacity is generally satisfactory. As regards fransport, road and ait legislation is largely in line with the acguis but further efforts are needed as regards the railways. Sufficient administrative capacity to enforce the acquis remains to be ensured. In the energy sector, there is a good level of alignment, in particular on
establishing a competiiy ¢ electricity market. Full and timely implementation of legislation now needs to be ensured. The Czech Republic has accepted and is addressing all recommendations of the Council report on Nuclear Safety in the Context of Enlargement.

In the field of agrculiure, the overall level of preparation is good, in particular as regards the implementing structures for the Common Agricultural Policy and alignment with phytosanitary legislation. Continued efforts are needed to complete alignment and strengthen inspection arrangements in the veterinary field.

In the area of economic and social cohesion, as regards swial policy and enployment, alignment is well advanced, in particular on labous law and health and safety at work. Administrative capacity with regard to occupational health and safety, in particular the labour inspectorates, needs fusther reinforcement. In rgiral poliy, over the last year important progress has been made so that the legal framework is largely in
place. Efforts need to continue to render the implementing and control structures fully operational and as regards the technical preparation of projects eligible for Community funding.

Concerning the envirmment, the Czech Republic has achieved a high level of legislarive alignment and significant investments have produced nofable results, particularly as regards it and water quality. Continued efforts are needed to finalise transposition and implementation in the areas of water quality, waste, nature protection and industrial pollution prevention. Also, administrative capacity at local and
regional levels nceds to be ensured and long term financ il investments need to be planned.

On tehasmmunications, the Czech Republic has made further recent progress and has achieved a good level of alignment development of the and of the market. However, full market liberalisation remains to be achieved and the independence of the regulatory authority needs to be ensured.
As regards the andio-visual sector, the Czech Republic is well advanced in terms of legislative alignment. However, cffective will req of capacity. It remains particularly important to establish and sup a transparent and p framework in the audio-visual scctor.
Concerning justie and home affairs, notable progress has been made in almost all areas and legislative alignment is almost complete. Continued efforts should be made to ensure fusther upgrading of border management and the of the Schengen Action Plan as well as the fight against fraud, corruption and organised crime.

Regarding financial questions, in the ficld of financial el legislative alignment is completed but further substantial efforts ase required to ensure full implementation of public intcrnal financial control. Overall, the administrative capacity of the Czech Republic has been strengthened considerably. Efforts need to be pursued in particular as regards agriculture, the environment, regional policy, justice and home
affairs as well as financial control. Special attention should be given to the structures necessary to ensure sound and efficient management of EC funds. Currently ongoing activities, notably the strengthening of the internal audit units through increasing human resources and training, need to be vigorously pursued in order to attain full operational capacity by accession.

In the accession negotiations, 25 chapters have been provisionally closed. The Czech Republic is generally meeting the commitments it has made in the negotiations. However, delays have occurred with regard to the full alignment of public procurement legislation, completion of alignment regarding mutual recogaition of professional qualifications, adoption of parts of veterinary legislation, and the completion
of alignment of certain VAT and excise duties. These issues need to be address ed.

Bearing in mind the progress achieved since the Opinion, the level of alignment and administrative capacity that the Czech Republic has achieved at this point in time, and its track record in it has made in the negotiations, the Commission considers that the Czech Republic will be able to assume the obligations of membership in accordance with the envisaged timeframe. In the
period leading up to accession, the Crech Republic needs to continue its preparations , in line with the commitments it has made in the accession negotiations.

Accession Partnership and Action Plan for strengthening administrative and judicial capacity: Global assessment

“The Crech Republics progress and overal state of preparacon in respect o the Coperihagen citrn has been examined and conclusions dravin above. The present secion asssses the extent © which th prioriis of the Accession Partnrship have been met and the measures forescen under the Action Plan implemented according t0 schedule. It should be noted that both the Accession Partnrship and the
Action Plan have a time perspective of two years cove 002 and 2003, providing for another 15 months for priorities to be met. Furthermore, much has already been achicved based on previous Accession Partncrships. The present one foeuses on pecific and topics identified as req work to prepare the Czech Republic for membership. Thercfore the analysis below only
focuses on these specific topics and does not give an overall picture of the state of preparation of the Czech Republic in each domain.

The purpose of the Accession Partnership s to set outin a single framework:
« the priority areas for further work identified in the Commission’s Regular Report;

« the financial lable to help candidate countries these priorities;

« the conditions which will apply o this assistance.
The Accession Pastnerships ase revised on a regular basis, to take account of progeess made, and to allow new priosities to be set. The Council adopted a revised Accession Partnership for the Czech Republic in January 2002, based on a proposal from the Commission.
The revised Accession Partnership has served as the point of departure for the Commission and Czech Republic to develop jointly an Action Plan to strengthen the Czech Republic’s administrative and judicial capacity.
The purpose of the Action Plan is to identiff jointly the next steps required for the Czech Republic to achieve an adequate level of administrative and judicial capacity by the time of accession, and ensure that all necessary measures in this regard are taken, providing the Czech Republic with targeted assistance in areas that are essential for the functioning of an enlarged Union.

Developing adequate administrative and judicial capacity for EU membership is a demanding and wide-ranging task, which requires detailed preparations in each and every domain covered by the Union's policies and legislation. In preparing individual Action Plans, the Commission has taken a comprehensive approach. All priorities from the revised Accession Partnerships which relate to the development of
administrative and judicial capacity have been included in the Action Plans. Each of these priosities is treated separately in the Action Plans, and specific measures have been designed to address each of them.

In the following, progress in addressing each of these priorities is reported. For ease of reference and to avoid reperitions, wording from the Aatssion Partacrsbips is rendered in italics. As regards the measures foreseen by the Action Plan, implementation is checked against imetables and reported.

Political criteria

Democracy and rule of law



The reform of public administration, which was in need of particularly urgent action, has advanced with the adoption of the Civil Service Act in May 2002, in line with timetable of the Action Plan. However, entry into force of the Act has been delayed and will mostly begin only in 2004 whilst full implementation is to be achieved gradually over a transition period ending in 2007. For the Act to
have a significant impact it will need to be implemented in a constructive and co- operative spirit. As regards the building of information systems, foreseen by the Action Plan, basic informatisation of the regions has been completed in line with the timefable. However, efforts necd to be continued. As regards standards of availability of public services, no progress has been made so far in adopting.
the necessary legal amendments which were indicated in the Action Plan. As regards training, the Institute of State Administration, established in 2001 as noted in the Action Plan, h as started operations but will become an "ageney” only in January 2004 when its activities should increase significantly. Training in European affairs continues, as indicated in the Action Plan, via relevant Ministries
under the overall responsibility of the Government Office.

Further progress has been made with judicial reform, in line with the schedule of the Action Plan, in particular as law, and self- of the judiciary and the implementation of the new Code of Criminal Proceedings. As regards certain measures highlighted in the Action Plan, the use of aliernative punishments needs to be further increased, whilst
the law on juvenile offenders is not yet adopted. However, the Proba tion and Mediation Service is contributing to ch:mge< i penal policy. A key T e e O A proceedings although some progress has been noted for minor misdemeanours.

The Czech authorities have taken a number of administrative measures to strengthen the fight against corruption and economic crime. In particular, the reform of the Police presidium as well as the implementation of the reform of the Code of Criminal Procedure have greatly contributed to a more effective framework for co-operation between different law enforcement agencies. During 2001
there were a number of high profile prosecutions and judgements for economic crime and a welcome amendment was adopted to reduce the use of "fast-track" public procurement procedures. Nonetheless, the capacity to fight corruption remains insufficient.

Human rights and the protection of minorities
The system for redressing police misconduct has been improved through increased training on police ethics and human rights, in line with the Action Plan. Nonetheless, further efforts are needed, for example the adoption of the Code of Ethics for the police.

Some further efforts have been made to improve the condition of the Roma minority, including small projects in the education, cultural and housing spheres. However, effective strategies need to be further developed, as indicated in the Action Plan, to combat structural discrimination in employment, education and housing. Considerable further efforts need to be made to reduce discrimination in
this area.

The Accession Partnership prioritics have been partially met. Implementation of the measures under the Action Plan is broadly on track, except as regards the Roma minority, where progress is slow.

Economic criteria

A xevised plan for the nstructuring of the steel sector has been produced. As regards the improsement f the business emviromment, progress has been uneven. Efforts aiming at rsaling the bad oan probem have intensified, while preparations are underway to improve the bankrptey keislation and its inplementation. By contzast, only partial and minimal changes have been initiated to improve the gperation of the commercial r egister. As
regards the compltion of privatisation in the enterprise sectr and the liberalzation of ntilities, significant progeess was achicved with the sale of strategic companies and utiites in the past year. Progress has continued in the arca of enterrise restructuring, in particular through the Czech Consolidation Agency, has accelerated with the introduction of specific programmes and actions. Sygpor fo SME derelypment bas semained
limited to the specific programmes run by the Ministry of Industry and Trade. No majo fiscal eforms, especially in ealthcare and pension system, have been initiated, resulting in the steady deterioration of public finances in the reference period.

The Accession Partnership priorities have been partially met. Implementation of the measures under the Action Plan is broadly on track with the exception of fiscal reforms where there has been no progress.

Ability to assume the obligations of membership
Chapter 1: Free movement of goods

Aligument of setoral, borizpnital and fodstufl eislation, the implementation of the remaining New Approach Directives and the adoption of European standards is largely complete. Some further measures are needed for effective implementation in the area of foodstuffs. Continued training and the strengthening of administrative capacity mean that progress has been made in ensuring the effectiveness of
implementing structures, and ¢ ompleting reinforcement of conformity assessment. A 2001 analysis of market surveillance will guide further continued enhancement of the system. A government resolution has provided the framework for structures for exchanging information and notification on technical requirements. As foreseen in the Action Plan, legislative steps have been adopted, whilst the.
additional training and analysis to ensure the cffectiveness of implementing authorities is ongoing. Improved cooperation between ma rket surveillance authorities is a regular theme. Screening of legislation in the non-harmonised area is ongoing, including discussions with the Commission to ensure compliance with Articles 28-30 of the EC Treaty. Administrative arrangements for the future
monitoring in this area are provided for in a government resolution of June 2002 in line with the Action Plan. Technical consultations have taken place to further define the implementation arrangements for mutual recognition. The methodolo gical guidelines, foreseen in the Action Plan, have been elaborated by the Ministry of Industry and Trade. Despite an amendment to the existing Public
Procurement Act, new legislation is still needed for alignment in the area of public procurement, including to abolish the national preference clause for public procurement by introducing access for all Community companies to award procedures in the Czech Republic. The Accession partnership priorifies in the area of free movement of goods have been met, with the exception of Public
Procurement. Implementation of the measures under the Action Plan is on schedule.

Chapter 2: Free movement of persons

With respect to ﬁ/v/rumrm/ qualifcations obtained befors barmonisation, the Cech Republic should give priority to introducing measures o ensure that all its professionals can, from accession, meet the requirements laid dow by the directives. This priority has not yet been met. The Czech Republic continues to develop legislation and adjust training to complete alignment of mutual recognition of professional quahﬁmn‘om and diplomas.
Furthe r efforts are needed to align training and education . Despite prep ork, the required structures are not yet all in place. The Action Plan includes the development of a National Centre for Recognition of Professional Qualifications as a national co-ordinator, to include existing relevant bodies. It has not yet been established. Implementation of measures for
e e e ongoing, including the restructuring, tra ining and recruitment of additional staff foreseen in the Action Plan. However, a considerable number of extra staffis still needed, as are significant efforts to prepare municipal offices for their increased responsibilities. The Accession Partnership priorities in the area of free et persons have
been met 10 a limited extent. Implementation of some measures under the Action Plan has been delayed.

Chapter 3: Freedom to provide services

Legislative aligiment in the area of data profection vequires some further adjustment. Information soiety kgislationis largely aligned, with the exception of the e-commerce directive. Further steps are needed to align insurance kgislation. Supervision of financial serices contines 10 be rinforced, in particular through legislative developments, for instance the June 2002 amendment to the Securities Commission Act strengthening the
Regulator's powers in line with the Action Plan. However, steps are still needed to establish the independence of the Insurance Regulator and ensure the financial of the Securities C The Action Plan states that the plans to establish a fully independent Insurance Regulator are still under discussion. These should be conducted and acted upon to ensure that the target of establishing an
independent supervisory body by 2004 is met. The Offiefor Personal Data Proection

Chapter 4: Free movement of capital

An amendment to the Act on Banks entered into force in May 2002 and abolishes all existing anonymous accounts from January 2003, This ensures compliance with the acquis in this arca as well as with Recommendations of the Financial Action Task Force, Under the Action Plan, the adoption of an ffctive redrss procedire for the settlement of disputes between banks and customers as well alignment of legislation in the arca
of paynent systens<> were achieed by new legislation qpproved in 2002. The inereae instaff a the Financial Anaptical Unit foreseen under the Action Pl is under way. The Accession Partnersbip priorties i the area of five morement of capital have been met. Iplementation of the measures snder the Action Plan is largely on track.

Chapter 5: Company law

Enforcenent ofinelkeiual propersy righs s being substantially strengthened, in particular through legislative reform. Training activities foreseen in the Action Plan to improve the specialisation of the judiciary are continuing and specialised chambers of regional courts dealing with IPR cases have been established and are operational. As regards the fight against piracy and counterfeiting, the specialised
police unit, forescen by the Action Pl an, has not yet been established. The Accession Partnership prioritics in the area of company law have been partially met. The implementation of the measures under the Action plan is on track.

Chapter 6: Competition
Efrcement of the res in the antitrut and State aid fields is being enhanced as foreseen in the Action Plan through the preparation by the Office of Competition of explanatory papers and commentaries on relevant legislation, for the benefit of the legal and business community, and the continued training of Office staff. As regards increasing awareness of the anti trust and state aid rules among all
market participants and aid grantors, activiti es of the Office include the production of guidance notes and a manual for aid grantors; information lefters to municipalities; and dissemination of information through news letters, press releases and the intemet site of the Office. Seminars are also continuously provided for State aid grantors as foreseen in the Action Plan. No specific steps have yet
been taken to address the Action Plan measure to intensify the training of the judiciary in the fields of ant trust and state aid. The Accession Pa rtnership priorities in the area of competition have been partially met. Implementation of the measures under the Action plan is largely on track.

Chapter 7: Agriculture

Good progress has been made on proparing measures fo up-grade the capacity o agricultural adminisiration and fo complte preparations for the enforcement and pracical application of the management mechanisms of the Common Agricultural Policy (CAP). The measures foreseen by the Action Plan to set up market information systems, the Integrated Administration and Control System, the pmn‘, Agency and the Farm Accountancy Data

Network are largely on track. Ho wever, a decision has been taken to have two Paying Agencies instead of one as originally foreseen. Preparations for implementation of Common Market Organisations foreseen by the Action Plan are also on track. The classification agency was set up in January 2002. Preparations for the and food safety legislation is
prirea well.In the veterinary field, efforts are needed to complete the border inspection post at Prague airport according to the foreseen tim etable. Significant progress has been made on rinfrcing the adwinitrative strctuns needed for the desig, implementation, managemens, N e G il (1m/oprmr// s l’rcpmmunns © cnmple[e e s e
RDP) and the Sectoral Operational Programme (SOP) are well advanced. Measures foreseen in the Action Plan in e reterinary and phytosanitary area are lasgely on track. Good progress has been made with regar the system of animal and the of aequis, Tnspection ield have been upgraded. In the veterina

Republic joined ANIMO o a voluntary basis in July 2002, However, lttle progress has been made with regard to further transposition of veterinary asguis. Efforts are also needed to continue the upmdm‘, of food processi ng establishments, in particular meat and dairy plants, so that they are in a position to respect EC food um\ standards. C ()mplm(m of transposition of heisation on transmissibe spongiforn
encpbalgpathis will only be achieved with the adoption of the Veterinary framework law. Litdle progress has been made in this respect. Plant passporis have been introduced as foreseen in the Action Plan and the new Act on the Czech Agricultural and Food Inspection (CAFI) authosises CAF to carry out monitoring of maximum residue levels. In the field of animal nutrition, transposition still needs to be
completed with regard to TSE-related rules. As regards spongiform encephalopathies, the Czech Republic has introduced a programme, which has pr been aligned to the one of the Community. The Accession partnership priorities in the area of agriculture have been partially met. Implementation of the measures under the Action Plan is largely on trac

Chapter 9: Transport

As regards strngthening of adminisiratie capacity in road transpors, some progess has been achieved in increasing human resources in relevant departments as outlined in the Action Plan, although significant further progress is needed. In the inland waterways sector further efforts to strengthen administrative capacity should be made. Concemning ruifays, several doubts remain concerning their administrative
organisation although further reform s are being prepared. An independent aviation acident investigation anthority is now provided for by law but needs to be made operational, in line with the Action Plan, but the indgpendent body forsiaf allwcation has not yet been established. The Accession Partnership priorities in the area of transport have been partially met. Implementation of the measures under the Action Plan is
progressing slowly.

Chapter 10: Taxation

Ugent Priority needs to be given to lgislatire aligment of VAT and excise duty rates, which is behind schedule, as well as the closure of duty frce shops at land borders. A review of Cech legislation to cnsure compliance with the Code of Conduct for Business, Taxation s in process. The Czech Republic has not yet fully implemented the Hlalding and Maovements Directive. As segards strengtbening adinistrative capacity, including ad.
ministeative c-aperation, measures foreseen in the Action Plan are being implemented. These include technical and language training of staff; launching of projects for IT softwaze applications to fight against fraud and tax evasion, as well as a pilot project setting up special investigation teams at zegional and local level; and launching of projcets for implementing administrative co-operation in the field of indircct
taxation. The transfer of excise duty administration to the customs authority, as f oreseen in the Action Plan, sill has to be completed. Action is underway to address the rgent priotity to detelgp IT systens 1o allo for exchange of data with Member States. A precise timetable has been established for carrying out IT tasks, as foreseen in the Action Plan. The Accession Partnership priorities in the area of taxation have
been partially met. Implementation of the measures under the Action Plan is largely on track.

Chapter 11: Economic and monetary union
An amendment to the et on the Ceech National Bank bas entered into force in May 2002 and has ensured alignment with the acquis in particular in relation to its independence. This priority has been met.
Chapter 12: Statistics

“The guality and coverage of tatsics has been further improved while efforts are being made in order (o strengthen saisical cgpacities, including at regional level. However, as forescen in the Action Plan, fusther cfforts are necessary in order to increase the capacities of the business register department and ensure the infdsction of INTRASTAT at the end of 2003, The Accession Partnership priorites in the area of
statistics have been met to a large extent. Implementation of the measures under the Action Plan is on trac]

Chapter 13: Social policy and employment
Significant progress was achieve in the field of egual reatment for nomen and men and bealth and sfety acquis, while enforcenent effrts of the whole social legal aequis were increased. Legislation has been adopted in line with the antidierimination acguis and structues have been set up for its implementation. The strengthening of selevant insiufional siractues, in particular labous inspector ates, as foreseen in the Action
Plan, is on-going. The transposition of the pulic bealth acquis has continued at a satsfactory pace, while measures in the area of snvillance and cnmolof mmnicable diseases and health monitoring and information were maintained. As forescen by the Action Plan, the scial parfners were involved in the 2002 National Employment Action Plan, which includes the recommendations of the Joint Asscsvment of Employment
Policy. Measures aimed at prep aring a national strategy, including data collection, with a view to future participation in the Eurypean strategy on social inclusion, stasted in July 2002. The Accession Partnership prioritics in the arca of social policy and employment have been met to a considerable extent. Implementation of the measures under the Action Plan has been completed as forescen.

Chapter 14: Energy

Preparation of the internal energy market has made progress in particular as regards electricity, where a high level of alignment has been reached, whilst in the gas sector further efforts are needed. There has also been progress in aligning prices, in particular as regards electricity. The National Regulatory Authority has recruited more staff, in line with the Action Plan, but the Electricity Market Operator
has yet to achieve the staff increases envis aged in the Action Plan. Ol stock reserves of 80 days have been achieved. in line with the aim to progressively comply with the acquis level of 90 days. As regards energy efficiency and use of renewable energy, there is a worrying downward trend in the amount of projects being supported and efforts need to be stepped up, including through
strengthening of the Czech Energy Agency. Concerning nuclear safety, the Czech regulatory authority, the SUIB, has continued to function smoothly. I n accordance with the Action Plan, the SUJB has increased its staff in 2002 by 10. The Czech Republic has accepted the recommendations of the Council Report on Nuclear Safety in the Context of Enlargement, and is currently implementing

them, paying particular attention to the issucs of the bubbler-condenser systems at Dukovany, and high energy pipe breaks and valves at Temelin. The priorities of the Accession Partnership in the area of energy have been largely met. Implementation of the measures under the Action Plan is on trac}

Chapter 19: icati d i i i

As regards frangpasition and implementation of the acquis,cost orientation for voice telephony and local loop unbundling are still outstanding. The Czech Republic continues to fail to ensure the indspendence of the National Regulatory Authoriy as the state, which is owner of the dominant market operator, continues to participate in the board. However, good progress has been achieve in ffctise interwnnection picing and in
vailabilityof carier slection fciltes in orde o ensure the functioning of the liberalised market, The Accession Partnership prioritis in the area of telecommunications and information technologies have been only partially met. Implementation of measures under the Action Plan has been delayed.

Chapter 20: Culture and audi

-visual Policy

Steps have been taken to strgthen fhe administrative caacity of the Conncilfor Radio and Telvision Broadeasting through internal restructuring and an increase in financial resources which will help monitoring of new, acquis-related, commitments. The Action Plan states that the Council will be strengthened in line with the new requirements placed upon it by the 2001 Broadcasting Act. Some fusther strengthening in
addition to the measures already taken will probably also be needed. The Accession Pastnership priority in the area of culture and audio-visual policy has been largely met. Implementation of the measures under the Action Plan s on track.

Chapter 21: Regional policy and co-ordination of structural instruments
The urgent action required for the distribution of kgal and budgetary responsibilies between the central and regional levels as well as the franework for the implementation of the Siructural Funds has been completed, especially through the appointment of the Managing and Paying authorities. In terms of the inprorement of the administrative cpaciy, a coherent human resources strategy is being prepared, although efforts in this

respect nee d to continue. As forcseen in the Action Plan, a Managing and Co-ordination Committce has been sct up to improve effctire inter-ministerial r-ordination The National Development Pla i being updated, as foreseen in the Action Plan. Financial management and control procedures axe being set up in all Ministries involved in the implementation of the Structural Funds. Significant efforts, which necd to be
continued, have been made in order to develop a suitable prject pipelne. The Accession Partnership priorities in the area of regional policy and co-ordination of structural instruments have been partially met. Implementation of measures under the Action Plan is largely on track.

Chapter 22: Environment

Overall, good progress has been made as cegards completing ransposition of the acquis,in particular as regards integated pollution preention and contrl. An urgent priority should be transposition of nature protection legislation. Further efforts are also needed with regard to amending new legisla
vironmental impact assessment. Measuzes forescen in the Action Plan are largely on teack as regards completing inplementation of th acguis I the ficld of emirnmental impact assessment, usther teaining activitics are needed. In the water sector, as regards drinking and groundhwater, as well as nitrates and dangerous substances, the monitoring n il needs to be brought in line with acguis requirements. In the arca
of itrats the designation of vulnerable zones is 0 ngoing and concerning dangerous substances the main sources of pollution have been identified and the inventory of pollution and disposal of dangerous substances has been updmcd In the field of integrated pollution prevention control, the IPPC Agency has been established, training e the regional authorities has started and pilot projects on permitting
have started for some new installations. For biocides an Authorisation Authority as well as the related procedures and a system for the cla ssification, packaging and labelling of biocides has been established. Concerning nature protection, further efforts are needed to keep [hc foreseen timetable. Work on a list of sites eligible as sites of C: Tty n under the Habitats Directive is e and a first
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strengtbening of investment planning capacity needs o be further improved. Although further steps have been taken in integrating environmental protection requirements into all sectoral policies, such s the adoption of a national strategy for sustainable development, continuous attention is needed both at a national and local level. The Accession Partn esship priorities in the area of environment have been met to a
arge extent. Implementation of the measures under the Action Plan s largely on track.

ation where certain provisions are currently not complyi ing \mh the acguis, in particular in the water and waste secfors and as regards en

Chapter 23: Consumers and health protection

Legilatve alignment in this sector has almost been completed. Both the Accession Partnership and the Action plan underline the need to ensure the effectiveness of administrative structures, including market surveillance. Steps have been taken to improve the effectiveness of administrative structures, including market surveillance and this ongoing process should continue. Improvements could still
be made in the exchange of information between inst itutions and the level of consumer awareness. Rationalisation of market surveillance as included in the Action Plan is an ongoing process, guided by a Working Group for Consumer Policy. The Action Plan foresees increase in staffing of the Department for Consumer Policy within the Ministry of Industry and Trade before Accession. The.
Accession Partnership priorities in the area of consumers and health protection have largely been implemented. Implementation of the measures under the Action Plan is on track.<

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

Measures have been taken addresing allthe priories of the Accession Pastnership and the Action Pln. Implementtion has advanced of th legl, nstitutional and operatonal comitments included in the Shngn Adton Pl and preparation for futue paricipation n the Schengen Information System (SS) by developing national databases and registers is generally on track. 10 lne with the Action Plan,
further taining for s@aff of the Alien and Border Polce Service on the Schengen aequis has started, and a methodologiel guide for training has been daficd. Training on these issues, as well as paricipation in the SIS i an ongoing aciviy. Preparations for the other measutes mentioned are on track, and will be implemented within the given deadline. The issues concerning the need to srangen brder cnil
management and to improve co-ordination between organisations and the contrls a the "green” borders hae been addressed with some positive results. Measures forescen in the Action Plan ase lasgely on track as regads the improvement of the ssten for granting of visas and of the co-gperation of al units dealing with migration. Al Aliens Police Departments, 39 border crossing points (out of 110), and 107 diplomatic missions abroad
aze connected to the clectronic visa checking system. Adequate legislative measures have been adopted to ensure the involiement of an independent body as the secon d instance in he asylum procedure, although the Czech authorities should now focus on the implementation of the law and the training of judges. An in-depth reform of the Police Presidium as well as the implementation of the reform of the Code of Criminal
Procedure have been launched in January 2002 and have already gmny contributed to: ensurin ffctie implementation of the new srategy for combating organised erie; etablishing a framework. for -aperation beween diferent law eforcment age ncies especially coneering the fight against financial crime and corruption, i partcular concerning money-lanndering, and trafficking in buman beings. However, fusther efforts are needed in the implementation
of the project set in the Action Plan for "Prevention & Repression of trafficking in human beings, especially women and children". In addition, specific measures were taken to prvide further training fr the police concerning organised erime and drugs, in particular as reg ards the laison officer for EUROPOL and Uksaine. However, further efforts are necessary to infrodice modern equipment, such as an interated computer-based.
insestgation sstem. Pasticulas attention should be paid to the measures indicated in the Action Pl ss mg:\rch the increase and the training of staff for the Financial Analytical Unit/FAU as well as regarding the measuzes necessary in the ficld of drugs. Preparatory measures have been taken to ensure the implementation of Com muniy instraments in e area of judicial co-gperation in civil mattrs through which BU regulations
in ehis ficld will be dircetly applicable upon accession. The Accession Partnership priorities in the area of co-operation in the field of justice and home affairs have been met to a considerable extent. Implementation of the measures under the Action Plan is lasgely on track.

Chapter 25: Customs union

The urgent priority to continue the inplementation a/fb{ IT strategy of the Caech customs m,mm,m and derelop T systens fo allow o the exchange of compterised data with Member States s being addressed in accordance with the Action Plan: the Crech Republic installed CCN/CSI in 2000 and is a member of the pilo project on th NCTS. The national of an information system for the fight
against smuggling, forcsce n in the Action Plan,is sl t be completed. Contnued cfforts are being made to srergtben custons etbis, combat fraud and comyption protat copyright and indusiial propety rihts and fght againt conomicand organied aime. Contined e to redce wating tmes ab borders axe o being madi, through the construction of new border posts, and incrased use of simplificd procedures. The Accession
Partnership priorities in the area of the customs union are being met. Implementati on of measures under the Action Plan is on track.

Chapter 26: External relations

The Crech Republic has continued to inform the Union of negotiations aimed at the conclusion of new trade agreements with third countries. However, the Czech Republic necds to make further efforts to take the necessary measures to renegotiate or to renounce all international agreements and treaties concluded with third counties that are incompatible with its future obligations as an EU Member State,
including bilateral investment treaies concluded with third co untries. The Accession Pastnership priority in the area of external relations has been partially met.

Chapter 28: Financial control
The lgislative framennri: for public internal financial control has been completed. The concept of managerial acwnntabily semains to be implemented. As forescen in the Action Plan, infernal andit wits with adequate funetional independence have been set up in all bodies of central administration, with the central unit in the Ministry of Finance responsible for the a-ordination and barmonisation of the methodalgy for

financial mana gement and control, the drafting of audit manuals and the training of staff. The reinforcement of the Public Prosccutor’s office to strengthen fhe fight against fraud, as foreseen in the Action Plan, is underway. As regards the profection of the Communities’financial inerests, first steps have been taken to implement the co-operation agreement between OLAF and the Public Prosecutor’s office. As forescen in
the Action Plan, cfforts to casute the correct use, control, monito n of EC preacession fnding have been continucd by the Supreme Audit Office. The Accession Partnership prioritcs i the arca of financial control have been largely met. Implementation of the measurcs under the Action Plan arc on rack.

Annexes

Adh 10 following 7 BG |CY |CZ |EE |HU |LV LT | MT | PL | RO || SK | SI || TK [X~ Comentionraificd
and protocols 0 = Convention NOT ratified

CY=Cyprus; CZ=Czech Republic; EE=Estonia; HU=Hungary; L'
urkey

atvia; LT=Lithuania; MT=Malta; PL=Polan

RO=Romania; SK= Slovak Republic;

JSV=Slovenia;

ECHR (European | X X X X X X X X X X X X (X
Convention on Human
Rights)

Protocol 1 (right of property) | X X X X X X X X X X X X ([ X

Protocol 4 (freedom | X X X X X X X X X X X X [|O
movement et al.)

Protocol 6 (death penalty) X X X X X X X X X X X X | O




Protocol 7 (ne bis in idem) X X X X X X o o X X X | O Monetary aggregates 1000 Mio ECU /euro
-M1e) 11.0 11.5. 12.4] 14.2]
European Convention for | X X X X X X X X X X X || X “M2e) 31.0 53 370 203
the Prevention of Torture - - - -
-M3e)
European Social Charter o |Ix [x X |X |0 |X X |0 X |oO|x [fotaloredt 250 S0 250 S06
Average short-term interest rates % per annum
Revised European Social | X X o (0] o X (0] o X (0] X || O - Day-to-day money rate 19.2 13.6 6.8 53
Charter ~Lending rate 13.9 135 9.0 8.0
- @ ) » = = 5 = o = . I I . <o - Deposit rate 11.1 11.4 5.8 4.4
ram 1] nvention for
Natio(:lv:;)Mino(;it‘i]:: on 1o ECU/EUR exchange rates (1ECU/euro=Czech Koruna)
- Average of period 35.93 36.32 36.88, 35.60|
ICCPR (International X X X X X X X X X X X || o - End of period 38.03 35.19 36.10 35.05
Covenant on Civil and 19952100
Political Rights) - Effective exchange rate index 99.2] 102.0[ 106.9] 108.7]|
Reserve assets Mio ECU/euro
Optional  Protocol to the | X X X X X X X X X X X || o -Reserve assets (including gold) 9,136 10,765 12,888 14,173
ICCPR (right of individual -Reserve assets (excluding gold) 8,862 10,693 12,762, 14,043
communication)
trade Mio ECU/euro
Second Optional Protocol to | X X (o] X (0] X X (0] X X X ||O e R 4,187 2,209 -1,746) -3,304
ICCPR (death penalty) Exports 19,740 22,969 24,638 31,492
g Imports (FOB) 23,927 25,178 26,384/ 34,886/
ICESCR  (International | X X X X X X X X X X X |0 .
C t E . previous year=100
ov'enan Wil LRI, Terms of trade 3 | 106.3][ 98.5| 97.2|
Social and Cultural
ioh as % of total
rights) Exports with EU-15 59.8 64.0 69.2 68.6
. Imports with EU-15 61.8 63.5 64.2 62.0
CAT (Convention | X || X [ X X |X X |X |[X |X X |X[X
agalnSt Toﬁure) Demography per 1000 of population
i Natural growth rate 21 -1.8 -2.0 -1.8,
CERD . ((;om./entlon on | X R X R = R R = = R % © Net migration rate (including corrections) 1.2 0.9! 0.9 0.6
the Elimination of All per 1000 live-births
Forms ~ of  Racial Infant mortality rate 5.9 5.2 49 1]
Dlscrlmmatlon) Life expectancy : at birth
Males: 70.5 7.1 714 71.6
CEDAW (Convention on | X || X [ X X o[xogpx I x XX X XX et 775 78.1 78.1 783
the Elimination of All
Forms of Labour market (Labour Force Survey) % of population
Discrimination —against Economic activity rate (15 - 64) 71.7 71.7, 71.8) 71.2
Women) Employment rate (15-64), total 68.6 67.5 65.6 64.9)
Employment rate (15-64), male 771 76.1 74.0 731
Optional  Protocol to the | O X X X o o o (o] o X O |[ O NEmployment rate (15-64), female 60.2 58.9 57.4 56.8]
CEDAW
Average employment by NACE branches in % of total
CRC (COIlVeIlthIl on the | X X X X X X X X X X X (x - Agriculture and forestry 5.8 5.6 5.3| 5.2
nghts of the Chlld) - Industry (excluding construction) 32.0 31.5 311 31.0]
1997 " 1998 " 1999 " 2000 2001 - Construction 9.6 10.0 9.4 9.4
Basic data i 1000 - Services 52.6 52.9 54.1 54.8
o
Population (average) i) 10304 10205 10283 10273 10,224 poioflabouforce
por— Unemployment rate, total 43 5.9 8.5 8.8|
U |
Total area 78,866 78,866]  78,866| _ 78,866] 78,866 ployment rate, males 36 = e I
" " " " (0] | rate, females 5.1 7.5 10.1 10.5
Nationallaceonts in 1000 Mio Czech Koruna Unemployment rate of persons < 25 years 7.0 10.8 16.6 17.0
Gross domestic product at current prices 1,680" 1,839" 1,902" 1,985" 2,158 as % of all unemployed
in 1000 Mio ECU/euro Long-term unemployment share 32.3" 31.5" 36.7" 50.0”
Gross domestic product at current prices 46.8" 50.6" 51.6" 55.8" 63.3 " " " ”
in ECU/euro
Gross domestic product per capita a) at current prices 4,500" 4,900" 5,000" 5,400" 6,200 Infrastructure in km per 1000 km*
% change over the previous year Railway network 120][ 120][ 120|| 120]| 121
Gross domestic product at constant prices (nat. currency) -0.8 -1.0 0.5 3.3] 853 K
Employment growth 0.7 4 21 0.7 0.4 Length of motorways 485" 499" 499" 499” 517
Labour productivity growth -0.1 0.4 26 4.0 24 I I I I
- " Industry and agriculture previous year=100
in Purchasing Power Standards
= = = Industrial production volume indices 104.5 101.9; 96.9 105.4 106.5
Gross domestic product per capita a) at current prices 12,100" 12.200" 12.500" 12,600" 13,300 - - —_
T T T I Gross agricultural production volume indices 94.9 100.7: 100.6| 95.5] 102.5
Structure of production in % of Gross Value Added b)
Standard of livi 1000 inhabitant:
~Agriculture 24 46 42 43 s ofjtancarc of ving et
Number of h 329.3 339.5 334.7 335.0] 344.7
- Industry (excluding construction) 34.1 325 31.8 32.3] 329 umbengficarsh)
Construdtion 50 72 72 71 72 Main telephone lines 318.6 363.6 370.3 3771 375.9
= = = = = Number of subscriptions to cellular mobile services 50.9 94.1 189.2 4233 676.5
- Services 53.4 55.7| 56.8, 56.3 55.8
Number of Internet subscriptions 5.5 7.9 19.4 40.8 122.4
Structure of expenditure as % of Gross Domestic Product p=provisional figures
- Final consumption expenditure 73.4 71.2. 73.2 73.7 72.8
a) Figures have been calculated using the population figures from National Accounts, which may differ from those used in
- household and NPISH 53.6 52.5 53.6 54.1 53.6 demographic statistics.
- general government 19.8 18.6 19.6 19.6 19.. b) Including FISIM. I " " " ”
- Gross fixed capital formation 30.6 291 27.8 283 283 c) These figures include changes in inventories, isitions less disp of and the discrepancy
- Stock variation c) 2.0 0.9 0.3 1.4 1.6 between the GDP and its expenditure components.
- Exports of goods and services 56.5 58.8 60.6 69.8 71.3§ d) Series break after 1997.
- Imports of goods and services 62.5 60.0 61.9 73.2] 74.1) e) 2001 figures refer to November.
f) in 2001 - change of methodogy - following 98 UN Recommendations
Inflation rate % change over the previous year g) Source: Website of the National Bank
Consumer price index 8.0" 9.7" 1.8" 3.9" 4.5l h) Number of cars: change of methodology
" " " " i) Population stocks for the year 2001 were changed in the light of preliminary results of the census hold at 1 March 2001,
Balance of payments in Mio ECU/euro definitive results will be available in 2003.
-Current account -2,835 -1,187 -1,470 -3,082(| -2,945i .
2 Methodological Notes
-Trade balance -4,008 -2,269 -1,785 -3,394
Exports of goods 20,108 23,412 24,638 31,492
Imports of goods 24,117 25,680 26,423 34,886
e
“Net services 1559 1,593 1,033 1,434 -
part of the preparations for the common currency the EU Member States (MSs) have designed a new ansumer price index in order to comply with the obligations of the EU Treaty. The aim was to produce
-Net income -699 -873 -1,198 -1,444 CPls comparable between Member States. The main task was to harmonise methodologies and coverage. The result was the Harmonised Index of Consumer Prices (HICP). A similar exercise has beer
with Candidate Countries (CC). In respect to enlargement, it i s equally important that their economic peformance is assessed on the basis of comparable indices. Some progress has already been
-Net current transfers 315 362 479 322 ade towards adaping the new rules. Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on national CPIs but adapted to the HICP coverage. They are not yet fully
with the HICPs of the MSs. In the table, the proxy HICPs are back-calculated to 1995 (rates from 1996).
-of which: government transfers 46 63! 56! 16| -
- FDI (net) inflows 1,148 3,303 5,932 5,405 BEE b i o s o) s o € @t e et o s s gy 6 g i oy o ) sl s, iy
peaking, he general govemment defict / surplus rfers o the national accounts concept of consolidaied general govenment net borrowing / net lending of ESA9S, General govemment deb is
gross deb at end-year nominal value. The series a re available from 1997; the 1996 data are an approximation derived from the IMF’s GFS methodology.
Hbcinancs g lofiGrossIDomes TClROdIGH foreign debt is of the whole cconomy, covering both short- and long-term, but excluding equity investment and money market instruments. The source for stock of outstanding debt is OECD,
i B » E Z p hile th f GDP is Eurostat. For the ratio of gross foreign debt to exports, the national ts definition of exports of goods and d (source: Eurostat). The data for 2000
General government deficit/surplus 27 45 32 3.3 B CDE J\oxlr;sgmgrmcg;;g/&, T e T S 6 0 ot s e data for 2000 are
General government debt 13.0 137 145 17.0 B by s s e o, ey e o st @i, ) s s o) i G S Gt s i, D A i i i s
hort-term claims on banks. M3 means M2 plus certain placements in  less liquid or longer-term form. Not all countries produce an M3 series. Total credit means loans by resident monetary
linstitutions (MFIs) to non-MFI residents.
Einanclallindlcators InclofiSrossBomasticlRroduck est rates: Annual average rates based on monthly series reported to Eurostat. Lending rates refer to bank lending to enterprises for over I year. Deposit rates refer to bank deposits with an agreed
Gross foreign debt of the whole economy d) 24.0] 269 282 26.5 maturity of up to one year. Day-to-day money rates are overnight interbank rates.




| as % of exports | iz O G e (e (i wen LBy it [ iy (22 v CD 1ol Cep rl ey (o 6, KD G U (i (e (D G | S

ntral Bank. The effective exchange rate index (nominal), as reported to Eurostat, is weighted by major trading partners.
IGross foreign debt of the whole economy d) | 42.5" 45.2" 46.8" 38.1 || 2 I

non-residents. Gold is valued at end-year market price.

rve assets are end-year stock data, as reported to Eurostat. They are defined as the sum of central bank holdings of gold, foreign exchange, SDRs, reserve position in the IMF, and other claims on

External trade

Iports and exports (curment pris). The recording is based upon the special trade system, according to which, external trade comprises goods crossing the customs border of the country. Trade data excludes direct re-exports, trade in services and trade with customs free zones as well as licences, know-how and patents. Value of external trade turnover includes the market value of the goods. The term.
FOB means that all costs incurred in the course of transp ort up to the customs frontier are charged to the seller. The value of exports and imports are given in FOB.

Having consulted issue of external trade methodology with Eurostat, changes applying since the year 2000 brought the methodology for the stafistics of external trade closer to the practices of EU and EFTA member countrics. All the data for 1996 to 2001 are converted to comply with the methodology for 2000.
Terms of trade. The figures are calculated from the nominal exports and import prices on the base 2000=100 by deflating according to ten SITC groups with current weights of the quarter concerned. Corresponding period of preceding year=100.

Starting in 1996, the decisive eriterion for inclusion in the export statistics is the release date of the goods into the exports regime. Imports are registered on the day when the goods are released into inland circulation. Value of the external trade is indicated in FOB/FOB prices,

Terms of trade. The figures are calculated from the base 1994 = 100 by deflating according to ten SITC groups with current weights of the quarter concerned.

Imports and exports with EU-15. Data declared by the Czech republic

Demography

Net migation rate. Crude rate of net migration (recalculated by EUROSTAT) for year X, is: population (X+1) - population (X) - Deaths (X) + Births (X). This assumes that any change in population not attributable to births and deaths is attributable to migration. This indicator includes therefore also administrative corrections (and projection errors if the total population is based on estimates and the
births and deaths on registers). Figures are in this ¢ ase more consistent. Further, most of the difference between the Crude rate of net migration provided by country and the one calculated by Eurostat s caused by an under reporting or delay in reporting of migration.

Labour force

“The European Labour Force Survey is conducted in spring each year in accordance with Council Regulation (EEC) No. 577/98 of 9 March 1998, A detailed description of the sampling methods, the adjustment procedures, the definitions and the common Community coding currently used in the labour force survey is presented in the publications Labour Force Survey — Methods and definitions, 1998’ and
“Labour Force Survey in central and east European definitions, 2000'.

Al definitions apply to persons aged 15 years and over, living in private houscholds. The conceps and definitions used in the survey follow the guidelines of the International Labour Organisation. Persons carrying v service are not included.
Persons in enplyment were those who during the reference week did any work for pay or profit for at least one hour, or were not working but had jobs from which they were temporarily absent. Family workers are included.

Unemployed were il persons aged 15+, who concurrently met all thece conditions of the ILO definition:

have no work,

are actively secking a job and,

ase ready to take up a job within a fortnight
Duration of wnemployment i defined as:

() the duration of scach for a job, or

(b) the length of the period since the last job was held (if this period is shorter than the duration of search for a job).
The acive population s defined as the sum of persons in employment and unemployed persons.

Inactive persons ase those who are not classified as persons in employment nor as unemploed persons.

Employnent rates represent emploed persons aged 15-64 as a percentage of the same age population,
Unemployment rates sepresent unemployed persons as a percentage of the active population aged 15 years and more.
Eaonomic ativity rates vepresent the active population aged 15-64 as a percentage of the population of the same age.
Infrastructure

Railugy netvork. Al railways in a given area. This does not include stretches of road or water even if rolling stock should be conveyed over such routes; e.g. by wagon-carrying trailers or ferries. Lines solely used for tourist purposes during the season are excluded as are railways constructed solely to serve mines; forests or other industrial or agricultural undertakings and which are not open to
public traffic. The data considers the construction lengt h of railways.

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

(a) is provided, except at special points or temporarily, with scparate carriageways for the two directions of traffic, separated from cach other, either by a dividing strip not intended for traffic, or exceptionally by other means;
(b does not cross at level with any road, railway or tramway track, or footpath;

(©) is specially sign-posted as a motorway and is reserved for specific categories of road motor vehicles.

Eniry and exit lanes of motorways are included irrespectively of the location of the signposts. Urban motorways are also included.

Industry and agriculture

Indstrial production volune indlies. Industrial production covers mining and quarrying, manufacturing and electricity, gas, steam and water supply (according to the NACE Rev.1 Classification Sections C.D.E).

Industrial production index (IPI)is calculated by the method to the tandards based on the production statistics of selected products ("Series-witness"). It covers 88,6 % of industrial production in the Czech Republic.
Published IP! for the Czech Republic are calculated in weights of 1995 and no adjustments were done as concerns seasonal influences and number of working days.
Total agricultural output volume indices. Indices based on evaluation of al individual products of gross agricultural production in constant prices of 1989.

Standard of li

2

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

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

Internet connections. The number of Internet clients include the number of users allowed to access Intenet both via phone and data concentration and commutation device, leased cireuit and local computer network.
The number of servers for access to the Intemet network includes the number of computers connected to the network via permanent circuit or data network, which provide applications to Internet users.

Sources

Total area, effective exchange rate index, infrastructure, industry and agriculture, external trade, labour market, standard of living, demography: National sources.

National accouns, inflation rate, balance of payment, public finance, finance: Eurostat.



