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Introduction

Within the framework of the European Semester and according to the Regulation (EU)
No 473/2013 of the European Parliament and of the Council on common provigions for
monitoring and assessing draft budgetary plans and ensuring the correction of excessive
deficit of the Member States in the euro area Latvia submits the Draft Budgetary Plan for
2017.

The Regulation provides for a coordination and strengthening of the process of
budgetary surveillance in the euro area as a whole:

¢ ensuring common budgetary timeline — surveillance of budgetary process,
which iz carried out in the spring within preparation and submission of
Convergence and Stability Programmes to the European Commission (EC), is
supplemented by the second surveillance phase, which is implemented in
antumn during preparation of annual state budgets by euro area Member
States;

¢ establishing common principles for the budget based on fiscal rules in
accordance with strengthened Stability and Growth Pact (SGP).

Draft Budgetary Plan of Latvia has been approved by the Cabinet of Ministers on
October 13, 2016.
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Macroeconomic Development Scenario

The medium-term macroeconomic growth scenario for 2016-2019 was developed in
June 2016 taking into account the GDP data for the first quarter of 2016 and actual-short-term
statistical information available up to June 8, 2016. GDP growth and inflation forecasts have
been revised down and employment growth forecasts remained unchanged, if compared to the
Latvia’s Stability Programme for 2016-2019.

During the process of development of medium-term macroeconomic growth scenario,
Ministry of Finance (MoF) held consultations with experts from the Ministry of Economics,
the Bank of Latvia, Latvia’s commercial banks, Intemational Monetary Fund and EC.
Macroeconomic indicators’ forecasts were approved by the Fiscal Discipline Council on June
10, 2016.

The macroeconomic growth scenario is based on EC technical assumptions of the
Spring 2016 forecast regarding external environment, taking into account the latest
information available up to beginning of June 2016. These assumptions foresee that prices for
Brent oil will be 41.1 USD/bbl in 2016 and will increase to 45.9 USD/bbl in 2017 on average.
It is also assumed, that average EUR/USD exchange rate will be 1.1260 in 2016 and 1.1336 in
2017 on average.

According to the EC scenario, economic growth outside the European Union (EU)
will be slow, mainly affected by weak economic growth in emerging markets. Economic
cycle has reached the peak in major developed countries, hence it is expected that there will
be no significant increase in foreign demand. Markets remain highly uncertain about
improvements of the global economic growth. As a result, the global GDP growth forecast
has been revised down by 0.2 and 0.1 percentage points for 2016 and 2017 to 3.1% and 3.4%
respectively.

Slowdown in the world’s merchandize trade will negatively affect growth in the euro
area despite the low ail prices and favourable euro exchange rate. In the coming years, the
euro area economic growth will be based mainly on domestic demand with declining growth
of private consumption and riging investments. Thus, the euro area GDP growth rates
according to the EC forecasts have been reduced by 0.1 percentage point for 2016 and 2017 to
1.6% and 1.8% respectively.

Since the major part of Latvian exports goes to the EU, slower growth in demand
growth in the EU will limit Latvia’s revenues from foreign trade. So far, entering the new
markets has failed to fully offset the fall of exports to Russia, which share in Latvia's foreign
trade gradually becoming less significant, down to 6.9% in the first seven months of 2016,
This level is expected to remain because Russian sanctions against the EU countries are
assumed not to be lifted for the forecast period. As a result, similarly to the EU, Latvia’s
economic growth in the medium-term will depend on the domestic demand, i.e., consumption
and investment growth.

Table 0.i) Basic assnmptions

2015 | 2016 2017

Short-term interest rate in euroc area (annual average) 0.2 -0.3
Long-term interest rate in euro area (annual average) 02 03
USD/EUR exchange rate (annual average) 1.1 1.1 1.1
Nominal effective exchange rate -7.4 0.3 -01
World excluding EU, GDP growth 32 33 3.7
EU GDP growth 2.0 18] 19
Growth of relevant foreign markets 0.5 2.1 34
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World import volumes, excluding EU

Qil prices (Brent, USD/barrel)

Table 1a: Macroeconomic prospects

1. Real GDP

of which

Attributable to the estimated
impact of aggregated budgetary
measures on economic growth
2. Potential GDP
Contributions:

labour

capital

total factor productivity

3. Nominal GDP

Components of real GDP

4. Private consumption
expenditure

5. Government consumption
expenditure

6. Gross fixed capital formation
7. Changes in inventories and
net acquisition of valuables (%o
of GDP)

8. Exports of goods and services

9. Imports of goods and services
Contribution to real GDP
growth

10. Final domestic demand

11. Changes in inventories and
net acquisition of value

12. External balance of goods
and services

ESA Code | 2015
Level
Bl*g 214
21.7
Bl*g
B3 13.5
P3 37
P.51 4.8
P52 +P.53
P6 12.5
P7 13.0
P.52+P.53
B.11
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0.5 2.1
534 411
2015 2016

Rate of change
2.7 25
2.7 24
0.2 -0.1
0.9 0.5
1.9 1.9
34 28
33 4.0
3.1 3.5
2.7 -11.8
14 -0.6
1.8 5.1
32 0.5
0.2 5.5
-0.3 3.5

34
46.0

2017

35

26

0.0
0.7
1.9
53
34

3.0
9.5

39
5.1

4.5

0.0

-1.0



Table 1b: Price developments

ESA Code 2015 2015 2016
Level Rate of change
1. GDP deflator 113.7 0.6 0.3
2. Private consumption deflator 111.2 0.4 0.0
3. HICP 0.2 0.0
4. Public consumption deflator 117.6 2.8 1.0
5. Investment deflator 112.6 0.4 -3.3
6. Expur.t price deflator (goods 1145 07 05
and services)
7. Impor.t price deflator (goods 1127 1.0 75
and services)
Table 1c: Labour market developments
ESA 2015 2015 2016
Code
Level Rate of change
1. Employment, persons ('000) 896 1.3 0.2
2. Employment, hours worked 1311479086 0.6 0.2
3. Unemployment rate (%o) 9.9 9.8
4. Labour productivity, persons 1.4 23
5. Labour productivity, hours 21 213
worked
6. Compensation of employees, D.1 10585 74 6.2
bln.euro
7. Compensation per employee 318 6.8 55
(Gross wage), euro
Table 1d: Sectoral balances
ESA Code | 2015 2016
% GDP
1. Net lending/borrowing vis-a-vis the rest of the B9 2.0 33
world
of which
- Balance on goods and services -1.1 -0.3
- Balance of primary incomes and transfers 04 0.9
- Capital account 2.8 2.7
2. Net lending/borrowing of the private sector B.9 33 4.2
3. Net lending/borrowing of general government EDPB.S -13 -0.9
4. Statistical discrepancy 0.0 0.0
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2017

1.7
1.6
1.6
2.8
4.8

35

4.5

2017

0.2
0.2
94

33
33

6.0

5.5

2017

1.2

-1.5
0.8
1.9
23

-1.1
0.0



Fiscal strategy and structural balance objective

Latvian fiscal policy principles, medium-term structural balance objective (MTO), the
deviations applied due to increase in contributions to the second pension pillar have not
changed and have been described in the Stability Programme for 2016-2019. In addition to
that within elaboration of the Stability Programme for 2016-2019 Latvia announced the
reform of the healthcare system which was recognized as well-founded and approved by EC
to qualify for an additional deviation from the MTO in 2017 in the amount of 0.1% of GDP.

The general objective of Latvian fiscal policy — raise sustainably the quality of life of
population — has not changed and similarly as in previous years it is implemented with the
following medium-term budgetary policy priority directions:

1) increase state defence capacity by raising state defence funding to 2% of GDP
inn 2018 and ensure to maintain that in 2019,

2) promotion of sustainable and balanced economic development, primarily
providing increase in funding for defence, intemal security, health and
education within limits of the state budget;

3) income inequality reduction by gradually increasing minimum wage and
introduction of progressive non-taxable minimum;

4) gradual increase of tax revenue to 1/3 of GDP, in particular by improving tax
collection.

For the implementation of above mentioned medium-term budgetary policy priority
directions the government during successive budgetary preparation cycles has adopted
discretionary revenue and expenditure measures by continuing the previously implemented
policy course, which has been described in the Stability Programme for 2016-2019.

Preparation of the state budget for 2017 was launched by negative fiscal space in the
amount of 1.9 mln euro. Taking into account this situation the government has had to make
decisions not only to eliminate the negative fiscal space but also to ensure funding for the
medium-term budgetary priorities. Consequently, the government decided on a series of tax
policy measures which provided additional revenues to the staie budget as well as allowed the
government to continue the previously determined course of action - improve the tax
collection, continue the fight against the shadow economy and reduce income inequality. In
regard to discretionary revenue measures the bagic principle of decision-making was not to
gubstantially change existing tax policy.

At the same time it should be noted that the additional resources for government’s
pricrities were provided not only by deciding on the revenue increasing measures, but also by
carrying out state budget expenditure revision which allowed to ensure additional funding
both for own sectoral priorities and common government priorities.

Fiscal data in the Table No.3 has been prepared on the basis of a no-policy change
scenario, which for the year 2017 takes into account discretionary revenue and expenditure
measures already included in the Law on Medium-Term Budget Framework for 2015, 2016
and 2017 and in the Law on Medium-Term Budget Framework for 2016, 2017 and 2018. In
2017 no-policy change scenario envisage the changes stemming from updated
macroeconomic scenario, but also updated expenditure forecasts in particular general
government levels are also updated, for instance in the state social security special budget
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and budgets of local governments taking into account actual execution data - these are not
being classified as discretionary expenditure measures and respectively are not included in
Table 5.

In the view of the above mentioned, the budget for 2017 has been drawn up:

1) by forecasting that the general government nominal deficit, by including
identified fiscal risks, is 1.1% of GDP in 2017, that according to the Latvian
forecasts allows to ensure EC fiscal recommencation;

2) by implementing state budget expenditure revision and by developing
additional discretionary revenue and expenditure measures in order to ensure
funding for the priorities defined by the government — internal and external
gecurity, health and education;

3) by continuing to provide discretionary measures to reduce the shadow
economy, to improve tax collection and to reduce income inequality.

www.parlament.gv.at



Table 2.a: General government budgetary targets broken down by subsector

Net lending (+) / net borrowing (-) ( B.9) by sub-
sector

. General government

. Central government

. State government

. Local government

. Social security funds

. Interest expenditure

. Primary balance

. One-off and other temporary measures

. Real GDP growth (%) (=1. in Table 1a)
10. Potential GDP growth (%)

(=2 in Table 1.a)

contributions:

h-RR-- RS R ST T SRR TR

- labour
- capital
- total factor productivity

11. Output gap (%o of potential GDFP)

12. Cyclical budgetary component
(% of GDF)

13. Cyclically-adjusted balance (1 - 12)
(% of GDPF)

14. Cyclically-adjusted primary balance
(13 + 6) (%o of GDP)

15. Structural balance (13 - 8) (% of GDP)

ESA Code

S.13
S.1311
5.1312
S.1313
S5.1314

D41

2016
% of GDP

-0.9
-1.0

0.2
-0.2
1.1
0.3

25
24

-0.1
0.5
1.9

-1.1

0.7
-04

2017

-1.1
-1.3

0.1
0.1
1.0
0.0

3.5
2.6

0.0
0.7
1.9

-0.3

-1.0

0.0
-1.0

! According to the government’s adopted decisions the general government deficit in 2017 reaches 1.0% of
GDP. In addition, it is assumed that fiscal security reserve, which is 0.1% of GDP, will be used in accordance

with the fiscal risks identified in the Fiscal risk statement.
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Table 2.b: General government debt developments

ESA
Code 2016 2017
% of GDP
1. Gross debt 40.1 35.1
2. Change in gross debt ratio 3.7 -0.9
Contributions to change in gross debt
3. Primary balance 0.3 0.0
4. Interest expenditure EDPD.41 1.1 1.0
5. Stock-flow adjustment, i.e. 2.8 -1.9
Implicit interest rate on debt 32 2.7
Other relevant variables
6. Liquid financial assets
7. Net financial debt (7=1-6)
8. Debt amortization (existing bonds) since the end 1.0 39
of the previous vear
9. Percentage of debt denominated in foreign 20.5 11.0
currency
10. Average maturity 5.32 vears
For information -in calculations used GDP data:
Nominal GDP. mln euro 25072.0 0 264034

Table 2.c: Contingent liabilities

% of GDP 2016 2017

Public guarantees 0.9 1.0
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Table 3: General government expenditure and revenue projections at unchanged
policies broken down by main components

ESA

Code 2016 2017
% GDP
1. Total revenue at unchanged policies TR 36.1 36.2
of which
1.1. Taxes on production and imports D.2 13.1 13.2
1.2. Current taxes on income, wealth, etc. D.5 8.3 8.2
1.3. Capital taxes D.91 0.0 0.0
1.4. Social contributions D6l 8.5 8.8
1.5. Property income D4 0.3 0.7
1.6. Other 54 52
.m.: Tax burden (D.2+D.5+D.61+D.91-
D.ggs) ( 29.8 30.1
2. Total expenditure at unchanged policies mE 37.0 37.1
of which
2.1. Compensation of employees D.1 10.2 10.1
2.2. Intermediate consumption P2 6.4 6.3
. D.62

2.3. Social payments D632 11.8 11.8
of which Unem ployment benefits 0.5 0.5

2.4. Interest expenditure D.41 1.1 1.0
2.5. Subsidies D3 0.6 0.6
2.6. Gross fixed capital formation P.51 4.1 4.4
2.7. Capital transfers D9 0.1 0.1
2.8. Other 2.7 2.9
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Table 4.a: General government expenditure and revenue targets, broken down by main

components

1. Total revenue target
Of which
1.1. Taxes on production and imports
1.2. Current taxes on income, wealth, etc.
1.3. Capital taxes
1.4. Social contributions
1.5. Property income
1.6. Other
p-m.: Tax burden (D.2+D.5+D.61+D.91-
D.995)
2. Total expenditure target
Of which
2.1. Compensation of employees
2.2. Intermediate consumption

2.3. Social payments

of which Unemployment benefits

2.4. Interest expenditure (= Table 2.a.9.)
2.5. Subsidies

2.6. Gross fixed capital formation

2.7. Capital transfers

2.8. Other

ESA
Code

TR

D.2
D.5
D91
D.61
D4

TE3

D.1
P2

D.62
D.632

D.41
D3

P.51
D9
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2016

% GDP
36.1

131
83
0.0
8.5
0.8
54

298
37.0

10.2
64

11.8

0.5
1.1
0.6
4.1
0.1
2.7

2017

36.6

13.4
84
0.0
3.8
0.7
53

304
377

10.4
6.6

11.8

0.5
1.0
0.6
44
0.1
29



Table 4.b: Amounts to be excluded from the expenditure benchmark

ESA
Code 2015
mln. euro
1. Expenditure on EU programmes 500.0
fully matched by EU funds revenue
2. Cydlical unemployment benefit
q -14.7
expenditure
3. Effect of discretionary revenue 109
measures

4. Revenue increases mandated by law

Table 4.c General government expenditure by function

4.c.i) General government expenditure on education, healthcare and employment

13

2015 2016 2017
% GDP

2.1 1.8 1.8

-0.1 0.0 0.0

-0.1 06| 08

2016 2017
% GDP % general government % % general government
° expenditure GDP expenditure
Education 5.6 15.1 5.7 15.1
Health 3.6 9.8 37 9.8
Employment 0.2 0.5 0.2 0.5
4.c.ii) Classification of the functions of the Government
COFOG
Code 2016 2017
% of GDP

1. General public services 1 4.7 4.9

2. Defense 2 1.5 1.7

3. Public order and safety 3 1.9 1.9

4. Economic affairs 4 4.6 4.7

5. Environmental protection 5 0.6 0.7

6. Housing and community amenities 6 1.1 1.1

7. Health 7 3.6 3.7

8. Recreation, culture and religion 3 1.6 1.6

9. Education 9 5.6 5.7

10. Social protection 10 11.8 11.8

11. Total Expenditure (= item 2 in Table TE 370 377

2.cd)
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State draft budget 2017 is drawn up in accordance with the following basic principles:

1. The priority sectars — external and internal security, health, education. During the
preparation of the state budget for 2017 similarly as in the previous budget the
government defined following priority sectors — external and internal security, health
and education. Decision to increase funding for defence was adopted in the
previous Framework Law that includes not only strengthening external but also
internal security. Regarding the remaining two priorities — health and education —
maintaining those on the top of the government’s list of priorities results from the
fact that in relevant sectors, which are cornerstones of successful economic
development, problems have been accumulating already for several vears. Health
sector has long functioned under the condition of inadequate public financing, which
in turn has increased patient co-payments, significantly inhibiting satisfaction of
patients’ health needs. Increase of public funding is to be addressed both in the
medium-term ensured by additional allocated resources within the scope of new
policy initiatives and permission to deviate from MTO, which is approved by the EC
to use the SGP flexibility mechanism with regard to structural reforms thus providing
temporary additional funding for solving problems of the health sector, and in the
long-term by developing a sustainable health funding model. In turn, the general
government expenditure for the education in Latvia according to COFOG exceeds
the EU average. It indicates that funding for education iz adequate, but the network
of education system and number of pupils per teacher are not optimal. However, a
significant increase in the number of pupils per teacher cannot be managed in a
ghort-term without jeopardizing the quality of education. Therefore, it is necessary to
invest additional funding in the system to raise teachers' remuneration otherwise
quality of education would significantly suffer.

2. State budpget expenditure revigion. As a result of expenditure revision for 2017 it was
possible to find tesources of 61.3 min euro which were distributed respectively —
32.6 mln euro for common government priorities and 28.7 mln eurc allocated as
internal resources for funding sectorial pricrities. Amendments to the Law on Budget
and Financial Management which came into force on 1st January, 2016 have
established State budget expenditure revision as a permanent and systematic process

3. Increaging the tax chargeability so as to move towards the ratio of tax revenue to
GDP — 1/3. Latvia traditionally has been a country with relatively low tax burden,
which i3 one of the lowest in the EU. Current government decisions to increase
budget revenne were grounded in the need to finance government priorities at the
same time ensuring that the existing tax policies are not substantially changed.
Nevertheless approved tax policy measures both in the current and in the previous
budget cycles ensure that in coming years the tax revemue with respect to GDP will
be on the upward trend.

4. Reduction of population incomme inequality. As of 2017, to reduce social and income
inequality it is foreseen to raise minimum wage from 370 to 380 euro per month as
well as to implement a number of measures to raise the quality of life of particular
gocial groups, especially for families with children. It should be noted that the
reduction of income inequality is still a relevant item in the government’s agenda and
it is foreseen to be developed during the preparation of the State Tax Policy
Guidelines for 2017-2021.
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Table 5: Description of discretionary measures included in the draft budget

Table S.a.i) Discretionary revenue measures taken by General Government

List of measures

Aboltion of car and motorcycle

tax

Changes in vehicle exploitation tax
rates/itroduction of fee for cars
registered abroad

The introduction of DPersonal
Tncome Tax (PIT) allowance for
one of the social guarantees for
employees who have collective
agreement

Retaning of payment procedure of
the vehicle exploitation tax (tax is
paid for the whole year}; changes of
payment procedure infroduced as
from January 1, 2019,

The introduction of non-refundable
tax prepayment in the taxi mdustry
(130 euro per month for each taxi)

Tncrease of tax on naural resources
rates and miroduction of new tax
object

Detailed deseription

Abolition of car and motorcycle tax

Changes in vehicle exploitation tax
retes/infroduction of fee for cars
registered abroad

The introduction of PIT allowance
for one of the social guarantees for
employees who have collective
agreement

Retaining of payment procedure of
the vehicle exploitation tax {tax is
paid for the whole year); changes of
payment procedure introduced as
from January 1, 2019,

Increase of tax on natural resources
rfes on extraction of natural
resources {coal, coke and lignite,
dolomite, marl, tuff, sapropel,
curetive  studge, mineral waters,
surface waters, ground waters), on
cabon  diexide  emissions, on
disposable tableware and packaging
of goods and products, on (used)
vehicles registered for the first time
in Latvia and on all types of tyres as
of January 1, 2017, 1t 1s planned to
apply tax on natural resources for the

Type of tax

Car and
motorcycle tax

Vehicle operation

PIT
S5C

CIT

Vehicle operation
tax

PIT
S8C

NRT

FSA | Accounting

Code | principle
Accrual
D3DY | Accrual
D3 Accrual
D6l Accrual
D3 Accrual
D2,
D9 Acorual
DS Acerual
D6l Accrual
DI9FA  Accudl
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Adoption Status

Approved by govermment

Approved by govermment

Approved by govermment
Approved by govermment

Approved by govermment

Approved by govertment

Approved by govertment
Approved by govermment

Approved by govertment
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Budgetary impact
07 08 200
% of GDP

QM 000 000
00 000 000
000 000 000
Q00 00 000
000 000 000
013 000 I3
001 000 000
001 000 000
003 000 000



Tntroduce 2 sk management
system in the Company Register

Cancellation of electricity tax
€Xefmptions

Tmprovement of road user fee
collection

Payment for dividends (for state
owned enterprises) and changes m
forecasts

Restriction of deduction of losses
for Comporate income tax

Cotrection of the plamed revete
from the state fee for the issuance

use of water resources for electricity
generation I hydroelectric power
stations, whose total installed
capacity is more then two megawatts
as of January 1, 2017,

Tntroduction of a risk management
sytem m the Company Register
which during the new company
registration process or in the event of
pre-registered  company  board
members” change will evaluate the
risks associated with the board
members’ e willingness and
ability to engage in business
Cancelation of exemptions set by the
first part andl first and second points
of second pat of Article 6 in
Flectricty Tax Law. Exemptions
were  provided for electricity
produced from renewable energy
sources {hydroelectric power plants
o cogeneration units that comply
with  efficiency  criferia)  and
electricity used for  electricity
production o heat and electricity
production in cogeneration. This

comes into force as of January 1,
2017,

§5% in year 2017 (calculated of
profit of 2016), 8% i year 2018
(caloulated of profit of 2017), 0% in
year 2019 (calculated of proftt of
018)

Limit of deduetion is set af 73% from
the loss of the taxation period
Comrection of the planned revenue
from the state fee for the issuance of

VAT Dl

Flectricitytax D2

Nonax D.2of
Payments for the
useofstate D42l
capital
CIT DJ
State fee D.2%
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Accrual

Acerual

Acorual

Acerual

Acorual

Accrual

Approved by govermment

Approved by govertment

Approved by government

Approved by govertment

Approved by govertment

Approved by govermment

0.01

0.02

0.03

0.03

0.00

0.00

0.00

0.00

0.00

.02

0.04

0.00
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0.00

0.00

0.00

01

0.00

001



of passports

Cotrection of the plamed revete
from the state fee for the isuance
of ID cards

To support the Working Group's
proposal about additional revenues
in the emount of 20 000 000 uro i
2017 from confiscation of proceeds
of crime

State fee for the maintenance of

secunity reserves of petroleum
products

Increase of the minimal monthly
wage from 370 to 380 euros

(ither measures

passports
Comection of the planned revenue
from the state fee for the issuance of
D cards

Revenues from confiscation of
proceeds of crime

Comection of the planned revenue
from the sate fee for the
maintenance of security reserves of
petroleum products according to the
Ministry of Economics

Increase of the minimal monthly
wage from 370 to 380 euros

{ther measures

State fee

State fee

VAT

$5C
T
VAT

D.2%

D.2%

Dl

D6l
DJ
Dl

Table .a.ii) Discretionary expenditure measures taken by General Governtent

List of measures

The lowest monthly wage equalization from 1 January 2017

Decisions of the Cabinet of Ministers, including;

Detailed
description

decrease in expenditure for achieving amount of funding for the defonce with

respect in GDP

decrease in expendibure for the wammiznance of secunty reserves of petroleum

prodiicts
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ESA | Accounting
Code

D1

Pil

P2

Acorual

Accrual

Acerual

Acerual

Accrual
Accrual
Acerual
Accrual

principle
Cash flow
Cash flow
Cash flow

(ash flow

Approved by govertment

Approved by govermment

Approved by government

Approved by government

Approved by government
Approved by govertment
Approved by government
Approved by govermment

Total

Adoption Status

Approved by
government
Approved by
government
Approved by
government
Approved by
government

W17

17

000 000 ol
008 007 000
Q00 000 000
000 000 000
002 000 000
002 000 000
000 000 000
003 000 000
040 006 001
Budgetary impact
w01
% of GDP
0.02 000 000
000 012 0Md
403 002 0o
001 000 0



tncrease i expenditure for the implementation of NPT Redicdl action to
combat the shadow economy n the field of ter administration and customs
afairs" for 2018 and 2019

increase in expenditure for 2019 for long-term measure "Dispensation of U
complant passports, electranic 1D cands and residence permits”

compensation for hydrapaver plants for the damages caused o fish resources

changes of the fimaing for long-temn measure "Construction of ¢ new prison

tn Ligpaja”

decrease in resources and expenditure in 2017 ard 2008 for subsidy to the

hopitzls anmually habilities i the amaunt of 7000 000 euro reallocating

Junding bo ensure aecess of outpationt and inpatient healtheare services

74, The anmuc] state budpet execution process of reallocating fimdng, inchiding:
adjustments in accordance with the supparied propesals of the Cabinet
of Ministers (reallocation to the Ministry of Riterior and the Ministry of
Justice to fully ensure implementation of the new viage system for the
offctals with special service ranks of the institutions of the system of the
Ministry of the Interior and the Prison Adwinistration and to the Sate
Reverue Service to improve remumeration system)
compensation for overtime work by officials vith special service ranks of
the institations of the system of the Ministry of the Rterior and the
Prison Administration

Junding for implementation of the healtheare reform

Sransitional measeres of equalization of the state cid

Other measures {reallocation of revenue {including implementation of EU funds)
from paid services and ofher 0w revenue inicrease, efc.)

EU policy instruments and other foreign financial assistence funds established in
the framework of information and communication technology system
maintenance

Increase in the minimurn monthly wage up to 380 euros from | Janvary 2017

Latvian National Centenary programme

Contributions to the OECD (icliding OECD participation fees covering the
special chemical control programme)
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DLPL

Pl
D3

Pil

D7

D1

Dl

D172

D3

Pl

D1

P23

D7

(ash flow

(ash flow

(ash flow

('ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

('ash flow

Approved
government

Approved
government
Approved
government
Approved
government

Approved
government

Approved
government

Approved
government

Approved
government
Approved
government
Approved
government

Approved
government

Approved
government
Approved
government
Approved
government

000

00

G0

(.03

007

606

(3

0.0

0.03

0.01

0.03

0.02

0.01

005

000

(oo

0l

000

003

005

042

-003

0.05

0.00

0.00

002

0.00

18

004

a0l

(o

00

0.03

(o7

(o

(o

00

0.0

0.00

0.00

00

0.00



The new wage system for officials with special service ranks of the instifutions of
the system of the Ministry of the Interior and the Prison Administration

Wage increase for the court system employees

Tncrease in remuneration of judges and prosecutors

Clarification of the Saeima budget in accordance with the Saeima's decision on 29
August 2016 on the parliamentary budget request for 2017-2019

The State guarantee mortgages for the acquisition or construction of living space
for families with children (provision of housing programmes)

Motivation for professional offictals of the high risk unit and employees of State
Revenue Service

State Revetiue Service remuneration system’s improvement

Takeover of liabilities for the state guaranteed medical institutions

Establishment and maintenance of the state border zone between the Republic of
Latvia and the Russian Federation

The planned renewal of the aircraft fleet {two light helicopters of the single-
engine class purchase), staf raining and maintenance

Capacity butlding of the judictal police (classified information)
Extraordinary State aid to milk producers

The national forest service capacity building

Road ahignment programme 2014-2020

Large families as a new category of passengers who are entitled to use the fare
relief ntereity public transport

An alternative fom of family care development
Tncrease in support for the survivor's pension beneficiaries

Tncrease in family state benefit for the fourth and subsequent children

The Constitutional protection Cftice's operating activities (classified information)

Dl

D1

P2

D3

D1

Dl

D4l

P2

P31

D3

D1

P31

D3

D.62D.99

D.62

D.62
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(ash flow

('ash flow

('ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

('ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow
(ash flow

Approved
government
Approved
government
Approved
government
Approved
government

Approved
government

Approved
government

Approved
government
Approved
government
Approved
government

Approved
government

Approved
government
Approved
government
Approved
government
Approved
government
Approved
government
Approved
government
Approved
government
Approved
government

Approved

011

0.02

0.00

0.00

0.02

0.0

0.01

0.00

0.01

0.0

0.01

0.03

0.01

0.04

0.01

0.02

0.02

0.01
0.01

0.00

0.00

002

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

001

0.00

0.00

0.00
0.00
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0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.1

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00
0.00



Row reduction to specialist services in ambulatory healthcare
Access of outpatient and inpatient heaktheare services
Tntroduction of teachers new wage model

Regional infrastructure

Planned lower expenditure for unemployment and sickness benefits due to the
legislative changes that reviews the qualifying period for benefit

(ther measures

Table S.hi): Discretionary revenue measures taken by Central Governtent

List of measures Datziled description Type of tax
f;}lzolltlon o car nd molorecl Abolition of car and motorcycle tax motS:yE:]lg -
Changesiln vehi(,:le exploitation Changes in | vehicle exploitatiop fax Velide
tax rafes/introduction of fee for | rates/mtroduction of fee for cars registered .
cars registered abroad, abroad Tperalon
The introduction of Personal T

Tncome Tax (PIT) allowance for  The mfroduction of PIT allowance for one 84C
one of the social guarantees for  of the social guarantees for employees

employees whohave collective  who have collective agreement CIT
agreement

P2

Pl

D1

Pil

D.62

ESA  Accounting
principle

Code

D1

DIDY

Dj
D.61

DJ
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(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

Accrual

Accrual

Acerual
Accrual

Accrual

govemment
Approved by
government
Approved by
government
Approved by
government
Approved by
government
Approved by
government
Approved by
government

Total

Adoption Statns

Approved by government
Approved by government
Approved by government
Approved by government
Approved by government
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0.01 000 0.00
0.03 000 0.00
0.02 000 0.00
0.02 000 0.00
Q04 <000 000
005 001 000
S R 1 R 4 )
Budgetary impact
0 s 2009
% of GDP
Q04 000 000
004 000 000
000 000 000
Q00 001 000
000 000 000



Retaining of payment procedure
of the vehicle exploitation tax {tax
is paid for the whole year);
changes of payment procedure
introduced as from Jenvary 1,
2019,

The mtroduction of  non-
refundable tax prepayment in the
taxt industry (130 euro per month
for each taxi)

Increase of tax on nafural
resources rates and infroduction
of new fax object

Introduce & rik management
systetn in the Company Register

Cancellation of electrictty tax
xefmptions

Retaining of payment procedure of the
vehicle exploitation tax (tax is paid for the
whole year); changes of payment
procedure infroduced as from Janvary 1,
2019,

Tncrease of tax on natural resources rates
on extraction of natural resources (coal,
coke and lignite, dolomite, marl, tuff,
sapropel, curative sludge, mineral waters,
surface waters, ground waters), on carbon
dioxide  emissions, on  disposable
tebleware and packaging of goods and
products, on (used) vehicles registered for
the first time in Latvia and on all types of
tyres as of Jauary 1, 2017, It is planned to
apply tax on natural resources for the use
of water resources for electricity
generation in hydroelectric power stations,
whose total installed capacity is more than
w0 megawatts as of Jenuary 1, 2017,
Introduction of a sk management system
in the Company Register which during the
flew commpany registration process orin the
event of pre-registered company board
members” change will evaluate the risks
associafed with the board members” frue
willingtess and ability to engage in
business

Cancelation of exemptions set by the first
part and first and second points of second
part of Article 6 m Electricity Tax Law,
Exemptions were provided for electricity
produced from renewable energy sources
(hydroelectric ~ power  plants  or
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Vehicle
operation o

PIT

8SC

NRT

VAT

Electricity tax

D2,
D.29

Dj

D6l

D29FA

Dl

Dl

Acerual

Accrual

Accrual

Accrual

Accrual

Accrual

Approved by government

Approved by government

Approved by government

Approved by government

Approved by government

Approved by government

013

0.00

0.01

0.4

0.01

0.02

0.00

0.00

0.00

0.00

0.00

0.00
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0.00

0.00

0.00

0.00

0.00



Tmprovement of road user fee
collection

Payment for dividends (for state
owned enterprises) and changes
in forecasts

Restriction of deduction of losses
for Corporate income tax (C1T)
Correction of the planned revenue
from the state fee for the issance
of passports

Cotrection of the planned revenue
from the state fee for the issuance
of ID cards

To suppart the Working Group's
proposal  about  additional
revenues in the amount of 20 000
000 ero m 2007 from
confiscation of proceeds of crime

State fee for the mamtenance of
security reserves of petroleum
products

Tncrease of the minimal monthly
wage from 370 to 380 euros

(ither measures

cogeneration units that comply with
efficiency criteria) and electricity used for
electricty  production or heat and
electricity production in cogeneration,
This comes into force as of Janvary 1,
2017,

85% i vear 2017 (calculated of profit of
2016), 80% in year 2018 (calculated of
profit of 2017), 0% in year 2019
(caloulated of profit of 2018)

Limit of deduction & set at 73% from the
loss of the taxation period

Correction of the plamned revenue from
the state fee for the issuance of passports

Correction of the planned revenue from
the state fee for the issuance of ID cards

Revenues from confiscation of proceeds of
crime

Correction of the plamned revenue from
the state fee for the maintenance of
secunity reserves of pefroleum products
according to the Ministry of Economics

Increase of the minimal monthly wage
from 370 to 380 euros

(ther measures
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Non-ax

Payments for
the use of state
capital

(It

State fee

State fee

State fee
VAT

85C
PIT
VAT

D.2%

D4l

DJ

D.2%

D.2%

D.2%

Dl

D.61
Dj
Dl

Accrual

Accrual

Accrual

Accrual

Accrual

Accrual

Accrual

Accrual

Accrual
Accrual
Accrual
Accrual

Approved by government

Approved by government

Approved by government

Approved by government

Approved by government

Approved by government

Approved by government
Approved by government

Approved by government
Approved by government
Approved by government
Approved by government

Kopa

0.03

0.03

0.00

0.00

0.00

0.08

0.1

0.00

0.02
0.00
0.00
0.03

0.38

0.00

.02

0.04

0.00

0.00

.07

0.00

0.00

0.00
0.00
0.00
0.00

-0.06

2

0.00

0.00

001

0.00

0.00

0.00

0.00

0.00
0.00
0.00
0.00

-0



Table S.hii): Discretionary expenditure measures taken by Central Government

List of measures description  Code

The lowest monthly wage equalization from 1 January 2017 D1

Decisions of the Cabinet of Ministers, including;

decrease in expenditure for achieving amaunt of fueding for the defonce with
respect i GDP

decrease in expendibure for the wammiznance of secunty reserves of petroleum
products

increase i expenditure or the implementation of NPI Radicdl action to
combet the shadow ecanomy i the field of tur administration and customs DLPY
affairs" for 2018 and 2019

increase in expeniture for 2019 for long-term measure "Dispensation of EU
compiiant passports, electranic ID cands and residence permits”

P31

Pl

Pl

compensation for hydrapower plants for the damages caused to fish resources D3

changes of the fimding for long-tem measure "Construction of @ new prison

i Ligpaja”

decrease in vesources and expenditure in 2017 and 2018 for subsidy to the

hogpitzls anmually habilities tn the amawnt of 7000 000 euro reallocating D7

Junding bo ensre access of outpationt and inpatient healthoare semvices

74, The anual state budget execution process of reallocating finding, incheding:
adjustments in accordance with the supporied proposaly of the Cabinet
of Ministers (reallocation fo the Ministry of Iuterior and the Ministry of
Justice to fully ensure implementation of the new viage System for the
officials with special service ranks of the institutions of the system of the
Ministry of the Interior and the Prison Adwiristration and to the Sute
Reverue Service to improve remuneration system)
compensation for overtime work by officials with special servive ranks of
the mstitutions of the system of the Ministry of the hterior and the D1
Prison Administration

Pil

D1

Tinding for implementation of the healtheare rafamm DLDPY

Sransitional measeres of equalization of the state aid D3
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Detaill =~ ESA | Accounting

principle
Cash flow
Cash flow
Cash flow

('ash flow

(ash flow

(‘ash flow
(ash flow

(ash flow

(ash flow

(ash flow

('ash flow

(ash flow
(ash flow

Adoption Status

Approved
government
Approved
government
Approved
government
Approved
government

Approved
government

Approved
government
Approved
government
Approved
government

Approved
government

Approved
government

Approved
government

Approved
government
Approved
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Budgetary impact
007 N8 A9
% of GDP
002 000 000
000 012 oM
403 402 00
401 a0
ae 005 0
ae a0 00
00l 00 0
Ll a0
003 a0, 00
407 003 0
ag 008 00
a3 02 0w
aos 005 0



Other measures (reallocation of revenue {including implementation of EU funds)
from paid services and ofher own revene increase, efc.)

EU policy instruments and other foreign financial assistance funds established in
the framework of mformation and communication technology system
maintenance

Tncrease in the minimut monthly wage up to 380 euros from 1 January 2017

Latvian National Centenary programume

Contributions to the OECD (icliding OECD participation fees covering the
spectal chemical control prograrmtme)

The new wage system for officials with special service ranks of the instifutions of
the system of the Ministry of the Interior and the Prison Administration

Wage increase for the court system employees

Tncrease in remuneration of judges and prosecutors

Clartfication of the Saeima budget i accordance with the Saeimals decision on 29
August 2016 on the parliamentary budget request for 2017-2019

The State guarantee mortgages for the acquisition or construction of living space
for families with children (provision of housing programumes)

Motivation for professional officials of the high risk unit and emplovees of State
Revenue Service

State Revenue Service remuneration system’s improvement

Takeover of hahilites for the state guaranteed medical institutions

Establishment and maintenance of the state border zone between the Republic of
Latvia and the Russian Federation

The planined renewal of the aircraft fleet {two light helicopters of the single-
engine class purchase), staf trainmg and mainfenance

Capacity building of the judicial police (classified information)

Extraordmary State ad to milk producers
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P2

D1

PAD3

D7

D1

D1

D1

Pl

D3

D1

D1

D4l

Pl

Pil

D3

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

('ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

(ash flow

govemment

Approved
government

Approved
government

Approved
government
Approved
government
Approved
government

Approved
government
Approved
government
Approved
government
Approved
government

Approved
government

Approved
government
Approved
government
Approved
government
Approved
government
Approved
government
Approved
government

Approved
government

0.03

0.01

0.03

0.02

0.01

011

0.02

0.00

0.00

0.02

0.01

0.01

0.00

0.01

0.01

0.01

0.03

0.03

0.00

0.00

002

0.00

0.00

0.00

002

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

A

0.3

0.00

0.00

0.1

0.00

0.00

0.00

0.00

0.01

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00
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The national forest service capacity building DI | Coshflow Approved by 001 000 000
government

Road lignment programme 2014-2020 P51 | Caflon | 29O Yoo w0
government

Larlgelfmmllles e category of passengers who are entitled to use the fare D3| Cohflow Approved by 0l w0

relief infercity public transport govermment

An alternative fomn of family care development D6YD.S9  Cashflow AT L 002 000 000
government

Tncrease in support for the survivor's penision benefictartes D62 Coshflow Approved by 002 000 000
government

Tncrease in family state benefit for the fourth and subsequent children D62 Coshilow AT L 0.01 000 000
government

The Constitutional protection Office's operating activities (classified information) Cash flow ngp\?:I:]ﬁ(eint by 0.1 000 000

Row reduction to specialist services in ambulatory healthcare P2 Coshflow Appored b 0.01 000 000
government

Access of outpatient and inpatient heaktheare services Pr Coshflow Approved by 0.3 000 000
government

Tntroduction of teachers new wage model DI Cashflow AT i 002 000 000
government

Regional infrestruchre PSl | Caflow AP0 %o w0
government

Planned lower expenditure for unemployment and sickness benefits due to the Approved by

legislative changes that reviews the qualifying period for benefit D | il goverment i R

Other measures Cash flow Approved by 005 <001 000
government

Totd 034 004 007

Table .. Discretionary measures taken by sub-sectors of the General Government

Budgetary impact
List of measures Detled description Tpeol | I3A - Aceomtng 4o om0 218 A9
tx | Code | principle
% GDP
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Increase of the minmal monthly Increase of the minimal monthly wage from 370 to 360

s from 37010380 aros ot T DJ Acorial  Approved by govemment 001 0.00 0.0

Other measures Other measures Acerval | Approved by govemment 000 000 0.00
Total 002 000 0.0
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Table 6.a: Country specific recommendations

(SR
nnmber

List of measures

Engure that the deviation
from the adjustment peth
towards the medium-term
budgetary objective in
2016 and 2017 58 limited
fo the allowance linked to
the systemic  pension
reform and the major
structural reform in the
healtheare sector,

Reduce the tax wedge for
lov-income  eamers by
exploitmg 2 growth-

friendly tex shift towards
environmente] and
property  taxes  and
improving fax
compliance.

mprove the adequacy of

soctal assistance benefifs
md sfep up measires
supporting recipients i
finding end  retaining
wotk, including through
icreased coverage of
activetion measures.

Speed up the cumicula
refom m  vocational
education, establish —
with the involvement of
social patners — a
regulatory framework for

Description of direct relevance

The general govemment deficit for 2016 is projected to be at 0.9% of GDP, which is by 0.1% of the GDP lower as compared to deficit level
in the Law "On the Medium-Term Budget Framework for 2016, 2017 and 2018". The lower deficit is primarily driven by lower-than-projected
interest expenditure, less confributions to the EU budget and lower capital expenditure on EU fund projects, particulerly in local govemment
budsets.

The general government structural deficit for 2016 s forecasted to be a 0.9% of GDP, which is a the same level as it was foreseen in the
Law "On the Medium-Temn Budget Fremework for 2016, 2017 and 2018".

T addition to the deviation from MTO that results from the increase in contributions to the second pension pillar EC has approved application
of deviation as regards to the plauned healthcare reform i the amount of 0.1% of GDP for 2017, Taking into account permissible deviations, the
general government structural deficit target for 2017 was set at 1.0% of GDP, which is at the same level as it was determmed by the Law "On the
Medium-Term Budget framewark for 2016, 2017 and 2018".

See Latvian Nationial Reform Programme (NRP), Chapter 2.3,

As of 15t Janwary 2017, the fomily state benefit for the fourth and subsequent children wall be increased up to 50.074 euro per month.

The amendments to the Social Services and Social Assistance Law (proposals for 3rd reading are submitted to the Szeima in September 2016)
intends o improve the access of the social assistance for famihies with children and the family state benefit wll not be teken ito account for meome
assessment anymore, Having regerd the merease of the fomily state benefit for the fourth and subsequent children, the social assistance for large
femilies will be even more accessible.

For more information see NRP, Chapter 2.3,

The previously started cumicula reform in vocational education will continue within the EU structural funds, On April 26, 2016, the Cabinet
of Ministers has approved Regulation No.262 “Operational Programme “Growth and Employment” 8.5.2. specific objective “To ensure conformity
of vocational education to Buropean quelifications framework” implementing rule”. Specific objective No 8.5.2. of project is planned to start in
October, 2016 and will be implemented till the end of 2021, Currently the evaluation of project application takes place. Within the project it is
planned to consummate 14 sectoral qualification structures to develop 160 occupational standards of qualification basic requirements (90 till 2018),
184 modular programmes (10 till 2018) and to develop exammation content for 210 professional qualifications i accordance with the
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work-based learning and  EuropeanTatvien qualification framework and the requirements of the labour market, Project will be implemented by the National Centre for

increase their offer.

Tmprove the accessibility,
qality  and  cost-
effectiveness  of  the
healtheare system.

Education in cooperation with Latvian Employment Confederation, the Free Trade Union Confederation of Latvia, State Education Quality Service
and union “Farmers' Crganisation Co-operation Council

According to the amendments to the Vocational Education Law, which were adopted by the Saeima on Apnil 23, 2015, with the aim to
facilitate further developments in vocational education mstitutions and their co-operation with employers. Development of vocational education
instifutions -Conventions - were established. Currently the Conventions are operational in all vocational ecucation mstifutions under the supervision
of the Ministry of Education and Science,

The Amendments also determined work-based leammg as one of the forms for the implementation of vocational education (full time
education, distance education, self-education and work-based leaming). Following the Amendments, on July 15, 2016 Reguletion No 484
“Procedure on the organisation and implementation of work-based learning” have been adopted by the Cabimet of Ministers. The Regulations
provides nvolvement of employers and social partners i the implementation of work-based leaming and the responsibilities of Sector expert
comncils by coordmating and enhancig the companies’ co-operation with education institutions and by ensuring the compliance of vocational
education with the labour market needs.

Atthe same time a collabarative project with the International Labour Organization regarding to the work-based learning development issues
in Latvia,

T order to promote involvement of vocational education students in work-based learning, on July 13, 2016, the Cabinet of Ministers has
approved Regulation No.483 “Operational Programme “Growth and Employment” §.5.1. specific objective “To increase number of qualified VET
student’s through participation n work-based leaming and practices in enterprise” implementing rule”. EU Structural Fund 8.5.1. S0 project has
planned to start at the end of IV quarter of 2016 Until IIT quarter of 2023 in the work-based learning wall be mvolved 3150 VET students, but in
practical trainings and training practices will be involved 11025 VET students. Project will be implemented by the Employers® Confederation of
Latvia im cooperation with VET schools and enterprises, which will provide work-based learning and practices.

[n the framework of NEET (youth not in education, employment or training) youth have the possibility to participate in the work-based
leaming given the opportunity to the youngsters more than half of the teachmg time spend i a real work environment,

Asregards to the implementation of healtheare reform it is mportant to separate two aspects:

1} mplementation of Public Health Guidelines for 2014 - 2020;

2} sustanable health fiancing aspect and further mprovements of system efficiency.

During the preparation of Stability Programme for 2016 - 2019 Latvia applied for additional deviation from MTO in order to implement
Public Health Guidelines for 2014 - 2020. This document includes measures that are recognized as a structural reforms from the SGP point of view.

On the basis of Stability programme’s assessment, the EC in the country-specific recommendations has concluded that Latvia both for the
very nature of healtheare reform (it is recognized that planned positive effect on the economy and public fimances i the result of reform
implementation is credible) and technically (compliance with the lower mergin of structural budget deficit of 1.7% of GDP) qualdies for the
deviation from MTO. Currently, the deviation has been granted in the amount of 0.1% of GDP {the maximum amount of the deviation provided by
the SGP flexibility instrument for structural reforms is 0.3% of GDP).

Taking into account that Public Health Guidelines for 2014 - 2020 are implemented from the resources of the state budget, resources of the
EU funds and during the period of 2017-2019 from the resources of the state budget that were allocated as a result of granted deviation from defict
Besed on latter case it is planned to allocate resources to the separate group of measures on which the Cabinet of Ministers will adopt separate
dectston and on which the MoF will gain confidence that those measures will improve the accessibility and quality of the healtheare system in the
most efticient way. Development and evaluation of such measures is quite time consuming process thus the resources from granted deviation have
already been reserved n the separate budget programme of the state budget for 2017 and will be transferred to the Mnistry of Health after the
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government approves proposals on the usage of the fnds prepared by Ministry of Health,

During the state budget expenditure revision it was found that it is necessary to improve healtheare system and from that perspective the
healtheare system reform, that focuses on better govemance, clearer principles of resource allocation and more efficient use of funds, is currently
topical in the society. Under the previously mentioned considerations we can speak of a new healtheare system reform. However, in any case it does
not abrogate tasks foreseen by Public Health Guidelines for 2014 - 2020, If Public Health Guidelines for 2014 - 2020 prescribes what kind of
healtheare services should be provided, the new healthcare reform will determne the framework of mstitutional and resource management to ensure
those services as effective as possible. And finally society now is talking about the healtheare funding system reform. This reform should provide an
answer on how to significantly increase funding for the health sector as well how to compensate decrease in funding for 2020 after the expiry of the
permissible deviations from defict.

T addition fo what is mentioned m the NRP, Ministry of Health has taken mportant steps, which are a prerequisite for further implementation
of ongoing health reform and creation of sustainable health financing model. As a result of discussions with industry and government partners a
conceptual report "On the Chenge of Latvian Healthcare Financing Model" and informative report "On the Scope of State-Funded Healthcare
Services” have been developed. The work in collaboration with the World Bank on review of the structure of health systems and healtheare providers
is continuing, as well as a matter of prionity the healthcare payment rates are being reviewed. Smce June 22, 2016 ihabitants have access to the
public part of e-health portal www.eveselibia.gov. v, Since September 12, 2016 the restricted part of the e-health portal is available in which residents
can access their electronic health records, but medical personnel in production environment can initiate issuing of a e-prescription and e- sick-
leave certificate,

Measures planned by Ministry of Health during the 2017

1) Tn order to ensure that the measures provided within the framework of health sector reform are mutually compatible and systematically,
financially, socially and politically evaluated, as well as discussed with stakeholders and the general public, the Ministry of Health in parallel with
the work luniched on mplementation of the government action plan will develop and until 1 Apnl 2017 submit to the Cabinet of Ministers an
informative report on health sector reform implementation process, as well as the package of draft regulations of Cabinet of Ministers and dreft
policy planning documetits

2) The adjustment of structure of institutions subordinated to the Ministry of Health within the framework of health sector refomm, as well as
the legal harmonization of mandates and rights of these mstifutions,

3) Development and improvement of legal acts in order to ensure the implementation of health sector reform.

4) Lamch implementation of complex measures for health promotion and diseases prevention, as well as the activities of the local
comumunities for health promotion and diseases prevention using the EU funds available for mvestment.

[ order to ensure concentretion of available resources i scientific institutions with a high development potential, following to the regulation
of allocation of sciences base, it has been defined that since 2016 the basic research funding is not being allocated to those scientific mstitutions,
which have received low intemational evauation. See in deteil: NRP, Chepter 2.2 The next evaluation of scientific institutions will be camied out in
17,

In order to justify the planned investment in infrastructure of science from EU funds for the of period 2014-2020 the Cabinet of Ministers
acoepted an informational report on August 16, 2016 “On the teritorial mapping of research and innovation infrastructure and the concentration of
research activity”.

In line with Latvian Smart specialization strategy defined areas with a high competitiveness degree and export potential (bio-economy,
intelligent materials, biomedicine, smart energy and information and communication technologies) on September 17, 2016 the Regulation of Cabinet
of Ministers on implementation the measure 1114, “R&D  infrastructure development in fields of smart specialization and strengthening
institutional capacity of scientific institutions™ of action programme’s “Growth and Employment 111, specifie objective “To increase the research
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and innovative capacity of scientific institutions in Latvia, and their capacity to attract external funding via investments in human resources and
infrastructure” entered into force, According to the Regulation funding in the amount of 120 min euro will be provided for 14 strongest research
institutions. Under this measure support will be provided for the research istitutions to strengthen ingtitutional capacity, modemization of research
infrastructure and research capacity in the concentration of competitive research mstitutions.

In framework of the EU fands of the planning period 2014-2020 support will be provided for postdoctoral researchers, In the framework of
the Action Progremme “Growth and Employment” specific objective “To merease the research and tnnovative capacty of Latvian research
institutions and their capacity to aftract external funding via investments in human resources and infrastrueture” 1.1.1.2 measure “Support for
postdoctoral research” support will be provided for more than 430 young scientists for the mplementation of postdoctoral research. Please see also
NRP, Chapter 1.2,

Provide incentives for private investment in innovation

The following activities of EU funds for the period of 2014-2020 are going to be implemented to increase private sector investments in R&D:

o Support for innovation activity in SME’s by providing them with the suppart of outsourcing R&D activities for making new or significantly
mproved products or technolagies (Technology Transfer Programme). Regulation of the Cabinet of Ministers will be approved on October,
2016,

+ Support for cooperation between scientists and businesses to develop and commercialize new products and technologies using Competence
centres programme established i the areas of RIS3. On May 16, 2016, selection for project proposels has finished, as a result § projects
were approved, providing establishment of § cenfres of competence.

+ Support to merease productivity and competitiveness of enterprises by developing and implementing new products and technology into
production by the measure “Suppott of new products it production”. Submission of the projects ended on 12 September, 2016 and
evaluation process of projects will be finished at the end of 2016, Support wall be given for development of experimental technologies, as
well as for mstallation and festing in an real environment of production, making economic activities from the fourth to the eighth technology
readiness level (TRLA-8)

Overall in the period of 2014-2020 more than EUR 118 million wall be available to support company’s efforts in implementation of R&D and
innovation projects thus it is planned to atiract at least EUR 80 million private co-financing for R&D activities.

Starting from 1 July 2014, companies in Latvia can use the incentive of Corporate Income Tax for R&D costs, which can be written off in the
year when such costs have occurred, by applying a value incressing coefficient “3", The tax incentive can be applied to the following eligible R&D
costs: (1) costs of the scientific and scientific technical staff, which are related to the research and development work performed by a company, 2.)
costs for research services provided by scientific institutions, (3.) costs for certification, testing and calibration when receiving services provided by
aceredited certification, testing or calibration istitutions, This incentive has a direct impact on increase of privafe sector mvestments in R&D,

A working group 15 set up by the Saeima (Parliament) Public Administration and Local Government Committee, which assesses and reviews
efticiency of the provisions in the Conflict of Interest Prevention Law in Activities of Public Officials (the Law), incliding possibilities to simplify
them. [n August 2016 the MoF submitted a draft proposal for consideration to other public mstitutions to mprove the vertfication of asset
declarations of public officials and strengthen the reporting requirements (asset declarations of public officials i a part of the Law). In 2016, the
Comuption Prevention and Combating Burean is preparing a compendium of its explanatory notes on application of provisions of the Law in order to
ethance understending about requirements of the Law and more efficient application (explenatory nofes are available af
hitp:/www knab.gov. v Iv/education/interpretations/). Until the end of 2016 the Corruption Prevention and Combating Burean will evalute the legal
fremework for the preparation of possible proposals for amendments to the legislation on supervision over iplementation of additional employment
restrictions to submit disciplinary application to the head of public person istitution. In 2017, according to the Comuption Prevention and
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Combating Guidelines 2015 - 2020 (adopted on 16 July 2015 by the Cabinet of Ministers Regulation No. 393), a comprehensive in-depth evaluation
on practical implementation of the Lawwill be carried out involving key public instifutions and non-governmental organisations,
The State Chancellery has developed a draff law “Public Service Law’” (submitted to the Seeima (Parliament) on 04.11.2014.) As the draft
legislation has not advanced, sefting up a common legal framework is among key issues included in the craft Public Administration Reform Plan
2017-2020 (plan is at the stage of development and green paper will be provided to the public for discussion, due to be adopted by the end of 2016).
Also it is agreed with the members of Saeima to renew the debate and look for the best solutions to sef up a common legal framework,
nerease the Govemment bodies mmplements measures to mcrease capacity of the Insolvency Administration. Cabinet of Ministers authorized, that part of
accountability and public ~the State entrepreneurial risk fee, shall be transferved to the budset of the Insolvency Administration, thus providing extra resources to supervise
oversight of insolvency ~ activities of msolvency administrators and strengthening state authorities’ oversight of insolvency administrator’s actrvities,

administrators,

Table 6.b: Targets set by the Union's Strategy for growth and jobs

National 2020
headline targets

Nationl 2020 L Improving training measures
employment target  for the unemployed:
[T30%) 2. Implementing support measures
to reduce youth unemployment,
3. Effictent return of the long-term
unemployed  and  social
assistance chents to the labour
market and supporting regional
mebility;
4, Meking the work of the State
Fmployment  Agency more

List of measures

efficient;
5. Promoting  self-employment
and enfreprencurship.

National 2020 R&D 1 Developing ~ potential ~ of
trget [15% of  scentific activity;

GDP| 2 Developmg 2 longerm
cooperation  platform o
enterprises and scientists;

3. Supporting  development of
tnovative enterprises.

Description of direct relevance to address the target

See NRP, Chepter 3.3.

Developing potential of scientific activity

(1) See table fa “Pursue the consolidation of research istitutions and provide mcentives for private imvestment m
mnovation”.

(2) The measure 1.1.1.1, “Research of practical orientation” partial provides a contribution to creation of long-ferm
cooperation platfomn between enferprises and scienfists with the total available funding of 66.89 mln euros. Under this
measure, the support will be provided for the implementation of research projects in scientific groups, developing mnovative
solutions for solving practical problems of economy, including fostering cooperation between enterprises, scientific
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institutions and higher education institutions.

(2)(3) Promoting the implementation of the second and third direction of reforms, “Basic research funding” is being
allocated by taking into consideration, inter alia, R&D contract works with enterprises and ofher commissioning parties, as
well as revenue from the intellectual property.

The Budget programme “Development of Scientific Activity” provides funding for fundamental and applied research
that secures the knowledge base and humen resources for the transformation of economy to higher added value, as well as
ncrease the proportion of high technologies in export of Latvian goods and services, This in tum contributes the growth of
remuneration m both - export sectors, and, indirectly, the growth of purchasing power of emplovees of exporting sectors
makes a positive impact on growth of remuneration in sectors oriented towards the local market, Fundamental science can be
regarded as the basts of science and a foundation for qualitative higher education.

The implemented State Research programmes provide funding for the state order for the implementation of scientific
researches m certam fields (economics, education, culture and ofher fields stated as priority) thus promoting link between
enterprises and science. Enterprises enjoy the opportunity of employing the achievements of science. The benefit for scienfific
ingtitutions s the provided ability to raise thetr scientific capacity, undertake applied and result-oriented research, as well as to
contribute to scientific continuity and to prepare new qualified experts for further research activity. Such cooperation
factlitates the joint effort of both - enferprises and scientists, in order to contribute the transformation of economy towards
providing higher value added products, and change the structure of export,

Please see also NRP, Chapter 3.3,

Developing long-term cooperation platform for enterprises and seientists
The following activities of the EU funds are going to be implemented to develop long-term coaperation between
enterprises and scientists;
+ Support for innovation activity in SME's by providing them with the support of outsourcing R&D activities for
making new or significantly improved products or technologies (Technology Transfer Programme). Regulation of the
Cabinet of Ministers will be approved on October, 2016,
o Support for cooperation between scientists and businesses to develop and commercialize new products and
technologies using Competence centres programme. On May 16, 2016, call for project proposals finished, as a result
8 projects were approved, providing § centres of competence establishing in RIS3.

Supporting development of innovative enterprises

The following activities of the EU funds are going to be implemented to support development of innovative enterprises;

+ Technology Transfer Programme’s {V oucher scheme) aim is to support mnovation activities i SME’s by providing
them with the support of outsourcing R&D activities for making new or significantly improved products or technologies.
Regulation of the Cabinet of Ministers will be approved on October, 2016,

+ Imnovation Motivation programme's aim is to promote understanding about innovation and business, as well as to
practically involve different society groups in business activities, and development and further implementation of innovative
ideas and solutions, Programme has been developed by the Ministry of Economics and imtroduced by the Investment and
Development Agency of Latvia (LIAA). Evaluation process of the programme will be finished on September 2016,

* In 2016, the development of a support programme for the miroduction of new products i production continued. A
support programme for businessmen Support i the Introduction of New Products n Production has been developed and
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approved. Its purpose is to foster the increase in productivity and competitiveness of businesses by developing and introducing
new products and technologies in production, as well as increasing investments of the private sector in research, development,
and mnnovations, The aid provided to experimental production facilities within the programme will be a significant
contribution to the Latvian economy, providing companies the possibility to increase their competitiveness in the local and
export market, The support will be granted for the manufactoring o purchasing, as well as nstallation and testing in real
production environment of experimental technologies, ensurmg thet e least 20% of the expermental technology are unique
components and no more than 80% of components or equipment of the experimental technology have been chosen from those
available in the market

+ Implementation of the Norwegian financial instrument programme Green Industry Innovation continues in 2016,
Within the programme support is provided for pre-incubation and incubation services (Green Technology Incubator), as well
as for activities in order to develop, commercialize and introduce into production new or significantly improved environm ental
products and technologies {Small Grant Scheme, Open Competition Scheme). Total financing available within the programme
consfitutes 12,6 million euros (2012-2017)

Latvia's totel GHG emissions in 2003-2014 are reduced by 0.3% and in 2014 were 114 Gg CO2 eq. and this amount is
6,6% lower then the target that Latvia has set - 12,2 Gg CO2 eq

Latvia s allowed to mcrease its non-ETS emissions in the period 2003-2020 by 1o comparing to the non-ETS
emissions in 2003, In 2014 Latvia’s non-ETS emissions have been increased by 5.4% and in 2014 Latvia's GHG emissions
tht are not covered by EU Emission Trading Scheme were 9,0 Gg CO2 eq, This amount s 3,6% lower than the 2014 target
set for Latvia in Decision No 406/2009/EC of European Parliament and Council.

Tt 1s projected that Latvia will fulfl the targets set n national and EU level

Adjnsting the legal hasis

In 2016 the evaluation of the existing support mechanism for electricity generation from renewables and in high
efficient cogeneration has been continued and the proposals for fufure solutions has been made,

On July 5, 2016 amendrments to the Cabinet Regulation No.221 “Regulations Regarding Electricity Production and
Price Determination upon Production of Flectricity in Cogeneration” (adopted on March 10, 2009) and amendments to
Cebinet Regulation No.262 “Regulations Regarding the Production of Electricity Using Renewable Energy Resources and the
Procedures for the Determination of the Price” (adopted on March 16, 2010} were adopted. These amendments prescribe that
mandatory procurement prices for electricity produced from RES shall be unlinked from the natural gas price and introduce
the overcompensation prevention mechanism. The amendments are submitted to the EC for review and will come into force
after its decision thereof

On March 1, 2016 amendments to the Cabinet Regulation No.395 “Procedure for Energy-Intensive Manufacturing
Companies to Obtain the Right to Reduce Therr Participation in the Mandatory Procurement Component Payment” {adopted
on July 14, 2015) were adopted, fo ensure compliance with conditions applicable to all EU member states regarding
compliance with EU single market principles, including development of support mechanisms for energy-mfensive producer
support. The amendments are subrmitted to the EC for review and will come into force after its decision thereof

On September 13, 2016 the Cabinet of Ministers, considering conceptual report "Complex measures for the
development of the electricity market", accepted changes in the mandatory procurement costs recovery mechanism, From 15t
April, 2017, 1t 1 mtended o cover the costs of the public trader in the following order: costs based on the installed capacity
arising from the paymexts to cogeneration units will be allocated to the end-users in proportion to their requested capacity
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from the system, while the additional costs of purchased electricity within the mandatory procurement will be shared in
proportion to the energy endhuse.

Ensuring availability of financial resources for the production of renewable energy

The totel estmated amount of the aid above the market price for the energy producers that sell electricity within the
framework of mandatory procurement o receive a guaranteed payment for instelled electric capacity in 2016 is about 97,7
mil EUR and it s about 2% less than the amount paid in 2013, This decrease is related to the decrease in natural gas prices. In
fum, the total projected volume of electricity purchased within the support mechanism in 2016 is % higher as compared to
2015,

Promoting the use of hiofuels in the transport sector

In 2016 the mandatory biofuel admixture of 3% is saved and continues to apply recuced excise duty rates on biofuels
and biofuel and fossil fuel blends (B100, E8S) to facilitate consumer access to biofuel

Progress towards national energy efficiency target

(see NRP, Chapter 3.6.2)

Latvia is moving towards the set target to achieve energy savings in the amount of 0.67 Mtoe in 2020 (the total energy
savings in both the final consumption and the transformation sector). The gross domestic energy consumption has decreased
from 4.47 Mtoe in 2008 to 4.35 Mtoe in 2014 {decrease by 0.12 Mtoe), and the implementation of energy efficiency measures
has an important role in this progress.

1Improving energy efficiency in honsehalds and imdustrial production

1.1 Ministry of Economics within operational programme “Growth and Employment” has developed specific objective
Nod.2.1.1. “Energy efficiency im multi-apartment residential buildings” (heremafter - Measure 4.2.1.1.).

[n15.03.2016. Regulations of the Cabinet of Ministers regarding implementation of Measure 4.2, 11, were approved, in
18.04.2016. Altum started consultations for apartment owners about energy efficiency projects, m 13.09.2016, Altum and
Central Finance and Contracting Agency (CFCA) signed agreements and started implementation of Measure 4.2.1.1.

1.1 Ministry of Economics within operational programme “Growth and Employment” has developed specific objective
No 4.L1. “To promote effective use of energy resources, reduction of enersy consumption and transfer to RES i
manufacturig industry” (hereinafter - Measure 4. 11.),

In 06.09.2016. Regulations of the Cabinet of Ministers regarding implementation of Measure 4,11 were approved,
selection of project applications will start in October.

2Improving energy efficiency in public huildings

2.1 Ministry of Economics within operational programme “Growth and Employment” has developed first stage of the
project application selection of the specific objective No 4.2.1.2, “Energy efficiency in state owned buildings™

In 09.08.2016. Regulations of the Cabinet of Ministers regarding implementation of Measure 4.2.1.2, were approved,
selection of project applications was started in 16.09.2016.

The implementation of the EU Allowances Auctioning Instrument (Latvian abbreviation - EKI) continues in the year
2016. In the scope of the open fender , Reduction of Greenhouse Gas Fmissions i national significance protected
architectural monuments” there were 9 project contracts entered into. While in the scope of the open tender , Reduction of
Greenhouse Gas Emissions - Low Energy Consumption Buildings” entering info 7 project confracts is taking place.
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4 Improving energy efficiency in heat energy production

In 25.08.2016. Ministry of Economics submitted ex-ante assessment and selection criterta of specific objective No
4.3.1. “To promote effective use of energy resources and use of RES in district heating system” (hereinafter - Measure 4.3.1.),
Tt is planned that n 2016 Regulations of the Cabinet of Ministers regarding implementation of Measure 4.3.1, will be approved
and t the beginning of 2017 selection of project applications will be started

(1) Tn the Ministry of Education and Research on September, 2016, inter-institutional working group were launched in
the composttion of the representatives of the Ministry of Transport, the Ministry of Environmental Protection and Regional
Development Aftairs, the State Employment Agency, the Latvian Association of Local Governments, Latvian Large Ciies
Association, Working-group’s task is to assess the agreement of local institutions for the services provided by the system
modification and to develop proposals for a network of educational institutions for alignment of the transport route nefwork,
thereby ensuring primary education as close to the place of residence, while providing the primary and secondary education in
compefitive educational mstitution, Until 2017 it 1s planned to prepare proposals for a complex sohution by developing
possible "ideal” school network based on the quality of education, common criteria and support measures for the development
of the school network.

In 2016/2017 school year, it is planned to lunch the implementation of the EU funds for specific objective No 834,
To teduce early school leaving by mplementing preventive and mtervention measures”. In 2017, it is planned to develop the
guidelines for on how to dentify and prevent early school leaving risks, as well as recommendations to advise learners, to
offering improvement of professionel competences for teachers but from 4® quarter of 2017 implementation of support
programme for pupils will be launched for pupils of the general education institutions of 5-12 grade and of the vocational
education institutions for students of 14 year. The planned support includes individual approach for early school leaving risk
group, 1.¢. additional consultations, compensation of travel expenses from home to school and back, as well as dormitory costs
and free meals. In addition, in the framework of the project it 1 planned fo increase the motivation of young people to leam
and get involved in youth organizations’ work. At the same time, to reduce early school leaving risk, the project will provide
activities and information for parents to be more involved in the schooling of children-related problems.

In4th quarter of 2016 the implementation of the EU Structural funds for the specific objective No 8.3.3 “improvement
of career support accessibility for students i both general and vocational education mstitutions” will be lanched. Tt is
foreseen thaf in 2017 the totel mumber of education mstitutions, which provide career education services, will reach 262,

The ESF project “Tnutial vocational education programmes in the framework of Youth Guarantee” ensures the
possibility for the young people aged 17 to 29 years to acquire marketable professions through the free of charge short-cycle
vocational education programmes, Starting from 1 September, 2016, 37 vocational education mstitutions and colleges offers
ensures the education programmes, allowing to obtain a professional qualification m more than 70 professions, The project
was lanched in June, 2014 and its implementation 1s foreseen until 31 August, 2018, 1 is planned that within the project 6300
of NEET young people and 1496 employees will receive support for acquisition of the second or third level of professional
qualification. Until August, 2016, 2,786 young people has already acquired professional qualifications in the framewark of the
project, and 2,205 students continue their ecucation,

s planned that in 2016/2017 school year the implementation of the particular projects or its" part could be started in the
framework of the of EU structural funds for the speeific objective No 8,12 "Tmproving the general education leaming
environment” within which the local authorities in the line with the municipal development programme for ivestment plans
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will prepare and submit project applications for the learning environment improvement and arrangement of the educational
institutions network at regional level

Within the EU structural funds the specific objective No 813 “Tncrease modemized vocational education inifutions
the mmber" 27 vocational education institutions have received an invitation from August, 2016 until December, 2020, to
submit infrastructure modernization projects in accordance with agreed education development strategies. The implementation
of the projects (starting with development of construction design, expertise and supervision) s foreseen to start from 2017,

Please see also NRP, Chapter 34.2.

(2) The elaboration of competency-based general education curricuum will be launched under the EU Structurel Funds
for the specific objective No 83.1 ,To Develop Competency-based General Education Cumiculim™ in 2016/2017 school
year. The project will provide approbation of the newly created curriculum i 80 general education mstitutions, elaboration of
methodology and ecucation materials, incl. digital means as well as improvement of professional competences of teachers,
inter alia, for the mplementation of inclusive education. Gradual miroduction of competency based general education
curriculum 15 planned to be launched from September 1, 2018,

Tn 2016/2017 school year previously luniched approbation of the computing curricula for various learning models
(teaching computing curricula infegrated as a separate subject, as an optional classes or inferest education programmes) s
being expanded nvolving 153 schools in piloting,

Tmplementation of measure No 8.3.2.1. , Support to the Implementation of National and Infemational Measures for the
Development of the Students’ Talents” under the EU Structural Funds of the specific objective No8.3.2. , To Increase Support
for General Education Ingtitutions to Develop Students’ ndividual Competences” wall be launched a the end of 2016, Project
will provide support for the implementation of the research activities and participation in public and intenational competitions
and Olympiads, infemational school science exhibitions and competitions, Within the framework of the Project the support is
planned for the development of the methodical material for teachers to help them identify talented students and to provide
support for the perfection of their talents,

Implementation of measure No 83.2.2. ,,Support to the development of students” individual competences” will be
launched a the begmning of 2017, The project will provide teachers with methodology for working with students who have
leaming difficulties and disorders. fmprovement of professional competences of teachers will focus on the use of effective
tools for the development of students” competences, implementation of out of school activities and teachers” lifelong leaming
competences. Students will receive complex support for the development of their individual competences by infroducing new
study forms for the development of personialized approach n the process of leaming of curriculum and out of school activities
n the following fields: STEM (Science, Technology, Engmeermg and Mathematics), languages, cultural education and
creative mdustries, mulfi-chsciplinary field and sport, Please see also NRP, Chapter 3.4.3,

(3) Please see mformation in the table 6; see alsoNRP, Chapter3.4.3.

Simultaneousty m 2016 State Hducation Quality Service started to implement European quality assurance in vocational
education and traming (EQAVET) and project will last until March 31, 2017 Tt provides support measures for the
implementation of the EQAVET mdicators, development of the information matertals and education activities for the directors
of the vocational education institutions, Currently the relevant Regulation of the Cabinet of Ministers are being developed an
this Regulation will provide united quality evaluation indicators for vocational education. It is planned thet new Regulation
could enter into force on January 1, 2017,

(4} Please see information in table 6z, table 6b (1) and NRP, Chapter 3.4.4.
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On July 15, 2016 the Cabinet of Mlmsers apprwed Regul:llon MNo.485 "The Regulation on Sectoral Expert Councils
edablishing, performance and op 1 coordi ism" ensuring the co-ordination of the Sectoral Expent
Councils establishing, operating and development,

National target for 1. Modemisation of  higher (1) ¢ it in both the h ion of higher and the impl tation of new model of higher
tertiary du ¢ ati fucati impl ion of education funding, the budget sub-programme 03.01.00 *The I of Higher Edu " and 03.11.00 “Colleges”
[34-36% ] a new financing model of provides funding for the first pillar of the new funding model — the funding of study places. The budget mub-programme
higher |.dﬂu|ln:l| 03.03.00 “The Development of Scientific Activity in Higher Education Institutions and Colleges™ provides funding for the
2. Mod ial-  second pillar, thus stimulating research as a found: of qualitative higher education, creating new bers of academic and
technical base ul' higher scientific staff, and attracting funding from enterprises, international projects and other sources. Please see afse NRF; Chapter
education  institutions  and 2.2,
raising the efficiency of (2) On September 2, 2016, the Cabinet of Ministers Regulation of the Action progr “Growth and Employ i
resources’ use; gpecific objective “To increase the number of sudy programmes of modemized STEM, includi dicine and creative
3. Ensuring equal access to higher  industries™ came into force. These mles provides contribution to the modemization of materially l|:|:||n|u|l base of higher
education; education institutions promoting STEM and growth of efficiency in terms of use of resources. Please see also NRP; Chapter
4. bl t of a I 344,
lm‘.ltutlon for quality assurance; {J) ‘The Academic Information Centre has d the impl tation of ESF project “Support for fulfilment of
5 R of for EQAR Agency”. The aim of the project is to secure support for fulfilling requirements for Agency of
study progmmllles joint use of European Quality Assurance Regider for Higher Education (EQAR), mcluding the increase of quality of Agency operation
respurces; md strengthening capacity. AIILr the 1||||ﬂn:m|:|1mlu||| of the project, the Latvian system of securing quality of the hi
6. Attracting foreign students. education will function to E dards and Guideli for Quality A This will increase the
credibility to Latvian higher education Ryﬂlcm and to the camed diplomas, Please see afso NRP; Chapter 3.4.4.

(4} Please see mformation pmlded in the table 6b (2} and table 6a {science sector).

(5) As a i ion lo h institutions, the implementation of new project in the cooperation with
World Bank was launched From ?.015 to 2018, research on the impn of g of higher ed ion institutions
{HEIL} will be enacted. Tt will provide the evaluation of internal governance of the higher education institutions and finance
management. Research will be provided on how to make govemance structures more conducive to internal reforms and
how to comply with the demands of economy.

In 2017 it is being planned to launch the specific objective No 8.2.1. “To reduce the fragmentation of study
programmes and strengthen the joint use of resources™. Tt provides to develop joint doctoral study programmes and study
programmes in EU languages, as well as nllemulmmd publicity of the developed and acoredited study programmes. Tt will
foster attraction of forcign For inst: U ity of Latvia, Latvia University of Agriculture and Riga Stradins
University are implementing a joint master study programme “Diet-science™.

Pleasze see atse NEP; Chapter 3.4.4.

(6) Between 2009 and 2016, the number of foreign smdents in Latvian higher education institutions continuously
increased by 1-2% per year, reaching §% (6465 dudents) in 20152016 academic year, Please see NRP; Chapter 3.4.4.

National poverty 1 Reducing income inequality; See NRP, Chapter 3.5,
target [21,0% ] 2 Encouraging people at risk of

poverty and social exclusion to

participate in the labour market;
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Based on updated macroeconomic scenario of June, 2016 as well taking into account
the budget execution data in the first half of year, MoF estimates that the general government
deficit in 2016 will be 0.9% of GDP, which is slightly lower as compared to both the Law
"On the State budget for 2016" and Stability Programme for 2016-2019. The lower deficit is
primarily driven by lower-than-projected interest expenditure, less contributions to the EU
budget and lower capital expenditure of EU fund projects, particularly in local government
budgets.

The general government budget deficit under no-policy change scenario for 2017 is
projected at 0.9% of GDP which is by 0.1% higher compared to the projected deficit level of
Stability Programme for 2016-2019. Difference is mainly due to higher expenditure for social
benefits against the Stability Programme for 2016-2019 given that in the first half of 2016
both the average amount of the social benefits and the number of beneficiaries, especially, in
case of sickness and unemployment have increased. Starting from 2015 this is determined by
the abolition of the restrictions regarding amount of benefits. As a result expenditure
projection for social benefits were increased for 2016 and 2017 as compared to the projections
of Stability Programme for 2016-2019.

In the development of the state budget for 2017 government took decisions not only to
eliminate negative fiscal space but also to ensure funding for medium-term budgetary policy
priorities. Consequently, the government decided on a series of tax policy measures which
provided additional revenues to the state budget and also carried out revision of state budget
expenditure. Adopted decisions made it possible to provide additional funding for both own
sectorial priorities and common government priorities — external and internal security, health
and education. Taking into account above mentioned decisions the general government
budget deficit for 2017 is projected at 1.1% of GDP? which corresponds to the structural
balance target -1.0% of GDP given the cyclical budgetary component -0.1% of GDP.

Table 7: Divergence from Stability Programme 2016-2019

ESA
Code 2015 2016 2017
% GDP

Target general government net lending/ net B9
borrowing
Stability Programme -1.0 -1.0 -1.0
Draft Budgetary Plan -1.3 -0.9 -1.1
Difference -0.3 0.1 -0.1
General government net lending projection at B.o
unchanged policies ’
Stability Programme -1.0 -1.0 -0.8
Draft Budgetary Plan -1.3 -0.9 -0.9

? According to the government’s adopted decisions the general government deficit in 2017 reaches 1.0% of
GDP. In addition, it is assumed that fiscal security reserve, which is 0.1% of GDP, will be used in accordance
with the fiscal risks identified in the Fiscal risk statement.
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Annex: Methodological aspects

Macroeconomic forecasts are developed by a medium-term macro-economic model,
which ensures proper macroeconomic relationships within the forecasts and employs short-
term and medium-term results of econometric models as well as expert assessment.

Preparing tax revenue projections, widely known forecasting methods and
assumptions are applied, however the most used iz specially developed tool, i.e. the model
LATIM-F. The most frequently tax revenue forecasting technicques are as follows:

using a detailed tax revenue estimations;

forecasting of tax revenue share in GDP, %;

forecasting the actual taxable base/base modelled relationships;
using expert assessment;

using other techniques.

In order to project tax revenue, as stated above, the MoF uses tax revenue forecast

model LATIM-F, whose main components are data base of macroeconomic indicators, actual

tax revenue and legislative changes (including tax rates, etc.). Moreover in the process of
analysis the information from the Treasury, the State Revenue Service, the Central Statistics
Bureau and other sources is used.
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