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A. Introduction

a) Preface

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

The European Council in Luxembourg decided that

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

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

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

- describes the relations between Estonia and the Union, in particular in the framework of the
Association Agreement;

- andyses the gdtuation in respect of the politica criteria set by the 1993 Copenhagen
European Council (democracy, rule of law, human rights, protection of minorities);

- asesses Edtonids situation and prospects in respect of the economic criteria defined by the
Copenhagen European Council (a functioning market economy and the capacity to cope
with competitive pressures and market forces within the Union);

- addresses the question of Estonia’s capacity to assume the obligations of membership, that
is, the acquis as expressed in the Tresties, the secondary legidation, and the policies of the
Union. This part gives specid attention to nuclear safety standards, as underlined by the
Cologne and Hesnki European Councils. It encompasses not only the adignment of
legidation, but aso the development of the judicial and adminigtrative capacity necessary to
implement and enforce the acquis, as emphasised by the Madrid European Council in
December 1995, and confirmed by the Gothenburg European Council in June 2001. At
Madrid, the European Council underlined the necessity for the candidate countries to adjust
their adminigrative structures, so as to create the conditions for the harmonious integration
of those States. The Gothenburg European Council emphasised the vitd importance of the
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candidate countries capacity to effectively implement and enforce the acquis, and added
that this required important efforts by the candidates in strengthening and reforming their
adminidrative and judicid dructures.

This Report takes into consideration progress since the 2000 Regular Report. It covers the
period until 30 September 2001. In some particular cases, however, measures taken after that
date are mentioned. It looks a whether intended reforms referred to in the 2000 Regular
Report have been carried out, and examines new initiatives. In addition, this Report provides
aso an overdl assessment of the global Stuation for each of the aspects under consideration,
Setting out for each of them the main steps which remain to be taken by Estoniaiin preparing for
accesson.

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

The Report contains a separate section examining the extent to which Estonia has addressed the
Accesson Partnership priorities.

As has been the case in previous Reports, “progress’ has been measured on the basis of
decisons actudly taken, legidation actudly adopted, international conventions actualy ratified
(with due attention being given to implementation), and measures actualy implemented. As a
matter of principle, legidation or measures which are in various stages of ether preparation or
Parliamentary approva have not been taken into account.  This approach ensures equa
treatment for al the candidate countries and permits an objective assessment of each country in
terms of its concrete progress in preparing for on.

The Report draws on numerous sources of information. The candidate countries have been
invited to provide information on progress made in preparations for membership since the
publication of the last Regular Report. The Nationd Programmes for the Adoption of the
Acquis of each of the candidate countries, as well as the information they have provided in the
framework of the Association Agreement and in the context of the andytical examination of the
acquis (screening) and the negotiations', have served as additiond sources. Council
deliberations and European Parliament reports and resolutions’ have been taken into account in
the preparations. The Commission has dso dravn on assessments made by various
internationa organisations, and in particular the contributions of the Council of Europe, the
OSCE and the Internationa Financid Inditutions, as wel as that of non-governmenta
organisations.

1 Asin previous years, the Report does not mention any commitments undertaken nor requests made in the context of

the accession negotiations.
For the European Parliament the rapporteur is Ms Gunilla Carlsson.
7
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b) Relationsbetween the European Union and Estonia

Recent developments under the Association Agreement (including bilateral
trade)

Egtonia has continued to implement the Europe Agreement and has helped ensure the smooth
functioning of the various joint ingtitutions.

The fourth meetings of the EU-Estonia Association Council and Association Committee took
place in February 2001 and June 2001 respectively. In addition, the system of sub-committees
continues to function as an efficient indrument for monitoring progress and holding technica
discussions.

Since the last Regular Report, the Joint Parliamentary Committee, comprising representatives of
the European and Estonian Parliaments, has met twice, in October 2000 and May 2001.

Trade between Estonia and the EC continues to grow. In 2000, Estonian exports to the EC
accounted for 77% of tota exports. Imports from the EC amounted to 85% of tota imports.
Estonias main exports to the EC are machinery and equipment, wood and wood articles, and
textiles. Estonias main imports from the EC are machinery and equipment, vehicles, and base
metals. Trade with Estonia represents around 0.3% of the EC's total external trade. The EC
has asmall positive trade balance with Estonia

Regarding agriculturd products, a new agreement on reciprocd concessions with Estonia
entered into force in July 2000 on an autonomous bass, pending the conclusion of an Additiona
Protocol to the Europe Agreement. As a consequence of this agreement, approximately 85%
of traditiond EC agricultura imports from Egtonia are duty-free, while al EC exports of
agricultural products to Estonia continue to be fully liberalised. A second round of bilateral
negotiations for trade liberdisation is presently being prepared and would cover more senstive
sectors in which current trade is low, in particular due to the tariff protection on the EC side.

As regards trade liberalisation on processed agricultural products, an agreement was adopted
by the Association Council in July 2001. It entered into force in September 2001 and reduces
overdl the levd of EC tariffs on Estonian imports. An agreement has aso been concluded at
technicdl level on new trade concessions for fishery products. The forma Commission proposa
on the Additiond Protocol to the Europe Agreement is in the process of being adopted by the
Coundil.

On the bads of a complaint by the European fertiliser manufacturers organisation notified in
October 2000, the Commisson decided to impose provisona anti-dumping duties on imports
of ureafrom Estoniain July 2001.

Bilatera negotiations with Estonia for a Protocol on European Conformity Assessment (PECA)
have continued as Estonia has further digned its legidation with the acquis.



Accession Partnership / National Programme for the Adoption of the Acquis

A revised Accession Partnership was adopted in December 1999 — its implementation is
reviewed in Part D. This Regular Report is accompanied by a proposd from the Commission
to update the Accession Partnership.

In April 2001, Estonia presented a revised National Programme for the Adoption of the Acquis
(NPAA), in which it sets out the concrete steps to be taken in its accession preparations.

Community aid

There are three pre-accession instruments financed by the European Community to assst the
gpplicant countries of Central and Eastern Europe in their pre-accesson preparations. the
Phare programme which provides both ingtitution building and investment support for adoption
and implementation of the acquis as well as support for economic and socid cohesion;
SAPARD, which provides ad for agriculturd and rura development; and |SPA, which
finances infrastructure projects in the fieds of environment and transport. These programmes
concentrate their support on the Accesson Partnership priorities that help the candidate
countries to fulfil the criteriafor membership.

For the years 2000-2002 totd financia assistance to Estonia amounts annudly to around € 30
million from Phare, € 12.1 million from SAPARD, and around € 35 million from ISPA.

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

Phare provides the applicant countries of Centrd and Eastern Europe with support for
inditution building (around one third of the Phare dlocation), investment to drengthen the
regulatory infrastructure needed to ensure compliance with the acquis (equaly around one third
of the dlocation), and investment in economic and socid coheson (the remaining one-third of
the Phare dlocation). This support comprises co-financing for technica assstance, “twinning”
and investment-support projects, to help these countries in their efforts to adopt the acquis and
srengthen the ingtitutions necessary for implementing and enforcing the acquis. This dso helps
the candidate countries develop the mechanisms and inditutions that will be needed to
implement Structural Funds after accesson and is supported by a limited number of measures
(investment or grant schemes) with aregiond or thematic focus.

The Phare programme alocated Estonia € 190 million during the period 1992-1999 and €
33.5* millionin 2000. The 2001 Phare Programme for Estonia conssts of an dlocation of €
26.3 million for the National Programme, concentrated on the following priorities.

- Adminigrative capacity — development of a market regulaion system for agriculture,
support for accelerating accession to the EU, and assistance to the tax administration €
4.2m)

3 Thisincludes an allocation of €3 million to Cross-Border Co-operation (CBC) Programmes.
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- Internd maket — development of conformity assessment infragtructure in the field of
metrology (€ 2.5m)

- Employment and socid affairs — promotion of socid didogue between employers and
workers organisations (€ 0.5m)

- Judtice and home affairs — preparation for the implementation of the Schengen Information
System, support to reform the court system, development of anationad crimina investigation
system (€ 2.9m)

- Agriculture — drengthening of the food inspection system, development of veterinary
education and standards, investment in an animal waste rendering system (€ 6.9m)

- Environment — nature consarvation i.e. establishing a Natura 2000 network in line with the
Habitats directive (€ 0.8m)

- Economic and socid cohesion — implementation of business support measures, support for
the preparation of structurd funds administration, support to improve youth employment,
human resources development in West Estonia (€ 6.0m).

An additiond € 3 million has been alocated for cross-border co-operation programmes.

Edtonia adso paticipates in and benefits from Phare funded multi-country and horizontal
programmes, such as TAIEX and the Smdl and Medium-sized Enterprises Facility.

Furthermore, Egtonia participates in the following Community programmes. Socrates I,
Leonardo da Vinc II, Youth, and the Fifth Framework Programme for Research and
Technologica Development. An amount of € 2.6m was dlocated from the Phare 2001
progranme to assigt in participation costs. Participation in other programmes is pending.
Following ratification and entry into force of the agreement, the forma participation of Estoniain
the European Environment Agency will start in January 2002. In order to streamline Community
legd procedures and thereby facilitate the future participation of EStonia in Community
programmes, a decision has been adopted by the EU-Estonia Association Council establishing
the generd principles for such participation.

Overdl, the impact of Phare has been positive. Effective transfer of know-how, equipment and
financid resources has taken place in a number of important fields such as Agriculture,
Environment, Justice and Home Affairs, Socid Affairs and Vocationd Training. Phare support
in Agriculture has supported preparations for accession in the fields of phytosanitary control,
fisheries and agriculture support-system adminigtration. In the fidd of the environment Phare
support has been provided in connection with the water framework directive, the air framework
directive, for invetments in water and wastewater trestment, and dedling with a radioactive
tallings pond. Economic and Socid Coheson programmes targeting human resources
development, tourism development, and business support have been prepared. Phare support in
the field of JHA has supported training of judges and the police, improved forensic investigation,
and enhanced the adminigtrative capacity of the court system. Occupationa hedlth and safety,
development of labour market services, and promotion of socid didogue are among the Phare-
supported activitiesin thefied of Socid Affairs.

In Estonia, Phare has for example been playing a particularly important role in:
10



- Language training for ethnic minorities. Phare support has long been used to provide
extensive Etonian language training programmes for non-Estonian speskers, with the aim of
improving socid integration and increesng employment opportunities. Building upon
previous projects, the new €3.1m Phare project has aready supplied vocationa schools
with updated teaching materids and dlowed children to participate in language immersion
summer camps.

- Strengthening police criminalistics and forensic science in Estonia: In the fight
agang nationd and internationd crime, a€2.5m Phare funded project is helping to develop
forendc research cgpacity for crimind investigation. This is being achieved by equipping
police laboratories with modern forensic technology and training of laboratory staff, police
investigators, prosecutors and judges.

- Supporting the occupational health sector: In order to ensure a hedthier working
environment in Etonia, a €0.6m Phare project started in August 2000, aiming at reducing
the rate of work-related illnesses and accidents.

- Developing and implementing national drug strategies and programmes: In the fight
againg drugs, a €0.4m Phare project is supporting the development of a nationa drugs
drategy, preparing Estonia for future participation in the European Monitoring Centre for
Drugs and Drug Addiction, and also developing treatment and rehabilitation programmes.

- Improving the agricultural information sysem: Thanks to a Phare contribution of
€0.6m, the Minigiry of Agriculture now has improved information tools at its disposa for the
purpose of agricultura policy-making, and agricultura support-scheme managemen.

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

The Commission approved the SAPARD Programme for Agriculture and Rura Development
for Estoniain November 2000. The following strategic objectives were identified for the period
2000 to 2006:

- To improve the efficiency of agriculturd production, bringing it into compliance with
market requirements

- To ensure the development of a competitive and efficient food processing industry
- To provide conditions for sustainable rura development

- To contribute to the socio-economic and infrastructure development of rura aress.
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The Multi-annual Financing Agreement was signed in January 2001 and came into force in
May 2001. This agreement lays down the Community management and control rules for
SAPARD for the whole programming period (2000-2006) and includes the principle of full
decentrdisation of programme management to an agency established under the respongihility of
Egtonia. The Annual Financing Agreement between the Commisson and Estonia for the
2000 dlocation of €12.1m was signed in March 2001. Findly, in June 2001, the Commisson
approved the accreditation of the Estonian SAPARD Agency to manage four types of support
measures — investment in agricultural holdings, processng and marketing of agriculturd and fish
products, development and diversification of economic activities and development of rurd
infrastructure.

For the implementation of SAPARD in Estonia, the Nationa fund (NF) under the Minigtry of
Finance is respongble for the generd management of funds. The Agriculturd Regigers and
Information Board (ARIB) in Tartu will act as the SAPARD agency in accordance with the
Multi-annua Agreement. The Minidry of Agriculture is the Managing Authority, responsible for
gengrd programme management and implementation.  Findly, a Monitoring Committee will
condder and give an opinion on the criteria for project sdection and discuss monitoring
indicators.

In September 2001, Estonia became the first country to make a payment to a beneficiary
farmer under the SAPARD programme.

As concernsthe | SPA programme, the Estonian national ISPA drategies for transport and the
environment were submitted to the Commission and gpproved by the management committee
towards the end of 2000 (these are due to be revised at the end of 2001). On the bass of
these dtrategic documents, five projects were approved, four in the environmenta sector and
onein the trangport sector, to which atotd of € 35.7m was committed. An additiond €35.7m
is expected to be committed during 2001 for two environmental projects and one transport
project. For example,

- In the environment sector, ISPA is funding the improvement of water management and
wastewater treetment in Tartu, Viljandi, Narvaand Parnu.

- In transport, ISPA is funding improvements to the Via Batica road corridor from Parnu
to Tdlinn and from Tallinn to Narva

The implementation of the ISPA projects will follow the same indtitutiond framework as for the
Phare programme, with the National Fund a the Minigtry of Finance being in charge of the
overdl financid management and a number of Minigtries being respongble for the technica
implementation For the programme and financid management of SAPARD, a different system
will apply which reflects the EAGGF (European Agriculturd Guidance and Guarantee Fund)
rules and is based on a fully decentrdised approach through an accredited paying and

implementing agency.

However, some of the ISPA funds will dso be used to assst Edtonia to develop its
adminigtrative cagpacity to implement projects under an Extended Decentralised Implementation
Sysem (EDIS). The objective of thisis to further decentralise management responsbilities to
the Egtonian adminigration. This will dso hep Estoniato prepare for future management of the
Sructura and cohesion funds.
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The Nationd Fund located within the Estonian Ministry of Finance remains the centrd entity
through which Phare, ISPA and SAPARD funds are channelled. The National Fund has overal
respongbility for financid management of funds and for ensuring that procurement rules,
reporting and financial management are respected. The Phare Joint Monitoring Committee is
respongble for coordination of monitoring for the three instruments. The Joint Monitoring
Committee (representatives include the Commisson and Estonian Minigtry of Finance) meets
each year to review the implementation of al assstance to Estonia.

Twinning

One of the main chalenges the candidate countries continue to face is the need to strengthen
thelr adminigtrative capacity to implement and enforce the acquis. As of 1998, the European
Commission proposed to mobilise Sgnificant human and financid resources to help them in this
respect, through the process of twinning of administrations and agencies. The vast body of
Member States expertise is now being made available to the candidate countries through the
long-term secondment of civil servants and accompanying short-term expert missons and
traning.

To dart with, twinning focused primarily on the priority sectors of agriculture, environment,
public finance, justice and home affairs and preparatory measures for the Structura Funds. It
now covers al sectors pursuant to the acquis.

A tota of 372 twinning projects, primarily in the fields of agriculture, environment, public
finance, judtice and home affairs and preparation for the management of Structural Funds, have
been funded by the Community between 1998-2000. These represent the principa priority
sectors that have been identified in the Accesson Partnerships. But other important sectors of
the acquis have aso been addressed through twinning, for example, socid palicy, fight against
drugs, trangport, and telecommunications.

Thanks to the strong support and response from EU Member States, 103 twinning
partnerships, funded by Phare 1998 and involving al candidate countries and amost al

Member States, are coming to an end or have been concluded. Under Phare 1999 a further
124 projects are being implemented and the programming exercise for Phare 2000 includes a
further 145 twinning projects. The 2001 programming exercise foresees 131 twinning projects
in al Phare beneficiary countries as well as Cyprus and Mdta Furthermore, the candidate
countries are being offered the possbility of drawing on Member States expertise through
"Twinning Light" (projects of up to 6 month's duration), to address subjects of limited scope,

which emerge during the negotiation process as requiring adaptation. It is estimated that around

250 twinning projects are operational throughout the candidate countries a any onetime.

For Estonia, 21 twinning projects have been gpproved since 1998 and are at various stages of
implementation. Seven new twinning projects are foreseen for 2001, covering agriculture
market regulation systems, assgtance to the tax adminigration, promotion of socid diaogue,
preparation of the Schengen Information System, strengthening the food inspection system,
nature conservation and preparation for the structurd funds. Two further projects are foreseen
for 2001 which make use of the new "Twinning Light" mechanism. These cover support for
accderating EU accession and enhancing the capacity of the court system.
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The totd commitment from the Commisson to twinning projects in Estonia amounts to
goproximately €18.1m, including the 2001 projects. This amount excludes the cost of
investments which are made in pardld to the various projects.

Ten Member States (France, Germany, Finland, Sweden, Greece, Itdy, Irdand, Denmark,
Netherlands and the United Kingdom) are currently involved in Twinning with Etonia.

Negotiations/ screening

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

Since the opening of accesson negotiations, substantial discussions on theindividua chapters of
the acquis started and negotiations on dl chapters (with the exception of chapter 30 -
Ingtitutions, and chapter 31 — Other) have been opened.

By the end of September 2001, the following 19 chapters had been provisondly closed: free
movement of goods, free movement of services, free movement of capitd, company law,
fisheries, Economic and Monetary Union, atistics, socid policy, industry, smal and medium-
Szed enterprises, science and research, education and training, telecommunications and
information technologies, culture and audiovisud, environment, consumers and hedth
protection, externd relations, common foreign and security policy and financia control.
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B. Criteriafor membership

1. Political criteria

Introduction

The politicd criteria for accesson to be met by the candidate countries, as laid down by the
Copenhagen European Council in June 1993, dtipulate that these countries must have achieved
“gability of ingtitutions guaranteeing democracy, the rule of law, human rights and respect for
and protection of minorities.™

In its 2000 Regular Report on Estonia’s progress towards accesson, the Commission
concluded that:

“Egtonia continues to fulfil the Copenhagen political criteria It has addressed most of the short-
term priorities of the 1999 Accesson Partnership in this area, including the introduction of
amendments to the language law, the adoption of the State Integration Programme for non-
Egtonians, the reinforcement in the training of judges and the reduction in the number of judge
vacancies. In addition, steps have been taken to improve the capacity of the Citizenship and
Migration Board to handle resdence and citizenship applications. Progress towards the
modernisation of the public administration has been limited. Efforts should be made to introduce
a comprehendve drategy in this area, aming a addressing the current deficiencies. Measures
which have so far been taken to improve the functioning of the judiciary need to be continued, in
particular to reinforce the training of judges. Co-ordination between the different justice bodies
needs to be reinforced and the reform of the pena and civil lav systems needs to be
accelerated.

As regards the integration of minorities, Estonia needs to ensure that the implementation of the
Language Law takes place in accordance with internationa standards and the Europe
Agreement. The capacities of the ombudsman, in particular as regards the protection of
minorities need to be reinforced.

Egtonia needs to continue efforts as regards the integration of non-citizens, reinforcing the
capacity of the public administration and improving the judicid system, in order to meet the
medium-term priorities of the 1999 Accesson Partnership in these areas.”

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

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

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

There has been no mgor political change in Estonia since last year’s regular report. There has
not been any mgor shift in government policy and EU membership continues to be a key
objective in Estonian foreign policy. In September 2001, Mr Arnold Ruutel was elected as the
new Presdent of Estonia He was inaugurated on 8 October 2001, succeeding President
Lennart Meri, who had been Estonia s only President since indegpendence in 1991.

1.1. Democracy and therule of law

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

The parliament

The Egtonian Parliament continues to function properly. Efforts by the current parliament to
push through the adoption of EU-rdated legidation have dlowed Estonia to tackle its own
ambitious legidative timetable. This momentum needs to be continued.

The executive

Some progress has been made as regards the modernisation of the public administration and of
the civil service. Overdl, the civil service and adminidrative procedures are satisfactory,
athough trangparency on personnd matters and coordination across the civil service remans
problematic.

There are around 20,500 employees in the Estonian adminigtratior?, including minigries (11%),
government agencies (81%) and county governments (4.5%) and conditutiona inditutions
(3.5%)°. In addition, loca governments employ around 4,000.

The datus of public servants is defined by the Public Service Act.  Furthermore, there is
additiond legidation for specific categories of public servants including diplomats, police,
judiciary and the military.

As required by law, Estonids civil servants generaly continue to perform their tasks in an
impartid and politicaly neutrd way. However, the lack of trangparency in recruitment and
promoation is a threat to this impartiadity. Remuneration levels adso lack transparency since a
sgnificant proportion of pay is in the form of bonuses or dlowances.  This is because
management and daffing is decentrdised to each individud minigtry or inditution and therefore
varies consderably in practice.

Estonia has ardatively lean public adminidration. In this context, the decline in saff turnover to
a rae of around 12 % is a podtive development and will help ensure that the leve of
adminidrative capacity in particular parts of the adminigtration can be better maintained and

® Dataasat 31 December 2000.
®  Chancelleries of Parliament, President and State, Supreme Court, State Audit Office, Legal Chancellor.
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further developed. However, co-ordination between different adminidtrative bodies remains
weak.

In order to further develop and improve the functioning of the Estonian civil service, a sgnificant
dep was taken in April 2001, when the Estonian Government gpproved the Public
Adminigration Reform Programme. The Office of Public Adminigration Reform (OPAR)
coordinated the preparation of the programme. The reform programme is divided into 5 sub-
drategies— (i) adminigrative reform of loca governments and regiond inditutions, (i) divison of
labour and cooperation between inditutions, (iii) reform of the budgetary process and financia
management, and development of internd control, (iv) development of a citizen-orientated
public adminidration, and (v) civil service reform. This programme recognises that efforts are
still needed to develop the recruitment and promotion systems, the salary system, and training
and appraisal systems.

As regards new legidation, in January 2001 the government adopted a regulation on the
introduction of performance management as part of its efforts to move to a more results-based
system. Also in January 2001, the new Public Information Act entered into force. It ams to
Improve trangparency of government through access to public information. It also reinforces the
dready widespread use of information technology within the Estonian adminigtration by making
web stes mandatory for dl government agencies.

In April, the Government adopted strategic policy documents related to training across the civil
savice.  Although a sgnificant number of civil servants are now taking part in various training
programmes including training in EU &ffairs, there is a need to improve and coordinate training
standards across various public administration bodies.

Limited progress has been made as regards the reform and consolidation of local governments.
Currently, Estonia is till organised into 15 counties and 247 municipdities, some of them very
thinly populated. Consultations between central and loca authorities started during 2000, with
the main objective of reducing the number of municipdities to around 100. Thereisaneed to
ensure that this reform is completed, taking into account the need to develop the necessary
capacity to implement and enforce the acquis communautaire at regiond level. In doing o,
care should be taken not to infringe upon the language rights of the Russan-spesking
population, particularly in the case where a merger of loca administrations would reduce the
percentage of Russian speakers below 50% of the population and would therefore remove the
legd option of using the Russian language for adminidrative purposes (see below).

Thejudicial system

Estonia has made progress in addressing the concerns raised in last year's Regular Report in
thisarea. Reform of the Court system and training of judges has continued. In the areaof pend
law, a new Penad Code and Administrative Procedure Act were adopted in June 2001.
Progress has been made in the reform of civil law, with the adoption of the Law on Contractua
and Non-contractual Relations in September 2001.

The process of Court reform has continued, based upon the principles adopted by the
government in September 2000. Estonia has a three-instance court system. There are now 22
courts of first ingtance: 3 city courts, 15 county courts and 4 adminigtrative courts. The city and
county courts ded with civil and crimina cases and since January 2001 dso ded with
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adminigrative offences such as traffic fines. A new adminigrative court was established in Johvi
in January 2001. These courts now dedl only with purdy administrative maiters concerning
clams againg acts of the public sector. There have been no significant changes as regards the 3
digtrict courts of second instance and the Supreme Court, which also serves as the congtitutional
court.

All judges are gppointed for life and the Conditution and legidation explicitly safeguard the
independence of judges. However, there is a need to further reinforce the inditutiona
independence of the courts particularly in the context of the ongoing court reform. , The close
adminigration of the courts (with the exception of the Supreme Court) by the executive
(Ministry of Judtice), and the courts' limited financia autonomy, threaten judicid independence.

Asin 2000, there are atotal of 238 judicid pogts, of which 10 remain vacant (compared to 14
in 2000). Responshility for sdection and training of judges remains with the Supreme Court.
Although the number of candidates for judicia posts has increased, there remain problems in
attracting highly quaified judges into Northeast EStonia. As regards the courts administration,
the bailiff service has been privatised under the new Bailiffs Act that entered into force in April
2001. As a reault the number of bailiffs has dropped by more than haf from 167 to 80.
Despite this sgnificant reduction, early signs are that the new service is functioning satisfactorily
and should benefit from amore professond, higher quaity approach.

Overdl there has been a further decrease in the backlog of cases. “Backlog” is defined as the
proportion of crimina cases pending for more than one year and civil cases pending longer than
two years. As regards crimind cases, these increased by 27 % in 2000 due in part to
ggnificant increases in hooliganism and traffic violations. At the same time, the backlog of cases
decreased by 2% to 20% between the end of 1999 and the end of 2000. As regards civil
cases, these decreased by 9% during 2000 and the backlog was reduced dightly to 5.5%. On
average, judgementsin civil cases take 5 months as opposed to 3 monthsin crimind cases. The
number of purely adminidrative cases dropped by 36% in 2000, mainly due to a fdl in the
number of cases related to property restitution and privatisation. In order to make the court
system more effective both the workload of judges and the backlogs need to be reduced
further.

The qudity of court decisons in the lowest-level courts appears to be improving, as evidenced
by the increasing number of decisions upheld upon appeal. However, quality till needs to be
improved further, in particular in the civil and adminigirative areas. There aso needs to be a
more effective enforcement of the law. In addition, in some sectors, judges impose very low
sanctions which may reduce the effectiveness and enforcement of the law. In this context,
efforts to improve the training of judges have been further developed within the framework of a
traning drategy adopted in February 2001. The Training Council upon which relevant
stakeholders are represented will decide upon particular curricula

The probation system was established in 1998 and currently supervises around 6000 persons.
With a gaff of only 175 officers, theratio of clients to probation officersis relatively high, at 34
to 1. However, increased training of probation officers has appeared to improve the quality of
sarvice, indicated by a reduction in the percentage of probationers that failed to perform
obligations imposed by the courts.
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The new Bar Association Act adopted in March 2001 alows lawyers from EU member states
to provide services in Etonia after accesson.  The number of members of the bar association
has increased from 381 to 403 since the last Regular Report. The bar association guarantees
lega representation in crimina cases, with the state sometimes mesting the cods.  Legd
assstance expenses are also sometimes met by the dtate in civil cases. However, there is a
need to improve citizen's access to justice (see civil and political rights).

As regards the use of information technology, the Ministry of Jugtice carried out a strategic
andysis of court information systems. On the basis of this, atwo-year development project has
been prepared and is currently being implemented.

Anti-corruption measures

As indicated in lagt year's Regular Report, corruption remains a relatively limited problem in
Egonia. Overdl, Estonia has made further progress as regards the fight against corruption.

The integrity of civil servants has long been arequirement of Etonian legidation. The legidative
framework has been further strengthened by the new Pend Code which was adopted in June
2001 in line with EU standards in the field of anti-corruption, in particular as regards the crimina
liability of legal persons and officials in respect of funds received by third parties. It will enter
into force in March 2002.

As reported previoudy, Estonia has ratified the Convention on Laundering, Search, Seizure and
Confiscation of the Proceeds from Crime. In December 2000, Estonia ratified the Council of
Europe Civil Law Convention on Corruption. It has sgned but not however yet ratified the
Crimind Law Convention on Corruption.

Edtonia is participating in the Council of Europe group of states againgt corruption (GRECO).
Jointly with Latvia and Lithuania, Edtonia dso participates in the Batic Anti-corruption initiative,
which is supported by the OECD secretariat, and focuses on legidative improvements,
capacity-building and community involvement in order to better tackle corruption.

Efforts to fight corruption need to be continued. The capacity to enforce compliance with anti-
corruption legidation needs to be strengthened, in particular at loca government level. Efforts
aso need to be continued as regards the fight againgt small-scale corruption in the police and
customs adminigtrations and in the context of organised crime (see Chapter 24 - Co-operation
in the field of justice and home affairs).

1.2. Humanrightsand the protection of minorities

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

Edtonia has retified mogt of the mgor internationa conventions in the field of human rights (see
annex). Estonia has not sgned the UN Convention relating to the Status of Statel ess Persons.

In November 2000, Estonia signed Additiona Protocol no.12 to the European Convention for
the Protection of Human Rights and Fundamental Freedoms which prohibits discrimination on
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any grounds. No developments can be reported as regards the trangpostion of EC anti-
discrimination legidation (see Chapter 13 — Social Palicy).

On basis of the Legad Chancellor Act that took effect in June 1999, Estonia established a dud
role for the Legal Chancellor. Firdly, the Legal Chancellor has the power to ensure legidative
compliance with the Condtitution by the state and secondly plays the role of Ombudsman to
dedl with specific complaints by citizens regarding the work of the state or Sate officias. The
inditution is particularly important in Estonia as regards the protection of minorities (see below).

As highlighted in the last Regular Report, the post of Legad Chancdlor was vacant during the
second half of 2000. However, in February 2001, the Estonian Parliament appointed the new
Legd Chancdlor for a 7-year term. Staff has dso increased to 26 persons, including 18
lawyers, and a press officer in order to make the ingtitution more widdly known and transparent.
As a result the number of petitions submitted has increased.  In this context Estonia should
ensure that sufficient resources are made available in order to properly address the concerns of
citizens. Country-wide, the principa issues for complaint relate to rights of prison detainees,
property reform, and the activities of the police services.

Civil and political rights

Additiona steps have been taken to further improve the protection of civil and politica rights,
athough some issues continue to merit attention.

Degrading treatment by the police appears to be a reatively smdl problem in Estonia
athough a limited number of specific cases regarding police conduct have been passed to the
Legd Chancdlor for congderation.

Asregards pre-trial conditions, progress has been made to shorten the duration of pre-tria
imprisonment, which stands now a around 32 months. However, ill-trestment and use of
punishment cdlls in Some cases remain issues of concern.

Interms of prison conditions, the current prison population is around 4,750 persons. Progress
has been made in reforming the prison system in line with the 3-year development plan adopted
in March 2000. In December 2000, the Imprisonment Act came into force. It includes the
introduction of new prison classfication, greater focus on re-socidisation and prisoners rights
and improved training and career system for staff. However, continued efforts are required to
improve prison conditions, and more specificaly, address issues of overcrowding and ill-
treatment of prisoners. A significant proportion of petitions to the Legd Chancellor rdates to the
rights of prison detainees. Efforts to improve the training and pay of prison officers dso need to
be made.

In terms of the provison of legal aid, Estonia needs to continue to improve citizens access to
justice by widening the availability of lega ad. This indudes darifying its scope and improving
the quaity and accessbility of lega services.

Asregards the rights of refugees/asylum legislation, Etonian legidation needs to be brought
into line with EU standards. Estonia needs to further develop the capacity of the Citizen and
Migration Board, Border Guard and Judiciary in order to ded effectively with asylum clams
and reduce the length of the procedures.
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Concerning discrimination on the basis of sexual orientation, the new Penal code adopted by
Parliament in June 2001 harmonises the age of consent for heterosexud and homosexud
relations.

The principas of freedom of religion and freedom of expression are enshrined in the Estonian
condtitution and no particular problems have been reported in this respect.

Economic, social and cultural rights
Further pogtive developments have taken place in this area.

Interms of equal opportunities, the Estonian legidative framework ensures equd rights and
opportunities for women. However, continued efforts are needed to ensure that these are
implemented in practice. As an indication of women's participation in politicd life, there are 18
women and 83 men, out of atotal of 101 members of Parliament (see also Chapter 13 —
Social policy and employment).

In the area of child protection, in February 2001, Estonia signed the Hague Convention on the
Civil Agpects of Internationd Child Abduction. Also in February 2001, Estonia retified the
European Convention on Recognition and Enforcement of Decisions concerning the Custody of
Children and on Restoration of Custody of Children.

The Revised European Sociad Charter that was ratified in May 2000 and entered into force in
November 2000. As reported last year, Estonia has not ratified those articles of the Revised
European Socid Charter which relate to the rights to a decent sdary, socid protection for the
elderly, dignified treatment a work, protection aganst poverty and socid deprivation, and
shelter. Also, Estonia has not undertaken to be bound by the Additiona Protocol providing for
asystem of collective complaints.

Minority rights and the protection of minorities

Estonia’s population has declined to 1,370,100°. Of this number, 80% are now citizens of
Estonia, 7% citizens of other countries (mainly Russa) and 13 % (178,000) are datdess. In
terms of ethnic origin, 25.6% (350,800) of the total population are of Russian origin.

The naturalisation procedure

The naturaisation procedure is regulated by the Law on Citizenship which is generdly in line
with internationd standards.  Since the Citizenship Law entered into force in 1992, around
115,000 non-Estonians have been granted Estonian citizenship. In the first 7 months of 2001,
2,034 persons received citizenship, as compared to 3,637 between August 1999 and October
2000. More than half of these were minors, 338 of whom received citizenship on the basis of
amendments to the Law on Citizenship introduced for the naturdisation of Estonian-born
children of non-citizens legdly resdent in Estonia

The rate of naturalisation had been decreasing sgnificantly over the past few years. Lagt yeer it
was reported that a new integrated |anguage certification system had been adopted, rationdising

" Based on preliminary results from the Census that will be completed during 2001.
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the previous sysem under the responghility of the Nationd Examination and Qudification
Centre. Whilst these changes should dso help to increase the speed of naturdisation, it is
important that those people who have previoudy passed language tests for the purposes of
naturaisation under the old system should not have to retake the tests.

In this context, it is dso important for Estonia to continue to reduce unnecessary technical
barriers and make sufficient resources available to the Citizenship and Migration Board in order
to ensure an efficient naturaisation process.

Residence permits and special passportsfor non-citizens

Currently, around 226,000 non-Estonians have been granted permanent residence permits and
46,500 have been granted temporary residence permits. Around 165,000 aiens passports
have been issued. Around 30,000-40,000 residents are estimated to be illegd.  From
December 2000 to August 2001, the Citizenship and Migration Board recelved 4,847
gpplications for temporary resdence. More than haf of these applications have been made on
the basis of internationa tresties and these include gpplications from illegal resdents seeking to
legdise their resdency.

According to the Aliens Act, the immigration quota is limited to 0.05% of the populetion of
permanent residents in Estonia. However according to decisions of the Estonian Supreme Court
in May/June 2000, to refuse residence permits to spouses and children of Estonian citizens and
permanent residents on the basis of the quotais uncongtitutiona. As aresult, the Citizenship and
Migration Board granted 865 residence permits in 2000, thus exceeding the officia quota of
610. However, efforts need to continue to ensure that the issue of reunification of families is
properly resolved. In 2001, the immigration quota has been set & 684. By May 2001, 466
resident permits had aready been granted.

I ntegration of minorities

The rights of the Russian-spesking minority (with or without Estonian nationdity) continue to be
largely observed and safeguarded. Russian continues to be used in the courts and in the
adminidration in those areas where Russan-speakers represent a mgority of the loca
population. Non-Estonians with permanent resdence permits are dlowed to vote in local
elections but are subject to some redtrictions affecting the right to st on the board of date-
owned companies, to belong to a political party or to be employed in certain areas of the public
adminigretion.

As reported last year, in March 2000 the Estonian government adopted the state integration
programme covering the period until 2007. Implementation of the programme is underway by
the Non-Estonian Integration Foundation under the responghility of the Minister for Ethnic
Affars. The budget for the period 2000-03 amounts to €14.5 m (225m EEK), of which
goproximatey hdf is funded by the state and hdf from foreign assistance (including the Phare
programme).

According to the Government Report on the implementation of the integration programme that
was presented in May 2001, the objectives of the firs year of the programme were met
satisfactorily. Particular emphasis in 2000 was placed upon educetion (increasing Estonian-
language teaching in Russan secondary schools) and teaching of the Estonian language to

adults.
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In June 2001 a representative office of the Lega Chancellor was opened in Narvain north-east
Egtonia An additiond office has been opened in J6hvi and athird is planned for Sllamé&e. This
is a positive development and should ensure that the specific concerns of non-Estonians in the
region (such as those related to naturdisation and language) can be better dedlt with.

It is necessary for the Estonian government to continue to devote adequate resources and give
proper atention to the implementation of al edements of the integration programme. This
includes, in particular, the need to ensure a high level of awareness and involvement in
Integration process across dl sections of the Estonian population.

L anguage policy

As was postively noted in lagt year's Regular Report, the Etonian Parliament amended the
Language Law in April 2000. The law regulates the use of the Estonian language in the public
and private sectors, in line with internationa standards.

Based on the government decree that had adready been enacted in August 1999, employeesin
the public adminidration are required to have a minimum level of Estonian-language ability,
proportiond to the public interest of the post. This includes, for example, nurses, police and
prison officids. Estonia should continue to ensure that those dready employed in the public
savice, paticularly in the predominantly Russan spesking aress, should be given proper
Support to meet the language requirements.

Following this, Estonia adopted implementing legidation (by Government decree) in May 2001
Setting out specific requirements of Estonian-language proficiency for people working in the
private sector. This entered into force on 1 October 2001. Estonia should ensure that in the
implementation of this regulation the principles of proportiondity and justified public interest are
properly respected.

As reported last year, under the Estonian Parliamentary and Loca Elections Law, language
requirements for candidates to parliamentary and loca dections ill remain. Although
enforcement of these provisons is wesk in practice, these redtrictions affect the right of non-
Estonian speakers to choose their candidates, in particular at locdl leve.

As regards the use of the Eqtonian language in loca public adminidiration, under Estonian law it
is legdly possble for municipdities to make a request to use Russan as ther adminidtrative
language in pardle to Estonian if more than 50% of the locd population are Russian speskers.
So far, this option has not been used. However, in practice, a number of municipdities use
Russan as aworking language.

1.3. General evaluation®

In its 1997 Opinion, the Commission concluded that Estonia fulfilled the palitica criteria Since
that time, the country has made congderable progressin further consolidating and degpening the
dability of its indtitutions guaranteeing democracy, the rule of law, human rights and respect for

8 See"Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards

accession by each of the candidate countries’, COM (2001) 700.
23



and protection of minorities. Over the past year, further efforts have been made in this
direction. Estonia continues to fulfil the Copenhagen paliticd criteria

Progress has been made in the modernisation of the public administration by moving to a more
results based system and improving public access to information. Efforts have continued to
modernise the legd sysem and improve the functioning of the judiciary through training, court
reorganisation and development of 1.T. sysems. There is however a need to continue the
implementation of the public adminidration reform programme, in paticular to improve
transparency in personnd matters and coordination across different bodies. As regards the
judicid system, Estonia needs to continue to improve the efficiency in degling with court cases
whilst a the same time improving the quaity and enforcement of court decisons. Thereisdso a
need to further improve citizen's access to judtice, in particular by widening the availability of
legd ad.

Egtonia has continued to make progress with the implementation of concrete measures for the
integration of non-citizens. An important postive development is the strengthening of the
adminigrative capacity of the Legd Chancdlor's office, incuding the establishment of branch
offices in the north-eastern part of the country. Estonia should maintain the momentum of the
integration process. This includes ensuring the efficiency of the naturdisation process, providing
access to language training, and raising awareness of the issue across the entire spectrum of
Egtonian society.  Estonia should ensure that the implementation of language legidation respects
the principles of judtified public interest and proportiondity, Estonids internationa obligeations
and the Europe agreement.

Estonia continues to address both the short and medium-term priorities set out in the 1999
Accesson Partnership.  Specificdly, Edtonia is implementing concrete measures for the
integration of non-citizens including the provison of language training for non-Estonian speskers.
Looking forward, meeting these priority objectives requires sustained efforts over time and
continued investment of financid resources in order to build upon the postive work that has
aready been achieved.
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2. Economiccriteria

2.1. Introduction
Inits 1997 Opinion on Estonia s gpplication for EU membership, the Commission concluded:

“Egtonia can be regarded as a functioning market economy”; it “should be able to make the
progress necessary to cope with competitive pressures and market forces within the Union in
the medium term”.

In its 2000 Regular Report, the Commisson found that:

“Edoniais afunctioning market economy and should be able to cope with competitive pressure
and market forces within the Union in the near term, provided that it stays with its present
reform path.”

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

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

In the andlys's below, the Commission has followed the methodology applied in the Opinion, as
well asin the previous regular reports.

2.2. Economic developments

Gross domestic product experienced high growth of 6.9% in 2000 after contracting in
1999. GDP growth was primarily driven by domesiic demand as private consumption
expanded after adeclinein 1999. Imports and exports grew rapidly. The current account deficit
expanded in 2000, but it is more than covered by foreign direct investment. Inflation increased
from 3.1% in 1999 to 3.9% in 2000 mainly as the result of higher fud prices. Estonian public
finances have rapidly been brought into order in the aftermath of the recesson and the generad
government deficit fll from 4.1% of GDP in 1999 to 0.7% in 2000. Estonia has maintained the
currency board.
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Main economic trends

Estonia 1996 1997 1998 1999 2000 2001 |atest
Real GDP growth rate per cent 4.0 104 50 -0.7 6.9 58Q1
Inflation rate’

- annual average per cent 19.8 9.3 8.8 31 39 6.0" September
- December-on-December  per cent 13.0 10.9 5.2 37 5.0 5.7 September™*

Unemployment rate, end-
year
- ILO definition per cent 10.0 9.7 9.9 12.3 13.7 124P Q2

General government budget  per cent of

balance GDP -1.6 2.0 -0.4 -4.1 -0.7
Current account balance per cent of
GDP -8.9 -12.2 -9.3 -5.7 -6.7
million
ECU/euro -307 -499 -432 277 -365 -164" Jan-June
Foreign debt
- debt export ratio per cent 159 323 384 62.8 49.7
- gross foreign debt million 367 1,031 1,428 2,365 2,587
ECU/euro

Foreign direct investment

inflow

- balance of paymentsdata  per cent of
GDP 34 58 111 5.8 8.0
million 13
ECU/euro 116 236 516 284 435 287 Jan-June

Sructural reforms have continued. Privatisation is well advanced as most state-owned
enterprises have been sold. Privatisation of a large part of the railway system has now been
completed and further progress has been made with respect to Narva Power. There has been
dow progress in land privatisation, mostly due to dow adminigration of the process. The
penson system is being further reformed with the modification of the mandatory pay-as-you-go
pension and the proposa for the introduction of a mandatory funded system. No progress has
been made with respect to hedth care reform. A law unifying al financid sector supervison
under one authority has been adopted.

9 PROXY HICP since 1996 (see methodological notes).
2 Moving 12month average rate of change, national CPI
' National CPI

12 source: Website of National Bank
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Main Indicators of Economic Structurein 2000

Population (average) thousand 1,437
GDP per head™ PPS 8,500
Per cent of EU
average 38

Share of agriculture® in:

- gross value added per cent 6.3

- employment per cent 74

Investment-to-GDP ratio*® per cent 23.4

Gross foreign debt/GDPY per cent 47.4

Exports of goods & per cent 95.4

sarvices GDP

Stock of foreign direct invesment  Million Euro 2,844
Euro per 1,980
head®®

Estonia has been catching up with the EU. The average per capita income in purchasing
power standards wasin 2000 at alow 38% of the EU leve, but has increased from about 30%
in 1994. Regiond disparities are substantiad. In 4 out of 5 regions of Estonia, average per capita
Incomes are with 56 - 69% of the nationd average consderably below the nationd average; per
capitaincome in Northern Estonia, which includes the capita, Talinn, amounts to 163% of the
nationd average. The employment rate was 60.6% in 2000. Unemployment was rishg and has
reached 13.7%. 44% of the unemployed are long-term unemployed, dightly down from 1999.
Unemployment rates for men were three percentage points higher than for women a 14.7%
againg 11.6% and for young people (<25 years) a 23.7% much higher than for older. The
economic activity rate was relaively high (amost 60% in 2000). Unemployment is lowest in
Northern Estonia (82% of the nationa average), but is dso below average in three of the other
four regions. Only in the Northeast is unemployment higher, a nearly 80% over the nationd
average.

13 Source: Website of National Bank

4 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.

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

7 Estimated.

8 Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.
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2.3. Assessment in termsof the Copenhagen criteria

The existence of a functioning market economy

The exigence of a functioning market economy requires that prices, as well as trade, are
liberdised and that an enforcesble legd system, including property rights, is in place.
Macroeconomic stability and consensus about economic policy enhance the performance of a
market economy. A well-developed financia sector and the absence of any significant barriers
to market entry and exit improve the efficiency of the economy.

There is continued support for the government's medium-term economic reform
programme. Most political parties back the government’s prudent fiscal policies and reform
efforts. There is consensus about the continued adherence to the currency board arrangement.

In May 2001 the Estonian authorities submitted their pre-accesson economic programme. In
this document, a medium-term economic outlook, budgetary planning and structurd reform
agenda are presented. The Estonian authorities plan to maintain a prudent budgetary policy.
Sowly declining tax and spending raios and further dructurd reforms are planned. In the
course of the 1990s Estonia requested from the International Monetary Fund a series of stand-
by arrangements as a precautionary measure. The last one expired on August 31 2001.

GDP growth accelerated to 6.9% in 2000 from the small contraction in 1999. Initidly
through rapidly risng exports and later on based on strong domestic demand, GDP grew
rapidly. Both exports and imports expanded substantiadly and are around 100% of GDP in
current prices each. The share of agriculture continues its declining trend to 6.3% of GDP. The
share of services in GDP declined from about 69% in 1999 to 68% of GDP, primarily as a
consequence of the somewhat swifter recovery of indudtrid output in 2000, from its decline in
the 1999 recession. In 2001, the first haf GDP grew by 5.4% relative to a year earlier, with
Investment especialy expanding rapidly.

Unemployment increased to 13.7% in 2000 from 12.3% in 1999. This high levd & the end
of 2000 is due to a combination of continuing restructuring and effective segmentation of labour
markets caused, among others, by the skills mismatch between the requirements of the newly
crested jobs and those of the unemployed and low regiona mobility. As aresult, the number of
job vacancies has nearly doubled since early 2000. Nearly haf the unemployment (44%) is
long-term. However, a just under 60%, the economic activity rate has recovered somewhat.

Inflation rose mildly, from 3.1% in 1999 to 3.9% in 2000 (HICP inflation). Due to risng
fud prices and the low vaue of the Estonian crown and the euro relative to the US dollar, prices
accelerated in the year 2000. In the course of 2001, inflation increased further to 5.7% due to
both higher sheltered government administered prices (mostly related to housing) and market
prices (fudl, beef).

Estonia maintained its currency board arrangement, without being challenged by foreign
exchange markets. As the inflation rate in Estonia in 2000 dightly exceeded the euro area
inflation rate, the Estonian currency margindly gppreciated in red terms reative to the euro.
Short-term interest rates rose over the year 2000, e.g. the 1-month TALIBOR rate rose from
4.3% to 5.8%, as did red interest rates. Only 10-year (and longer) interest rates fell in the
course of 2000. In 2000, the quantity of money in circulation (broad monetary aggregate, M2)
grew nearly 30% over the year in nomina terms and by 23% in red terms, primarily reflecting a
recovery in the growth of credit and monetary aggregates from the dow down due to the 1999
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recession. In the first haf of 2001, average growth of M2 was even higher, dthough recently
somewhat dowing down. Neverthdess, it is a development that needs to be monitored
atentively asit may result in upward pressure on prices.

The budget has nearly been brought into equilibrium. The generd government deficit
according to the harmonised EU standards (ESA95) stood at 0.7% of GDP, down from 4.1%
in 1999 while the primary deficit (deficit excluding interest payments) improved from 3.6% in
1999 to 0.3%. These improvements were due to a combination of falling expenditure, by more
than 3 percentage points of GDP and increasing revenues on the basis of the strong recovery
despite the dimination of taxation on retained earnings, and a public investment cut of 1% of
GDP. With gross debt standing at 5.3% of GDP at the end of 2000, public finances arein good
order.

The pension system is being gradually reformed to establish a 3-pillar model. Reforms of
the firg pillar (mandatory, pay-as-you-go pension) came into force in April 2000. The new law
involves the gradud raisng of the penson age for men and women to 63, the indexation of
pensons and the digibility for penson as a function of persond income tax contributions. The
voluntary funded penson scheme (third pillar) has been in force snce 1998. The law
establishing the mandatory funded scheme (second pillar) has been adopted by parliament and
will come into force in 2002. This law will goply to al people born in 1983 or later and to Al
others who have at any point voluntarily chosen to take part in it (they cannot then leave the
system). For hedlth care reforms, no new measures have been taken.

Amendments to the budget act are proposed that will enhance the control over both
central and local public finances. For the firgt time in 2001, the State budget is being
prepared according to the State Budget Act, in force since 1 January 2001. Further
amendments for the State Budget Act were submitted to the Parliament in May 2001; they am
to increase the transparency of the budget process and the efficiency of fiscd policy.
Compliance with international standards is important in the context of utilisng the various EC
assgtance schemes. As a result of the amendments the picture regarding the expenditures,
revenues, financing, financia assets and liabilitieswill be clearer than the current act dlows.

The current account deficit widened to a considerable 6.7% of GDP in 2000 from 5.7% a
year earlier. At the same time, the current account deficit remained substantidly smaler than in
1996-98. While the deficit on the trade baance decreased and the surplus on the services
account increased further, rapidly growing net income outflows led to a larger current account
deficit. However, foreign direct investment at 8.0% of GDP in 2000, means that there has been
no net build up of foreign debt. In the first half of 2001 the current account deficit as a
percentage of GDP was somewhat lower than in 2000. Foreign direct investment over the first
haf of this year was higher than in 2000, but mostly due to avery high first quarter.

The macroeconomic policy mix has been suitably adjusted in the light of business cycle
developments. The Estonian economy, having recovered from its 1999 recesson, has
experienced a mild increase in red interest rates and a minor red appreciation of its currency
vis-avis the euro. Because of the currency board arrangement, however, these are market
events rather than policy decisons. The key policy development over the last year is the mgjor
improvement of the budgetary postion: because of prudent expenditure policies and the
accderation in GDP growth, the deficit has been cut by approximately 3.4% of GDP helping to
contain aggregate demand.

Prices are largely liberalised and the share of administratively regulated prices has

declined. The prices of dectricity, gas, tobacco, centrd hesting, public transport, water,
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telephone, postal prices and some housing rents continue to be administered. In totd, they
account for 15.0% of the consumer price index (CPI) basket in 2001, down from 17.6% in
1999. Energy prices have been raised towards cost recovery levels and have thus become less
distorted in the course of 2000. Most other administered prices are set on a cost recovery
basis.

Estonia maintains a very liberal external trade and payments regime. On 1 January 2000,
it introduced tariffs on various agriculturd products for countries with which Estonia has no free-
trade agreement as a first step towards adopting the common EU external customs duties (see
chapters 25 & 26).

Land privatisation is making steady but slow progress. Privatisation is dow due to both the
dow adminigtrative processes to be completed and the lack of demand in some aress. As a
result, the land market is only dowly emerging. The amount of land in private ownership went
up from 1.4 million hain 1999 to 1.6 million hain 2000. The gate owns 1.1 million ha (virtualy
consgtant from last year) and dmost none of this land (mostly forest land and school and hospital
Stes) is dated to be privatised. The remaining 1.6 million ha. consgts of land that gill needs to
be registered (1.1 million ha.), some of which will be subject to privatisation or restitution claims
and some of which the state will claim (border and defence areas) and land (0.5 million ha)) that
conggts of swamps and wetlands that will not be registered at dl.

Enterprise privatisation is well advanced. The railway privatisation has made a mgor step
forward with the sde of 66% of the shares of Estonian Railway. As regards the oil-shale
industry, privatisation of Narva Power plant (which represents most of the country’s generation
capacity and controls parts of the domestic oil shde industry) has been launched through the
conclusion of an agreement to sall 49% to a private company. For Estonian Telecoms, 27% of
shares will stay in state hands, as will the port of Tallinn, of which the equipment isdl in private
hands. In February 2001, the authorities decided to close down the Privatisation Agency. The
Finance Minigry and locd authorities will resume responsbility for the remaining privetisation
issues. The private sector’s share of GDP grew further from 84% in 1999 to 85% in 2000.

There are no significant barriers to entry left in Estonia, for domestic and foreign
enterprises. In fact, foreign enterprises are not treeted differently from domestic ones (eg. in
terms of administrative procedures or tax arrangements).

The bankruptcy laws are adequate, but there is a need to improve their implementation.
The authorities are aware of this need.

Enterprise creation is substantial. At the end of 2000, there were nearly 25 000 companies
in Estonia, up by 12% over the previous year. Employment in these enterprises grew by 0.5%
over the year. The assats of companies grew by 15% and amounted to € 11.3 billion at the end
of 2000. This means that, on average, enterprises have become more highly capitalised but
operate with a smaller workforce.

Access to finance continues to be difficult. Because of the lack of a smoothly functioning land
market, access to finance for farmers is difficult, as they cannot offer gppropriate collaterd.
Access to finance for start-ups and expanding firms is adso difficult, because of alack of credit
history and collateral. There are venture capitdists in Estonia but few venture capita dedls are
concluded because of the high overhead codts relaive to the sze of the dedls. The limits of
domestic companies access to finance reinforce the dependence of growth on foreign
investors. For domestic entrepreneurid activity in the Tdlinn area it is often hard to find
financing to sart up activities or to expand (especidly for smdler companies) and for the
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companies in the rest of the country it is even more difficult. Government efforts to improve the
Stuation are being complemented by support from the EBRD and the EC (see chapter 16).

The legal system functions properly as contracts can be enforced and property rights are
respected. The reform of the judiciary system has improved the functioning of the legd system
further (see section B.1.1. political criteria).

The Estonian banking sector continues to be financially healthy and well developed.
Seven banks were active a the end of 2000, including one branch of a foreign bank. Foreign
owners own over 90% of Estonian banks. The banking sector is highly concentrated, as 3
banks own 95% of assets between them. There is scope for greater efficiency, as the spread
between deposits and lending amounts to 5.2 percentage points, although it has dready come
down from the 1999 level. Overdl, the financia postion of the banking sector has improved.
The share of non-performing loans fell from 1.7 to 1.0%. The capital adequacy ratio dropped
somewhat because of a rapidly expanding loan portfolio, leading to a faster growth of risked-
weight assets that net own funds, but remains well above the required 10% rate.

The non-bank financial sector continues to be less developed than the banking sector.
Approximately 87% of the non-life insurance market belong to foreign-owned insurance
companies. Tota premiums increased by 15% over the year 2000 and now amount to a low
1.9% of GDP. Securities trading is dowly increasing. In January 2001, a united Bdltic list
comprising stocks of the largest companies listed on the Riga Stock Exchange, Tdlinn Stock
Exchange, and Lithuanian National Stock Exchange was established. In 2001, the Helsnki
stock market bought the Etonian stock market, helping both Finnish, and Estonian investors to
gain access to each other’s capital markets and facilitating the integration of the Estonian stock
market into the EU. While the Estonian stock market was liquid for a trandtion economy
market, this merger is expected to improve the Stuation further.

Financial intermediation is low but steadily growing. During 2000, banking intermediation
to the private sector grew from 36% to 41% of GDP. In 2000, the bond market’s share of
GDP sayed relatively constant at 4.5% of GDP. The stock market also kept a constant share
at about 39% of GDP.

Banking and non-banking supervision has been strengthened. A unified financid sector
supervison agency has been created. It operates under the centra bank, but in co-operation
with the Minigry of Finance. It will become responsible for overseeing dl financia market
indtitutions. This agency is due to start operations at the beginning of 2002.

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

The ability to fulfil this criterion depends on the existence of market economy and a sable
macroeconomic framework, alowing economic agents to make decisons in a climate of
predictability. It dso requires a sufficient amount of human and physcd capitd, including
infrastructure. State enterprises need to be restructured and al enterprises need to invest to
improve ther efficiency. Furthermore, the more access enterprises have to outside finance and
the more successful they are a restructuring and innovating, the greater will be their capacity to
adapt. Overdl, an economy will be better able to take on the obligations of membership the
higher the degree of economic integration it achieves with the Union before accesson. Both the
volume and the range of products traded with EU Member States provide evidence of this.
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Estonia is a functioning market economy and macro-economic stability has been
maintained. Estonia offers economic actors an aitractive market-friendly environment. They
can rely on working market ingitutions and solid track record of macro-economic stability
based on currency stability, low inflation and sound public finances.

The Estonian educational system is improving. Graduation figures are risng, except in
vocationa education. The government has started reforms that will incresse the quality of
vocationa education and training. For university educetion it has sarted reforms that involve a
shortening of studies and a change in its financing. Because of high unemployment, the
government has become concerned with the skill gap exigting in the labour market between the
demand and the supply of labour, affecting in particular the long-term unemployed. It has
started to address this problem, but efforts need to be continued.

A new labour market act and a socia protection of the unemployed act came into force on 1
October 2000. The former meant a reform of the organisations respongble for dedling with the
unemployed. It establishes a proper divison of tasks between the Ministry of Socid Affairs
Labour offices, respongble for regidration, the long-term unemployed, the young unemployed
and disabled job seekers, and the Ministry of Education's Regiond Training Offices
regponsble for vocationd advice to pupils and staff of vocationa schools. The latter extends the
duration of unemployment benefits and changes the registration of the unemployed.

The share of investment in GDP was 23.4% in 2000, slightly down from 1999. Foreign
direct investment amounted to 8.1% of GDP in 2001, up from 5.9% in 1999. Accumulated per
capitaforeign direct investment rose to € 2000.

The most significant sector in need of restructuring is the oil-shale industry. The main
gods of the government are to achieve incressed efficiency of production, reduced
environmental damage, avoid adverse socid problems and to do so within the framework of the
acquis. The investment plan for Narva Power and its mining subsidiary Eesti Polevkivi plans an
upgrading and modernising of the equipment and technologies usad.

The vast majority of enterprises in Estonia are small and medium-sized. In congtruction
and wholesale and retail digtribution, smal and medium-sized enterprises (SMES) dominate
while in some other areas such as manufacturing and energy larger firms are more present. Small
and medium-sized enterprises accounted for around haf the total workforce, and for three-
quarters of enterprise employment. Small and medium-sized enterprises are the main source of
new jobs. The mgor obstacle to SME growth is the difficulty with access to finance. The
problems with collaterd, alack of credit history and the relaively high fixed costs of monitoring
loans hamper SMEE growth. The government supports SMES by providing training facilities for
the drafting of business plans. It is aso currently preparing a comprehensive enterprise policy
paper (see chapter 16).

In the course of 2000, Sate aid supervision was strengthened. State aid amounted to
1.48% of GDP in 1999, down from 1.62%, in 1998 (no report yet for 2000). Half of the state
aid was for regiond objectives and 30% for the transport sector. Aid for horizontal objectives
added up to some 14% of thetotd.

Snce 2000, re-invested profits have been free from corporate taxation. This encourages
investment and stops an outflow of capital from the country, while it may create a digtortion in
the capital market.

The Estonian economy became even more open over the year 2000. Totd trade grew from
160% of GDP to nearly 200% of GDP. Exports represented 96% of GDP and imports 100%.
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The Estonian economy has integrated further into the EU economy (see also section A.b).
In the year 2000 Estonia’s exports to the EU increased by 60% (in euro), while exports to the
rest of the world increased by 30%. The share of exports to the EU in total exports went up to
76.5% from 73% in 1999. Smilarly, the share of foreign direct invesments originating in the EU
rose somewhat from 84.4% in 1999 to 86.8% in 2000. This further integration took place with
adepreciating (CPl based) red effective exchange rate vis a vis the rest of the world, areversa
of the trend until late 1998. The effect of the depreciaion is only of limited significance,
however, given the importance of re-export of processed goods. Neverthel ess, the depreciation
could have added to the Estonian export surge.

The compogition of exports is progressvely shifting towards higher vaue-added goods, among

other reasons because of increasing assembly activities. Over € 1 hillion (in an economy with a
GDP of € 5 hillion) conssted of eectricd machinery and equipment. These goods were
predominantly exported to the EU. Wood and wood articles were the next most important

export goods, followed by certain categories of equipment, textile, metals and paper. EStoniais
a mgor exporter of fish and shellfish to countries outsde the EU. A rishg share (32% of
exports of goods in 1999, 43% in 2000) conssts of goods re-exported after processing.

Because of this, Estoniaimported 17% more electrical machinery and equipment, from both the
EU and the rest of the world. The composition of Estonia's import and export portfolios is a
combination of high and low technology products. The dependence on mobile telephone
assembly may make the Estonian economy particularly vulnerable to the developments in this
market.

2.4. General evaluation®

Egtoniais a functioning market economy. Provided that it continues with and fully implementsiits
reform programme, it should be able to cope with the competitive pressure and market forces
within the Union in the near term.

Egonia has returned to high growth and made further progress in drengthening its
macroeconomic performance and dability, restructuring the enterprise sector, and in
implementing structura reforms in the utilities and energy sectors. The pengon reform has been
adopted. The legd, indtitutiona and regulatory framework is in place and enforcement is largely
adequate.

Nevertheless, the current account deficit remains high. The labour market is highly segmented
leading to high unemployment combined with labour shortages. Initiatives to improve the
response of the labour market to economic growth, with a focus on improving education,
training and labour market mohility, need to be developed. The restructuring of the oil-shale
industry has only just started and should be accelerated. Although partly hampered by lack of
effective demand in rurd aress, an acceleration of land registration would benefit the functioning
of land markets. Estonia must continue to focus on fisca policy, aso in order to keep the
current account deficit sustainable.

19 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress

towards accession by each of the candidate countries’, COM (2001) 700.
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3. Ability to assume the obligations of member ship

Introduction

This section ams to update the Commisson’s 2000 Regular Report on Estonids ahility to
assume the obligations of membership - that is, the legd and indtitutiona framework, known as
the acquis, by means of which the Union implements its objectives. Alongsde an evduation of
relevant developments since the 2000 Regular Report, this section seeks to provide an overdl
assessment of Estonids ability to assume the obligations of membership, and of what remains to
be done. This section is structured to follow the list of twenty-nine negotiating chapters, and
Incorporates an assessment of Estonias adminigtrative capacity to implement the acquis in its
various aspects. Estonids progressin trandating the acquis into its officid language is assessed
In a separate section.

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

The European Council in Santa Maria da Feira and in Gothenburg in June 2000 and June 2001
respectively recdled the vital importance of the applicant countries cgpacity to implement and
enforce the acquis, and added that this required important efforts by the applicants in
grengthening and reforming their adminidrative and judicid dructures.  Building on the
asessment of Estonia's adminidtrative capacity provided in the 2000 Regular Report, the
present Report seeks to add further depth and detall, focusng on the main adminidtrative
sructures which are required for implementing the acquis in its various aspects.

In the 2000 Regular Report, the Commission concluded that:

"Overdl, Etonia has continued dignment of legidation a a good pace in most aress of the
acquis. Although some steps have been taken in order to set up adminigtrative structures for
most chapters, Estonia still needs to make consderable effortsin this area.

Concerning the internal market, considerable progress has been made as regards the adoption
of framework legidation and the setting up of adminigtrative structures related to standardisation
and conformity assessment. Efforts need to be pursued to introduce a market surveillance
sydem. Condderable progress has dso been made in legidative dignment in
telecommunications and the audiovisual sector. Overdl, Estonias legidation is dready
broadly in line with the acquis in the fidds of free movement of capital, free provision of
financial services and company law. However, efforts to srengthen the adminigtretive
capacity in these areas need to be pursued. Specid attention should be paid to adequate
enforcement of indudtrid and intellectud property rights, especidly the fight againgt pirated and
counterfeited goods. Although dignment of legidation has continued, further efforts need to be
made as regards state aid control and mutual recognition of professond qudifications.
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Asfar astaxation is concerned, some progress has been made in digning VAT and excise duty
legidation. Consderable efforts till need to be made in order to reinforce the tax administration.
In this context, the withdrawa of the envisaged timetable for the gradud dignment of excise
duties on fud condgtitutes a step backwards in working towards thisgod. Inthe areaof customs,
progress to complete the legd and adminidrative framework has been limited. Etonia urgently
needs to adopt a timetable for the progressve and effective implementation of tariffs and tariff
related measures. Subgtantial efforts Hill need to be made to enhance the administrative and
operationa capacity to implement the acquis.

Inthe areaof transport Estonia has continued progress in completing the legidative framework.
Progress made this year in strengthening the implementation of maritime safety standards needs
to be continued. In thefield of energy, progressin dignment of the legidation has been limited.

Concerning agriculture, substantia progress has been made as regards the introduction of a
legd framework and in setting up adminigrative sructures for the future implementation of the
Common Agricultural Policy. However, efforts need to be continued to introduce quality and
marketing standards for the different products and market intervention sysems in line with the
acquis. Alignment in the veterinary and phytosanitary sectors has continued. Efforts in these
fields need to be speeded up. In the fisheries sector, Estonia has made some progress in
digning its legidation on fisheries by introducing the legdl framework to develop a market policy,
implement measures related to resources management, ingpection and control and structura aid.
Congderable efforts ill need to be made, in particular to strengthen adminigtrative structures
and to adopt and implement the exigting legidation.

Although progress has been uneven, Estonia has taken stepsin most social policy areas. Efforts
should continue, focusng on the implementation and enforcement of the current framework
legidation as well as on strengthening enforcement bodies.

Inthe areaof regional policy, progress has been limited. Although steps have been taken to set
up the necessary ingruments in this area, a number of difficulties till remain, and efforts to
complete the legd and adminigtrative framework to gpply the EU regiona and cohesion policy
need to be continued. Furthermore, Estonia has made considerable progress in introducing
legidation and setting up the necessary adminidrative structures in the field of financial control.
Stll, internd financia control remains wesk and these efforts need to be continue.

Egtonia has speeded up the implementation of the exiing framework legidation in most
environment aress. Furthermore, progress needs to be continued in building the necessary
capacity to implement and enforce this legidation, it particular a the locd leve. Estonia il
needs to further develop the plans for financing environmental investments.

Since lagt year’ s regular report, Estonia has made further progress in the dignment of legidation
in the fidd of justice and home affairs. Efforts need to be continued, in particular as regards
asylum, the fight againgt organised crime, including drug trafficking, the fight againgt corruption in
the police and customs adminisiration, modernisation of the police and upgrading survelllance
equipment and infrastructures at the borders.

As regards administrative capacity, Estonia has taken steps to set up the necessary structures
in most aress of the acquis. However, subgtantid efforts in this area are sill needed to ensure
that the exigting Structures are fully capable of enforcing and implementing the acquis correctly.
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In this context, ensuring that the relevant indtitutions have sufficient powers to undertake their
tasks, that coordination between competent bodies is efficient and strengthening the training of
gaff should be the highest priorities.

Egtonia has continued to address, athough with some differences, aspects of al sectors
indicated as short term priorities of the 1999 Accesson Partnership. In particular, Estonia has
met the priorities related to telecommunications, audiovisud, standardisation and conformity
assessment, veterinary and phytosanitary sectors, transport, occupational hedth and safety,
employment and employment services. Priorities related to public procurement, labour law,
pend law, customs and market surveillance have not been met.

Egtonia has dready Sarted to address some of the medium-term Accesson Partnership
priorities.”

3.1. Thechaptersof theacquis

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

Chapter 1: Free movement of goods

Since the last Regular Report, Estonia has made some progress in a number of areas, including
public procurement and standards.

In the area of horizontal and procedural measures, progress has been made over the last
year in the implementation of New and Global Approach principles. As regards conformity
asessment, the Product Conformity Attestation Act entered into force in January 2001,
together with a number of implementing government regulations. As regards Sandardisation, at
the end of June 2001, 81% (5537) of the CEN standards and 14% (514) of the CENELEC
standards had been adopted, compared with 4670 for the two put together at the end of
September 2000. 80% of the CEN and CENELEC standards have to be adopted as a
condition for full membership of these organisations. The Estonian Accreditation Centre (EAC)
was accepted as a full member of European Accreditation (EA) in June 2000 and in March
2001 EAC submitted its gpplication for EA Multilatera Agreements (MLAS). As of end-May
2001, 47 testing and 4 cdibration laboratories, 4 inspection bodies and 10 certification bodies
had been accredited by EAC.

Some progress can be reported on the adoption of sector specific legidation. In the areas
covered by New Approach Directives, legidation has entered into force during the reporting
period in the fidds of machinery safety, explodve substances, medica devices and toys.

As regards sectors covered by Old Approach Directives, progress can be reported with
regard to the implementation of the acquis on chemicals, cosmetics and medicina products.
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With regard to the latter, an action plan for replacing existing market authorisations with new
ones complying with the new transposed regulations has been drawn up.

In the field of firearms control, a new Wegpons Act was adopted in June 2001 which ams to
aign Egtonian legidation with the acquis.

As regards the issue of food safety legidation (see also chapter 7 - Agriculture), in the
reporting period legidation on foodstuffs for particular nutritional uses, food additives and
labelling came into force, and legidation on food hygiene and contaminants has been adopted
with aview to entry into force later this year.

As concerns the development of Estonia's adminigtrative capacity for the implementation of
horizontal and procedura measures and sector specific legidation, gradua improvement has
continued during the period under consderation. The commisson for designating conformity
assessment bodies was formed in January 2001 and by June 2001 it had designated one
conformity assessment bodly.

A standardisation commisson was established in May 2001 for improvement of the capacity of
government ingtitutions for ordering, compiling and gpproving standards.

The national metrology ingtitute, Metrocert Ltd, was reorganised in April 2001 in order to
diminae overlgpping of activities between the Tdlinn and Tatu branches and darify
responsbilities. The new organisation came into force in June 2001.

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

New public procurement legidation entered into force in April 2001, representing a step
towards gpproximation of Estonian law with the acquis. An increase in the gaff of the Public
Procurement Office is foreseen by the law. However, no progress can be registered in this
regard to date.

Overall assessment

Overdl, Estoniais reasonably advanced with regard to lega harmonisation. The trangposition of
the horizontal directivesis practicaly completed. Progress has been dow and some delays have
taken place in harmonising legidation in a number of specific areas such as gas gppliances, lifts
and pressure equipment.

Asto the adminigtrative capacity in this domain, reasonably good preparations have taken place
in Egtonia with regard to the establishment of the necessary adminidrative structures. The
implementing dructures for standardisation and accreditation are in place and operate

appropriately.

Progress towards full membership in the European standardisation bodies and towards EA
MLASs is going ahead as planned and should be completed in 2002. Emphasis must be put on
transposition of CENELEC standards.
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The market survelllance infrastructure is very scattered. A nationd market surveillance Strategy
IS being developed to co-ordinate this. It must be finalised and implemented as a matter of

priority.

As regards transpodtion of the acquis on firearms, Estonia il has to communicate the
trangposition measures adopted earlier in year 2001.

Estonia needs to transpose the Cultural Goods Directive as soon as possible.

As regards the issue of food safety legidation (see also chapter 7 - Agriculture),
trangpogition of legidation is quite advanced in Estonia Estonia has trangposed the main
directives and regulations and has adopted a food law as framework legidation. Nevertheess, a
number of problem areas remain. Among these are the hedlth certificates for those packaging
materids for which the conditions of use have been harmonised in Community legidation, the
licences required for the importation of raw materid for foodstuffs to Estonia and the licences
for placing on the market foodstuffs for particular uses. These requirements will have to be
abolished before the Common Market is enlarged. Moreover, some requirements in the field of
additives and contaminants and contact materias remain to be trangposed. Also, the acquis in
relation to natural mineral waters has to be correctly transposed.

With regard to the non-harmonised area, Etonia needs to provide substantiated information to
back up its declaration thet it has completed an internal screening of its nationd legidation and
that no provisons that would be in breach of Articles 28-30 of the EC Treaty have been
identified. In the same field, EStonia is yet to take action to gpply and enforce the principle of
mutual recognition.

In the area of public procurement, the entry into force of the new law congtitutes progress. The
remaining shortcomings should be addressed as a priority, the most important among which are
- the excluson for contracts awarded to another contracting entity provided by the Services
Directive needs to be properly implemented, the notion of the body governed by public law
needs to be properly implemented, requirements for different notices need to be properly
implemented, and contracting for hedth services by the Estonian Hedth Insurance Fund is
totaly excluded from the scope of gpplication of the Act athough it is covered by Annex IB of
the Services Directive. As regards adminidrative capecity, the importance of the planned
increases in resources of the Public Procurement Office are underlined by the fact that the new
Public Procurement Act has accorded it the additiona task of reviewing protests and of
deciding about the cancdlation of procurement tendering procedures. Hence, considerable
srengthening of this structure should be envisaged.

Chapter 2: Free movement of persons

Since the last Regular Report, Etonia has made some progress in this area. Further adignment
of legidation and the establishment of the required adminidtrative structures, have continued to
take place.

Intheareaof mutual recognition of professonal qualifications, the Recognition of Foreign
Professond Qudifications Act entered into force in January 2001, partidly digning Estonian
legidation with the Generd System Directives. As regards some of the professons which are
excluded from its fidd of application, the Bar Association Act trangposing the Lawyers

38



Directives was adopted by Parliament in March 2001 and the Hedth Care Activities
Organisation Act was passed by Parliament in May 2001. Furthermore, a system of competent
authorities, which dedl's with professona recognition, was set up in January 2001.

Inthefiddsof citizens rights, no new developments can be reported.

Limited developments are to be reported in the area of free movement of workers.
Preparation has continued to facilitate Estonia s participation in European Employment Services
(EURES). The Labour Market Services Act, which regulates the provison of employment
sarvices, entered into force in January 2001.

No particular developments are to be reported as regards the future co-ordination of social
security systems.

Overall assessment

While the overal Stuation in relaion to free movement of personsis largdy satisfactory, efforts
will need to be maintained and ingtitutional capacity strengthened in some aress.

As regards the implementation in Estonia of the acquis on recognition of diplomas and
professond qudifications, the entry into force of the Recognition of Foreign Professond
Qudifications Act is an important step forward. However, substantia work remains to be done
on both the legidaive framework and the implementing dructures. Legidation on the
professons regulated by EC Sectord Directives and implementing decrees for the current
framework legidation need to be adopted. Competent authorities need to be further devel oped
and strengthened. With respect to professond qudifications obtained before harmonisation,
Estonia should introduce measures to ensure that dl its professonas can, as of accesson, meet
the requirements laid down by the directives.

It will need to be ensured that, by accession, there are no provisons in Estonian legidation
which contradict community rules, in particular with respect to naiondity, resdence and
language requirements.

There are no mgor outstanding issues in the fidds of citizen's rights and free movement of
workers. Effortsto dlow Estonia s participation in the European Employment Service (EURES)
need to be continued.

With aview to the future co-ordination of socid security systems, Etonia gill needs to continue
to develop sufficient administrative structures, in particular to train the necessary daff. Estonia
has continued to implement bilateral socia security agreements with Finland, Sweden, Latvia,
Lithuania, and Ukraine. Within the framework of these agreements, Etonia has granted a
subgtantial number of pensions, including some involving the export of benefits. This practice has
alowed Estoniato familiarise itsdlf with the adminigtrative procedures involved in this area. The
Language Law and its implementing regulations foresee certain linguistic requirements in areas
relating to this chapter; for example, there are certain professons and positions for which certain
levels of language proficiency are required. It will be important to ensure thet this legidation is
implemented in full respect of the principle of proportiondity.
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Chapter 3: Freedom to provide services

Since lagt year's Regular Report, Etonia has made progress in a number of areas under this
chapter, notably in the insurance sector and information society services.

Inthefield of the right of establishment and the freedom to provide services (other than
financid sarvices), in May 2001 the Egtonian government established requirements of
proficiency in the Estonian language for people working in the private sector, which
entered into force in October 2001.

In the fidd of financial services, with regard to the insurance sector, progress can be
reported with the entry into force of a new Motor Third Party Liability Insurance Law in June
2001. In the area of Investment Services and Securities, a new Securities Act, replacing the
Act of 1993 was adopted in October 2001 and will enter into force in January 2002.

A new Financid Supervison Act which entered into force in June 2001 will create a joint
Financid Supervision Authority which is due to commence its operations from 1 January 2002.
The authority will enjoy budgetary and operationa independence.

Concerning the protection of personal data and the free movement of such data, a Law
was passed in December 2000 related to the ratification of Convention 108 of the Council of
Europe on the Protection of Individuals with Regard to the Automatic Processing of Persond
Data. However, the subsequent steps before the Council of Europe have not been taken and
Estonia cannot yet be said to have ratified the Convention.

With regard to the information society directives, in December 2000 the Digital Signeture
Act entered into force,

Overall assessment

While preparations in Estonia are generdly quite advanced in this field, some important gaps
remain in the areas of banking, insurance, securities and data-protection.

In the banking and securities fidds, issues which remain to be settled concern the inclusion of
commodities and commodity derivatives in the exising capitd adequacy regime, as wdl as
provisons adlowing for the recognition of contractud netting. An overdl revison of capitd
adequacy standards has been announced for 2001. The monitoring of operational risk needs to
be addressed in this context. As regards securities and investment services in particular, in order
to implement the Securities Act adopted in October 2001 in practice, a large number of
regulatory provisons will be needed to bring Etonian legidation in conformity with the acquis.
This regards, in particular, requirements for capita adequacy of invesment firms, reporting and
information to be published by companies for stock-exchange liging. With regard to banking,
specific atention should be paid to preparing the deposit guarantee scheme for the Stuation in
which it will have to cover deposits of Estonian banks in other EU countries. In the insurance
field, consderable progressis reported above. Nevertheless, some of the main objectives of the
third generation of the life- and non-life-directives are not yet fully trangposed (e.g. the complete
abolition of prior agpprova of terms and conditions of contracts and tariff rates for obligatory
insurance). Legd transpostion is aso required in the fidd of supplementary supervison of
insurance undertakings in an insurance group, as well as in the fidd of annua accounts and
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consolidated accounts of insurance undertakings. Furthermore, efforts are necessary to prepare
aprudentid framework for the future implementation of the principle of mutua recognition when
it comes to cross-border insurance business within the EU.

As regards the administrative capacity, a joint Financid Supervison Authority is due to
commence its operations from January 2002. This authority will have budgetary and operationa
independence (future expenses will be covered by supervisory fees). The members of its
governing Council will be nominated by both the Government and the Bank of Estonia; the
Council will nominate the Acting Board, which will comprise the present heads of the sectord
supervisory agencies. It should be pointed out that even ahead of the setting up of the joint
authority, further definition of objectives and lines of responghility for securities supervison is
necessary. Securities supervison will need gppropriate information-sharing arrangements and
enhanced confidentidity protection.

In the area of data protection, further efforts are required as regards the adoption of
amendments to the current Data Protection Law, the legal status and staffing Stuation of the
State Data Ingpectorate and, finally, the ratification of Convention 108 of the Council of Europe
on the Protection of Individuas with Regard to the Automatic Processing of Persond Data In
thefied of information society services, important parts of the relevant acquis have yet to be
transgposed, notably the directives on eectronic commerce, conditional access and the
trangparency mechanism.

In the fidd of the right of establishment and freedom to provide services, no mgor
problems can be reported, provided that the implementation of language legidaion avoids
unnecessary redtrictions in this area In this context, particular reference is made (as under
chapter 2 above) to the requirements of proficiency in the Estonian language for people
working in the private sector established by the Estonian government in May 2001, which
entered into force in October 2001. Under the acquis, mandatory requirements can only be
applied in very exceptiona circumstances, on a case-by-case bass. The Estonian government
must ensure that, in practice, the requirements are gpplied in full respect of the principle of
proportionaity and does not result in indirect discrimination against EU nationals,

Chapter 4: Free movement of capital

Progress towards meseting the requirements of the acquis has continued, athough the
introduction of a cross border transfer system has been delayed.

On capital movements and payments, Estonia made further progress in abolishing remaining
redtrictions on capitad movements. The Law on the Protection of Marine and Freshwater
Coads, Shores and Banks (including possble pre-emption of sde of red edate within
prohibited zones) was amended and brought into compliance with the acquis.

As regards payment systems, Decree no.2 of the Presdent of the Bank of Estonia was
adopted in May 2001 to partialy transpose the Directive on cross-border transfers. The Law
on Contractual and Non-contractual Relations, adopted in September 2001, introduced further
dignment with the acquis. However, the introduction, under the responsibility of the Bank of
Edtonia, of a new interbank payment system based on a Red Time Gross Settlement (RTGS)
system for large vadue payments and a Designated-time Net Settlement (DNS) system for retall
payments, experienced delays.
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In October 2000, the Money Laundering Prevention Act was amended, in particular to
gpecify the tasks and obligations of the Money Laundering Information Office and the dlient
identification requirements. Casinos and red estate undertakings were directly brought into the
act as potential subjects of money laundering.

Overall assessment

Egtoniais well advanced in the aignment with the acquis in this area. However, some pieces of
legidation till need to be adopted and a few remaining restrictions should be lifted. To ensure
effective implementation, introduction of the new payment sysem and of a body to handle
customers complainsis till needed.

There has been consderable dignment of legidation in the field of free movement of capitdl.
However, some redtrictions gtill remain. The acquigition of red estate by foreigners, investment
In security services, ownership of sea-going vessels and the issuing of air operators certificates
should be digned with the acquis.

Egtonia Hill has to complete the dignment with the acquis on payment systlems, notably the
Settlement Findlity Directive and designate the body responsble for handling customers
complaints and for the settlement of disputes between banks and customers for cross-border
credit transfers.

The introduction of the new payment system (DNS), scheduled for the beginning of the yesr,
has encountered delays. The establishment of the body to handle customers complaints
(arbitration of the Payment Systems Experts Council) will depend on the implementation of this
payment system. For the time being, the body responsble for the settlement of out-of-court
complaints remains the Chamber of Trade and Commerce, within the scope of its activity and
competence.

The Centra Bank of Edtonia, on ddegation from the Ministry of Finance, regulates and
supervises credit and financid indtitutions, operates exchange control and oversees the payment
sysem. The Centrd Bank and the Ministry of Finance are deemed to have appropriate
competence and capacity to administer and to implement aregime of free capitad movements.

The baance-of-payment statistics are produced by the Bank of Estonia in accordance with the
guiddlines st out in the fifth edition of the IMF Baance of Payments Manua (SDDS). The
Baance of Payments Statistics Divison within the Bank of Estonia has 9 employees.

Findly, as regards the fight againg money laundering, the Financid and Inteligence Unit is
functioning satisfactorily and daff numbers have recently been increased. The Money
Laundering Prevention Act having been amended, Estonia should nevertheess continue to
concentrate its efforts on ensuring close co-operation between the responsible bodies and
adequate enforcement of anti-money laundering regulation. Compliance with  the
Recommendations of the Financia Action Task Force should be ensured.

Chapter 5: Company law

Since last year's Regular Report, Estonia has made good progress in this area, in particular as
regards company law, accounting and the protection of intellectua property rights.
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Regarding company law, amendments to the Commerciad Code were adopted in June 2001,
digning legidation with the 1 Company Law Directive in ensuring accessibility to information
contained in the Commercid register and providing for pendties in cases of refusal to disclose
company particulars.

Inthefidd of industrial property rights, the Patent Attorney Act entered into force in April
2001.

Inthefidd of intellectual property rights, amendments to the Copyright Act, Rentd Act and
Consumer Protection Act were adopted by Parliament in May 2001, introducing stricter rules
on licenang and renta procedures including the right to terminate a rental contract if the renter is
involved in piracy. The amendments aso introduce higher fines for some IPR-related offences.
As regards the fight againg piracy in the firgt haf of 2001, the Estonian Customs Board found
81 cases of trademark infringement and the Consumer Protection Board found 29 cases. The
number of seized pirated and counterfeit goods was 37240 by the Customs Board and 49 730
by the Police Board. The police registered 282 crimes againgt intellectual property rights.

No developments can be reported regarding the Regulation replacing the Brussels Convention
and the Rome Convention on the law gpplicable to contractud obligations.

Overall assessment

Preparations in this field by Estonia are reasonably advanced. However, substantial efforts are
gill necessary in anumber of aress.

Following the legidative developments during the reporting period, the Stuation in the area of
company law is satisfactory. In the area of accounting, the re-organisation of the Accounting
Standards Board has yet to be tackled. The amendments to the Accounting Act, approved by
the Government in May 2001 and pending in Parliament, am a edablishing a basis for
preparing consolidated reports in line with the guiddines of the Internationd Accounting
Standards Committee (IASC) and the EU directives. With regard to auditing, the Auditing Act
needs to be further amended so as to darify and establish governmenta supervision of the sdlf-
regulatory inditute of authorised auditors, which is crucid for ensuring public credibility of
audits.

The overadl Stuation as regards intellectual property rights seems to have improved over the
last year, as witnessed by the progress made in the fight againgt piracy. Nevertheless, co-
operation between different authorities, including loca governments, needs to be further
improved. Adminigirative capacity also needs to be reinforced — the police and, in particular,
the courts need to implement the legidation more effectively. Another source of concern is the
lack of gtatutory dameages for infringement. In generd, the level of fines imposed by judgesis
low and sometimes fails to offset the legal costs of commencing civil proceedings.

As regards industrial property rights some progress has been made since the last regular
report and legidation islargdy in line with the acquis. Some further adjustments of the Estonian
patent legidation will be necessary and new lawsin the field of trademarks and designs have yet
to be adopted. Despite Estonia's efforts to strengthen its adminigtrative capacity, the efficient
enforcement of rights should remain a priority for the Estonian authorities. Whereas progress
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has been recorded in the fight againg piracy, unfortunately this is not the case with regard to
counterfeit goods.

No progress can be reported with regard to Estonias reservation towards Article 12 of the
Rome Convention for the Protection of Peformers, Producers of Phonograms and
Broadcagting Organisations in April 2000, as a result of which, foreign producers and
performers have no broadcasting rights in Estonia

Chapter 6: Competition policy
Since lagt year' s Regular Report, Estonia has made steady progressin this area.

Inthefidd of anti-trust, the new Competition Act, which entered into force in October 2001,
introduced merger control and resulted in further dignment and improvement of the aready
largely compatible antitrust rules.

The enforcement record of the Competition Board, which is the national competition authority
in Estonia, has further developed in the past year. In 2000, the Board issued 31 decisions and
opinions in antitrust cases related to the telecommunications, energy and transport sectors, the
milk market, competition issues in the motor-fudl, road congtruction, port services and taxi
services market and survelllance of undertakings having speciad or exclusve rights. A new
gphere of activity was the fixed tlephony market, including the market for locd cals, which
were opened for competition from 1 January 2001 (see Chapter 19, Telecommunications
and information technologies).

Inthefidd of state aid, on the legidative Sde, the entry into force of the new Competition Act
aso reaulted in further dignment and improvement of the State aid rules. In addition, during the
reporting period Estonia adopted secondary legidation on State aid for research and
development, rescue and restructuring of firms in difficulty, regiond ad (regiond ad map
included), environmentd aid and aid in the form of State guarantees. The dtate aid survey for
1999 was completed in February 2001and follows the methodology and the presentation of the
European Commisson's survey on State aid in the EU.

The nationd state aid monitoring authority isthe Division of Competition and Sate aid within
the Financid Services Department of the Ministry of Finance. Currently, six people work in this
divison. The enforcement record in the field of State aid, has started to develop. In 2000, the
date ad monitoring authority issued decisons and/or opinions on 28 cases or dae ad
programmes.

Overall assessment

As regards anti-trust, Edtonid s legidation is broadly in line with the acquis provisons dthough
some further dignment is dill necessary, especidly in view of the new acquis on vertica
restraints and horizonta co-operation agreements. As regards Sate ads, the existing provisons
cover mogt of and are largely in line with the acquis.

The Competition Board is a fully independent authority and has sufficient resources and
expertise in place. The Competition Board has broad powers to enforce competition rules.
Currently, the Board employs 42 civil servants, including 13 lawyers. The most important
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chdlenge for the Competition Board is to continue to ensure the effective gpplication and
enforcement of the anti-trust rules. A more deterrent sanctioning policy is needed.

The State aid monitoring authority has broad powers to enforce the sate aid rules and sufficient
gaff in place. To further improve the gpplication of the rules, the notification procedure needs to
be more formally enforced. In the area of Sate aid, the most important chalenge is now for the
date aid monitoring authority to continue to ensure the effective application and enforcement of
the state ad rules, including the dignment of exigting aid schemes and legidation under which
authorities at various levels grant ad.

Chapter 7: Agriculture

In the area of agriculture Estonia has made steady progress since the last Regular Report, both
in terms of legidative dignment and the strengthening of adminigtrative capacity. Progress has
been more limited in the veterinary area.

Agriculture in Etonia accounted for 6.3% of gross value added in 2000, as opposed to 6.7%
in 1999°. Employment in agriculture has declined congderably over recent years, accounting
for 7.4% of tota employment .

In 2000, ceredls production increased substantially compared to 1999, due to a larger area
under production and far higher yields. In the dairy sector, milk production decreased dightly,
despite higher average yield per cow. Beef and ved production also decreased. Production of
pigmest, by far the most important meat product, was stable, as was poultry productior.

Following the reciprocal concessons on agricultural products negotisted in 1999 under the
Europe Agreement and applied from July 2000, Estonia’s agriculturd exports to the EC have
been consderably liberalised (see section A.b. — Relations between the European Union
and Estonia). In 2000, EC imports® of agricultural products originating in Etonia increased
strongly by 37% to €46.9 million. EC exports to Estonia increased by 19% to €279.1 million.
The trade baance in favour of the Community amounted to €232.2 million compared to €199.4
million in 1999. The most important product group in terms of EC imports from Estoniaiis dairy
products (54%), with an increase of 67% compared to 1999. As far as EC exports to Estonia
are concerned, the most important sectors are beverages (14%), sugars and confectionery
(8%0), coffee, teaand spices (7%) and mest (7%).

Egtonia has taken further steps in developing its agriculturd policy. An Agriculture and Rurd
Development Council has been established for co-ordination of implementation of the Rural
Development and Agricultural Market Regulation Act with economic and socid partners.
The Council’s role is to condder the dlocation of amounts for the organisation of agricultura
markets, types and amounts of nationa supports for agriculturd producers and amounts
dlocated from the state budget for favourable loans for agricultura producers, to andyse the

2 The source for al agricultural statisticsis EUROSTAT unless otherwise specified.

Eurostat Labour Force Survey definitions (LFS). Agricultural employment is defined in LFS terms as economically active
persons who gain a significant part of their income from agriculture.
Source: Prospects for Agricultural Markets 2000-2008, European Commission, July 2001.
Source of trade figures: Uruguay Round definition of agricultural products, figures taken from EUROSTAT COMEXT
(see U.E. 12/15: Commerce des Produits Agricoles 1988-2000, 1 Partie D.G. AGRI / A.2 Analyses quantitatives,
prévisions, statistiques, études, 2001, p. 10-57 et 86-89.
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payment and use of support; and to make proposals on these issues. In addition to the Council,
the Act foresees direct negotiations with representatives of agricultural producers on the
concrete amounts of support.

In 2001, atotal sum equivaent to €44 million was dlocated from the state budget to agriculture
(including rurd development). The share of state support for agriculture and rurd development
in the state budget is 1.2%. (See below for details of expenditure on support schemes).

In the area of land reform, progress is dill dow. By September 2001, 2.8 million hectares had
been registered in the cadastre (since 1992), compared to 2.5 million hectares in September
2000. Land regigration will be complete when approximately 3.8 million hectares of the 4.3
million hectare totd area of EStoniais registered (the remaining land is, for example, submerged
land or wetlands not suitable for any kind of use). In an attempt to speed up the identification of
land ready for privatisation the Land Board has contracted a private company to produce the
necessary data. On the badis of this data the Land Board publicises the availability of the land
for privetisation.

Horizontal issues

As regards the implementation of measures related to the European Agricultural Guidance
and Guarantee Fund (EAGGF), Estonia has made considerable progress since last year's
Regular Report. In particular, the Agriculturd Registers and Information Board (ARIB) has
been accredited as the SAPARD Agency (see Section All.b Relations between the
European Union and Estonia). As fa as preparations to establish the Integrated
Adminigration and Control System (IACS) in Estonia are concerned, there has been
development of IT systems, with the building up of databases. In addition, the co-operation
between the Land Board and the Ministry of Agriculture in relation to digital mapping has in
generd developed postively. Procedures for digitdisation of aeria photographs have been
elaborated and pilot digitalisation of land parcels has begun, dong with gaff training. However,
there have been sgnificant delays following the falure to procure orthophotos in 2001. So far,
only one county out of 15 has been digitalised.

The Organic Farming Act was passed by the Riigikogu and entered into force in May 2001.
The new act includes the pre-conditions for post-accession enforcement of an EC-compatible
ingpection system and export of organicaly produced or processed products. The most
sgnificant change from the former act on organic agriculture is the shift from a private inpection
System to State ingpection.

There have aso been further preparations for Estonia s participation in the Farm Accountancy
Data Network (FADN). The Regulaion of the Minister of Agriculture of January 2001 on
economic datigtical data provides for the development and implementation of the FADN. In
addition, in July 2001 an agricultural census was carried out, the first snce Estonia regained
independence. The data from the census will be important for establishing samples for FADN.

Common Market Organisations

Since lagt year's Regular Report, Estonia has made further progress in introducing a lega
framework and adminigrative dructures for the establishment of Common Market
Organisations.
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The Rurd Deveopment and Agriculturd Market Regulation Act entered into force in
November 2000. It establishes nationa measures for the balanced development of the market
for agricultura produce, cost-€effective production of agricultural products and development of
other economic activities in the rural aress. It provides the legd basis for secondary legidation
passed between December 2000 and September 2001 establishing severd nationa support
schemes: advisory support, field liming support, an interest rate subsidy, school milk support,
milking cow support, agricultural crop growing support, insurance support, interest rate support,
agri-environmental support, ewe and goat breeding support, support for beef production and
organic farming support.

Of the tota €44 million dlocated for agriculture and rurd development in the state budget, €23
million is foreseen for supporting agricultura producers. The application of concrete support
schemes in a particular year is fixed annudly through the state budget. ARIB is responsible for
the adminigtration of al support measures under the responsibility of the Ministry of Agriculture.
By June 2001 the Board' stotd staffing level had increased to 134 officias, compared to 114 a
the end of 2000.

In 2001 the following forms of development support are being pad: agriculturd insurance
support, advisory support, liming support for agricultura land, co-operative economic activity
support for agriculturd producers (with a budget for 2001 of just under €0.2 million), and
market development support. The following forms of income support are dso being gpplied in
2001: milking cow support; support for beef production; ewe and goat breeding support;
support for producing cereals and legumes, rape, turnip rape, and seed flax and fibre flax;
certified seed production support; organic farming support and support for transfer from
traditiona to organic farming. No market price support isbeing paid in 2001.

In the area of specialised crops progress has been made with the entry into force of the
Horticultural Products Act in January 2001. On the badis of this regulation secondary legidation
on sampling and control, and on quality standards for fresh fruits and vegetables, flowers and
bulbs has been introduced. Under the act, the Plant Production Inspectorate has now become
responsible for quaity control of fruit and vegetable wholesders, as well as for the control of
imports and exports of fruit and vegetables. The Act aso provides for the establishment and
gpprova of producer organisations, and their activities, support and role in the market.

Rural development and forestry

The most sgnificant progress made in this area has been the establishment and accreditation of
ARIB as the SAPARD agency. In addition, a pilot agri-environmental programme has been
carried out in two regions during 2001. This will be financed by the state budget. Messures
supported include rearing Estonian breed horses, restoration and maintenance of stone fences,
maintenance of arable land overgrown with bushes and congtruction of ponds and wetlands.
Staffing of the agri-environment bureau in the agriculture department has been increased by two
additional pogtions.

Veterinary and phytosanitary issues, including food safety

Since last year's Regular Report some limited progress has been made in trangposing and
implementing the acquis in the veterinary sector. There has been some strengthening of
adminidrative structures,
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A new Anima Protection Act entered into force in July 2001, dthough some provisons will
enter into force a alater date. The act provides the legal bads for implementing rules on animal
welfare. In June a regulaion on the requirements for kegping animas before daughtering was
introduced. In July 2001 a regulation was adopted on requirements for religious daughtering of
animds. A regulation was aso introduced in July on the list of establishments to be gpproved or
registered for keeping animals and on the procedures for so doing. A new regulation on the list
of prohibited biogtimulants, hormone preparations and other substances intended for the growth
and productivity of animals was adopted in the same month. There has also been some progress
in harmonising certain redrictions in the fiedd of animal nutrition. Implementing regulations
based on the existing Feedingstuffs Act were amended in January, March and May 2001.

The capacity of adminigtrative structures has improved during the past year. The Veterinary and
Food Board seems to have sufficient adminigrative capacity to implement the acquis in this
fidd.

Egtonia has made progress in preparing the internd market control system and is now
technically ready to introduce the EC' s anima movement syssem (ANIMO) in the near future.

The Veterinary and Food Board is responsible for enforcing legidation as regards anima hedth,
animd wedfare and public hedth. (It is aso now responsble for control of food of both animal
and non-animd origin — see section on Food Safety below). 183 veterinarians work
permanently at the 15 Didlrict Veterinary Centres, 15 members of staff work a the central
office of the Veterinary Border Inspectorate, while 118 veterinarians are employed at the 14
veterinary border podts. In addition, the Board draws upon the services of 206 contracted
authorised veterinarians who monitor animal health and are supervised by the Didtrict Centres.

The Veterinary Border Ingpectorate is responsible for ingpecting imports and exports. Work is
under way to upgrade the Border Inspection Posts (BIPs) Estonia wishes to maintain after
on, so that they meet the requirements of the acquis.

The biggest concern in the veterinary sector is the rendering of animal waste. None of the
exising anima rendering establishments meet EC standards. A project to congtruct a rendering
plant for high risk anima waste —which has, until now been lacking - has now been launched.

In the context of the Geographical BSE Risk Assessment, Estonia has been classified in group
[1.

In the phytosanitary sector, some good progress has been made, with the adoption of alarge
amount of implementing legidation based on the Plant Protection Act that entered into force in
September 2000. In the area of plant health (harmful organisms) 9 regulations have been
adopted on the basis of the act. They cover sampling methods, border inspection posts, plant
passports, importation, specid requirements on plant hedlth, the plant hedlth register and the list
of harmful organisms. In the pesticides sector 5 regulations have been adopted on the basis of
the same act. They cover regidration, safe use, package and labelling, and sampling.

In the seed and plant propagating material sector a regulation was adopted in January 2001
which amended the requirements for officid testing and variety ligting of hybrid verieties.

There has been some strengthening of the administrative structures for phytosanitary issues. In
the Plant Protection Inspectorate (PPI) the former departments of Plant Protection Products
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and Plant Hedlth have been merged into one Plant Protection Department. Two specidists have
been recruited for the Plant Health Bureau and one for the Plant Protection Products Bureau.
The PPl seems to be coping well with the increesing number of tasks deriving from recently
harmonised legidation.

Plant passports were introduced on schedule in January 2001. Until EU accession they will only
be for use within Estonia The plant hedth register of plant producers and importers has been
established and the right to use plant passports is conditiond upon regigtration. So far, only a
limited number of producers and importers have been registered.

The Egtonian Contral Centre of Plant Production is the competent authority for laboratory and
fied testing of production, with five phytosanitary laboratories. The Etonian Seed Testing
Laboratory has been officidly accredited by the Internationd Seed Testing Association. All
other laboratories are accredited nationdly. The facilities of the Plant Hedth Laboratory have
been renovated and its ability to perform andyses of harmful organisms has improved. Four
new members of staff have been recruited.

The Inspection Department of the PPl has taken over the functions of the former Border
Inspection Services, and is now responsible for technical control, the performance of inspectors
and the avalability of information. There are 116 ingpectors responsible for regular hedth
ingpections in the 14 Regiond Bureaus. Of these, 37 inspectors mainly serve the 9 Border
Inspection Posts.

Asregards food safety (see also chapter 1 - Free movement of goods), Estonia produced a
Food Safety Strategy in April 2001. The drategy describes the inditutions involved in the
process of ensuring food safety from legidative and implementation standpoints, and their tasks,
their co-operation and planned developments for the future.

There has been some streamlining of the inditutions responsible for ingpections related to food
safety, since in November 2000 the Veterinary and Food Board took over the control of non-
animal food production and wholesale from the National Health Inspectorate. There are 27
ingpectors taking care of this new task, checking approximately 800 production Stes and
wholesdle fadilities.

The upgrading of food processng establishments has been dow, paticularlly in the meat
processing sector. Estonia has established a detailed action plan to tackle this problem.

Egtonia has introduced certain measures to prevent and control BSE, including a regulation on
rules for separation and dimination of specified risk materid. Routine testing has aso been
developed.

Co-operation between the Veterinary and Food Board, the Plant Protection Inspectorate, the
Minigry of Agriculture and the Customs Board seems to be working well, with an inter-
ingtitutional agreement between the Customs Board, the Veterinary and Food Board and the
Plant Protection Ingpectorate having been concluded in April thisyear.
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Overall assessment

Overdl, Estonia has made good preparations in both implementing legidation and developing
the required adminigtrative capacity in the area of agriculture. In particular, the reorganisation of
the Minigtry of Agriculture carried out in 2000 and the strengthening of ARIB has proved to be
effective. However, condgderable efforts still need to be made, particularly in the veterinary field.

In terms of preparations to gpply the Common Agriculturd Policy, sgnificant steps have been
taken, particularly in terms of the adoption of primary and secondary legidation. However,

market intervention systems in line with the acquis are not yet established and attention should

be focused on launching the pilot intervention schemes planned for early 2002. Producers il

face problems in marketing their products, a problem that may be partly dleviated through a
better structure of producer co-operatives, as will be encouraged through the support schemes
for producer organisations launched and being developed.

In the area of horizontal measures further attention needs to be paid to the development of
the intervention agency and to the preparation of IACS (particularly the land parce system). In
this area the adoption of the Organic Farming Act has been an important step forward in
digning Estonian legidation with the acquis, particularly in terms of control.

In the animal products sector the preparations for carcass classfication need to be continued.

Sgnificant progress has been made in building up the adminidrative capacity for implementing
rural development policies as aresult of the accreditation of ARIB asthe SAPARD agency.

Regrettably, the dow progress in land reform is gill a grain on the development of the
agricultura sector in Estonia as well as on the adequate identification of land for CAP purposes.
This is particularly the case given that the biggest redtitution problems occur in Harjumaa and
central Estonia, the country’s main agriculturd areas. The principa problem in registering land is
a lack of adminigrative capacity a the municipa levd. More effective ways of pushing the
process forward need to be found.

Concerning the veterinary field, while legidation adopted so far represents important
progress, Estonia needs to speed up the process of trangpostion and implementation of the
acquisinthisfidd.

In the area of veterinary control in the internal market, the actud introduction of ANIMO
and of theinternd computerised system linking veterinary authorities ingde the country ill need
to be completed. Although the system for identification of bovine animas covers more than
90% of the animas, more progress is needed since only 33% of cattle are registered in
compliance with EC requirements. Controls at the future externd border of the EU are not yet
in full compliance with the acquis.

Asfar ascontrol of animal diseases and animal health is concerned, the technical equipment
for implementing the Animal Disease Natification Sysem (ADNS) isin place. Full contingency
plans gill need to be prepared and a national reference [aboratory established.

Further progress needs to be madein thefield of animal waste treatment. The capacity of the

exiding rendering system is insufficient: arrently, only 30% of animd waste is processed.

Progress towards setting up a rendering plant covering the whole of the country must be kept
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up. In addition, plans for the logistics and funding of the collection system for animd residues
and carcasses must be developed.

There has been progress in the area of animal welfare. However, the Stuation in this fidd is
dill far from complying with the requirements of the acquis.

In the phytosanitary sector, progress has been made in transposing and implementing
legidation, but this process is not yet complete. Further harmonisation is needed, particularly in
the area of seed and propagating materid. In the area of plant hedth it needs to be clarified
which producers will be exempted from the requirement to use plant passports. The changes
that have been made to the adminigtrative structures are a good start and should be continued.
In particular, further staff training is needed at the Plant Production Inspectorate, and laboratory
capacity should be further improved.

With regard to food safety, there have been postive developments in terms of administrative
sructures. Further trangposition and implementation of legidation isrequired.

The process of bringing food processing establishments into line with EC requirements is far
from being completed. No meset processing plants have yet met EC requirements and thereis a
ggnificant problem of overcapacity of the meat processng sector for domestic consumption.
Raigng qudity standards to internationaly accepted leves is dill a sgnificant chalenge for
Egtonia

Chapter 8: Fisheries

Since the last Regular Report, the process of legidative adignment with the acquis has continued
and dgnificant changes to the adminigrative structures have been implemented.

Following the recommendations of a high leve inter-ministerid expert commission etablished in
November 2000, the Government redistributed responsibilities for fisheries policy between the
Minidries of Environment and Agriculture. The Minisiry of Environment maintains respongibility
for resource conservation policy, inspection, management and co-ordination of fisheries
research, and dructurd policy with regard to the fishing flest (including the Multi-Annud
Guidance Programme and the Fishing Vessel Regiger). In April 2001 the dtatutes of the
Minigry of Environment were amended and its Fisheries department renamed the Fishery
Resources Department. The Minigtry of Agriculture has become responsible for market policy,
sructurd policy and dructurd ad. In April 2001 its Strategy Unit was reorganised into the
Fishery Economics Department, with responghbility for anadysing and co-ordinating devel opment
objectives in aquaculture, fishery harbours, processng and marketing of fish and fishery
products, and the preparation and implementation of relevant development plans and nationa
measures.

Asfar asresource management, ingpection and control are concerned, further amendments
to the Fishery Act entered into force in February 2001, introducing additiona reporting
requirements. A Regulation of the Minister of the Environment introducing data requirements for
Vessel Monitoring System has been enforced as of July 2001. The requirement to carry on
board a device enabling automatic data trangmisson for dl Estonian fishing vessdls outsde
Estonian waters was introduced in the November 2000 amendments to the Fishing Act.
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Staffing a the Fishery Resources Department of the Ministry of Environment has improved to
some extent during the year, with the re-focused department now congsting of 13 experts.

The Internationa Batic Sea Fisheries Commission (IBSFC) pilot project on surveillance and
ingpection in the Bdtic provided some training for 10 ingpectors in March-April 2001. The
Environmenta Inspectorate's technical equipment has been modernised with the addition of
three new scooters.

Progress has been achieved in setting up a Vessd Monitoring System (VMS) in line with the
requirements of the acquis. The software and hardware of the Fishing Monitoring Centre
established at the Environmental Inspectorate has been operationd as of January 2001, and by
April, 31 vessals had been equipped with VMS terminals. As of the middle of September 2001
al vessdls must be equipped with such devices. Assstance from the Environmenta Investments
Centre has been granted to 22 fishing vessels in order to compensate them for the cost of
ingaling satellite-tracking devices.

In April 2001 the software for the Fisheries Information System (FIS), dso based at the
Environmental Inspectorate, was upgraded. However, the system’s proper functioning is not yet
fully assured. The gaps in the systlem’s ability to comply with EC reporting requirements have
been identified and a working group was established in April 2001 to eaborate a development
plan for the system.

Intheareaof structural actions, no new legidation has been adopted, but some progress has
taken place in developing adminidrative capacity.

The new Fishery Economics department within the Ministry of Agriculture comprises 7 experts.

The Fishing Vesd Regigter (FVR) remains the responsbility of the Environmenta Inspectorate,
which reports to the Minister of the Environment. However, payments under the Minigtry of
Environment’s Guidance Programme for the fishing fleet will be made by the Minisry of
Agriculture. Although legidative progress has been delayed, progress in developing the FVR
has generally been pogtive on a practicd level. The software has been ingtalled and al vessdls
over 12 metres have been entered into the database. At the beginning of July 2001 there were
171 vessals over 12 metresin the register. There are also 537 fishing boats from 7 to 12 metres
that have been provisionaly entered into the FVR. Vessas over 24 metres (101 in totd in the
Register) have been measured according to the EC requirements, but vessels between 12 and
24 metres will need to be re-measured.

The preparation of a revised sectord plan for fisheries, in the form of a provisona operationa
programme, was completed under the respongbility of the Ministry of the Environment in May
2001. However, it is unclear whether the staff resources dlocated for implementing structura
development programmes are sufficient, and consderable effort will be required to ensure that
there is effective co-ordination of the sector strategy between both ministries,

In the area of market policy, as of July Fishery Producers Organisations can be supported
under the Rurd Development and Agriculturd Market Regulation Act. Some progress has dso
taken place in developing adminigtrative cgpacity. The new Department of Fishery Economics
within the Minigtry of Agriculture has been put in charge of fisheries market policy. The
Veterinay and Food Board is now respongble for control of compliance with common
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marketing standards. A conference on marketing standards was held in July, in co-operation
with the Estonian Fishermen Association and other non-governmenta organisations.

No progress can be reported nor was required in the field of State aid to the fishery sector.

No new international fisheries agreements have been concluded since the las Regular
Report.

Overall assessment

Egtonias fisheries policy is partly aigned to the acquis in thisarea. Significant further work will
be necessary. There have been congderable changes to responsibility for implementing fisheries
policy within the administration and these will require careful consolidation.

The Government’s decision to change the ingtitutional set-up at the level of centrd governmert,
and in particular to transfer part of the responghility for fisheries to the Minigtry of Agriculture, is
bearing fruit. However, further attention should be paid to ensuring effective co-operation
between the two fisheries departments, as well as the co-operation of the Environmenta
Inspectorate and the Environmental Services with the two departments. This will be particularly
important for structura palicies, and for the development of the FVR and the FIS. In the case of
the FIS, co-operation on data management currently appears to be unsatisfactory, with no one
body having a complete overview of catches, landings, etc., for inland and coadtd fisheries. It is
aso very important that Estonid s plans for staff training and recruitment should be fulfilled, as
there is dtill ashortage of officids, in particular at the Department of Fishery Resources.

Egtonia's ingpection capacity aso needs to be reinforced. While the leve of fisheries control
has recently somewhat improved, the precison of the inspectors, their use of established
ingpection methods and techniques, as well as the comprehensveness of the monitoring of
landings Hill leave considerable room for improvement. There is dso a need to reinforce the
technical means for ingpection and control. Since some of the ingpection vessds previoudy in
use have been trandferred to the Border Guard, the shortage of suitable equipment for sea
borne ingpections has become more evident. In addition, the utilisation for control purposes of
the information gathered and registered about catches, landings and sales remains very modest
and should be improved. Sgnificant progress has been made in edablishing a sadlite
monitoring system in line with the requirements of the acquis. Efforts must now focus on the
completion of the ingalation of devices on dl vessas and the effective operation of the Fish
Monitoring Centre,

As regards structura policy, Estonia till needs to establish the legidative framework required
for planning and co-ordinating the EC dructural actions. The credibility of a guidance
programme for fleet capacity (MAGP) relies upon the completion of the FVR.

As far as market policy is concerned, further progress is gtill required. In particular, regulations
on producer organisations and marketing standards (including Size categories) corresponding to
EC requirements do not yet exist. The creation of producer organisations will be a useful tool in
order to ensure the implementation of market policy in Estonia

The Stuation asfar as State aid to the fisheries sector is concerned is satisfactory.
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Egtonia is a member of the regiond fisheries organisations, i.e. the North-West Atlantic
Fisheries Organisation and IBSFC, and is a co-operative non-contracting party to the North
Eeagtern Atlantic Fisheries Commission. It has bilaterd fisheries agreements with the European
Community, the USA and the Russian Federation.

Chapter 9: Transport policy

During the last year, EStonia has continued to dign with the acquis in this area, achieving good
progress in the field of road trangport, in strengthening adminigtrative capacity, and as regards
maritime safety.

Asregards Trans-European Transport Networks, Estonia prepared a Development Plan for
Trangport Corridor | for 2001-2005 as a basis for the co-financing of road projects.

Intheland transport sector, progress was achieved in the field of road transport. The Public
Trangport Act entered into force in October 2001, harmonising the legidation regarding state
ads and public service obligations. Provisions of the Act will be gradudly introduced up to 1
January 2003. In line with the same Act, licenses for public transport were issued to
municipdities and counties. The Road Trangport Act (entered into force on 1 October 2001)
introduces combined trangport into Estonian legidation. The Act further regulates nationa and
internationa transport of passengers and goods. Based on the Public Transport Act and the
Road Transport Act, secondary legidation has been adopted since September 2000 in the
socid fidd (incdluding qudifications and training of professond drivershauliers) and as regards
trangport of dangerous goods.

The Traffic Act, aming at increased traffic safety, was adopted in December 2000. It aso
provides the basis for a number of items of secondary legidation, which have been adopted
snce, incuding traffic rules and surveillance, driving times, rest periods and the ingdlation and
control of recording equipment, road worthiness tests, type gpprovad, drivers licences and
ingtallation of speed limitation devices.

The Heavy Goods Vehicles Tax Act was adopted in October 2000, harmonising Estonian
legidation with the rdlevant acquis. The Act will enter into force in January 2003.

Regarding administrative capacity, Estonia has made efforts in the training of staff on issues
concerning haulier's professona competence and road inspections for example. Efforts are
bearing fruit particularly in the fidd of international road trangport authoristions and the
Nationd Motor Vehicle Regidtration Centre.

On railways, further secondary legidation was adopted based on the Railways Act (in force
since May 1999), inter alia, regarding the rules for access to railway infrastructure and the
rules on the incomes and expenditures of railway undertakings. The process of privatisation of
the Estonian Railway's has been completed.

The restructuring of the Estonian Nationd Ralway Adminigtration was approved by the
Miniger of Trangport and Communications in February 2001, edtablishing three man
departments. Market Regulation, Supervison and Development.

In the inland waterways sector, no new legidation has been adopted. It should however be

noted that Estonia has a non-connected network of inland navigable waterways.
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As concerns air transport, secondary legidation has been adopted regarding the issuing of
licences, and the certification of services.

In the fidd of administrative capacity, the ENCAA (Estonian Nationd Civil Aviation
Adminigtration) has undergone structural changes. Since May 2001, the Operations Department
and Airfidds Department have been merged, with the am to ensure flight safety in a more
effective way.

Asregards maritimetrangport, on 1 February 2001, the Government approved the Estonian
shipping Policy 2000-2004, promoting the development of the entire maritime transport
€conomy.

Inthe fidd of administrative capacity, it is to be noted that the Estonian Nationa Maritime
Adminigtration took measures to increase the efficiency of ship controls. In December 2000,
Estonia was added to the International Maritime Organisation's ‘white ligt', by this approving the
training of Edonian seafarers. Estonia became a co-operation member of the Paris
Memorandum of Understanding (MoU) on port State control in May 2001. The Ship Control
Department was divided into a Ship Supervision and ISM Audit Department (flag state control)
and a Ship Control Department (port state control). According to 2000 datistics under the
Paris Memorandum of Understanding, the percentage of Estonia flag vessds detained following
port State control was 6.6 %, a dight increase compared to 1999 (5.9 %), however ill a
consderable improvement compared with 1998 (14.94 %). This compares to an average for
EU-flagged vessals of 3.9 % in 2000.

Overall assessment

Egtonia has advanced in digning with the acquis in the areas of road trangport, railways and air
trangport. However, some areas dill require particular attention.

As regards the raillways sector, the necessary organisation of the separation of accounts after
the privatisation of Etonian Rallways Ltd. and Southwest Railways Ltd ill needs to be
clarified. Asregards the new railway acquis, the Stuation requires close monitoring, in view of
the complexity and volume of the new legidation. In particular, Estonia needs an independent
regulator, able to handle digputes between railway undertakings and the infrastructure manager.
Alignment needs to be speeded up regarding the new rallway acquis notably the infrastructure
package and conventiond ral interoperability. An independent body for alocation of
infrastructure charging needs to be set up.

On road transport, Estonia has made consderable progress in aigning its legidation with the
socid and fiscal acquis. Further alignment as regards market access, road safety, rules on
dangerous goods and taxation is needed. The European Agreement on International Occasiona
Carriage of Passengers by Bus (INTERBUS) has not yet been signed by Estonia.

As regards inland waterways, Estonia needs to further enhance its efforts to dign with the
acquis.

Regarding ar trangport, Etonia will have to continue its efforts to dign its legidation. This
includes completing the legidative process to set up the independent investigation body.
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In the fidld of maritime safety, Estonia needs to adopt more stringent rules and enhance maritime
safety. The decrease over the past years in detention rates for ingpected ships is encouraging,
but the current leve is gill above the average for EU-flagged vessels. Estonia should continue its
effortsin this repect.

Chapter 10: Taxation

Since the last Regular Report Estonia has made some progress, especidly in the area of excise
duties.

Intheareaof indirect taxation, progress was made on VAT and excise duties legidation. On
VAT, anew Act, that will in principle harmonise the Estonian VAT legidation with the 6" VAT
Directive, was adopted by Parliament in June 2001, but it will only enter into force in 2002.

In the fidld of excise duties, a new Alcohol Excise Duty Act entered into force in January 2001
and introduced the tax warehouse system. In this area, the government, except for excise duties
on minerd ails, applies a policy of graduad but steady rate increases and in 2000 and 2001 the
adjusment towards the minimum rates required by the acquis has continued. On fud, the
Government stopped in mid-2000 the gradud increase of rates, due to the increased cost of
motor fud with a view to impose the full minimum rate only upon accession. Excises on fud
were extended since September 2000 to other products smilar to fue, its components and
additives. This resulted in asignificant increase of the income from duties on minera oils by 87%
in the first four months of 2001 compared to the same period in 2000. The combined rate for
cigarettes was introduced in July 2001.

There are no specific developments to report in the fields of direct taxation or administrative
co-operation and mutual assistance.

A Tax Fraud Investigation Centre (TAFIC) was established during the past year and the Tax
Board was granted powers of surveillance and pre-trid investigation in April 2001. The
purpose of TAFIC isto combat tax fraud and it is a separate agency under the Tax Board with
four regiond units and staff of 58 persons.

In November 2000, the Tax Board launched e-Tax Board, which is a package of internet-
basad services for individua and corporate taxpayers enabling them to file tax returns, submit
refund gpplications, send questions as well as view their own tax returns, precepts, balances
and account information via the Internet. During 2000, 12,000 persond income tax returns
were filed dectronicaly. These figures have tripled in 2001.

Overall assessment

Although Egtonia has advanced dgnificantly in the dignment of legidation to the acquis, a
number of issues remain to be tackled. For ingtance, the new VAT Act has dill to be
implemented and the tax warehouse system to be introduced for tobacco products and minera
ails.

As regards the Income Tax Act, further amendments will be needed in order to dign it with the
principles of non-discrimination, freedom of establishment and free movement of capitd in the
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EU Tredties. This Act should aso be fully compatible with the Parent/Subsidiaries directive and
directive on mutua assstance.

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

As regads adminigrative capacity, improvements were achieved snce a Tax Fraud
Investigation Centre was established to tackle the sgnificant problems of tax fraud.

Chapter 11: Economic and monetary union

A detailed assessment of Estonia’ s economic policy in its various aspects has been given above,
in the Chapter discussing the economic criteria (B-2). Therefore, the present section is limited to
adiscusson of those aspects of the Economic and Monetary Union Acquis--as defined by title
VIl of the EC treety and the other relevant texts—-which candidate countries should implement
before accesson, i.e. the prohibition of direct public sector financing by the centra bank, the
prohibition of privileged access of the public sector to financid indtitutions, and independence of
the nationa central bank. As to the process of liberdisation of capita movements, upon the
completion of which compliance with the EMU Acquis is conditiond, this aspect has been
covered above, in the section on Chapter 4 — Free movement of capital.

Since last year’s Regular Report, there are no major developments to report.

Overall assessment

Egtonia will participate in EMU upon accesson with the status of a country with a derogetion
under article 122 of the EC treaty. It will need to implement the necessary changes to its
indtitutional and lega framework by the date of accession.

Alignment with the acquis in this chapter is dmost complete. Direct financing of the public
sector by the centra bank is prohibited by law. Estonian law does not explicitly prohibit
privileged access of the public sector to financial institutions, but this has never occurred
in practice.

Concerning the independence of the Central Bank, amendments to the Bank of Estonia
Act that are underway include the transfer to the Governor of the Bank of Estonia of the
ultimate respongbility for monetary policy. Problems that gill exist concern the persond
independence of the members of the Supervisory Board.

Chapter 12: Statistics

Estonia has continued its progress in this area over the past year on the basis of the Officid
Statistics Act adopted in June 2000.

Asregards statistical infrastructure, the Officid Statistics Act has improved compliance with
EU gandards in areas including setigtical confidentiaity and trangparency, impartidity, reliability
and data transmisson. The Procedure for Data Protection by the Statigticd Office was
approved by Government Regulation on 29 January 2001.
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Following the reorganisation of the datigticd services and transfer of gaff from the regiond
datigtical offices to the centrd office, the Statistical Office has continued to adjust its interna
structure and has worked out a Strategy Plan 2005, which outlines its misson and sets the main
godsfor the future.

Concerning classifications, the ligt of classfications to be used in conducting officid datistica
surveys was approved by the Government on 20 September 2000. In addition, the Government
aso approved on 3 April 2001 the Estonian Classfication of Territorid Units for Statistics
(NUTS). The full st of European Classfications, including the Classfication of Units by
Activities (CPA) and the List Of Products of the European Union (PRODCOM), is due to be
implemented by 2002.

Concerning demographic and social statistics, further progress has been made. Following
the April 2000 population census and the publication of preliminary results in September last
year, full data processing is ongoing and will be compiled for publication in due course. The
process of further approximation to European Standards in the areas of public hedth and hedlth
and safety at work statistics continues.

In the field of macr o-economic statistics, a satisfactory level of compliance has dready been
reached, and no particular new developments are to be reported. Some fine-tuning in terms of
data qudity, exhaustiveness and adaptation to the European System of Accounts remains to be
done.

For business statistics, a new questionnaire has been introduced in order to meet the
requirements of the structural business surveys. Overal, considerable progress has been made.

As regards external trade, the Statisticd Office of Edtonia is preparing to implement
INTRASTAT-(Intra Community Trade Statistics) on the day of accession. A pilot register of
data providers has already been drawn up.

Regarding agricultura gatigtics, an agriculture census was carried out in the second haf of July
2001. On the basis of the results of the censusit is planned to establish a Farm Register. Further
adaptation to EU-gtandards (e.g. sample size for agriculturd surveys) is under way.

Overall assessment

Egtonia is wel advanced in the fidd of datistics. Co-operation with the Bank of Edtonia is
satisfactory.

However, in anumber of areas, in particular macroeconomic gatigtics, fine-tuning is needed on
methodology, quaity and completeness of data to achieve full compliance with the acquis.

The Statigticd Office and the Bank of Estonia are the only statistics producers in Estonia. The
Satistical Office co-ordinates the production of gtatigtics: it is respongble for the qudity and
respect of fundamenta principles in the production of most datistics and for their dissemination.
The Office has the status of a government agency dependent on the Ministry of Finance.
Statidics relating to the baance of payments and banking inditutions are collected by the
Statistics Depatment and the Banking Statistics and Andyss Department of the Bank of
Egtonia. Asaresult of the reorganisation of the Statistical Office and the adoption of a Strategic

Plan until 2005, adminigtrative capacities have been rationdised and improved. Further efforts
58



should concentrate on meeting the requirements of the relevant sectors and ensuring appropriate
daffing in departments working on areas revant for EU integration.

Chapter 13: Social policy and employment
Consderable progress has been made in this area since the last Regular Report.

Inthe area of labour law, Estonia has decided to implement the acquis by single independent
legal acts, instead of the earlier planned Labour Code. Key legidation adopted during the
reporting period includes the Working and Rest Time Act, adopted in January 2001 which
should enter into force in January 2002, and the Holidays Act, adopted in April 2001, which
will enter into force in January 2002. These Acts should dign Estonian legidation with a number
of EC labour directives. The Unemployment Insurance Act of June 2001 covers provisons on
collective redundancies and insolvency of the employer.

Inthefidd of equal treatment for women and men, some progress was made in transposing
the rdlevant acquis. An amendment to the Wages Act adopted in May 2001 will introduce the
principle of equa pay for work of equa vaue into Estonian legidation. The amendment will
enter into force in January 2002. The Holidays Act contains provisions on paterna leave.

Legd gpoproximation in the health and safety field continued during the reporting period. A
number of regulaions have been adopted in order to implement the Occupationd Hedth and
Safety Act, including those rdlated to Statutes of the Working Environment Council,
investigation and regigtration of occupational accidents and occupational diseases, safety
requirements for the use of display screen equipment, requirements for the work of pregnant
women, manud handling of loads, licenang for the provison of occupationa hedlth services,
safety requirements for work on board of fishing vessdls and the handling of hazardous
chemicds.

As regards public health, in December 2000 the Minister of Socid Affairs established
advisory councils to organise implementation of the various Nationa Hedlth Programmes. The
implementation of the following nationd public hedlth programmes has continued in 2000 and
2001: Hedth programme for Children and Adolescents until 2005; Programme for the
Prevention of Alcohol and Drug Abuse 1997-2007; National Programme for Prevention of
Tuberculoss 1998-2003; National Research and Development Programme in Public Hedlth
1999-2009; Programme for Prevention of HIV/AIDS and other sexudly transmitted diseases
until 2001; Reproductive Hedlth Programme 2001-2009; Hypertension Prevention Programme
2001-2009; Cancer Prevention Programme 2001-2009. In addition, in January 2001, Estonia
passed new legidation on the regulation of procedures for measuring tar and nicotine levels,

Estonia continues to promote social dialogue on a tripartite level, as well as on a bipartite
level. Tripartite negatiations are actively held by the Government, the trade unions (Estonian
Employees Unions Association (TALO) and the Estonian Central Union of Trade Unions) and
the representatives of employers (the Estonian Confederation of Employers and Industry). The
consultations have mainly focused on the minimum wage, income-tax minimum, unemployment
benefits and socia security reform.

The Joint Assessment of the Employment Policy Priorities of Estonia by the European
Commisson and the Egtonian Minigtry of Socid Affars was findised, and represents an
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important step in the preparations for accesson. The document was signed in March 2001 in
Tdlinn. The document presents an agreed set of employment and labour market objectives
necessary to advance the country’s labour market transformation, to make progress in adapting
the employment system so as to be able to implement the European Employment Strategy and
to prepare for participation in the European Sociad Fund in view of accession to the European
Union. Progress in the implementation of these policies will be assessed regularly.  Labour
market developments began to reflect the country's fast economic growth last year. The number
of jobless people in the second quarter of 2001 was 87 000, giving an unemployment rate of
12.4%. Thisfigure is 0.8 percentage points lower than one year earlier.

Further legidative progress was made with a view to preparaions for administering support
received through the European Social Fund (ESF). Training and organisationd efforts have
also been increased. A decison on roles and responghilities regarding the structura funds was
taken & a Government meeting in April 2001. The overdl responghility regarding the
implementation of structural funds lies with the Ministry of Finance. The same decison aso
gpproved the action plan for preparations for Sructurd funds

In the fidd of social protection, Estonia has continued implementing its reforms. The draft
Funded Pensions Act, introducing the second pillar of the new pension system, was adopted in
September 2001 and entered into force in October 2001. The Government adopted a number
of implementing regulaions under the State Penson Insurance Act. Legidation was aso
introduced in the aress of unemployment insurance, family benefits and benefits for the disabled.
The Social Welfare Act was amended to extend the right to socid services, socid benefits and
other assstance to Estonian permanent residents, diens lawfully staying in Estonia and refugees.
The amendment, adopted in June 2001, will enter into force in January 2002.

The implementation of the Nationa Programme for Disabled People has continued. The Socid
Benefits for Disabled Persons Act Amendment Act was adopted in December 2000 and
entered into force in January 2001. The Act establishes new types of socia benefits for disabled
persons, compensating them for supplementary expenses resulting from their specia needs and
0 fadlitating ther integration into the society. Nationd socid welfare programmes on
“Implementation of Open Care’, “Preventive Work in Socia Sector”, “Reorganisation of State
Wefare Inditutions’ have been launched.

Overall assessment

Ovedl, Estonia is advanced in terms of lega trangposition in most areas. However, Estonia
needs to improve monitoring, implementation and enforcemen.

Egtonian labour law is largdly in line with the rdevant Community acquis as a result of recent
legidative activity. However, work on lega approximation needs to continue in order to achieve
full dignment. In particular, the draft Employment act should be adopted without further delays.

As concerns equdity of trestment for women and men, despite some progress on equa pay and
parentd leave, Edonia will need to subgtantidly increese its efforts to ensure a timdy
trangpogtion of the remaining provisons.

As areault of intensve lega gpproximation activity in the hedth and safety fidd, especidly in
2000-2001, the leve of dignment has improved subgtantidly. Estonia continues to design
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drategies for diminating or reducing hazards in working conditions and for promoting
occupationa hedlth infrastructures and services. However, while work on trangpogtion
advanced well in 2000 and 2001, considerable work remains to be done with respect to the
effective implementation of the acquis on heglth and safety. The capacity of the national labour
ingpectorate should continue to be strengthened.

Even though there has been progress in the field of public hedth, Etonia should continue its
efforts, in particular as regards preparations for the implementation of Community tobacco
legidation.

In the field of socid didogue, despite some encouraging sgns, efforts are gill needed to
improve the efficiency of existing tripartite structures, and to encourage the development of
autonomous, bipartite socia diadogue.

Although some progress has been made with the generd indtitutiond preparation for European
Socid Fund (ESF), it is urgent to establish an ESF Unit within the Government, so as to
implement ESF interventions in the context of the European Employment Strategy and the fight
againg excluson. The various co-ordination fora, such as the ESF Task Force and the Human
Resource Development Task Force, represent one step towards establishing a fully functional
ESF Unit. Preparations for future participation in ESF should, therefore, continue.

In the field of socia protection, current efforts to implement the reforms should be kept up.

The mogt recent developments in employment and unemployment have been encouraging.
Continued rgpid economic growth, if supported by committed implementation of agreed
priorities in labour-market policy, can help consolidate and improve on these favourable
developments.

Further efforts are needed to ensure dignment with the acquis on anti-discrimination based on
Art. 13 of the Treaty.

The combating of exclusion, as lad down in art 136 of the Treaty establishing the European
Community, is part of the objective of EU socid policy. As decided at the Lisbon and Nice
European Councils, policies to combat socid excluson combine commonly agreed objectives at
the EU leve, and nationd action plans. The Gothenburg European Council in June 2001 invited
countries to trandate the Union’s objectives of promoting socid inclusion into their nationa
policies.

Chapter 14: Energy

Egtonia has made some progress in harmonising with the acquis in the energy fidd, The
regulator, the Energy Market Inspectorate, has undergone some structural changes in order to
cope with its increasing functions, but it is unclear if sufficient human resources are available.
The long-expected oil-shde restructuring plan was findly presented.

Concerning security of supply, the Minimum Stocks of Liquid Fud Act was approved by the
Riigikogu (Parliament) in March 2001 and entered into force on 1 July 2001, laying down the
rules for sock accumulation as well as the schedule leading up to full achievement of the 90
days obligation. The accumulation process foresees 5 days of stocks by 2003, and a further 10

days per year until 2010.
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The National Stockpiles Act Amendment Act was adopted by Parliament in February 2001.
The Act provides for a shift of responghility for obtaining, maintaining and reporting on the
nationa stockpiles from the Minigtry of Economic Affairsto the Ministry of Interior.

The oil-shdle issue is cdosy reaed to the Edonian security of supply Stuation. The
Restructuring Plan for the Estonian Oil Shade Sector 2001-2006 was approved by the
Government in March 2001, and the accompanying National Employment Programme for Ida
Virumaa (the oil-shde mining region) in April 2001, enabling gradua and smooth restructuring.
In accordance with the Restructuring Plan, it is envisaged to close one mine and to refurbish two
of the other power generation units a the Narva oil shde power plant, keeping power
generation capacity at Narva basicdly intact.

In relation to competitiveness and the internal energy market, amendments to the Energy
Act were gpproved by the Riigikogu in April 2001, and entered into force in May 2001. The
amendments am to improve the functioning of the loca dectricity market as well as to facilitate
the fina harmonisation with the acquis. The amendments dso am to improve the Stuetion in the
liquid fud market by addressing the significant quadity problems reating to the sdle of illegd fud.

Asregards Estonia’s electricity sector, the privatisation process, has been finalised. In August
an agreement on the main terms and conditions with an American company was signed on the
transfer of 49% shares of Narva Elektrijaamad Ltd (Narva Power).

In the fiedld of adminigtrative capacity, the Energy Market Inspectorate has been reinforced a
the management levd.

Asregards ener gy efficiency, the Energy Efficiency of Electricd Appliances Act entered into
forcein July 2001. A number of regulations were adopted in June 2001 on energy labelling and
standard product descriptions. The Target Programme on Energy Conservation gpproved by
the Government last year, in line with the rdlevant acquis, is being implemented by the Action
Plan to the Energy Conservation Target Program, approved in March 2001. The Council on
Renewable Energy Sources was condtituted at the end of 2000, and assgts the Minister on
related issues. The implementation plan ams a the conservation of energy (i.e. lower
consumption) in both the business sector and private households, as well as a promoting the
use of environment-friendly fuels and increasing the efficiency of production, transport and
didribution of energy.

Asregards nuclear ener gy, Estonia does not operate any nuclear power plants.

Egtonia has two radioactive waste storage facilities. One is Stuated at Padiski, the Ste of the
now decommissioned ex-Soviet training reactors. The spent fuel from the research reactors has
been returned to Russa The other waste storage facility, a8 Tammiku, has been closed and
there are plansto transfer the waste to the Paldiski Site.

Overall assessment

Egtonids efforts in the energy sector remain heavily influenced by its dominant loca fue, ail
shale. Estonia should step up its efforts towards reaching 90 days of oil stocks. Furthermore,
adequate adminigtrative structures need to be developed. Considerable work is till required in
order to complete the implementation of the acquis.
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Asregards the interna energy market, the privatisation process in the eectricity sector linked to
ol shae, once formaly completed, is likely to cause contradictions with the market opening
provisons of the Electricity Directive. This Stuation needs to be fully addressed. Likewise, the
Gas Directive legidation needs to be further digned. The remaining price digtortion in the energy
sector should be removed.

Even though legidétive actions have been taken to improve the Stuation in the liquid fud market,
the share of illegdl fud isdill high.

As regards adminigtrative capacity, further efforts in this respect are required. In particular, the
Energy Market Ingpectorate, in its role as the independent regulator of the energy sector, needs
to be strengthened.

As regards the issue of nuclear energy, the European Union has repeatedly emphasised the
importance of a high level of nuclear safety in candidate countries. 1n June 2001, the Council of
the European Uniontook note of a Report on Nuclear Safety in the Context of Enlargement. In
July, the Commission conveyed this report to the candidate countries. The report recommends
al candidate countries to continue their nationa programmes regarding the safe management of
spent fuel and radioactive waste, and regarding the safety of their research reactors.

Egtonia will need to ensure compliance with Euratom requirements and procedures. In this
regpect, continued attention should be given to preparing the implementation of Euratom
Safeguards, in particular regarding the reporting of nuclear flows and inventories directly by the
persons or sructures operating nuclear inddlations or storing nuclear materid. It should be
noted that Estonia has concluded a Full Scope Safeguards Agreement with the IAEA.

Chapter 15: Industrial policy*

Since the 2000 Regular Report, Etonia has continued to make some progress in developing
indudtrid policy measures.

Edtonia is continuing to deveop its industrial policy, dthough no comprehensive policy
document has yet been adopted. The revised Nationa Development Plan of April 2001,
contains specific priorities for industry and business devel opment for the period 2001-4.

In practice, the Minigry of Economic Affairs has continued to carry out industrid policy with
relatively little intervention. However, severd policies and projects have been introduced to
encourage technologica development, export activities, quality standards and public awareness
of these policies.

Key activities in the field of indudtrid policy include the restructuring of the Estonian Innovation
Fund foundation into the “Technology Agency” within Enterprise Estonia. The new dructure
darted operations in January 2001 and is responsible for the implementation of government
innovation policy. In addition, the “Knowledge-based Estonid’ drategy of research and
development was endorsed by the government in May 2001.

2 Developments concerning industrial policy should be seen in relation to the overall enterprise policy,including the SME
policy (see chapter 16 - Small and medium-sized enterprises).
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The Egtonian government has continued to promote foreign investment through the Estonian
Investment Agency, which in turn forms part of the Enterprise Estonia foundation under the
contral of the Minigtry of Economic Affairs. Estonia continues to attract arelatively high level of
foreign direct investment (FDI) on a per capita bass, as a result of both the privatisation
process and the generdly favourable investment climate. As of 31 December 2000, the stock of
foreign direct investment had reached €2.8 billion (EEK 44.5 hillion). The foreign direct
investment was in 2000 € 435 million, compared to € 284 million the year before. FDI has
recently become particularly concentrated in the manufacturing and retail sectors.

Since last year’ sregular report, the privatisation of the industrial sector has progressed further.
In April 2001, the Estonian Privatisation Agency agreed the sde of 66% of Estonian Railway
Bdtic Rail Service (BRS). In the energy sector, it was agreed in September 2001 that NRG
Energy should buy 49% of the Narva power stations. This means that the privatisation of most
medium-sized and large industrid enterprises has now been completed - the few bigger
companies gtill to be privatised are Tartu arport, a broadcasting company, and the ingtitute for
scientific research in the area of condruction. According to the Amendment Act of the
Privatisation Act adopted by the Parliament in May 2001, the Estonian Privatisation Agency
that is responsible for the privatisation process will be closed from 1 November 2001. The
respongbility for the remaining privatisations will be transferred to the Minigtry of Finance, the
Minigtry of Economic Affairs and the County Governments (see Section B.1.2. - Economic
criteria).

Asregards indudtrial restructuring, the biggest chalenge remains the energy sector, where
only limited progress has been made (see Chapter 14 - Energy).

Overall assessment

Oveadl, Estonia's policy towards indudtry is by and large in conformity with the principles of
EC indudrid policy, i.e. market-based, stable and predictable. Estonid's industrial policy
principles continue to be based upon minimum date intervention and the crestion of a
favourable economic environment for private enterprises. However, Estonia gill needs to
develop a comprehensive industrid policy and better define and implement specific measuresin
this context. Estonia should continue its efforts and set up clear priorities taking into account the
needs of the busness community.

During the last couple of years foreign direct investment, particularly from EU member dates,
has continued to increase, and has diversfied from early investments in the financid, transport
and gtorage sectors to include areas such as manufacturing and retailing. This would suggest that
the government's efforts are bearing fruit. The government has helped to modernise the supply
Sde of the Estonian economy and has been an important stimulator of exports. However, much
of the investment is concentrated in Talinn, whilst the eastern part of Estonia has suffered from
closure of non-comptitive production and insufficient new investments. Unequa development
requires due atention in Estonian industria and regiona policy (see Section B.1.2. - Economic
criteria).

The basic indtitutiond structure for implementing industrid policy isin place. The centrd body

respongble for the formulation and co-ordination of indudtrid policy isthe Ministry of Economic

Affars. However, co-operation between relevant government ingtitutions and ministries should

be enforced and enough resources should be dlocated for implementation of policy documents
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and plans. The Minigry of Economic Affairs has ddegated many functions rdaed to the
promotion of entrepreneurship and investment to Enterprise Estonia 1t should be ensured that
this agency receives sufficient financia resources to carry out itstasks.  Since the Privatisation
agency will shortly be closed, the Edonian authorities (rdevant ministries and county
governments) will need to srengthen their adminigtretive capacity to ded effectively with the
privatisations that are il pending.

It should be noted that an important eement of any indudtria policy is the control of date ad
and that the compatibility of support schemes with EC rules, including the current rules of state
ad of the ECSC Treaty, which will have to be examined (see Chapter 6 - Competition

policy).
Chapter 16: Small and medium-sized enter prises®

Egtonia has made some further progress in developing its SME policy and reforming the State
support system for business promotion.  Efforts to improve the business environment have
continued.

Asregards SME policy development, some progress was made with the adoption of the
Nationa Development Plan in March 2001 which includes policy priorities for the period 2001-
4,

Access to finance remains one important obstacle to the development of Estonian SMEs.
Some progress has been made in this area thanks to Estonian Government-supported schemes
for SMEs through the KredEx Foundetion and other initiatives. This foundation was established
following areorganisation of Estonia s public business support foundations under the control
of the Ministry of Economic Affairs. Nine foundations under the adminigtration of five ministries
were reorganised into two new foundations named Enterprise Estonia and KredEx. KredEx
offers various credit and export guarantee products to SMEs. Enterprise Estonia runs five
agencies - Trade Promotion Agency, Tourig Board, Technology Agency, Regiond
Development Agency and Investment Agency. It implements Government policies in the aress
of entrepreneurship, R&D, tourism, regiona development, internationdisation of enterprises and
foreign invesments.

Egtonia has made progress in the improvement of the business environment. In particular
aress, Estonia has made efforts to reduce the adminisirative burden, to smplify the procedures
and improve trangparency through better use of information technology. There are severd
ongoing government projects which are helping to diminish the adminigirative burden on SMEs,
including the eectronic tax filing system of the National Tax Board, and the further development
of governmental organisations web-stes and databases, which are integrated through the
common access point (E-date).

No new development can be reported as regards the SM E definition gpplied by Estonia

% Developments concerning SME policy should be seen in relation to the overall enterprise policy, including Industrial
policy (see chapter 15 - Industrial policy).
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Overall assessment

Estonia has advanced in developing a policy towards enterprise and in particular SMIEsthat isin
line with the principles and objectives of EC enterprise policy. However, no specific SME
policy document has been adopted and it is now important that the Government completes the
Enterprise policy document that is underway and makes sufficient state budget funds available
for the implementation of this palicy.

Egonias business environment continues to be rdatively dable and favourable to
entrepreneurship.  Issues affecting the Estonian business environment are addressed through
didogue between the government and the business community. Continued efforts are needed,
however, to develop this didogue and more generaly improve information to enterprises, as
regards business legidation and support schemes. It is aso important to continue to address the
Issues of company regisiration, access to finance and access to skilled labour, which can hinder
the development of SMEs.

The centrd body responsible for the formulation and co-ordination of enterprise and SME
policy is the Ministry of Economic Affars. Through the reform of the public business support
foundations, the business support system should become more efficient, coordinated and
trangparent. However, it istoo early to assess the actua impact on SMEs.

Although the definition of SMES recommended by the European Commission is not officidly
recognised in Estonialaw, it continues to be applied in practice.

Chapter 17: Science and research

Since the last Regular Report, Estonia has continued to be fully associated with the Fifth
Framework Programme, as well as the Euratom Framework Programme.

As for other candidate countries associated with the Fifth Framework Programme, Estonia has
been granted observer status with CREST (Comité pour la Recherche Scientifique et
Technique).

Overall assessment

Though the financid and inditutiona framework for participation in the Fifth Framework
Programme continues to function well, further reinforcement of research-reated administration
capabilities as wel as strengthening of research-related infrastructure is necessary to enhance
the successful participation of Estoniain the Fifth Framework Programme,

For the further development of the sector and for an effective integration of Estonia into the
European Research Area (ERA), it is important to increase the gross domestic expenditure on
research and technologica development. Further concrete measures are required to simulate
business enterprise expenditure on research, possibly through the participation of private
companies in the Innovation Foundation, and to favour fresh capitd investment. Measures are
needed to promote and enhance the rate of research and development, to further encourage
research that supplies relevant technology to smal and medium-sized enterprises, and to
increase European co-operdtion in this fidd. Legidation to facilitate the creation of high-tech
indugtries is necessary, in particular to attract foreign investment.
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Chapter 18: Education and training
Some further progress was made in thisfield.

In the past year, EStonia has continued to participate in the Community programmes in this
area (see section Ab - Relations between the European Union and Estonia). In the
reference period, Etonia started to participate in the second generation of Community
progranmes Socrates and Leonardo as wel as in the new Youth programme (which
incorporates European Voluntary Service activities).

Regarding the Directive concerning education of children of migrant workers, the
Minigtry of Educetion has taken initid seps to ensure the effective implementation of the
legidation through strengthened cooperation with and enhanced methodological assstance to
loca government authorities.

Egtonia has further introduced the legdl framework to diversfy and reorganise the vocationd
education and training system.  Also, the reorganisation of the school network has continued
by merging the VET schools in Tdlinn, Narva and P&mnu in 2000. 14 new VET programmes
have been developed in the fields of business, condruction, hedth, forestry, catering and
persond service. In 2000, al school programmes were modular and 30% met the requirements
of the relevant vocationa standard.

As regards higher education, the development of a network of ingtitutions of higher professona
education (non-university higher education, with emphass on professonad preparation)
continued. At the beginning of the 2000/2001 academic year, there were 12 indtitutions offering
professona higher education.

Overall assessment

Participation in the rdlevant Community programmes is satisfactory and the established nationd
agencies are functioning. Further steps need to be taken to fully implement the Directive
concerning the education of children of migrant workers.

In the area of continuing vocetiond training, efforts to implement the reform, in particular in
relation to qudification systems, vocational standards and curricula need to be continued. The
supply of vocationd training is il insufficient and Estonia should continue to develop additiond
VET programmes. In addition, the involvement of socia partners, in particular enterprises,
needs to be strengthened. Inter-ministerial coordination in thisfield aso needs to be reinforced.

On the whole, Estonia has achieved considerable progress so far, but efforts to further reform
the sector and to substantialy increase financial support need to be made.

Chapter 19: Telecommunications and information technologies

Since last year’ s Regular Report, Estonia achieved mgor progress both in terms of liberdisation
of the telecommunications market and implementation of its regulatory framework.

Concerning theliber alisation of the telecommunications market, since 1 January 2001 the
Egonian tedecommunications market is fully open but, as fa as locd telephone cals ae
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concerned, the market did not open in the first months of 2001, due to very high interconnection
fees of the enterprise having sgnificant market power. The Government moved quickly to
remedy this Stuation and the Parliament adopted an Amendment to the Telecommunications
Act in February incuding interim measures to ensure that the acquis requirement of cost
orientation would be put fully in practice from 1 January 2002.

As regads the regulatory framework, following the entry into force of the
Tdecommunications Act in April 2000, a number of implementing regulations have been
adopted between September 2000 and June 2001.

In November 2000 the Public Information Act was adopted by the Parliament and it entered
into force in January 2001. The purpose of the Act is to ensure the access of the generd public
to information intended for public use and to create opportunities to obtain such information
from the Internet. At the same time the Act stipulates the establishment of public Internet access
pointsin public libraries dl over Estonia. All document registers of sate indtitutions must dso be
made available over the Internet to offer a chegp tool for self-service and at the same time
edtablish an environment where everybody can monitor the performance of public functions.

The Action Plan on Information Technologies for the years 2001-2002 was approved in
February 2001, in accordance with the Estonian Information Policy of 1998 and the e-Europet
Action Plan for candidate countries.

The action plan Tiger Leap Plus (development programme for ICT education in Estonian
schools in 2001-2005) was agpproved by the Government. It is a continuation to the action plan
Tiger Leap (programme for the computerisation of Estonian schoolsin 1996-2000).

In May 2001 the Parliament adopted the new Cable Didribution Act. With the new Act, the
cable digtribution market will be fully open. The purpose of this Act is to create conditions for
active competition in the telecommunications sector in Estonia and to protect consumers from
substandard cable distribution services.

As regards the postal services, the Posta Act was adopted in June 2001 by the Parliament
and it will enter into force on 1 January 2002. Before the Postal Act, the postal sector was
regulated by the Communications Act (adopted in 1991) which had become outdated and was
too general. The Act is dso gpplied to the provision of postal services to and from abroad and
thereby the requirements of the Universal Postal Union, Universal Pogtal Convention and the
EC Pogd Directive are covered. The functions of the independent inditution regulating the
posta field will be gpplied to the Nationd Communications Board (NCB) by expansion and
gpplication of its functions to the postd field.

Overall assessment

Edonia is a a conddeably advanced level of dignment and development in the
telecommunications sector.

After a monopoligic dtart in 1992, Edonian policy in this area has pressed forward
unwaveringly towards implementation of the acquis and completion of early liberdisation. This
was achieved on 1 January 2001 and the authorities are now dedling with the initid wave of
dispute resolution thet is typicaly associated with effective opening of amarket. Theinitid Sgns
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are encouraging. The Nationd Communications Board is a full independent regulatory authority
and has licensng powers. The NCB, which had a gtaff of 121 employees in June 2001, seems
to be working wel with its new responshilities for numbering and will need to maintain saffing
levels particularly for work on interconnection. The emphass for the future must be on making
a success of the implementation.

Much progress has been made in the telecommunications sector over the last few years and the
infrastructure's Sze and degree of modernisation is a good achievement, paticularly in the
penetration of mobile and Internet services. Prices have been rebalanced to a consderable
extent and the arrival of competition is reinforcing the process.

A credible policy to secure the availability of an affordable universal service remains to be
devised. The minigry will have to move quickly to complete implementation of loca loop
unbundling, which has dready been added to the acquis and aso the EU new regulatory
framework for telecommunications asit is adopted around the end of thisyear.

As for the postal services, Estonia has established a good basis and should be capable to
adopt the rdevant Community legidation in a timely way. However, it should be ensured that
the legal basis for the NCB to act as the independent regulatory body for the Postdl Servicesis
in line with the Pogd Directive.

Chapter 20: Culture and audio-visual policy

No further developments are to be reported since last year’s Regular Report in the cultural or
audio-visual sectors, where Estonia has largely completed its alignment.

Overall assessment

The overdl Studion in this area is largely satisfactory and since the adoption in May 2000 of
amendments to the Broadcasting Act of 1999, Edtonian legidation is largdy in line with the
Teevison without Frontiers Directive.

Egtonia has signed and ratified the Council of Europe Convention on Transfrontier Televison
and its Protocol.

The Minigry of Culture and the Nationd Communications Board are responsble for
enforcement and supervison of legidation in the audio-visua sector, the latter body deding with
technica aspects. In addition, there is a Broadcagting Council which is responsible for aspects
of the supervison of the public service broadcaster. The Broadcagting Council consists of 9
persons, gppointed by the Parliament.

Adeguate co-ordination of the various structures involved in the enforcement and supervision of
audiovisud legidation will be crucdd. This is paticulaly important in the light of the
adjusments to sructures and respongbilities resulting from the amendments made to the
Broadcagting Act. Should it be shown that the recently established Media and Copyright
Department of the Ministry of Culture needs strengthening then adequate resources should be
mede available.
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Chapter 21: Regional policy and co-ordination of structural instruments

Snce the last Regular Report, Estonia has made some progress in preparing for the
implementation of gtructurd policies.

Asfar asterritorial organisation is concerned, a Government Regulation on the establishment
of a provisond NUTS classfication for Estonia was approved in April 2001. This proposd,
which has in meantime been agreed with the Commisson (EUROSTAT) involves a change in
the definition of the regions corresponding NUTS levd ll, the other levels remaining
unchanged.

With regard to the legidative and ingtitutional framework, the main progress has been the
adoption by the Government in April 2001 of a Decison on the basic principles for preparation
to implement the European Structural Funds and the Cohesion Fund Support, and an Action
Pan for preparing the implementation of the European Structura Funds and the Cohesion Fund
support in 2001 — 2003.  The Ministry of Finance has been designated as the ministry with
overdl responshility for programming and as the future managing authority for the objective 1
Single Programming Document (SPD). It has dso been designated as paying authority for the
European Regional Development Fund (ERDF), the European Socid Fund (ESF) and
(provisondly) for the Financid Instrument for Fisheries Guidance (FIFG) as wdl as for the
Cohesion Fund. The Minigtry of Agriculture has been designated as future paying authority for
the European Agriculturd Guidance and Guarantee Fund (EAGGF), Guidance section. Apart
from the line minidries with a specific repongbility for the Coheson Fund, line Minigries and
other implementing bodies, under the overdl responshility of the managing authority, will be
involved in the implementation of individua measures or priorities co-financed by the Structurd
Fundsin their respective areas of competence.

Furthermore, the State Regional Policy Council was established in December 2000. It is
chaired by the Minigter without portfolio responsble for Regiond Affars. Its members are
representatives of al Minigtries, 2 elected County Governors, and representatives of the
Asociation of Cities, the Association of Rurd Municipdities, the Union of Associaions of
Locd Governments and the Office of European Integration. Its tasks include monitoring the
effectiveness of regiona devel opment measures and organising the evauation of their impact.

With regard to programming, the National Development Plan (NDP) of 1999, which
introduced the concept of target regions, has been revised. The revised (NDP) does not yet
match with the requirements of a Single Programming Document (SPD) for the Structurd
Funds. The preparation of the SPD, partidly building upon the ements of the NDP, has just
darted. In June 2001, the Ministry of Finance sat Guiddines for SPD drafting, including
indructiongitasks for Minigtries. The Department of Macroeconomic Policy of the Ministry of
Finance co-ordinates the overal drafting of the SPD and will create an inter-ministeriad working
group for this purpose.

In order to ensure the gpplication of the partnership principle, a supervisory board for the
SPD preparation has been sat up by the Regiona Policy Council.

With regard to monitoring and evaluation, no new developments are to be reported since the
last Regular Report.
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Concerning financial management and control, some progress has been achieved by Estonia
regarding control of the structural action expenditure.

Overall assessment

While Estonia has advanced in designing the necessary structures for the implementation of the
Structural Funds after accession, condderable efforts are till required in terms of programming
and in order to develop the adminigtrative capacity required for managing the Structurad Funds
and Cohesion Fund.

As ameatter of priority, the adminidrative capacity of the future managing and paying authorities
needs to be strengthened in order that they will effectively be able to take on the responsibility
for the efficiency and correctness of the management and implementation of Structurd Funds.
Furthermore, the role of the line minidtries, agencies and other bodies acting under the
responghility of the future managing and paying authorities needs to be clarified. As regards the
European Socia Fund, Estonia is developing the necessary sructures and operationa
arrangements to implement this Fund effectively. Further efforts are required to improve both
adminigrative cgpacity and the mechanism for co-ordination of ESF interventions in the context
of the European Employment Strategy and the Inclusion Process.

Subgtantial progress is dso needed at the level of technica preparation of projects (project
pipeline) to be co-financed by the Structural Fund and Cohesion Fund.

Furthermore, EStonia will need to substantially improve its capacity for integrated development
programming. To that end, efficient and effective inter-ministeria co-operation and partnership
will need to be established and ensured through the whole process of preparing the draft SPD.

Sgnificant further work on ensuring compliance with the acquis requirements for monitoring and
evauation is gill necessary, in paticular as regards the ex-ante evauation of the draft SPD.
Thetimely availability and functioning of an effective monitoring and evauation sysem will be of
cucid importance for the effective and efficient implementation of the Structurd Funds
programmes.

In relation to financid management and control, Estonia needs to ensure that the necessary
legidative framework is in place for the co-financing of Structura and Coheson Funds,
including provisons for trandfer of funds during its implementation. Appropriate systems and
procedures for financid management and control need to be established, in particular in relation
to the Structure of the managing and paying authorities, in order to fulfil the specific requirements
of the Structurd Funds regulations.

Asto regiona gatidtics, further efforts are necessary to bring them up to the level required for
regiond policy planning and programming, in particular ex-ante evauation. Estonia ill need to
improve the sysem for the collection and processng of reevant datidicd information for the
purpose of ex-ante avaluation.
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Chapter 22: Environment

Since the last Regular Report, Estonia has continued to make progress towards achieving full
and effective dignment with mogt areas of the environmentad acquis. Nevertheless, important
outstanding issues remain, primarily in the areas of waste and water management.

With regard to the integration of the environment into other policies, Estonia continued to
implement the action programme for sustainable development adopted by dl Bdtic Sea
countriesin the framework of “Agenda 21 for the Baltic Searegion”.

In the fidd of horizontal legidation, the Act on Accesson to the Transboundary
Environmenta Impact Assessment Convention (Espoo) was passed by the Riigikogu in
November 2000. In addition, 6 ministerial regulations on the bas's of the Environmental Impact
Asessment and Auditing Act have been adopted. The Act of ratification of the UN/ECE
Convention on Access to Information, Public Participation in Decison-making and Access to
Judtice in Environmenta Matters was passed by the Riigikogu in June 2001. In January 2001,
the Public Information Act entered into force, which contains several provisions for granting
access to the public concerning environmental matters. The draft Environmenta Registers Act
was gpproved by the Government in 2001. The Environmental Register will be a Sate register
merging currently operating date regigers, environmenta permits and other environmentd
information, and will be avalable for public use.

Asregards air quality, the Act on the Accession to the Protocol to the Convention on Long-
range Transboundary Air Pollution on the Financing of the Co-operative Programme for
Monitoring and Evauation of the Long-range Transmission of Air Pollutants in Europe (EMEP)
was adopted in December 2000. Severd minigerid regulations were amended in 2000 and
2001 as part of the Air Accession Twinning Project. In 2000, the Nationa Programme on Air
Protection 2000 was implemented, which aims to reduce the negative environmental impact of
energy and air protection. The National Programme for Phasing out Substances that Deplete the
Ozone Layer is being implemented. As aresult, a specid adminidrative unit, the Ozone Bureau,
has been set up. The main objective of the programme is to fulfil the country's obligations under
the Montred Protocol. Air quality assessments, including laboratory work, are carried out by
the Estonian Environmenta Research Centre. Preparations have dmost been completed to
implement the Air Quality Framework Directive. The measurement stations are ingtaled and
functioning in the areas that need this mogt.

In the area of waste, legidation has been improved. The Waste Act was amended twice. On
the badis of this act, 2 minigteria regulations - one on redtrictions and specia requirements
concerning materias used in the manufacture of packaging and one on specification of the list of
waste metas - were adopted. Furthermore, regulations on the basis of the Packaging Act and
Packaging Excise Duty Act amendment Act were adopted.

Inthefidd of water quality, the Water Act Amendment Act was passed in December 2000,
introducing the catchment-based approach into water legidation. Additiondly, based on the
Act, four governmental regulations were adopted in 2000 and 2001. The act was prepared in
order to harmonise Estonian legidation with the EC Water Framework Directive. With respect
to implementation of the Bathing Water Directive, the rdevant Estonian legidation entered into
force in April 2001. The construction of treatment plants for drinking water and wastewater has
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continued. The water monitoring programmes are under reorganisation. Efforts to meet
microbiologica parameters for drinking water need to be strengthened.

In the fidd of nature protection, the Protected Natura Objects Act Amendment Act was
adopted in May 2001. This Act regulates the exchange and possession of land in the protected
areas between the state and ownersbuyers of land. The Nationd Programme “Estonian
NATURA 2000 for 2000-2007" was adopted in 2000 and implementation continues in 2001.
Additional gaff have been hired to achieve compliance with EU nature conservation palicy,
including the implementation of the Natura 2000 network in Estonia

As regards industrial pollution control and risk management, the Preparedness for
Emergency Situations Act was adopted in November 2000.

Inthefidd of genetically modified organisms and chemicals, severd Miniserid regulaions
on chemicals were adopted and/or amended in 2000 and 2001. Development of the Chemicals
Notification Centre continues. Regulation No 72 of the Miniger of Socid Affars on
“Redtrictions on the handling of chemicas hazardous to the public and to nature” was gpproved
in November 2000 and entered into force in July 2001. Amendments ot the Release into the
Environment of Genetically Modified Organisms Act were adopted in February 2001, adding
new sections concerning punishment of legd persons.

As regards noise, no progress can be noted.

Inthefidd of radiation protection (see also chapter 14 - Energy), a number of provisons
concerning radiation protection have been in force snce January 2001 under the Preparedness
for Emergency Situations Act and the EIA and Environmenta Auditing Act.

The enforcement record of the Environmental Inspectorate is only dowly improving. Legidation
has been amended in order to enable the EEI to punish offenders in the waste and water
sectors, and now lega persons can dso be punished. The Environmenta Monitoring
Programme was revised and renewed in autumn 2000. The programme has 13 sub-
programmes which in turn contain 82 sub-programmes.

Overall assessment

Some advancement has been made in most aress in relaion to both trangposition and
implementation of EC environmenta legidation in Estonian law. However, priority needs to be
given to the complete trangpostion of the acquis, in particular as regards water qudity and
wadte management. Regarding air quaity assessments, more time is needed for the definition of
zones and types of assessments in order to complete the implementation of the Air Quality
Framework Directive. Adminigtrative capacity and enforcement of al environmenta legidation
needs to be improved.

In the area of waste, Estonia has some progress in dignment with the acquis. However, EStonia
should accelerate the implementation of the acquisin this areg, in particular as regards landfill of
wade (establish waste management plans and find sustainable solutions to the handling of
wadtes from extraction, incineration and refining of oil shae). Furthermore, Estonia should dso
accd erate the implementation of the acquis regarding discharge of dangerous substances in the
aqudtic environment (establish pollution reduction programmes) and nitrete pollution from
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agricultural sources. Efforts to meet microbiologica parameters for drinking water need to be
strengthened.

Egtonia should continue to integrate environmenta protection requirements into the definition
and implementation of dl other sectord policies with a view to promoting sustainable
development.

As regards adminigtrative capacity, the Minigtry of Environment employs some 134 persons.
About 289 persons are working in 15 County Environmental Departments which are regiond
departments of the Ministry of the Environment. The Estonian Environmenta Inspectorate (EEI)
is respongble for supervisng the implementation of legad acts and regulations in the whole
environmental area, including fisheries and forestry. The only two other bodies with supervisory
competencies in the environmenta sector are the Etonian Radiation Centre (for radiation
issues) and the Estonian Land Board (for matters concerning land use). The EEI has seven
regiond departments. Currently, the tota number of gaff in the Inspectorate is 230. The
adminidretive capacity and co-ordination between bodies in the environmenta sector on dl
levels (state, regiona and locd) needs to be strengthened, particularly at loca leve in the
gmdler muniapdlities

Consderable invesments need to be secured, dso in the medium-term, to ensure
implementation of the environmental acquis.

Enforcement of environmentd legidation needs to be improved and in particular address the
gaps in the aress of air protection and chemicals.

Chapter 23: Consumers and health protection

During the reference period Estonia made consderable progress in terms of legd aignment,
most notably with the adoption of the Law on Contractual and non-Contractual Relations in
September 2001.

With regard to safety related measures, amendments to the Product Safety Act were
adopted in November 2000 in order to further dign legidation in thisfiedd. Asfar as non-safety
related measures are concerned, an act amending the Advertising Act of 1997 entered into
force in May 2001, with a view to trangposing the Directive on comparative advertisng. The
Tourism Act entered into force in March 2001. It partidly transposes the Directive on package
travel, package holidays and package tours.

With regard to the market surveillance mechanism, a new datute of the Consumer
Protection Board was approved in May 2001. Between September 2000 and May 2001, the
Consumer Protection Board inspected 2491 enterprises. Within the framework of TRAPEX
(trandtional rapid exchange of information system), the Board recelved 103 notifications on
dangerous products and forwarded to the TRAPEX co-ordination center in Budapest 5
natifications concerning dangerous products discovered on the Estonian market. During the
same period, it received 1293 consumer complaints and protected consumers' rights in the civil
courtsin 5 cases.
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Overall assessment

Egtonia has advanced well in digning legidation with the acquis, most importantly through the
adoption of the Law on Contractua and Non-contractua Relations which had been congtantly
delayed. The law is intended to cover the dignment of severd Directives, including issues such
as contracts negotiated away from business premises, unfair terms in consumer contracts,
consumer credit, package travel, protection of consumers in respect of distance contracts, right
to use immovable properties on a timeshare bas's, sde of consumer goods and associated
guarantees and liability for defective products.

Thereis aneed to update the existing Consumer Protection Act and bring it into conformity with
the Directive on injunctions for the protection of consumers interests. The Directive on
indication of the prices of products offered to consumers should a so be transposed.

Although the Consumer Protection Board has been functioning successfully, it isimportant thet it
should be reinforced in order to cope with implementation issues related to the adoption of the
Law on Contractual and Non-contractual Relations. Particular atention should be paid to co-
ordination of the Board's activities with other bodies in charge of market surveillance, such as
the Technica Inspectorate.

The Consumer Protection Board operates in the fidd of consumer information and educetion.
Experts from the Board provide advice and information, through a free information telephone
line, about various issues in the fidd of consumer protection: consumer rights, warranties,
required labeling, etc. (7014 consultations were recorded in 2000).

Nevertheless, consumer and producer awareness gill needs to be enhanced as to respective
rights and respongbilities. In this respect, the activities of the consumer movement in Estonia,
and in particular the Etonian Consumers' Union, should be further encouraged and supported.

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

Since lagt year's Regular Report, Estonia has made further progress in the field of Justice and
Home Affairs.

Regarding Persona Data Protection, Estonia has yet to findise the ratification process for the
1981 Council of Europe Convention on the Protection of Individuds with regard to the
Automatic Processing of Persond Data.

Asfar as visa policy is concerned, Estonia has been making substantive progress in terms of
visa dignment, terminaing exiging visa-free regimes with a large number of countries, and
preparing the impostion of visas with anumber of countries as required by the acquis.

The Agreement between Estonia and Croatia on abalition of visa requirements entered into
force in September 2000. Agreements on the Abolition of Visa Requirements were aso
concluded with Chile, Costa Rica, Hong-Kong, Macao and Isradl.

Progress has been registered in aignment with, and implementation of, the acquis in the fidd of

control of external borders, and as regards preparations for the Schengen acquis. The

Schengen Action Planwas gpproved by the Government in July 2001. Although the

implementation of the Border Agreement with Russa is dependent upon ratification by Russian
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Parliament, in practice it is reportedly applied on the ground. A marking operation of the border
with warning yellow dsgns by Estonian Border Guards has been undertaken to prevent
accidental crossings. In June 2001, Government approved the purchase of Border Guard
maritime survelllance radars, which isamgor step forward.

Asregards migration, legidation is in place for visa palicy and fight againgt illegd immigration.
In January 2001, the Parliament adopted amendments to the Aliens Act, Refugees Act, the
Obligation to Leave and Prohibition on Entry and the Identity Documents Act. The readmission
agreements with Croatia entered into force in April 2001.

Asregards asylum issues, amendments to the Refugees Act have been adopted by Parliament
in January 2001. The number of asylum seekersin Estoniaremains very low.

In the field of police co-operation and the fight against organised crime, progress has been
achieved both in terms of aignment of legidation, cregtion of the necessary adminidrative
structures, training and international cooperation.

Asfar asthe fight againg fraud and corruption is concerned, the new Penal Code, adopted
in June 2001 includes provisons on fraud aimed at harmonisation with the acquis (i.e. fraud by
legd persons, fraud affecting EC financid interests). Estoniaratified the Civil law Convention on
Corruption in December 2000.

As regards drugs, Estonia has been making progress, having ratified the rdevant UN
conventions in this area. In February 2001, Parliament passed a law increasing penaties for
drug-related offences, as well as alaw increasing pendty for driving a motor vehicle under the
influence of acohoal, narcotic or psychotropic substances.

The newly adopted Pend Code includes provisons on money laundering which harmonise
Egtonids legidation with the acquis (see also Chapter 4 - “ Free movement of capital”). In
January 2001, 5 new posts have been created in the Financid Intelligence Unit.

With regard to customs cooper ation, no particular progress can be reported.

On judicial co-operation, progress should be noted with the ratification of the European
Convention on the Internationd Vdidity of Crimina Judgements in February 2001. As far as
judicid co-operation in civil matters is concerned, Estonia ratified in February 2001 the
European Convention on the Recognition and Enforcement of Decisions Concerning Custody of
Children and on Redtoration of Custody of Children, the Hague Convention on the Civil
Aspects of International Child Abduction, and the European Convention on the Service Abroad
of Documents relaing to Adminidirative Matters.

Overall assessment

Overd| preparations are reasonably advanced and are continuing as regards legidative
dignment. Agpects reated to implementation, adminidrative capacity and co-ordination ill
need to be further devel oped.

Regarding Persona Data Protection, Estonia needs to prepare and implement amendments to

the Persond Data Protection Act and the Databases Act, in order to bring them in line with the

acquis. There is dso the need to improve the adminigtrative capacity of the Data Protection
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Ingpectorate and to ensure its independence. The use of data protection by the police needs to
be in line with the Council of Europe Recommendation on the use of persond datain the police
Ssector.

No particular progress can be reported on the closing of gaps related to access and security of
persond data from Member States' citizens, especidly with a view to dignment with Europol
and with Schengen acquis, as well as, for customs cooperation, on the existence of adequate
data protection as required for full participation in the Customs Information System and Naples
.

Egtonia has made sgnificant progressin digning its visa policy with the acquis but Egtonia Hill
needs to prepare for the application upon accesson of the regulation on the uniform format for
visa, in particular to improve identity checks and detection of attempts to misuse visas, and the
regulaion on the common visa ligs. Alignment with the adminigrative provisons of the
Common Consular Ingtructions that need to be applied upon accession is aso required.

In the framework of the establishment of a Visa Register, which was introduced on a trid bads
within the Citizenship and Migration Board at the beginning of September, Estonia needs to
introduce the dectronicaly-supported system for issuing visas in dl its diplomatic missons, and
connect the query system at border crossings to a centra database of visa gpplicants. Visa
offices throughout the country will dso gradualy have to be equipped with asmilar system.

As regards external borders and preparations for Schengen, border management is
functioning satisfactorily. However, a nationad border management srategy ill needs to be
developed. Further investment in equipment and manpower is needed, in particular a the
southeastern border with Russa

Border Guards are an effective and motivated corps, and their number has been increased.
Efforts have been undertaken as far as training is concerned. There is a need to modernise
equipment, trangportation and infrastructure and to guarantee that there are no reductions in
mobile sea, air and land border patrols. Sea border surveillance requires urgent action. Co-
operation, mutual assstance and exchange of information and data should be fostered between
Border Guard, Customs, Police and Citizen and Migration Board. In particular, co-operation
between Border Guards and the Customs is of utmaost importance in the fight against smuggling.
Last but not least, improvement of living and working conditions of Border Guards isimportant.

Magor border crossings are equipped with technical devices for the detection of falsified and
counterfeit documents. This will help prepare Estonia for future participation in the envisaged
Fadse and Authentic Documents (FADO) system.

Progressin the field of migration is dill required, induding dignment with the acquis on legd
migration and addressing certain weaknesses in the fight againgt illegd migration. Estonia should
ratify outstanding readmisson agreements and sign further areements with Member States,
candidate countries and third countries like Belarus, Russa and Ukraine as well as with remote
countries of origin.

As regards implementation, there is gill room for improvement especidly in preventing
“readmitted” third-country nationals who are ordered to leave Estonid's territory from again
trying to enter the country illegdly. In term of adminigtrative capacity, priority should be given to

online connection to nationa databases.
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Asregards asylum issues, the Refugees Act is broadly in line with the acquis but there is ill a
regrictive interpretation of the concept of third safe country and manifestly unfounded
gpplications. Adminigtrative procedures for asylum seekers have been improved, but further
progress is sill needed as regards overdl implementation and administrative capacity. For
asylum granted a the border, the role of Border Guard needs specid attention, and their
qudifications as regards refugees and asylum matters should be improved. Measures for the
integration of refugees should be improved, induding on conditions for family reunification and
for access to permanent residence permit.

The asylum gpplication rate in Estoniais low. The firgt asylum application was submitted in July
1997 and the total number of applications that have been submitted in Estonia since then stands
a 51. In totd 4 persons have been granted asylum, 5 persons have received temporary
resdence permits on humanitarian grounds and severd cases are pending in the first or second
ingtance.

Efforts in the fild of police co-operation and the fight against organised crime should be
largely based on crime prevention. The implementation of reforms for strengthening of police,
which garted in 1999 with the am of fighting crime in an effective, modern and multidisciplinary
manner, should be pursued.

Internal co-operation between law enforcement agencies should be enhanced to strengthen the
capacities to fight organised crime and promote joint approaches. More progress is required,
possibly through specidised training, to address economic crime and intellectuad property rights,
drug-rdlated crime and modern crime andyss and intelligence. In particular, grester emphasis
should be given to intelligence, both as an investigative tool and for grategic planning; in this
regard a Nationa Intelligence Modd could be developed for implementation throughout the
Police.

Internationa co-operation dthough sufficiently developed with neighbouring dates, at regiond
Bdtic levd and with various Western partners, could be further extended through bilatera
agreements. For Europol, Etonia meets the pre-requirements for the conclusion of a co-
operation agreement. Findly, the Crimina Procedure Code should facilitate the launching of
crimina cases in co-operation with foreign partners.

Regarding the fight against fraud and cor ruption, adeguate measures to fight fraud should be
developed and implemented in order to ensure, after accesson, a level of protection of the
European Communities financia interests comparable to that of Member States at present. The
adoption of the new Pend Code in June 2001 is an important step forward through, in
particular, theincluson of crimind liability of legdl persons.

In order to ensure the protection of the financia interests of the European Communities, Estonia
should complete dignment of its legidation with the acquis, and first and foremost with the 1995
Convention on the Protection of the Financid Interests of the European Communities and its
protocols (see Chapter 28, Financial control).

Asregards drugs, Egoniaislargely atrangt country, however an increasing amount of drugs is
being diverted for consumption within the country. There is aso an increase in drug-related
cimindity.
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Since January 2001, a number of changes have been introduced in drugs-related work of the
Police, including an increase in the number of drug officers and the crestion of specidised drugs
investigation teams within each Prefecture. Adminigtrative capacity and the co-ordination among
bodies involved in itsimplementation should be strengthened.

Egonia should give paticular importance to the further development and effective
implementation of the Nationd Drug Strategies, including both drugs demand reduction and
drug supply reduction. In this context, it is necessary to further develop the National Drug Foca
Point for Estoniato be able to play afull role in the Reitox network of the European Monitoring
Centre for Drugs and Drug Addiction (EMCDDA).

As regards money laundering, the enforcement of current legidation needs to continue. There
is dill need to widen the international co-operation and conclude bilaterd agreements.
Improvement of adminidrative capacity is aso needed, including incresse of daff in the
Financid Intdligence Unit and modernisation of €ectronic data base system.

As regards customs co-oper ation, Estonia should ensure that its legidation alows for modern
investigative techniques and specia cross-border operations such as cross-border surveillance
and controlled ddliveries for customs purposes as a step in the preparation to become a Party
to the Naples Il Convention on Mutua Assstance and Cooperation between Customs
Adminigtrations upon accession. Preparation for participation in the CIS Convention on the Use
of Information Technology for Customs Purposes has aso to be envisaged. Also the use of
Memoranda of Understanding with the business sector to counter, in particular, drug related
crimes should be extended. The development of risk analyss techniques should continue, as
should the improvement of co-operation between customs and other law enforcement agencies
and the training for customs officids, including customs investigators (see also Chapter 25 -
“ Custom Union™ ).

Asfar asjudicial co-operation is concerned, Estonia should pursue adignment with the acquis,
in paticular by taking the necessary steps to ensure implementation of recently adopted
Community indruments in the area of judicia co-operation in civil metters.

All the human rights legd instruments, which are part of the Justice and Home Affairs acquis
have been rtified by Estonia, with the exception of the 1981 Council of Europe Convention on
the protection of individuals with regard to automatic processing of persond data (see above).

Chapter 25: Customs union
Estonia has made some progressin the fild of customs since the last Regular Report.

Asregardsthe EC Customs Code and itsimplementing provisions, the Parliament adopted
the new Customs Code in October 2001 that is to enter into force in July 2002. The new code
ams a digning custom legidation with the EC Customs Code in dl aress, including free zones
(3 free zones exist a the moment in Etonia).

Estonia has applied a limited number of customs duties since 1 January 2000. In January 2001
Egtonia was granted the observer satus a the Common Transit Convention working group
mestings.
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New provisons on transt entered into force in May 2001. They cover the datus of
congignor/consignes, the use of flat-rate guarantees and the use of smplified procedures for rail
trangt. A significant step towards accession to the Convention on a Common Transit Procedure
was the entry into force of the Common Bdtic Transt Agreement in January 2001.

Regarding the customs acquis outside the Customs Code, the "Act on Prohibition of Import
and Export of Goods Infringing Intellectual Property Rights' was adopted in June 2001. It
entered into force in September 2001.

Asfar asthe administrative and oper ational capacity to implement the acquis is concerned,
some progress can be noted. With the purpose of increasing the control capacity at future EU
externd borders and as areault of relocating existing human resources, the number of officidsin
both the Control Divison and the Investigation Division was increased from seven to deven. In
2000, 61% of customs employees (818 customs officias out of 1,357) received training by
participating in one or more training events.

Regarding computerisation, the ASY CUDA system (a computerised customs system) has been
operating satisfactorily. No progress can be reported on the other customs IT systems, notably
concerning the establishment of an EStonia integrated tariff and on the computerisation of
customs procedures. Progress has also been made as regards providing information via Internet
to the public and economic operators in view of trade facilitation (pilot project for Electronic
Data Interchange — EDI implemented). In May 2001, the Magter Tariff Project sarted to be
implemented. The Estonian New Computerised Trandgt System (ENCTS Project) was initiated
by the Customs Board in March 2001. The am of this project is to develop a nationa
computerised trangt system compatible with the EC computerised transt system.

Steps have been taken to prepare the transfer of the administration of excise duties on acohol
from the tax authorities to the customs authorities. The new amended Alcohol Excise Act came
into force at the beginning of this year, it Specifies that excise duties on dcohol shal be collected
through the system of excise warehouses (see Chapter 10, Taxation).

In relation to border management by the Customs authorities at the future EU externd border
with Russia no new developments can be reported.

Actions are dso being undertaken in Estonia to strengthen the co-operation between customs
and police a the borders. A quadripartite agreement between the Customs authorities, the
Police, the Border Guard and the Security Police, to be completed by bilateral co-operation
agreements, was launched on Customs Board's initiative in the end of the year 2000. It is
foreseen to cover both exchange of information and practica co-operation at the centrad and
operationd leve. In 2001, a trilaterd co-operation agreement was concluded between the
Customs authorities, the Veterinary and Food Control, and the Phytosanitary Control
Adminigrations.

Overall assessment

Estonia has advanced with the adoption of the new Customs Code. However, overdl Estoniais
far from having reached a satisfactory state of preparation. Moreover, because of the non-
application of the tariff and tariff-related measures until January 2000 (and from this date, there
is only partid gpplicaion), there is only partid compliance in the tariff-related legidation. The
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dow progress of Estonia as regards the adoption of tariff and tariff-related measuresis a cause
of concern. The trangt provisons will also have to be fully implemented.

As regards adminigtrative and operationa capacity to implement the acquis, Estonia should
continue its efforts, notably as regards the establishment of customs laboratories, the
improvement of border management and the fight againgt irregularities and corruption within the
customs adminigtration. Estonia should pay particular attention to the development of IT systems
alowing computerised data exchange between the EC and Estonia. In this respect, it must be
emphasized that functioning EC-compatible IT systems should be put in place at least one year
before accession to the EU in order to alow a sufficient period of time for the test requirements
and to guarantee interconnectivity in due time with the EC customs computerised systems.

Egtonia authorities should launch a joint effort, involving i.a the Customs Board, the Energy
Market Inspectorate and Estonian Railway, to address the problems related to the illegal market
infue.

Egtonia should continue its efforts to tackle the problem of waiting times at the borders, and the
fight againgt customs fraud, and to improve co-operation with other enforcement bodies by
completing and implementing the quadri partite agreement.

Chapter 26: External relations

Since the previous Regular Report Estonia has continued to aign with the acquis with regard to
the common commercid policy and to co-ordinate postions and policies within the World
Trade Organisation, in particular in the preparation of anew trade round.

As regards the common commercial policy, upon accesson Estonia will be required to dign
its tariffs with those of the EC. Edtonia has only applied tariffs on agriculturd products at
15.2% and fishery products at 3.2% with an average rate of 3.2% on al products. By
comparison EC tariffs® currently stand at 6.3% on al products, 16.2% on agricultural products,
12.4% on fishery products and 3.6% on industria products.

Egtonia became a sgnatory to the WTO plurilaterd agreement on Civil Aircraft on 11 May
2001. It is dready a signatory to the WTO plurilaterad agreement on Information Technology.
Negotiations on Estonia s accesson to the WTO Government Procurement Agreement (GPA)
are continuing and in the meantime, Estonialis an observer to the GPA.

Concerning bilateral agreementswith third countries, Estonia has finalised “Most Favoured
Nation” agreements with Russia and Bdarus, which once ratified will lead to the eimination of
the practice of “double tariffs’. In early 2001, provisiona Free Trade Agreements with Poland
and Hungary entered into force following their ratification. Negotiations are on-going to
edtablish Free Trade Agreements with Romania and Bulgaria

Cooperation among the Bdtic States in implementing gradud liberdisation and regiond
integration policies is developing and a Batic Common Economic Area is being introduced.
The Bdltic Free Trade Agreement covers industrial and agricultura goods, and negotiations on
the liberaisation of the services market are proceeding.

% WTO bound tariffs after full implementation of all concessions including, where possible, estimated ad valorem
equivalents of specific and compound tariffs.
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As regards the fields of development policy and humanitarian aid, co-operation and
assistance, Estonia s budget for 2001 amountsto € 0.47m (EEK 7m) which represents 0.01%
of GDP. For the implementation of development cooperation initiatives, the Estonian
government has made efforts to increase the involvement of non-governmental organisations.
Projects have been particularly targeted at Ukraine, Georgia, Uzbekistan and Kyrgyzstan.

Overall assessment

Where dignment with the Community acquis on commercia policy is necessary, Edtonia is
advanced in its preparations, with the important exception of the EC externd tariff, where full
aignment is necessary at the date of Estonid s accession to the EU.

Inthefidd of Export Credits, the Estonian system isin the process of aignment with the OECD
arangement. On the subject of medium and long term export credits, further efforts are
necessary to dign with the acquis.

Further aignment to the new EC Regulation on Dud-Use Goods is hecessary.

The EU and Estonia have established a framework for co-operation regarding WTO issues
both & minigerid and a departmenta level. Estonia has been supportive of EU policies and
positions within the WTO framework. As regards the new round, Estonia concurs with the EU
on the need to launch a comprehens ve trade round as soon as possible and shares the view that
the results of work under the built-in-agenda would be less subgtantia in its absence.

Edonia is a paty to the Information Technology Agreement (ITA) and the plurilaterd
Agreement on Trade in Civil Aircraft. Estonia ill needs to join the plurilateral Agreement on
Government Procurement.

Further coordination is needed to ensure the adignment of Estonias GATS commitments with
the EC's commitments and MFN exemptions. With regard to the WTO Agreement for
Textiles and Clothing (ATC), Estonia has co-operated with the EC in the process of third stage
notification drawing from products dready integrated by the EC in order to avoid further
discrepancies between integration schedules under the ATC. Progress will continue to be
monitored.

Edtonia has concluded FTAs with Latvia, Lithuania, Poland, Soovakia, Sovenia, the Czech
Republic, Hungary, Ukraine, Turkey, and EFTA (Norway, Switzerland, Liechtengtein). In this
area further progress is necessary in digning with EC internationd trade obligations. Any
international agreement which isincompatible with the obligations of membership will have to be
re-negotiated or renounced prior to accession. Estonia should continue to keep the Union fully
informed about exiging trade agreements or negotiations amed a the conclusion of any new
trade agreements with a third country. This gpplies aso to Bilateral Investment Tregties
concluded with third countries.

Egonids dignment with and future paticipation in the common commercid policy is
adminigtered by the Ministry of Economic Affairs. The adminidrative infrastructure which needs
to bein place as regards customs services is addressed under chapter 25 - Customs union.

Development and humanitarian aid are administered by the Minigtry of Foreign Affairs. For the

purpose of Estonia’s future financial contribution to the European Development Fund, Estonial s
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management of its nationa budget organisation and management of flow of funds to the EC
budget is addressed under chapter 29 — Financial and budgetary provisions.

Chapter 27: Common foreign and security policy

Since the previous Regular Report, Estonia has continued to aign its foreign policy with that of
the European Union and has participated congtructively in the framework of the Common
Foreign and Security Policy.

The regular political dialogue esablished by the Association Agreement with Egtonia is
proceeding smoothly and Estonia continues to orient its foreign and security policy towards the
Union. It continues to participate actively in the framework of the Common Foreign and
Security Policy (CFSP), including the mestings a the leve of Political Directors, European
Correspondents and Working Groups.

Estonia has shown a keen interest in the development of European Security and Defence Policy
(ESDP) as part of the CFSP and has actively participated in the exchanges in this context with
the EU, in EU + 15 format (ie non-EU European NATO members and candidates for
accession to the EU). At the Capabilities Commitment Conference in November 2000, Estonia
announced its initid contribution for European criss management (which includes the Estonian
component of the Bdtic Battdion, a military police group, and 3 warships). EStonia is aso
interested in the development of the EU’ s civilian crisis management capability.

Asregards dignment with EU statements and declar ations, Etonia has regularly digned its
positions with those of the Union and, when invited to do so, has associated itsdf with the
Union’sjoint actions and common positions, including negative measur es. Since October
2000, it has asociated itself with 8 EU common positions, including 3 on the Federd Republic
of Yugodavia The Estonian Nationd Security Concept was approved by the Parliament in
March 2001, thus defining the main foundations and goas of Estonia's security policy. The
Estonian Military Defence Strategy was approved by the Government in February 2001.

Following the Kosovo criss, Estonia has contributed to internationa peace support operations
in BosniaHerzegovina (SFOR) with 93 troops deployed in August 2001, and Kosovo
(KFOR) with 21 troops (which may be increased up to 50). In May 2001, the Parliament
decided to extend Estonid's participation in both operations until May 2003. One Estonian
serviceman aso sarves in the UNTSO peacekesping operation in Lebanon.

Overall assessment

Egtonias dignment with the acquis in the CFSP area is overadl satisfactory. As the acquis in
the field of foreign policy and security develops further, Estonia should maintain the orientation
of itsforeign palicy in line with that of the Union.

Egtonia’s rdations with its neighbours remain good. Estonia gtrives to contribute to regiond
Sability through a policy of good-neighbourly reaions and regiona cooperdtion in the Bdltic
Sea Region, inter alia as an active member of the Council of the Bdtic Sea States (CBSS).
Further development of good-neighbourly relations with Russa remains a key dement of
Egtonia sforeign policy. The border agreement with Russais gill awaiting ratification by Russa
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On the practica level, the Estonian-Russian border is demarcated, and the present border
control system is functioning effectively.

Estonia has aligned itsdf to the content and the principles contained in the EU Code of Conduct
on Arms Exports, but more efforts are necessary to ensure implementation of its criteria,
notably through introducing appropriate amendments to the Wegpons Law regarding stockpile
management, marking and record keeping.

Further approximation of Estonian legidation and implementation of CFSP-relevant legidation
regarding consular issues and sanctions/negative measures should be completed as planned.

A separate CFSP unit is set up within the Political Department of the Ministry of Foreign Affairs
and the post of European correspondent is a full-time one. The Minigry is connected to the
Associated Correspondents Network information system, through which the EU communicates
within the CFSP with the associated partners.

Chapter 28: Financial control

During the period covered by this Regular Report Estonia has continued to make progress in
thisarea.

In the development of its Public Internal Financial Control system, the Financia Control
Department (FCD) in the Ministry of Finance has continued to draw up the interna audit
guidelines and manuals for financid management and control in order to ensure consistency and
coordination across public bodies. At the same time, further interna audit units have been
edtablished. Asat 1 June 2001, dl minigtries, as well as key agencies, had established such
units.

Asregards external audit, cooperation between the State Audit Office (SAO) and the FCD
has improved, particularly as regards the exchange of audit plans in order to avoid overlaps.
The SAO has been involved in the drafting of an interna audit manua and the exchange of
gpproved audit reports aso contributes to an efficient auditing by both indtitutions.

Some progress has been achieved by Estonia regarding control of structural action
expenditure. With regard to EC pre-accession funding, progress has been achieved in the area
of control and audit of SAPARD funds which resulted in Commission gpprova in June 2001 for
the accreditation of the SAPARD Paying Agency.

Progress has furthermore been made as regards protection of EC financial interests. The
Pend Code which was adopted in June 2001 ams to dign Egtonian legidation with the
Convention on the Protection of the Communities Financid Interests. 1t dso makes defrauding
the Community budget a crimind offence.

Overall assessment

Preparations are ongoing in the area of Public Internal Financid Control, and further efforts are
required in order to complete the implementation of sound financid control systems. In
particular, the FCD should ensure harmonisation of financiad management and control systems
and enhance the methodology on ex ante financid control, income, commitments, tender and
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contract procedures, disbursements and recovery of unduly paid sums. Estonia needs to
complete the establishment of functionally independent internd audit unitsin al budget-spending
centres in both the centrd and local adminigtrations.  Suitable staffing and training must dso be
ensured.

Regarding externd audit, closer cooperation with interna audit units should help to improve
both the efficiency and qudity of the work. However, procedures still need to be put in place by
the Parliament to properly ded with and follow up on SAO audit findings.

With regard to the control of structurd action expenditure, continued efforts need to be made in
order to enhance Egtonia's capacity for the management of pre-accesson funding and future
dructura funds, in particular through the further development of cdear public internd financid
control rules, procedures and audit trails. There is dso a need to reinforce Estonia’s
adminigrative capacity in relevant spending centres.

With a view to ensuring adequate protection of EC financid interests, Estonia gtill needs to put
in place the necessary legidation to alow the competent EC bodies to carry out on-the-spot
checks and to develop adequate adminigtrative capacity to implement the acquis. This includes
the need to develop the capacity of Estonian law-enforcement bodies and the judiciary to
properly deal with cases where EC financid interests are at sake. Estonia has designated an
indtitution respongble for coordinating investigations into cases of fraud and irregularities
affecting the Communities financid interests and acting as a Sngle contact point in relations with
OLAF.

Chapter 29: Financial and budgetary provisions

Estonia has made some progress over the reporting period. Starting from the beginning of 2001
the State budget procedure has been completed on the basis of the new requirements of the
State Budget Act. Thus, the compostion of the State budget of 2002 will follow the new
principles.

Substantial progress has been achieved as regards State accounting compared to last year
following the reorganisation of the Ministry of Finance and the creation of a post of Deputy
Secretary Generd responsible for budgetary taxation and customs policy. A new IT Master
Plan for improving State budget preparation, execution and andyss, has meanwhile been
launched.

Overall assessment

Whilgt Estonia’s preparations have continued in this areg, further efforts will be required, in
particular with regard to EC's own resources.

As regards the national budget and EC co-financed measures, the present State Budget
Act, in force snce January 2000, is broadly in line with standards generdly applicable in the
Community. This and related legidation should guarantee Estonid's ability to teke part in the
common budgetary process without any obstacles after accession, as well as the trangparency
of the budgetary funds in the State budget and the control of the usage of funds. In this context,
particular atention will have to be pad to the development of evauation and monitoring
procedures for programmes and projects, especialy those set to receive Community funding.
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An essentiad document to the budget process is the budget strategy approved by the
Government in May 2000, which will condtitute the basis for the preparation of the state budget
until 2004 and will be adjusted every pending fiscd year.

For the caculation of the contribution into the own resour ces of the European Union and the
corresponding auditing, a specid task force is planned to be created, involving the experts from
the fields of budget, taxes, customs and finance audit. However, the dow progress of EStonia as
regards the adoption of tariff and tariff-related measuresis a cause of concern (see Chapter 25
- Customs union), as this may impact on the effective capacity of the Estonian Customs to
acquire the necessary experience in the field of revenue collection of the EC’'s own resources.

Asregards adminigtrative infrastructure, there has been improvement. Further efforts should
be made in order to complete the necessary preparations in terms of cdculation of the
contribution into the EC’'s own resources and completing the budget process IT Master Plan.

In relation to the control of future EC own resources, Estonia should continue its efforts to set
up effective instruments to combat fraud relating to VAT and customs duties so tha the
protection of the financid interests of the EC can be assured.

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

The capacity to caculate in ardiable, accurate and transparent way the level of customs duties
and VAT collected by Estonia and to calculate Estonia GNP needs to be improved to alow
caculaions to be made in a harmonised and controllable way. Adequate adminidtretive
capacity to duly collect and trandfer in atimely manner al Own Resources to the Community
budget, building on the Own Resources Unit established in the Minigiry of Finance, will need to
be established prior to accession, as well as the ahility to accurately and regularly report to the
Commission on the Situation with regard to each of the types of own resources.

Appropriate adminigtrative steps should be taken by Estonia to ensure adequate co-ordination
between the various authorities involved in the gpplication of the system of Own Resources.

3.2. Trandation of theacquisinto the national languages

Applicant countries are required to trandate the various lega texts congtituting the acquis into
thelr nationd languages by the time of their accesson. Primary and secondary legidation aone
represents a consderable volume of acts, roughly estimated at 60,000-70,000 pages of the
Officid Journd. To help the candidate countries in this process, assstance is being provided
under the Phare programme. With the help of TAIEX, a centrdised Trandation Co-ordination
Unit has been created in each of the ten candidate countries of Centra and Eastern Europe.

The trandation of the acquis communautaire is managed and co-ordinated by the Estonian
Legd Trandation Centre (ELTC), a Sate agency administered by the State Chancellery. The
ELTCisresponsble, inter alia, for the trandation of the acquis into Estonian and of Etonian
legidation into English, and for the creation and management of the full-text database of legd
trandations. These are made available to the public through the Internet. The ELTC has two
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departments, the Estonian and English Trandation Units. Trandation priorities are established in
co-operation with the line ministries and approved by the Council of the Senior Civil Servants.
The ELTC has 81 employees, 65 of whom are trandators, terminologists and linguistic and legd
revisers.

The Centre' s terminologists work in close co-operation with subject fied specidigs in the line
ministries and other ingtitutions. All trandations produced by the Centre pass through in-house
linguigic and legd revison and, where possble, receive a content edit by a subject area
Specidist in the minisiry concerned.

So far, the ELTC has trandated and revised dl the primary legidation of the acquis. As of
September 2001, the ELTC and ministries had revised 28 760 Official Journd pages of
secondary legidation (compared to 11 385 pages in 2000). Without prejudice to the outcome
of the accession negotiations, congderable further efforts are still required in this area

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

3.3. General evaluation”

Overdl, Estonia has continued to make good progress in both adopting and implementing the
acquis. As regards the capacity to implement and effectively enforce the acquis, Estonia has
most of the necessary inditutions in place. These ingtitutions need to be further strengthened and
continued efforts are required in specific sectors to further develop adminigtrative capacity.

Concerning the internal market, progress has been made in free movement of goods in
aigning public procurement legidation and adopting standards athough there is till a need to
harmonise sectord legidation. For free movement of persons, new legidation now ensures the
mutua recognition of professond qudifications. In competition policy there has been further
dignment of legidaion which isnow largdly in line with the acquis in anti-trust and state aid. For
consumers and health protection, good progress has been made in aligning legidation with the
acquis. As regards freedom to provide services, free movement of capital and company
law where it was reported last year that preparations were already advanced, there has been
some further progress in the dignment with the acquis. Nevertheless, attention needs to
continue to be given to the fight againgt piracy and control of counterfeit goods.

Concerning agriculture important steps have been taken in preparing for the Common
Agricultura Policy, including the partid accreditation of the SAPARD agency. Progress has
aso been made in the phytosanitary sector. Consderable efforts till need to be made,
particularly in the veterinary field. Raising food qudity andards to EU levelsis Hill a sgnificant
chdlenge.  In fisheries, adminigrative structures have been reorganised and work has
continued in setting up the Vessdl Monitoring System.  Further work is necessary, in particular
to develop the Fishing Vessdls Regider, in the area of market policy, and to establish the
legidative framework for EC structurd aid. Ingpection capacity needs to be reinforced.

Intransport policy, Estonia has continued to make progress in both aigning and implementing
legidation. The necessary separation of accounts and the role of the raillways regulatory body

27 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress

towards accession by each of the candidate countries’, COM (2001) 700.
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need to be clarified. In energy limited progress has been made. Efforts need to be made in this
area paticularly as regards the eectricity market. Etonia dso needs to further develop
adminigrative structures and strengthen the energy market regulator.

For ®cial policy and employment, Estonia has made good progress in terms of lega
transpogition.  Further work is required on implementation. There is dso a need to actively
promote socid dialogue. The business environment continues to be favourable to small and
medium sized enterprise development. In legional policy some progress has been made.
However, EStonia needs to substantialy step up preparations for its adminigtrative capacity to
implement EC regiond policy after accession.

In science and research and education and training, Estonia continues to participate in
relevant EC programmes. In telecoms and I T and culture and audiovisual policy dignment of
legidation islargely complete.

In the environment sector, further progress has been made in relation to both adignment and
implementation of environmental legidation. Estonia needs to continue these efforts and
strengthen administrative capacity, particularly at locd levd. Also, enforcement of environmenta
legidation needs to be improved.

Egtonia has made further progress in justice and home affairs including the adoption of the
new Pend Code. Work needs to be continued to ensure implementation of legidation, to
improve interna coordination and to extend cooperation with externa organisations. Particular
atention should be pad to drengthening capacity to fight organised crime including drug
trafficking.

In taxation, progress has been made in digning VAT and excise duty levels. This needsto be
continued. In the field of the customs union, Estonia has introduced a new Customs Code.
However, thereis ill aneed to dign and effectively implement tariff and tariff-related measures.
Subsgtantid efforts are il required to develop the adminigtrative and operational capacity to
implement the acquis. Estonia must ensure interconnectivity of both its tax and customs IT
systems with those of the EC.

In external relations, Estonia has made good progress but needs to further dign its legidation.
In common foreign and security policy, Estonia has continued to dign its foreign policy with
that of the EU and has participated congtructively in the framework of the CFSP.

In financial control further progress has been made in implementing interna financid controls
which now has to be completed. There is aso a need to introduce legidation on externa
financid contral.

Looking across dl sectors, it is important to reiterate Estonid's progress in terms of the
development of its administrative capacity. EStonia has continued to take steps to improve
implementation and effectively enforce the acquis which should be recognised as often being
more difficult, more expensve and time consuming than the trangpostion of legidation. As
highlighted above, podtive seps taken indude the establishment of the unified financid
Supervisory authority, accreditetion of the SAPARD agency, reorganisation of the fisheries
adminigiration, merger of business support foundations and the establishment of financia control
departments in minigries. Specific areas to which further atention should be pad include

reorganistion of the market surveillance syssem and reinforcing the fight againg piracy and
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counterfeit goods, in preparations for the Common Agricultural Policy and in raising the qudity
of food. Thereisaso aneed for invesment in compliance and enforcement in the environment
sector, preparing for EC gructura funds, improving coordination between law enforcement
bodies, and in developing sufficient operationd capacity to implement the customs acquis.
Further efforts are aso required in establishing the necessary adminigtrative capacity to ensure
the sound, efficient and controllable management of EC funds.

Estonia has continued to address aspects of dl the short-term 1999 Accesson Partnership
priorities. Estonia is now tackling many aspects of the medium term priorities including those
priorities in the internd market, agriculture, fisheries, trangport, employment and socid affairs,
environment and justice and home effairs.
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C. Conclusionz

In its 1997 Opinion, the Commission concluded that Estonia fulfilled the politica criteria. Since
that time, the country has made consderable progress in further consolidating and degpening the
gability of its inditutions guaranteeing democracy, the rule of law, human rights and respect for
and protection of minorities. Over the past year, further efforts have been made in this
direction. Estonia continues to fulfil the Copenhagen paliticd criteria

Progress has been made in the modernisation of the public administration by moving to a more
results based system and improving public access to information. Efforts have continued to
modernise the legd sysem and improve the functioning of the judiciary through training, court
reorganisation and development of 1.T. systems. There is however a need to continue the
implementation of the public adminidration reform programme, in paticular to improve
trangparency in personnd matters and coordination across different bodies. As regards the
judicid system, Estonia needs to continue to improve the efficiency in dedling with court cases
whilst a the same time improving the quaity and enforcement of court decisons. Thereisdso a
need to further improve citizen's access to judtice, in particular by widening the availability of
legd ad.

Estonia has continued to make progress with the implementation of concrete measures for the
integration of non-citizens. An important postive development is the srengthening of the
adminigrative capacity of the Legd Chancellor's office, including the establishment of branch
offices in the north-eagtern part of the country. Egtonia should maintain the momentum of the
Integration process. This includes ensuring the efficiency of the naturdisation process, providing
access to language training, and raising awareness of the issue across the entire spectrum of
Estonian society.  Estonia should ensure that the implementation of language legidation respects
the principles of judtified public interest and proportiondity, Etonids internationa obligations
and the Europe agreement.

Estonia continues to address both the short and medium-term priorities set out in the 1999
Accesson Partnership.  Specificaly, Estonia is implementing concrete measures for the
integration of non-citizens including the provision of language training for non-Estonian speskers.
Looking forward, meeting these priority objectives requires sustained efforts over time and
continued investment of financia resources in order to build upon the postive work that has
already been achieved.

Egtoniais a functioning market economy. Provided that it continues with and fully implementsiits
reform programme, it should be able to cope with the competitive pressure and market forces
within the Union in the near term.

Egonia has returned to high growth and made further progress in drengthening its
macroeconomic performance and gability, restructuring the enterprise sector, and in
implementing structural reforms in the utilities and energy sectors. The pengon reform has been
adopted. The legd, indtitutiona and regulatory framework is in place and enforcement is largely
adequate.

% See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress

towards accession by each of the candidate countries’, COM (2001) 700.
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Nevertheless, the current account deficit remains high. The labour market is highly segmented
leading to high unemployment combined with labour shortages. Initiatives to improve the
response of the labour market to economic growth, with a focus on improving education,
training and labour market mohility, need to be developed. The restructuring of the oil-shale
industry has only just started and should be accelerated. Although partly hampered by lack of
effective demand in rurd aress, an acceleration of land registration would benefit the functioning
of land markets. Estonia must continue to focus on fisca policy, aso in order to keep the
current account deficit sustainable.

Overdl, Estonia has continued to make good progress in both adopting and implementing the
acquis. As regards the capacity to implement and effectively enforce the acquis, Estonia has
most of the necessary inditutions in place. These ingtitutions need to be further strengthened and
continued efforts are required in specific sectors to further develop adminigtrative capacity.

Concerning the internal market, progress has been made in free movement of goods in
aigning public procurement legidation and adopting standards athough there is till a need to
harmonise sectord legidation. For free movement of persons, new legidation now ensures the
mutua recognition of professond qudifications. In competition policy there has been further
dignment of legidaion which isnow largdly in line with the acquis in anti-trust and state aid. For
consumer's and health protection, good progress has been made in aligning legidation with the
acquis. As regards freedom to provide services, free movement of capital and company
law where it was reported last year that preparations were already advanced, there has been
some further progress in the dignment with the acquis. Nevertheless, attention needs to
continue to be given to the fight againgt piracy and control of counterfeit goods.

Concerning agriculture important steps have been taken in preparing for the Common
Agricultura Policy, including the partid accreditation of the SAPARD agency. Progress has
aso been made in the phytosanitary sector. Consderable efforts still need to be made,
particularly in the veterinary field. Raising food qudity andards to EU levelsis Hill a sgnificant
chdlenge.  In fisheries, adminigrative structures have been reorganised and work has
continued in setting up the Vessdl Monitoring System.  Further work is necessary, in particular
to develop the Fishing Vessdls Regider, in the area of market policy, and to establish the
legidative framework for EC structura aid. Ingpection capacity needs to be reinforced.

Intransport policy, Estonia has continued to make progress in both aigning and implementing
legidation. The necessary separation of accounts and the role of the raillways regulatory body
need to be clarified. In energy limited progress has been made. Efforts need to be made in this
area paticularly as regards the eectricity market. Etonia dso needs to further develop
adminigrative structures and strengthen the energy market regulator.

For ®cial policy and employment, Estonia has made good progress in terms of lega
transpogition.  Further work is required on implementation. There is dso a need to actively
promote socid dialogue. The business environment continues to be favourable to small and
medium sized enterprise development. In legional policy some progress has been made.
However, EStonia needs to substantialy step up preparations for its adminitrative capacity to
implement EC regiond policy after accession.
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In science and research and education and training, Estonia continues to participate in
relevant EC programmes. In telecoms and I T and culture and audiovisual policy dignment of
legidation islargely complete.

In the environment sector, further progress has been made in relation to both dignment and
implementation of environmental legidation. Estonia needs to continue these efforts and
srengthen administrative capacity, particularly a locd levd. Also, enforcement of environmental
legidation needs to be improved.

Egtonia has made further progress in justice and home affairs induding the adoption of the
new Pend Code. Work needs to be continued to ensure implementation of legidation, to
improve internal coordination and to extend cooperation with externad organisations. Particular
atention should be paid to drengthening capecity to fight organised crime including drug
trafficking.

In taxation, progress has been made in digning VAT and excise duty levels. This needsto be
continued. In the field of the customs union, Estonia has introduced a new Customs Code.
However, thereis ill aneed to dign and effectively implement tariff and tariff-related measures.
Substantid efforts are till required to develop the adminigtrative and operational capacity to
implement the acquis. Estonia must ensure interconnectivity of both its tax and cusoms IT
sysems with those of the EC.

In external relations, Estonia has made good progress but needs to further dign its legidation.
In common foreign and security policy, Estonia has continued to aign its foreign policy with
that of the EU and has participated congtructively in the framework of the CFSP.

In financial control further progress has been made in implementing interna financid controls
which now has to be completed. There is dso a need to introduce legidation on externd
financid control.

Looking across dl sectors, it is important to reiterate Estoniads progress in terms of the
development of its administrative capacity. Estonia has continued to take steps to improve
implementation and effectively enforce the acquis which should be recognised as often being
more difficult, more expensve and time consuming than the trangpogtion of legidation. As
highlighted above, postive seps taken incdude the establishment of the unified financid
Supervisory authority, accreditation of the SAPARD agency, reorganisation of the fisheries
adminigration, merger of business support foundations and the establishment of financid control
departments in ministries. Specific areas to which further atention should be paid include
reorganisation of the market surveillance syssem and reinforcing the fight againg piracy and
counterfait goods, in preparations for the Common Agricultural Policy and in raising the qudity
of food. Thereisaso aneed for investment in compliance and enforcement in the environment
sector, preparing for EC sructurd funds, improving coordination between law enforcement
bodies, and in developing sufficient operationd capacity to implement the customs acquis.
Further efforts are dso required in establishing the necessary adminigtrative capacity to ensure
the sound, efficient and controllable management of EC funds.

Egtonia has continued to address agpects of al the short-term 1999 Accesson Partnership
priorities. Edtonia is now tackling many aspects of the medium term priorities including those
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priorities in the internd market, agriculture, fisheries, trangport, employment and socid affairs,
environment and justice and home effairs.
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D. Accession Partnership and National Programmes for the

Adoption of the Acquis. Global assessment

The purpose of the Accesson Partnership isto set out in asingle framework:

the priority areas for further work identified in the Commisson’s Regular Report;
the financid means avallable to hdp candidate countries implement these priorities,

the conditions which will apply to this assstance.

Each candidate has been invited to adopt a Nationd Programme for the Adoption of the
Acquis. This sets out how the country in question envisages to ded with the Accession
Partnership, the timetable for implementing the Partnership’s priorities, and implications in terms
of human and financid resources. Both the Accesson Partnerships and the Nationa
Programmes for the Adoption of the Acquis are revised on a regular bagis, to take account of
progress made, and to alow for new priorities to be set.

1

Accession Partnership

In the following assessments the main sub-headings are indicated in bold type and further key
coneepts taken form the Accesson Partnership highlighted in italics.”

Short-termpriorities

Political criteria: Estonia continuesto implement concrete measures for the integration
of non-citizens. As reported in last year’s Regular Report, this priority continues to be
met to a large extent.

Economic reform: Estonia has adopted a restructuring plan for the oil-shale sector and
the privatisation processis ongoing. The necessary legidation for pension reform has now
been adopted. The regigtration of agricultura land has continued, but the process of land
reform continues to be dow. Therefore, this priority has been met to a lar ge extent.

Internal Market

Significant progress has been made. Amendments to the public procurement law have
been adopted covering the utilities sector and digning the remedies sysem. Asregards free
movement of goods, progress has been made in the adoption of European standards.
Progress has aso been made as regards the development of an accreditation system but
further development of the market surveillance system is necessary. Minor resdtrictions to
the free movement of capital ill remain. As regards free movement of services, progress
has been made to reinforce the supervision of the securities markets by establishing a
unified finandd services supervisory authority. In the fidd of competition, legidaive
alignment has continued but the setting-up of a state-aid inventory needs to be completed.
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For the detailed text of the short and medium term priorities established in the 1999 Accession Partnership please refer
to doc 1999/855/EC (OJ 335 of 28.12.1999).
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Egtonia has continued legidative dignment in the fidds of telecommunications. In the fidd
of taxation there has been further dignment of legidation as regards VAT and the warehouse
and registration system has been introduced. As regards audiovisual policy, legidative
alignment is broadly complete. Little progress has been made in the area of cusoms. Estonia
dtill needs to adopt the customs code and a timetable for the progressive and effective
implementation of tariffs and tariff-related measures. Estonia also needs to continue
the fight against fraud. Therefore, overdl, thispriority continuesto be partially met.

Agriculture

Some progress has been made in the phytosanitary and veterinary sectors regarding
inspection arrangements However, the process of upgrading food-processing
establishments in line with EC requirements is far from being completed. Therefore, this
priority has been partially met.

Trangport

Although efforts in this area need to be continued as regards implementation of maritime
safety standards, as reported last year, this priority continues to be met to a large
extent.

Employment and social affairs

Estonia successtully launched with the Commission a Joint Employment Policy Review, and
the Joint Assessment of Employment Policy Priorities was signed by both sdes in March
2001. Although Estonia decided to abandon the earlier planned labour code in favour of
single acts, transposition has progressed considerably. The Employment (Labour
Market) Services Act was adopted in June 2000. However, bipartite social dialogue in
Estonia till needs to be developed. Also, further efforts need to be made in order to
enhance and develop enforcement structures, in particular as regards occupational health
and safety. Therefore, these priorities have been met to a lar ge extent.

Environment

Egtonia has continued trangposition and implementation of the Environmental Impact
Assessment legidation and gpproximation of water and waste management, air pollution
nature protection and industrial related directives. Estonia needs to focus its efforts on
enforcement. In addition, Estonia needs to develop further plans for financing
investments Therefore, thispriority continuesto be partially met.

Justice and Home Affairs

Estonia has made progress particularly in reforming the penal law. However, Estonia till
needs to ratify certain international conventions. Further efforts so need to be made to
ensure better coordination among law enforcement bodies and the judiciary and to
continue the fight against organised crime Therefore, this priority continues to be
partially met.

Reinforcement of administrative and judicial capacity, including the management and
control of European Community funds.
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The accreditation of the paying agency for SAPARD has taken place and progress has been
made in the programming and management of |SPA. Progress has adso been made in
setting-up internal audit/control units in spending centres. However, Estonia till needs to
adopt legislation and establish a plan in order to develop anti-fraud structures and adopt
legidation introducing functional independence for national internal controllers. Progress
has been made as regards training of judges and infiling vacant posts for judges. Therefore,
this priority continuesto be partially met.

Medium-term priorities

Political criteria

The State Integration Programme, adopted by the government, contains measures intended
to reinforce language training programmes for non-Estonian speskers. Implementation of
these measures continues to be monitored. Therefore, this priority has been met to a
large extent.

Economic criteria

Egtonia has edablished an annual fiscal surveillance procedure in line with EU
procedures. Estonia has continued efforts to improve the conditions for the creation and
the development of private enterprise. Edonia has made limited progress in
restructuring of the oil-shale sector. There is aso aneed to complete pension and land
reforms. Therefore, thispriority has been partially met.

Internal market

Industrial property rights legidation is now largely in line with the acquis.  Further
alignment is necessary for intellectual property rights. As regards free movement of goods,
Egtonia has continued efforts to upgrade standardisation and conformity assessment
structures and globdly ensure proper implementation structures for al sectors. However
there is a need to complete alignment of sectoral legidation. For free movement of
persons, Estonia has made good progress on mutual recognition of diplomas. In
competition, there has been further dignment of state aid legidation. More work is
required to ensure full enforcement of competition and state aid rules. In taxation, Estonia
has made progress in reforming the fiscal administration but needs to complete
alignment with the fiscal acquis.  As regards consumer protection, aignment has
continued and progress has been made in Strengthening market surveillance authorities. In
customs, little progress has been made and EStonia gill needs to ensure effective
implementation of tariffs and reinforce administrative and operational capacity.
Therefore, thispriority has been partially met.

Agriculture

Estonia has made some progressin reinforcing Common Agricultural Policy management
mechanisms and administrative structures. However, there is sill a need to upgrade the
food processing industry. In the veterinary fidd, much remans to be done incuding
completing the system of animal identification, to improve animal waste treatment and
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to complete inspection systems at borders. Therefore, this priority has been partially
met.

Fisheries

Estonia has revised its fisheries plan and has made some progress in establishing a fleet
register in compliance with EU requirements dthough this gill needs to be completed.
There has dso been some improvement in the capacity to implement the common fisheries
policy but inspection capacity needs to be improved. Therefore, this priority has been
partially met.

Energy

Estonia has only made limited progress in preparing for the internal energy market and
aligning oil stock requirements. Therefore, this priority has only been met to a limited
extent.

Trangport

Estonia has continued digning legidaion in road transport, maritime transport and air
transport. However, further work is gtill necessary. Therefore, this priority has been
partially met.

Employment and Social Affairs

Estonia has made some progress in digning legidation in the fidds of labour law, equal
treatment, public health and occupational health and safety. Efforts ill need to be
made as regards implementation. Therefore, this priority has been partially met.

Economic and Social Cohesion

Estonia has revisad its Nationa Development Plan which represents the national policy for
economic and social cohesion. However, only limited progress has been made in
improving administrative structures and interministerial coordination in preparation for
managing EC sructurd funds. Therefore, this priority has been partially met.

Environment

Estonia has made some progress in implementing legislation according to a predefined
timetable and now needs to complete transposition. Estonia has aso continued to
integrate sustainable development principles into other policies. However, there is ill a
need to strengthen institutional capacity, particularly at local level. Therefore, this
priority has been partially met.

Jusgtice and home affairs

Estonia has made good progress in digning its visa policy with that of the European Union.
As regards border and migration legidation, further work is required. Although some
progress has been made, police cooperation with Europol needs to be further
strengthened. Therefore, this priority has been partially met.
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Reinforcement of administrative and judicial capacity

Estonia has made progress in continuing to improve the functioning of the judicial
system. Egonia has aso strengthened public financial control systems and statistical
capacities. Thereisill aneed to improve the capacity of the public administration, in
particular to ensure coordination between ministries. Therefore, this priority has been
partially met.

2. National Programme for the Adoption of the Acquis

The latest edition of Estonias National Programme for the Adoption of the Acquis (NPAA)
was adopted by the Estonian government in March 2001. A trandated verson was presented
to the Commission in May 2001.

The Egtonian document is well structured, clear and comprehensive and follows the same
outline as last year's Regular Report. As regards its scope, it covers dl areas of the acquis
athough the levd of qudity and detail differs from one area to another. For example, Chapters
which could be expanded in scope include regiond policy, trade, JHA, taxation, and customs.
Some important areas of the acquis are omitted entirely such as data protection and intellectua
property rights of foreign producers and performers and the fight againg fraud. On the other
hand chapters concerning indudtrid policy, free movement of goods, and other aspects of
internal market measures are comprehensive in scope. Overal, the NPAA has a clear coverage
of the main policies in the short and medium-term.

As regards the timetables st by the NPAA, again not dl areas contain the same level of
detail. However, overdl, most short-term objectives are redigdtic. Also, as regards
agoproximation and implementetion legidation, tables incdlude an indicative cdendar for
submission and of entry into force of legidation. Thisis a useful improvement from the previous
NPAA that increases the credibility of the Estonian commitments and helps to make the NPAA
a better planning tool.

In generd, the NPAA is coherent with commitments of Estonia in other fora (screening, sub-
committees and pogtion papers), dthough commitments underteken by EStonia in various
frameworks concerning trade and implementation of EC Regulation on dual-use goods are not
reflected in the NPAA. Overdl, the NPAA is broadly consstent with the 1999 Accession
Partnership and the 2000 Regular Report.

As regards adminigtrative capacity, sructures are aso covered at different levels of
thoroughness. However, the Estonian Authorities seem to have addressed the requirements in
terms of adminigtrative capacity deriving from the acquis in an appropriate way.
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Human Rights Conventions ratified by the Candidate Countries,
30 September 2001

Adherence to following
conventions and protocols

BG

CcY

674

EE

HU

LV

LT

MT

PL

RO

SK

SI

TK

ECHR (European Convention
on Human Rights)

X

X

Protocol 1 (right of property)

Protocol 4 (freedom movement
etal.)

Protocol 6 (death penalty)

Protocol 7 (nebisin idem)

European Convention for the
Prevention of Torture

European Social Charter

Revised European Social
Charter

Framework Convention for
National Minorities

ICCPR (International
Covenant on Civil and Political
Rights)

Optional Protocol to the
ICCPR (right of individual
communi cation)

Second Optional Protocol to
the ICCPR (death penalty)

|CESCR (International
Covenant on Economic, Social
and Cultural Rights)

CAT (Convention against
Torture)

CERD (Convention on the
Elimination of All Forms of
Racial Discrimination)

CEDAW (Convention on the
Elimination of All Forms of
Discrimination against
Women)

Optional Protocol to the
CEDAW

CRC (Convention on the
Rights of the Child)

X = Convention ratified
O = Convention NOT ratified

BG=Bulgaria; CY =Cyprus; CZ=Czech Republic; EE=Estonia; HU=Hungary; LV=Latvia; LT=Lithuania; MT=Malta;

PL=Poland; RO=Romania; SK= Slovak Republic; SV=Sovenia; T=Turkey
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Statistical data

1996 | 1997 | 1998 | 1999 | 2000
Basic data in 1000
Population (average) 1.469| 1.458| 1.450| 1.442| 1436.6%
in km2
Total area 45.227| 45.227| 45.227| 45.227| 45.227
National accounts 1000 Mio Kroon
Gross domestic product at current prices 52,4| 64,0| 73,5| 76,3| 85,4
1000 Mio ECU/euro
Gross domestic product at current prices 3,4| 4,1| 4,7| 4,9| 55
in ECU /euro
Gross domestic product per capita® at current prices 2.300| 2.800| 3.200| 3.400| 3.800
% change over the previous year
Gross domestic product at constant prices (nat. 4,0 10,4 5,0 -0,7 6,9
currency)
in Purchasing Power Standards
Gross domestic product per capita® at current prices 6.100 7.000| 7.600| 7.800| 8.500
Structure of production % of Gross Value Added *
- Agriculture 8,4 7,9 7,2 6,7 6,3
- Industry (excluding construction) 23,8 23,0 22,6 21,1 22,3
- Construction 6,3 6,3 6,7 6,0 5,8
- Services 61,5 62,8 63,5 66,2 65,6
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 85,5 82,3 81,6 81,6 80,1
- household and NPISH 60,7 59,3 58,9 58,2 58,4
- general government 24.8 23,0 22,6 23,4 21,8
- Gross fixed capital formation 26,7 28,0 29,6 24,9 23,4
- Stock variation®* 1,1 2,9 -0,3 -0,4 1,3
- Exports of goods and services 67,1 78,4 79,7 77,2 95,4
- Imports of goods and services 78,6 90,0 90,1 82,2 100,4
Inflation rate % change over the previous year
Consumer price index 19,8 9,3 8,8 31 39
Balance of payments In Mio ECU/euro
-Current account -307 -499 -432 -277 -365
-Trade balance -785 -1.000 -1.005 -827 -863
Exports of goods 1.395 2.035 2.415 2.303 3.580
Imports of goods 2.181 3.036 3.420 3.130 4.442
-Net services 399 526 514 540 631
-Netincome 2 -128 -74 -96 -239
-Net current transfers 77 104 133 106 105
-of which: government transfers 64 85 99 90 77
- FDI (net) inflows 116 236 516 284 435
Public finance in % of Gross Domestic Product
General government deficit/surplus -1,6| 2,0| -0,4| -4,1| -0,7

30
31

Revised figure for 2000 according to the 2000 population census: 1369.3 (see aso methodological notes)

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

demographic statistics.

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

demographic statistics.

3 Including FISIM.

34 These figures include changes in inventories, acquisitions less disposals of valuables and the statistical discrepancy
between the GDP and its expenditure components.

% Changes in Methodology: PROXY HICP since 1996 (see methodological notes).
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|General government debt

6,8|

6,1|

6,8|

5,3|
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Financial indicators

in % of Gross Domestic Product

Gross foreign debt of the whole economy 10,7| 25,3| 30,6| 48,5| 47,4
as % of exports
Gross foreign debt of the whole economy 15,9| 32,3| 38,4| 62,8| 49,7
Monetary aggregates 1000 Mio ECU /euro
-M1 0,8 1,0 0,9 1,2 1,4
- M2 1,2 1,6 1,7 2,1 2,6
-M3 : : :
Total credit 0,7 1,2 1,5 1,6 2,1
Average short-term interest rates % per annum
- Day-to day money rate 35 6,5 11,7 49 4.8
- Lending rate 14,9 11,8 14,3 9,9 8,9
- Deposit rate 59 6,2 8,1 41 3,7
ECU/EUR exchange rates (1ECU/euro=..Estonian Kroon)
- Average of period 15,276 15,715 15,753 15,647 15,647
- End of period 15,572 15,811 15,647 15,647 15,647
1992=100
- Effective exchange rate index 2781] 2702] 2940 3444] 3349
Reserve assets Mio ECU/euro
-Reserve assets (including gold) 564 746 753 941 1.084
-Reserve assets (excluding gold) 562 744 751 938 1.082
External trade Mio ECU/euro
Trade balance -894 -1.231 -1.268 -961 -1.174
Exports 1.393 1.883 2.237 2.263 3.443
Imports 2.287 3.114 3.505 3.224 4.617
previous year=100
Terms of trade | : | 102,3| 99,2|
as % of total
Exports with EU-15 56,8 62,4 66,7 72,7 76,5
Imports with EU-15 68,3 68,5 67,8 65,1 62,6
Demography per 1000 of population
Natural growth rate -3,9 -4,1 -5,0 -4,1 -3,7
Net migration rate (including corrections) -5,4 5,7 -0,7 -0,3
per 1000 live-births
Infant mortality rate 10,4] 10,1] 9,3 9,5 8,4
Life expectancy : at birth
Males: 64,5 64,7 64,4 65,4
Females: 75,5 76 75,5 76,1
Labour market (ILO methodology) % of labour force
Economic activity rate 61,0 61,2 60,5 59,5 59,7
Unemployment rate, total 10,0 9,7 99 12,3 13,7
Unemployment rate, males 10,7 10,1 10,8 13,6 14,6
Unemployment rate, females 9,2 9,2 8,9 11,0 12,7
Unemployment rate of persons < 25 years 16,0 14,4 15,7 19,8 23,9
Unemployment rate of persons >= 25 years 9,1 9,0 9,0 11,3 12,2
as % of all unemployed
Long-term unemployment rate 55,4] 45 8| 47,0] 45 8| 443
Average employment by NACE branches in % of total
- Agriculture and forestry 10,1 9,4 9,1 8,3 7,4
- Industry (excluding construction) 27,7 26,2 25,9 25,5 26,5
- Construction 57 7,3 7,3 6,8 7,0
- Services 56,5 57,1 57,7 59,4 59,1
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Infrastructure In km per 1000 km?

Railway network 23,0/ 22,5 21.4] 21.4] 21,4
km

Length of motorways 66| 68| 74 87| 93

Industry and agriculture previous year=100

Industrial production volume indices 102,9 114,6 104,1 96,6/ 113,3P

Gross agricultural production volume indices 93,7 98,5 95,0 91,8 98,3

Standard of living per 1000 inhabitants

Number of cars 278,0 294 312 319 339

Main telephone lines 300,2 322,6 345,3 357,9 381,9

Number of subscriptions to cellular mobile services 475 103,7 172,3 269,9 407,8

Number of Internet subscriptions : : : : :

P=provisional figures
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M ethodological Notes

Inflation rate

As part of the preparations for the common currency the EU Member States (MSs) have
designed a new consumer price index in order to comply with the obligations of the EU
Treaty. The am was to produce CPls comparable between Member States. The main task was
to harmonise methodol ogies and coverage. The result was the Harmonized Index of Consumer
Prices (HICP). A smilar exercise has been started with Candidate Countries (CC). In respect
to enlargement, it is equaly important that their economic performance is assessed on the basis
of comparable indices. Some progress has dready been made towards adapting the new rules.
Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on
nationd CPIs but adapted to the HICP coverage. They are not yet fully compliant with the
HICPs of the MSs. In the table, the proxy HICPs are back-calculated to 1995 (rates from
1996).

Finance

Public finance: The government deficit and debt Satistics of the Candidate Countries are
provisond, in the sense that they do not yet fully comply with EU methodologica requirements.
Broadly spesking, the general government deficit / surplus refers to the national accounts
concept of consolidated general government net borrowing / net lending of ESA95. Generd
government debt is defined as consolidated gross debt at end-year nomina vaue. The series
are available from 1997; the 1996 data are an approximation derived from the IMF s GFS
methodology.

Gross foreign debt is of the whole economy, covering both short- and long-term, but excluding
equity investment and money market ingruments. The source for sock of outstanding debt is
OECD, while the source of GDP is Eurogtat. For the ratio of gross foreign debt to exports, the
nationa accounts definition of exports of goods and services is used (source: Eurodtat). The
datafor 2000 are Eurostat estimates, based on joint OECD/IMF/BIS/'World Bank series.

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

Interest rates: Annud average rates based on monthly series reported to Eurostat. Lending
rates refer to bank lending to enterprises for over 1 year. Depodit rates refer to bank deposits
with an agreed maturity of up to one year. Day-to-day money rates are overnight interbank
rates.

Exchange rates. ECU exchange rates are those that were officialy notified to DG ECFIN until
1 January 1999, when the ECU was replaced by the euro. Euro exchange rates are reference
rates of the European Centrd Bank. The effective exchange rate index (nomind), as reported to
Eurogtat, is weighted by mgjor trading partners.
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Reserve assets are end-year stock data, as reported to Eurostat. They are defined as the sum
of centra bank holdings of gold, foreign exchange, SDRS, reserve position in the IMF, and
other claims on non-residents. Gold is valued at end-year market price.

External trade

Imports and exports (current prices). The data is based upon the specid trade system,
according to that; externa trade comprises goods crossing the free circulation area of the
country plus goods that are imported for/exported after inward processing. Trade data exclude
trade in services as well as licenses, know-how and patents, direct trangit trade, exports and
imports at bank notes in circulation, monetary gold, goods for use by embasses and
internationa organisations, supplies by duty and tax-free shops a ports and airport, temporary
exportation (importation) with commitment of re-exportation (re-importation) in unchanged
date, repar of foreign vessds, operationa leasing, destruction of goods under customs
supervison, permanent use of goods under customs supervision, goods that are imported and
exported by private persons, persond luggage of travelers, supplies to Estonian vehicles
abroad. Vdue of externd trade turnover includes the invoice vadue of the goods and the
additiona codts (freight, insurance etc.). The term FOB means that dl costs incurred in the
course of trangport up to the customs frontier are charged to the sdller. The term CIF means
that the purchaser pays the additional costs.

Trade classification: Trade in goods are recorded using the commodity classification according
to the Combined Nomenclature.

Exports are recorded here on FOB basis on the date of acceptance of the customs declaration
by the cusoms authorities. Since 1997 they are recorded with the date on which the
commodities cross the customs border.

Importsare recorded on CIF basis in the same way as exports.

Imports and exports with EU-15. Data declared by the Republic of Estonia

Demography

Population: Population figures as well as dl per capita indicators and ratios, which are
caculated on the basis of population data, do not yet take into account the results of the 2000
population and housing census. The Edtonian Statigtical Office is integrating the new population
data into the production of other surveys as from 2001. However, the production of revised
time series for the years 1990-2000, based on the results of the census, will not be completed
before the end of 2002.

Net migration rate. Crude rate of net migration (recaculated by EUROSTAT) for year X, is.
population (X+1) - population (X) - Degths (X) + Births (X). This assumes that any change in
population not atributable to births and deeths is attributable to migration. This indicator
includes therefore dso adminigtrative corrections (and projection errors if the total population is
based on egtimates and the births and deaths on registers). Figures are in this case more
consigtent. Further, mogt of the difference between the Crude rate of net migration provided by
country and the one calculated by Eurogtat is caused by an under reporting or delay in reporting
of migration.

106



Labour force

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

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

- The employed: al persons aged 15+, who during the reference period worked at least one
hour for wage or sdary or other remuneration as employees, entrepreneurs, and members of
co-operatives or contributing family workers. .

Members of armed forces are included and persons on compulsory military service are
excluded from the employed. Persons on maternity leave are included into the employed and
persons on parentdl leave excluded from the employed.

- The unemployed: al persons aged 15+, who concurrently meet dl three conditions of the ILO
definition for being cdassfied as the unemployed:

- have no work,

- aeactively seeking ajob and,

- aeready to take up ajob within afortnight.

Unemployment rate (by ILO methodol ogy). Percentage of the unemployed in labour force.

These rates are derived from LFS (Labour Force Survey) observing the ILO definitions and
recommendations mentioned below.

Average employment by NACE branches (LFS).

The data refer to the Estonian Labour Force Survey (ELFS). The Statistical Office of Estonia
conducted the first labour force survey at the beginning of 1995. In 1997-1999 the survey was
conducted in the 2 quarter. Starting from the year 2000 the survey is a continuous survey
providing quarterly and annual results. Until the 2% quarter of 2000 the questionnaire of the
ELFS conssted of two parts: the reference week section and retrospective section for the
earlier years uncovered by previous survey. ELFS 95 covered the period 1989-1995, ELFS
97 the period 1995-1997, ELFS 98 the period 1997-1998, ELFS 99 the period 1998-1999
and ELFS 2000 1% and 2" quarter the period 1999-2000. Since the 39 quarter of 2000 the
retrospective data are not collected. It is not necessary as the survey is conducted continuoudly.
Data presented in tables for the years 1996-1999 are retrospectively collected annua average
data. Since 2000 the data are annua average data collected on the basis of continuous survey.

For the year 1996 data are about population aged 15-69, since 1997 on the population aged
15-74.

Infrastructure

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

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

(@ isprovided, except a specid points or temporarily, with separate carriageways for the
two directions of traffic, separated from each other, ether by a dividing strip not intended for
traffic, or exceptiondly by other means.

(b) doesnot cross at level with any road, railway or tramway track, or footpath;

() isspecidly sign-posted as a motorway and is reserved for specific categories of road
motor vehicles.

Entry and exit lanes of motorways are included irrespectively of the location of the sgnposts.
Urban motorways are aso included.

Industry and agriculture

Industrial production volume indices. Indudtria production covers mining and quarrying,
manufacturing and electricity, gas, steam and water supply (according to the NACE Rev.1
Classfication Sections C,D,E). Index of Industrid Production covers tota industria production
including estimates for enterprises with up to 19 employees. Electricity, gas and water supply
cover only energy production (NACE Rev. 1 classes: 40101, 40301).

Gross agricultural production volume indices. The gross agriculturd output has been
caculated in 1995 prices.

Standard of living

Number of cars. By the definition of the Vehicle Regidter, a passenger car is a road motor
vehicle, other than amotor cycle, with the gross vehicle weight of less than 3500 kg.

Telephone subscribers. Figures exclude mobile phone subscribers.

Sour ces

Total areq, infrastructure, industry and agriculture, external trade, labour market, standard of
living (except Internet connections), demography: Nationa sources.

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