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A. Introduction
a) Preface

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

“From the end of 1998, the Commission will make regular reports to the Council, together with
any necessary recommendations for opening bilatera intergovernmenta conferences, reviewing
the progress of each Central and East European candidate State towards accession in the light
of the Copenhagen criteria, in particular the rate a which it is adopting the Union acquis.” .....
“In that context, the Commission will continue to follow the method adopted by Agenda 2000
in evauding candidate States ability to meet the economic criteria and fulfil the obligations
deriving from accession.”

The European Council in Vienna invited the Commission to present its further progress reports
with aview to the Helsinki European Council.

This Regular Report on Sovenia follows the same sructure as the Commission’s 1997
Opinion. It

- describes relaions between Sovenia and the Union, particularly in the framework of the
Association Agreement;

- andyses the gtuation in respect of the political conditions s&t by the European Council
(democracy, rule of law, human rights, protection of minorities)

- asseses Sovenid s Stuation and prospects in respect of the economic conditions mentioned
by the European Council (functioning market economy, capacity to cope with competitive
pressures and market forces within the Union)

- addresses the question of Slovenia's capacity to adopt the obligations of membership, that is,
the acquis of the Union as expressed in the Treety, the secondary legidation and the policies of
the Union. This part gives specid attention to nuclear safety standards as underlined by the
Cologne European Council.

It dso covers judicid and adminigtrative capacity as requested by the Madrid European
Council which underlined the necessity for the candidate countries to adapt their administretive
dructures s0 as to guarantee the harmonious implementation of Community policies after
membership.

The report takes into consideration progress since the 1998 Regular Report. It looks at
whether intended reforms referred to in the 1998 Regular Reports have been carried out and
examines new initiatives, including those directly related to addressng Accesson Partnership
priorities. The report contains a separate section which examines the extent to which Sovenia
has addressed the short term priorities and started to address the medium term priorities set out
in the Accession Partnership.
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While the assessment of progress in meeting the political and acquis criteria focuses on that
which has been accomplished since the last Regular Report, the economic assessment is based
on alonger term evauation of Slovenia's economic performance. The assessment of progress
made in adopting the acquis has been made on the basis of adopted legidation rather than
legidation which is in various stages of ether preparation or Parliamentary gpprova. This
gpproach ensures equa treatment for al the candidate countries and permits objective
assessment and comparison between countries in terms of concrete progress in preparation for
accession.

This report draws on numerous sources of information. The candidate countries were invited to
provide information on progress made in preparations for membership since the publication of
the last Regular Report. Their presentations at the meetings held under the auspices of the
Europe Agreement, their National Programmes for the Adoption of the Acquis, the information
provided in the context of the andyticd examination of the acquis (screening) and in the
negotiations were additional sources of information. Council ddiberations and European
Parliament reports and resolutions' have been taken into account in the preparations. The
Commisson aso drew on assessments made by various internationa organisations and in
particular on contributions from the Council of Europe, the OSCE and the internationa financia
Indtitutions as well as non-governmental organisations.

! For the European Parliament the rapporteurs are A. Oostlander and E. Baron Crespo; Co-rapporteurs: M.
Aelvoet, J. Donner, O. Von Habsburg, E. Caccavale, F. Kristoffersen, M. Hoff, C. Carnero Gonzales, P.
Bernard-Raymond, R. Speciae, J. Wiersma, JW. Bertens, B. Malone
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b) Relations Between the European Union and Slovenia

Devel opments under the EU-Sovenia Europe Agreement (including bilateral trade)

Sovenia has continued to implement the Europe Agreement correctly and contributed to the
smooth functioning of the various joint inditutions.

The firgt Association Council met in Luxembourg in February 1999 and the first Associaion
Committee took place in Ljubljana in March 1999. The system of subcommittees, indtituted
under the Cooperation and Interim Agreements, was adapted to the legd framework of the
Europe Agreement and functions regularly as aforum for technical discussons.

The founding sesson of the Joint Parliamentary Committee between the Slovene Nationd
Assembly and the European Parliament took place in December 1998 in Strasbourg. Its
second sesson was held in March 1999 in Ljubljana.

In 1998, EU exports to Slovenia amounted to €6.7 billion and Slovene exports to the EU to
€5.2 hillion, with Sovenia having a deficit of €1.5 billion. This represents an increase of 6% in
EU exports and 12% in Slovene exports as compared to 1997. In 1998, the EU accounted for
65.5% of tota Sovene exports, and for 69.4% of tota Slovene imports. The most important
Sovenids export to the EU were machinery and eectricd equipment (22% of the totd),
trangport equipment (16% of the tota) and textiles (13% of the tota). The most important
Sovene imports from the EU were machinery and eectricd equipment (25% of the totd),
transport equipment (15% of the total) and base metals (11% of the totd).

In March 1999, the Council mandated the Commission to open negotiations with the associated
countriesin view of new reciproca concessonsin thefield of agriculture.

There are no anti-dumping measures in force againgt imports from Sovenia. An investigation,

agang danless sed heavy plates originaing in Slovenia was initiated in September 1998.
However in March 1999 the anti-dumping complaint was withdrawn.

In May 1999, following a decison of the Association Council, Sovenia was included to
participate in the Community programmes Leonardo da Vinci, Socrates and Y outh for Europe.

Accession Partnership/ NPAA

An Accesson Partnership was adopted in March 1998. Its implementation is reviewed in
chapter D of this Report.

In May 1999 Sovenia presented arevised National Programme for the Adoption of the Acquis
(NPAA), in which it outlines its strategy for accession including how to achieve the priorities
contained in the Accession Partnerships (see further chapter D).

Pre-Accession Aid : Phare
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In 1999 Phare was the main ingrument providing financia assstance to help Sovenia's pre-
accesson srategy.

The programme is “accesson-driven”, concentrating support on the Accesson Partnership
priorities which help the candidate countries to fulfil the Copenhagen criteria. Around 30% of
the Phare dlocation is used for “ingtitution building” (i.e. helping the countries to improve ther
cgpacity to implement the Union Acquis, see twinning below) and the remaining 70% is used
for financing invesments to strengthen the regulatory infrastructure needed to ensure compliance
with the acquis and to reinforce economic and socia coheson including the effects of
restructuring in important sectors of the economy.

The Phare programme provided Soveniawith € 192 million during the period 1992-1999.

The 1999 Phare Programme for Slovenia conssts of anationd alocation of € 31 million,
concentrated on the following priorities

the reinforcement of the inditutional and adminigrative capacity in the fidds of agriculture,
public finance and financid control, red estate record management (€ 8 million )

the adoption of interna market legidation (€ 3.3 million)

the support to environmental and transport investments (€ 9.6 million )

the support to the socia sector (€ 2.45 million)

the strengthening of the co-operation in the fidd of Justice and Home Affairs (border
management, fight againg organised crime, visa and migraion policies, judiciary) € 4.9
million)

participation in various Community Programmes. (€ 2.75 million )

An additiond € 2 million have been dlocated for a cross-border co-operation (CBC)
programme with Ausdtria, € 5 million for the co-operation with Italy.

Sovenia dso participates in and benefits from Phare funded multi-country and horizonta
programmes such as TAEIX, the Smal and Medium-sized Enterprises programme and the
Large Scale Infrastructure Facility.

Since 1992 Phare has provided support in addressng key economic transformation and
sructurd reform issues. It has been ddivered mainly in the form of technica assstance and used
primarily in support of inditution building and policy development. Increasingly Phare resources
have dso been mobilised in the form of support for investment priorities identified by the
Government as essentid to the fundamental restructuring of the economy over the medium term.

Overdl the impact of Phare has been postive. Effective transfer of know-how and specidised
equipment and financid resources has taken place in a number of important fidds such as
indudtrid restructuring and banking privatisation, SMIE development, trade and investment
promotion, energy, etc. Phare support to environment and SME development has succeeded in
developing sector strategies and initiating essentid ingtitutiona and financia mechanisms servicing
enterprises in these sectors.

Phare has for example played a particularly important rolein :
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the environment sector, where Phare co-financed with the Sovene Government an
Environmental Credit Scheme (ECS) which was channded through the existing and well
functioning Slovene Environmenta Development Fund (EcoFund). The ECS has provided
loans at attractive rates in three main areas: improving ar quaity, improving water quality
and water resource management, and minimising the production of solid or hazardous
waste. To date, the ECS has provided 19 loans to industries for a total amount of € 7.9
million. Each loan conssting of 50% EcoFund and 50% Phare funds.

the banking sector, where Phare assstance contributed to the restructuring of the two
largest state banks, Nova Ljubljanska Banka (NLB) and the Nova Kreditha Banka Banka
Maribor (NKBM). The former benefited from Phare aid to restructure its activities and
develop its information technology, the latter to restructure and organize its take-over of
KBNG, the third state bank. This has led to the governmenta decison at the end of July
1999 to dtart privatisation of both banks.

the field of enterprise restructuring, where Phare ass stance contributed to the establishment
of the successful Pogt privatisation facility (PPF). The PPF targeted companies facing
difficulties during the privatisation. Qudified short-term expertise was provided to 53 post-
privatised and state-owned companies mainly of medium size and engaged in manufacturing
or technica services

Phare Management System

The Phare management system was reformed in 1998 and 1999 to improve the speed,
efficiency, effectiveness and trangparency of Phare activities. Phare assstance has been
implemented on a decentraised bass since it began. The authorities in the partner country have
taken responghility for contracting and payment of the assstance. However the European
Community’s Financid Regulation requires that the Commisson supervise the contracting
procedure and endorse any contracts financed from Phare signed by the partner country before
they go into effect. The regulaion co-ordinating assistance from Phare, SAPARD and ISPA,
which was gpproved in June 1999 will alow the Commisson to move to ex post control of
contracting where the Financia Control exercised by the partner country is deemed by the
Commission to be sufficient. This possihility will be reviewed on a country-by-country, sector-
by-sector basis and introduced gradudly.

In the meantime, and in order to Streamline the implementation of Phare programmes, the
Commission has transferred much of the responghility for the supervison of contracting to its
Ddegations in the Candidate Countries.

Phare implementation structures have been rationalised in Sovenia to incresse trangparency and
avoid disperson of funds. This process increases the respongbility of the Candidate Countries
by usng, as far as possble, sustainable indtitutions and implementing agencies which will be
respongible for the management and implementation of programmes financed from Community
funds after membership.

Since December 1998, a National Fund located within the Sovene Ministry of Finance is the
centra entity through which Phare and other EU funds will be channded. The Nationa Fund
has overdl responghbility for financid management of funds and for ensuring that Phare
procurement rules, reporting and financial management are respected, and that athere is proper

9
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project information system. A Central Finance and Contracting Unit has also been established
within the Minigtry of Finance to increase vighility and trangparency in financid adminigtration,
accounting and payments.

Slovenia' s capacity to absorb Phare funds has been satisfactory.
Pre-Accession Aid 2000

During the period 2000-2006, pre-accession aid to the candidate countries will be more than
doubled. Alongside the Phare programme, it will, as from the year 2000, comprise aid for
agriculturd and rurd development (SAPARD) and a dtructurd instrument (1ISPA), which will
give priority to measures Smilar to those of the cohesion fund in environment and transport.

In the years 2000-2002 totdl financial assstance available will amount to the following : Phare €
25 million per year, Separd € 6,6 million per year and Ispa between € 10 million to € 20
million per year.

Twinning

One of the important challenges the candidate countries are facing is the need to strengthen their
adminidrative capacity to implement and enforce the acquis. The European Commission
proposed to mohilise sgnificant human and financia resources to help them in this respect,
through the process of twinning of adminigtrations and agencies. The vast body of Member
States expertise is now being made available to the candidate countries, in particular through the
long-term secondment of civil servants. The strong support and response from EU Member
States has meant that twinning partnerships covering a total of 108 projects involving dl
candidate countries and dmost al Member States are presently being implemented.

Phare funding for twinning has so far focused primarily on the priority sectors of agriculture,
environment, public finance, Justice and Home Affars and preparatory messures for the
Structura Funds.

For Sovenia, 12 projects have so far been twinned under Phare. Five projects will be carried
out in the agricultural sector, including projects on phytosanitary control and veterinary control,
led by the Netherlands and Itdy respectively. Audtria, Germany and France will assg the
Sovenian authoritiesin a project in the environmenta sector, while the introduction of structura
policy will be prepared by a consortium led by Irdland. France, Italy and the Netherlands will
contribute to carrying out tax reform, and Sweden will help improve public sector budget
management. Soveniawill be supported by the United Kingdom in the creation of an insurance
upervisory  authority. Findly, the border control sysem and problems of migration and
immigration policy will be tackled in co-operation with Germany and Ausdtria.

Twinning is foreseen for 18 projects under the 1999 programme covering, apart from a broad
range of projects in agriculture, finance, and justice and home affairs, a wider field including a
project on hedth and safety a work and equa opportunities, and support for the strengthening
of labour market organisations.

The negotiations/screening process

10
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The andyticd examination of the acquis (screening) has been concluded for Slovenia except
with regard to the phytosanitary acquis, which is foreseen to be held in autumn 1999.

Since the opening of accesson negotiations in March 1998, Sovenia has participated in two
rounds of Minigterid negotiations. As a result of these negotiations eight chapters have been
provisondly closed (science and research, education and training, smal and medium-sized
enterprises, datigtics, indudtrid policy, telecommunications, fisheries and consumer protection)
while seven (CFSP, company law, free movement of goods, culture and audio-visud policy,
externa relations, customs union, competition policy) remain open.

1
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B. Criteriafor membership

1. Political Criteria

I ntroduction
Inits 1998 Regular Report on Sovenia, the Commission concluded that:

"Developments in Sovenia confirm the condusion of the Opinion that Sovenia fulfils the
Copenhagen paliticd criteriaand that its indtitutions continue to function smoothly.

However, continuing attention needs to be paid to streamlining the judicia and the parliamentary
process and to ensuring that Europe Agreement obligations as concerns property ownership are
met."

In the 1998 Accession Partnership with Slovenia “further darification of the Stuation pertaining

to property legidation with particular regard to the right to purchase property for EU citizens’

was a short-term priority and the pursuit of “efforts to speed up property retitution” was a
medium-term priority.

Recent devel opments

The centre-right Government formed on 27 February 1997 is 4ill in place with a codition
between the Libera Democrats (LDS), the Slovene People’s Party (SLS) and the Pensioners
Party (Desus). There have been a number of ministerid changes.

A number of changes have taken place in the government during the last year. The following four
Minigters changed: Minigters of Defence, Interna Affairs, Economic Affairs and Education and

Sport .

The change of Minigers has not resulted however in any mgor shift in government policy and
EU membership remains one of the Government’s key objectives. In particular Sovenia has
serioudy addressed the weakness underlined in the Regular Report of last year in order to
reduce the delay in its trangpogition of legidation in preparation for the EU accession.

On 22 November 1999, locd dections were held for municipa councils. The turnout was 55%.
The results demondgtrated a dight move towards | eft-of-centre parties compared to 1994 local
elections (when the turnout was 62%). On 6 December 1999, the second round of loca
eections for mayorswas held.

1.1. Democracy and the Rule of Law

As mentioned in the last Regular Report, Sovenia has achieved dability of inditutions
guaranteeing democracy and the rule of law. This section therefore describes only the most
sgnificant developments of the past year.
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The Parliament

The legidative process continues to be dow: every law gill needs three “readings’ in Parliament
and ingtabilities within the codition dow down parliamentary decison making. The proposa for
anew Parliament Standing Order, which provides a new parliamentary procedure, prepared in
November 1998 has not been approved due to the difficulties in obtaining a 2/3 mgority.

However certain organisational measures were adopted in March 1999 which aimed to
fecilitate afaster adoption of laws according to the plan set out in the NPAA: during sessions of
the Nationd Assembly, three days are devoted exclusively to debating draft laws connected
with legidative dignment to the acquis.

The Executive

The process of transferring additiona powers to loca authorities was completed following the
loca eections held on 22 November 1998. However, dections in two municipaities were
suspended and will be hdd later in the year. In the city municipdity of Koper, the local eections
were not held due to the Constitutional Court ruling of October 1998. The Court established
that the municipdity in its current shape was not in accordance with the Condtitution because it
had too much rurd area for a city municipdity, despite the results of alocd referendum held in
soring 1998 when the citizens expressed ther will to preserve the current form of the
municipdity. In June the Parliament decided to hold loca dections in Koper but the decision
was appedled and therefore dections were again suspended by the Condtitutiona Court.
Representatives of the Koper municipaity had raisen the matter with the Council of Europe and
the European Parliament. At the end of September the Court rgected the apped and it is
expected that local eections arefindly caled before the end of the yesar.

Public adminidtration reform started in 1997, and is gill ongoing. The Government has adopted
adecisgon to employ afurther 247 civil servantsin 1999, in particular in the fidds where the first
Commisson Regular Report had pointed to the need for sgnificant progress. However not dl
vacancies have been filled yet (see chapter 4 on administrative capacity).

At the end of 1998, the Government’s Rules of Procedure were amended. Every Slovenian
legal act that is amended or any new one that is adopted must include an EC Declaration of
Conformity in order to be debated in Parliament. The Government Office for Legidation isin
charge of the supervison of this aspect of the legidative process.

The Judiciary

The main problem is il the downess of the judicid process. However since last year Sovenia
darted to reduce the number of backlogs, and a specid programme for their eimination was
introduced by the Government. Amendments were made to the judicid order stipulating that
any court registering a one-year delay in dedling with cases, must take gppropriate measures
(changes in internd organisation of work, extenson or rescheduling of working time, ec.).

13
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Following the Government's measure the backlog was reduced by 3.2 % (mainly in Didrict and
Loca Courts).

However the number of pending casesis till relatively high: at the end of June 1999, it was
566.000. The 64% of pending cases concerns cases on land register and enforcement of
decisons. In particular, loca courts remain overburdened; they recelve the largest amount of
cases and have the highest number of pending cases. The Government increased the budget
alocation for the infrastructural requirements relating to the work of courts and other bodiesin
the judiciad system, which was in part targeted to help fill vacant posts (see detailed information
in chapter 4.2 Adminigrative and judicid capacity)

Additiondly, the following legidative progress has been achieved:

In October 1998 the amendments to the law on pena procedures related to the use of
speciad investigation methods and means were adopted. They entered into force in January
1999.

In April 1999 the new civil procedure law was adopted, defining legd and adminigtretive
procedures in courts. The am of the law is, inter aia, to shorten and rationaise lega
proceedings in courts and to increase the protection of victims.

In March 1999 amendments to the pend code were adopted. The amendments stipulate an
extenson of the maximum alowable prison sentence from 20 to 30 years, and introduce
certain other more severe pendties in the field of economic crime, organised crime, and
corruption, bribery and money laundering, as wel as a number of provisons on illega
immigration.

In April 1999, the law on the execution of judgements and its implementing rules were
adopted. The am of the law is to nominate a new competent person (not a judge) to
perform the execution of judgements. This implies that a new function is to be crested, i.e.
an independent person with a mandate from the Ministry of Justice.

Some positive steps have aso been taken regarding the training of the judiciary. Agreement on
Setting up ajudiciary education centre was reached in October 1998 and first meeting was held
in February 1999.

Anti-corruption measures

According to the avalable datistics and reports, problems of corruption are Hill relatively
limited. There are Sgns that increasingly serious and organised crime is spreading. However
there are not detailed information available concerning bribery cases.

The authorities continued to take measures to further combat corruption. The Parliament
adopted amendments to the law on Pena Procedures in October 1998 and amendments to the
Pend Code in March 1999 which contain anti-corruption measures. A new on respongbility of
legd entities for crimina acts, adopted in July 1999, ams a preventing organised crimes,
money laundering and corruption.

Sovenia has réified dready in 1998 the Convention on Laundering, Search, Seizure and
Confiscation of the Proceeds from Crime. In April 1999 Sovenia sgned the GRECO

14
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Agreement and in May 1999 the Council of Europe Crimina Law Convention on Corruption.
The 1997 OECD Convention on Combating Bribery of Foreign Public Officids in Internationa
Business Transactions and the UN Corruption programme for Drug Control and Crime
Prevention should still be Signed.

In the context of participation in the Octopus programme, the Government adopted in October
1998 a report about corruption and organised crime in Sovenia

According to the information provided by Sovenia 10 state employees were denounced in the
past two years for accepting bribes, whereas 39 people were denounced for offering bribes.
Only two state employees were convicted for corruption in the past two years.

1.2.. Human rights and the protection of minorities

As mentioned in the last Regular Report Sovenia continues to respect human rights and
freedoms. The following section only concentrates on subsequent mgor devel opments.

Sovenia has dready acceded to most of the mgor international human rights instruments (see
annex).

Civil and political rights

Some progress has been achieved to solve the issues of property rights for EU citizens and the
"Sateless people’. However, since the publication of the last Regular Report little concrete
progress has been achieved on the issue of denationalisation (the process of returning property
to persons dispossessed by the Communist regime) .

The process of denationalisation remains very dow and no mgor progress can be reported.
Amendments to the Denationaisation Law were adopted in September 1998. However some
of them (which redricted the digibility of Sovene citizens and in particular foreigners to cdlam
property ) were annulled by the Condtitutional Court ruling of October 1998. In vaue terms,
out of the value of totd clams, only 33% has been redtituted. The mgority of cases involving
large edtates are ill outstanding. In terms of surface area, the % of area subject to
denationdisation which has been redtituted is the following: 34% of the totd area of agricultura
land 55% of forests, 63%% of the surface area of business premises and 36% of the surface
area of building land. To speed up the process and in particular to incresse ingtitutiona
capacity, a specid Office for Denationaisation was established in March 1999 to act as co-
ordinating body. However, the mandate of the Office remains unclear for the time being. A
Land registry exigts but its computerisation is gtill necessary to speed up transfers of property.
No progress has been achieved on thisissue.

Prison conditions in Sovenia do not present particular problems. No serious violation of human
tights and fundamenta freedoms have been reported.

Recent developments include the following:

15
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With reference to the rights of foreigners to purchase property, Paragraph 2 of Annex
XI11% of the Europe Agreement entered into force on 1 February 1999 (date of the entry
into force of the Europe Agreement). In order to implement this provision the Law to
define reciprocity, and the Rules to establish the permanent residence were adopted in
February 1999. Other measures, including the training of personnel, were aso taken. The
first decison on reciprocity has been taken by the Ministry of Justice in September 1999.
The procedures to transfer property have not yet been completed for any of the 23
gpplications recelved from EU citizens.

Sovenia has addressed  the problem of former Yugodav citizens without regulated status
(5,000-10,000 people) by adopting alaw in July 1999 which alows these people to apply
for permanent resdence in the three-month period following the entry into force of the law.

A Law on Asylum was adopted in July 1999. The Law dtipulates the right to asylum, defines
refugee status, outlines co-operation with UNHCR, and assistance to asylum seekers. The
Law is based on the 1951 Convention on Human Rights.

A Law on Foreigners was adopted in July 1999. The law introduces a system of quotas,
differentiation between entrance and residence visas, organisationa changes, a better
monitoring system for migration and better legd rights for and protection of foreigners. It
takes into account the EU principles and stipulates that the rights of free movement, entrance
and residence will be granted to EU citizens with Slovenias membership.

There are dill about 8,700 registered refugees, mostly as a result of the Bosnian war. In
April 1999, the Law on Temporary Refuge was reactivated by the Parliament, following
which the reception of 2.300 refugees from Kosovo was approved (2,477 refugees from
Kosovo were dready present in Sovenia). After the war, the Government, in cooperation
with UNHCR and IOM provided funds for returning refugees to Kosovo. At present there
are dill about 2500 refugeesin Sovenia

The Ombudsman continued to perform his work efficiently. His caseload increased by 15%

compared to 1998 (which wasl6% more than in 1997). Most of the claims concern the
length of court and police procedures.

Economic, social and cultural rights

2 According to Annex X111 Sloveniais committed:

“1. to take the measures necessary to allow the citizens of the Member States of the European
Union, on a reciprocal basis, the right to purchase property in Sovenia on a non-
discriminatory basis by the end of the fourth year from the entry into force of the
Association Agreement;

Il. to grant to the citizens of the EU Member States, having permanently resided on the
present territory of the Republic of Sovenia for a period of three years, on a reciprocal
basis, the right to purchase property from the entry into force of the Association
Agreement” .

16
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The equdity of men and women is guaranteed by the Condtitution and no mgjor problems exi<t.
According to the Government’s Women's Policy Office, some discrimination againg women
exigts concerning sdary levels (roughly 85% of that of men), employment opportunities (eg.
fewer women among top civil servants), and the under-representation of women in decison-
meaking bodies (e.g. few Parliamentarians and only one femae Miniger).

Provisons on the rights of children are included in the Conditution. In September 1999
Soveniarétified the Council of Europe Convention on the protection of the Children's Rights.

In March 1999, an amendment to the Law on Family Benefits was adopted Stating that parents
have the right to child-care bendfits for the period when a child is given specia hedlth care until
the age of 18, or until the end of the child's education up to amaximum of 26 years of age.

The rights of Disabled people (security, education, work-training) are guaranteed by Art. 52 of
the Congtitution and a specid Office for the disables has been established by the Government.

Art. 41 of the Condiitution guarantees the Freedom of conscience and rights of religious
communities are wdl protected. Around 30 smdl rdigious communities are regigered in
Soveniaand aspecid Office has been established.

Trade unions continue to be active. They have successfully been involved in the process of
adopting relevant legidation in Parliament (e.g. the pension and disability insurance law and the
law on minimum wages) and were fully involved in decisor-making on overal wage policy. The
trade unions have contributed to the eaboration of the 1999 active employment policy
programme.

Parliament ratified the European Socid Charter in April 1999.

Minority rights and the protection of minorities

The situation of the Roma (6,500-7,000 people) continues to present some problems despite
the Government being fully committed to finding solutions. The generd protection law on the
Roma which is foreseen in the Conditution (Article 65) has not yet been prepared.
Nevertheless, the legd protection of the Roma community is guaranteed in sectord legidation
(including the law on loca self-government of 1993, the law on loca dections and education
regulations). Whilst the political representation of the Roma is guaranteed through provisonsin
the law on locd sdf-government, they are only represented in one municipa council. . It is
estimated that 74% of Roma depends on sate assstance and only 13% have a regular
employmen.

Mesasures are being undertaken in support of the Roma community by a Government
Commission (which indudes representatives of minidries, agencies, locd municipditis and
Roma asocidions) and a specid Government programme for the Roma Significant
improvement has been noted in the fiedd of education where the number of children that who
regularly attended kindergartens and school have increased (1067 children attended primary
school in the year 1998/99).

17



SLOVENIA - Regular Report — 13/10/99
1.3. General evaluation

Sovenia fulfils the Copenhagen politicd criteria. Two areas which gill need atention are the
streamlining and speeding up of the judicid and parliamentary processes.
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2. Economic criteria

2.1.Introduction
Inits 1997 Opinion on Sovenids application for EU membership, the Commission concluded:

“Sovenia can be regarded as a functioning market economy”; it "should be able to cope with
competitive pressure and market forces within the Union in the medium term, provided that
rigiditiesin the economy are reduced”.

This finding was confirmed in the 1998 Regular Report.

In examining the economic developments in Sovenia snce the Opinion, the Commission’s
gpproach was guided by the conclusons of the European Council in Copenhagen in June 1993
which stated that membership of the Union requires.

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

In the anadlyss beow, the Commisson has followed the methodology applied in the Opinion
and the 1998 Regular Report.

2.2 Economic developments

Since mid-1998, the macroeconomic Stuation in Sovenia has remained favourable. Economic
growth has dowed down somewhat, but inflation has been further reduced, and export
performance has continued to be strong. More importantly, the reform process has been
reinvigorated in recent months by the adoption of several important pieces of legidation. Much
progress has been made towards reforming the financia sector, notably with the adoption of the
laws on banking and foreign exchange. A mgor reform of the tax system has been implemented
with the introduction of value added tax on 1 July 1 1999, and agreement between the
government, employers and trade unions on pension reform was reached in May 1999.
Measures have been taken to remove some of restrictions on capita inflow.

Macroeconomic developments

Economic growth declined from 4.6% to 3.9% in 1998. As in previous years, growth was
mainly driven by exports. Invesment and, to alesser extent, government consumption, were the
most dynamic components of domestic demand, while growth in private consumption was
dampened by wage moderation and low employment growth. Short-term indicators point to a
further dowdown in economic growth in 1999,

Asin previous years, economic growth has not been followed by an improvement in the labour
market Situation. The unemployment rate based on the ILO definition stood at 7.9% in 1998,

19



SLOVENIA - Regular Report — 13/10/99

agang 7.4% ayear ealier. The high share of long-term unemployed, the low qudification levels
of the unemployed, and the mismatch between labour supply and demand skills suggest that
unemployment in Soveniais mainly of astructurd nature,

Soveniaremaned rdatively sheltered from the Russan crigs thanks to the earlier reorientation
of its trade towards EU markets. The Slovenian economy benefited sgnificantly from the
economic upturn in the EU in 1998. Despite a further deterioration in price and cost
competitiveness, the exports of goods continued to grow favourably and rose by 8.4% in red
termsin 1998. Although imports grew faster than exports, the trade deficit remained virtudly a
the same level asin 1997 due to improved terms of trade. As the services surplus contracted as
aresult of lower tourism receipts, the current account showed asmall deficit at the end of 1998,
after recording a smdl surplus in the previous two years. In the first five months of 1999, the
current account deficit widened substantially compared with the same period last year. The
dowdown in growth in Germany and Italy, Sovenias two main trading partners, is expected to
result in a deterioration of the external accounts in 1999. Following a pesk of close to €300
million in 1997, foreign direct investment inflows tapered off substantialy in 1998.

Further progress in reducing inflation was achieved in 1998. After rigng quickly in the firgt half
of 1998 mainly as a result of sgnificant adjustments in administered prices, consumer prices
Stabilised in the subsequent months. The average inflation rate decreased from 8.4% in 1997 to
7.9% in 1998. The downward trend in inflation continued in the firgt haf of this year, with the
year-on-year inflation rate declining from 6.5% in December 1998 to 4.3% in June. Throughout
1998 and in the beginning of 1999, disinflationary pressures resulted from the red appreciation
of the currency, the fal in import prices, moderate wage growth, and increased competition on
the domestic market partly due to price liberdisation. The introduction of the value-added tax
(VAT) on 1 July 1999, is expected to push inflation upward in the second hdf of this year. The
immediate impact of the measure has been rdatively limited, with the year-on-year inflation rate
risng to 6.8% in August.

Interest rates declined in both nominal and red terms in 1998, in large part due to increased
competition among banks. In reaction to the preference of enterprises for borrowing abroad
and in view of the opening of the financid sector to foreign competition, domestic banks
reduced red lending interest rates in an effort to attract clients. Red interest rates on short-term
corporate loans fell to 6.9% in 1998 from 10.3% in 1997, while rea rates on short-term
deposits were reduced to 1.8% from 4.0%.

The red exchange rate gppreciated further in 1998. The nomina effective exchange rate of the
tolar weighted by the currency basket of Slovenian exports depreciated by 2.5% on average
last year. However, as Sovenids man trading partners were more successful in reducing
inflation and containing unit labour codts, the red effective exchange rate gppreciated by over
3.5% both on the basis of the producer price deflator and of the consumer price index, and by
2.4% on the basis of unit labour costs in the whole economy.

Fisca performance improved in 1998, with the generd government deficit amounting to an
esimated 0.8% of GDP, againg more than 1% in 1997. In the face of disgppointing tax
revenues, and in an effort to achieve its budget target, the government decided, in lae
September, to implement an across-the-board expenditure cut of 3% for the remainder of the
year. Part of the revenues from the sdes tax collected in January 1999 was transferred to the
1998 budget. The budget for 1999 aims at a further decrease of the genera government deficit
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to 0.6% of GDP. Given the somewhat optimigtic assumption for GDP growth underlying the
1999 budget and the uncertainties arising from the introduction of VAT, some revenue shortfalls

Main Economic Trends

Slovenia 1995 | 1996 | 1997 | 1998 1999 |atest
Red GDP growth rate per cent 4.1 35 4.6 39 27  Jan-Ma
Inflation rete

- annud average per cent 135 9.9 8.4 7.9 53 Jan-Aug
- December-on-December per cent 9.0 9.0 8.8 6.5 6.8 Aug
Unemployment rate, end-year

- ILO definition per cent 7.4 7.3 7.4 7.9

Generd government budget per cent of -0.3 0.1 -1.5

balance’ GDP

3 Excluding local government.
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Current account balance per cent of -0.1 0.2 0.2 -0.0 -3.5
GDP -18 31 32 -3 -444
million ECUE

Foreign debt*

- debt export ratio per cent 29 38 40 45 51
per cent : : 21 25 :

- grossforeign debt billion ECUE 2.3 32 3.8 4.3 5.3
billion ECU/E : : 2.1 2.7 :

Foreign direct investment net

inflow per cent of 0.9 0.9 1.6 0.8 :
- according to EBRD GDP 135 146 283 148 24
- baance of payments data million ECUE

Jan-dul
Jan-2ul

Jan-dul

Source: National sources, OECD external Debt Satistics, IMF Gover nment Finance Satistics,

EBRD.

Structural reforms

In November 1998, the privatisation of socidly owned enterprises was completed: the few
enterprises that had not been sold were transferred to the Slovene Development Corporation to
be privatised or liquidated. The government is now turning its attention to the privatisation of
financid indtitutions. In April 1999, the government authorised the management of the two Sate
banks to draw up privatisation plans. The privatisation of the two state banks, which account
for 40% of the market, is expected to take place over severd years. As afirst step, the State is
expected to reduce its share in the Nova Ljubljanska Banka to 65% in 1999 from 93% in
1998. Part of the state shares will be earmarked to fill the privatisation gap. This gep has
resulted from the mismatch between the value of privatised assets and the value of ownership
certificates given to the population and is estimated to amount to nearly €1 billion. Voucher
privaisation will be completed with the closure of the remaning privatisation gap. The
government had pledged to achieve this by the end of July 1999 buit failed to do so.

An agreement on the reform of the penson system was reached between the government,
employers and trade unions in May 1999. This has formed the basis for the legidation, which is
expected to be adopted by Parliament by the end of 1999. In addition to measures designed to
improve the financid prospects of the pay-as-you-go system, the draft Law on Penson and
Disability Insurance foresees the introduction of a voluntary penson insurance scheme. The
reform is expected to contain the growth of pension expenditure from 2001 onwards.

A magor reform of the tax system is being implemented this year with the introduction of the
VAT and excise duties on 1 July, which replace the existing sdes tax. The laws on vaued
added tax and on excise duties were adopted in December 1998 and are critical in digning

4 Thefirst row istaken from national sources. The datain the second row are the result of

cooperation between BIS, IMF, OECD and World Bank. This source should be more reliable in terms of
broader coverage, avoidance of double counting, etc., aswell asimproved timeliness.
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Sovenids tax legidation with EU requirements. Overdl, the reform is expected to be revenue
neutral as the yidd of VAT should compensate for lower revenues from customs duties and
penson contributions and for the withdrawa of the sdes tax. However, the standard and
reduced VAT rates adopted (19% and 8%) will not create sufficient budgetary room for the
remova of the payrdl tax as initidly foreseen. The inflationary impact of the measure is
expected to be one-off and not have a lagting effect on the inflation rate. Most importantly, the
agreement recently reached between socia partners on wage policy for the period 1999-2001
will contribute to limiting the impact of higher prices on wages. Wages will be adjusted for 85%
of inflation in the month following the introduction of the VAT. In January 2000, wages will be
adjusted again for 85% of inflation but the impact of VAT on prices will not be taken into
account in the caculation of the inflation rate used as a benchmark.

Magor steps have been recently taken to increase the competitiveness of the banking sector.
The cartel agreement on maximum interest rates on deposits introduced in June 1995, which
limited competition between banks for depodts, ended on 1 March 1999. The new Banking
Law adopted in January 1999 ams to open the sector to foreign competition, notably by
alowing the establishment of branches of foreign banks. In addition, the Banking Law creates a
new depost guarantee scheme and improves the system of regulation and supervison of the
banking sector in line with EU directives. The regulatory framework of capitd markets has aso
been upgraded. The Securities Market Law, adopted in June 1999 codifies regulation of
brokerage houses and the stock market, and alows the establishment of branches of foreign
brokerage houses. The main objective of the Foreign Exchange Law adopted in March 1999 is
to liberdise capitd flows in accordance with the provisons of the Europe Agreement. This law
complements the measures taken by the Bank of Sooveniaiin February 1999 to remove some of
the capital controls.

Enterprise restructuring is progressively taking place in Sovenia. A recent sudy based on a
sample of 2023 companies, largely representative of the whole enterprise sector, has shown
that, between 1996 and 1997, private enterprises improved their aggregate performance both
In terms of net operating profits and of value added per employee. By contrast, non-privatised
firms mainly owned by the Sovenian Development Corporation, and state-owned companies
continued to record substantial losses. However, in 1998, the enterprise sector as a whole
reported a net operaing profit for the firg time in the lagt five years. Significantly, the
disnvestment trend in formerly sociadly owned enterprises has come to an end.

An amendment to the Employment and Unemployment Insurance Law adopted in 1998 aimsto
help the unemployed seek dternative work, while limiting the pressure on public finances. To
deter some individuds from regigering as unemployed and to simulate job search, the
amendment sets dricter digibility criteriafor obtaining cash benefits and defines more clearly the
obligations attached to the status of unemployed. It also reduces the duration of entitlement to
benefits. These changes reflect a shift from passive to active forms of protection. To this end,
Sovenia has aso introduced a number of active labour market programmes, which complement
exiding training programmes.
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Main Indicators of Economic Structurein 1998
Population (average)  thousand 1982
GDP per head PPS-€ 13700
per cent of 69
EU average
Share of agriculture’ 3
in per cent 1'195
- grossvaueadded  per cent :
- employment
[nvestment-to-GDP per cent 24.2
ratio
Grossforeign per cent 15.2
debt/GDP
Exports of goods & per cent 56.7
sarvices GDP
Stock of foreign direct  Billion € éfs
investment, according € per head
to EBRD
Source: National sources, OECD external Debt Satistics,
IMF, EBRD.

2.3. Assessment in terms of the Copenhagen criteria

The existence of a functioning market economy

®  Agriculture, hunting, forestry and fishing.
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As st out in Agenda 2000, the existence of a functioning market economy requires that prices,
aswel astrade, are liberdised and that an enforceable legd system, including property rights, is
in place. Macroeconomic sability and consensus about economic policy enhance the
performance of a market economy. A well-developed financial sector and the absence of any
sgnificant barriers to market entry and exit improve the efficiency of the economy.

Thereis abroad consensusin the political system about the need to carry out structurd reforms
to prepare Sovenia for EU accesson. Recent agreements on pension reform and bank
privatisstion within the government, and the acceeration of the parliamentary process for
severd key draft laws illustrate the improved co-operation between the codition parties.
However, there remain some disagreements on the moddities and the pace of reforms. The
lengthy legidative procedure and difficulties within the codition are sources of dday in the
adoption of reforms and often result in a softening down of important reforms, such as the
pension reform. Slovenia was one of the first candidate countries to findise a Joint Assessment
of medium-term economic policy priorities with the Commission. This was based on Sovenid's
Strategy for Accesson to the European Union; the product of a good working relaionship
between minigries,

Macroeconomic stability is well established in Sovenia, even though this has been achieved
under arather closed capitd regime that is gradudly liberaisng. Most sgnificantly, the eesing of
monetary policy in 1998 was accompanied by a reduction of inflation, suggesting that
inflationary expectation have subsded. The recent turmoil in internationa financia markets has
not affected the stability of the exchange rate. Sovenia has a good record in maintaining the
balance of the externad accounts. In the period 1992-97, the current account was aways in
surplus except in 1995, and it ended the year 1998 roughly in balance despite the Asan and
Russan crises. The emergence of a general government deficit in 1997 and its persstence in
1998 represent a break with the past trend of nearly balanced public finances. Although the
level of the deficit is low, further efforts a fiscal reform will be needed to contain expenditure
and improve the efficiency of the tax system if the authorities want to maintain public debt a
current low levels. In the near future, incressed pressure on public expenditures will arise
because of the ageing of the population and the reforms needed to prepare Slovenia for EU
accesson. The proposed pension reform will contribute to improving the financia prospects of
the exising pay-as-you-go system, but it fals short of the objective of ensuring the long-term
sugtainability of the penson system. Low government deficits are aso required to limit the
crowding out of private investment on capita markets.

In 1998 and early 1999, further progress has been made on the liberdisation of administered
prices. As aresult, the share of administered prices in the consumer price index (CPI) fell from
17% at the end of June 1998 to 14.5% in May 1999. Gasoline prices condtitute an important
component of the goods and services whose prices are under direct control of the government;
they are till well below cost recovery levels. Other administered prices include public services,
rallway passenger transport and milk. With regard to the liberalisation of interest rates, the
ending of the cartel agreement on maximum interest rates on deposits is a ggnificant sep in the
remova of indexation mechanisms. Sgnificant progress has also been made in liberalisng the
capital account.

Sovenia has a relatively liberd trade regime. More than three-quarters of trade takes place
under free trade agreements. The average tariff rate on industrial products was set at 10.7% in
1996, but as a result of the bilatera trade agreements, the effective rate of protection is much
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lower and was about 4-5% in 1998. By 2001, virtudly al customs duties on industria imports
will be removed. Thelevd of protection for agriculturd products remains high. The high number
of tariff rates resulting from the various preferentid trade agreements and the protection of the
agricultural sector are detrimental to an efficient alocation of resources.

Although Sovenia has achieved subgtantia progress in privatisation since its independence, the
share of the private sector in production is il relatively low, at about 50%-55%. State-owned
companies and non-privatised firms play a Sgnificant role in the Sovenian economy, accounting
for over 40% of total assets. The poor performance of these firms shows that they ill need to
undergo serious restructuring. There is dso a need to continue with redtructuring after
privatisation, as in certain cases the incentives to do so are week, particularly where ownership
has been tranderred to former management and employees. More efficient corporate
governance would be encouraged by the further development of the Ljubljana Stock Exchange,
which turnover grew by 60% in 1998.

Recently, further progress has been made in improving the regulation and supervison of the
banking sector and capitd markets. However, there are till some deficiencies in the application
of bankruptcy laws. This is demonsirated by the fact that over the period 1994-1997, most
lossmaking companies have left the market by undergoing some reorganisation rather than
through bankruptcy procedure. Bankruptcy proceedings are hampered by the lack of
adminigtrative capacity in the court system. Procedures in courts are lengthy, there is a Szegble
and increasing backlog and verdicts are not dways executed. In 1999 thus far, Sovenia has
initiated 168 bankruptcy procedures, 12 of which are currently in the last phase of liquidation
procedure. Thistrend is not Sgnificantly different to that of 1998.

The land market has been liberdlised and 92% of the agriculturd land is in private hands.
Former date farms, which were dl privatised by 1998, are condrained in ther investment
decisons by uncertainties about the property rights on the land which they use. Only 28% of
thisland has been officidly restituted.

The profitability of the financia sector has increased significantly in recent years, notably as a
result of the successful completion of the rehabilitation process of two large state-owned banks
in mid-1997. The qudity of bank assets has dso improved. The average capitd adequacy ratio

at the end of December 1998 was 16%. This strong capital position incresses the protection of
banks againg exiging and potentia non-performing assets. However, banks gill need to
increase their capacity to lend. The ratio of domestic credit to GDP, at 41%, is reatively small.

In 1998, the credit activity of banks increased. In December 1998, outstanding loans were up

by 18.7% in real terms over December 1997. Bank lending to households increased more than
lending to the corporate sector.

Higher credit activity is a sgn of increased competition among banks. Market pressures are
leading to the gradua consolidation of the banking sector. In 1998, one bank was liquidated
and three banks merged. As aresult, the number of licensed banks fell to 24 at the end of 1998
from 28 ayear earlier. In order to be able to face increased competition, banks are looking for
drategic dliances. The privatisation of the two largest state banks will be critica in consolidating
the banking sector. Mgor efforts are still needed to improve the competitiveness of the
insurance sector and of capital markets.
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Slovenia can be regarded as a functioning market economy. It has mantaned its
macroeconomic stability but the legd environment for enterprises still needs to be improved.
Although important measures have been recently taken to increase the efficiency of the banking
sector, further reforms are neededso that the financia sector can play its role of channelling
savings to investments. In particular, privatisation of sate assets, including the two state banks,
needs to be accelerated. Measures are needed to improve corporate governance in both state-
owned and newly privatised firms. Redtructuring of public utilities and liberdisation of the
environment in which they operate are necessary. The gradua gpproach to structura reform
followed thus far by Slovenia should make way to a bolder approach that will boost the growth
potentiad of its economy.

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

As st out in Agenda 2000, Sovenia s ability to fulfil this criterion depends on the existence of a
market economy and a stable macroeconomic framework, alowing economic agents to make
decisonsin acdimate of predictability. It dso requires a sufficient amount of human and physica
capitd, including infrastructure. State enterprises need to be restructured and al enterprises
need to invest to improve their efficiency. Furthermore, the more access enterprises have to
outside finance and the more successful they are at restructuring and innovating, the greater will
be their capacity to adapt. Overdl, an economy will be better able to take on the obligations of
membership the higher the degree of economic integration it achieves with the Union prior to
accession. Both the volume and the range of products traded with EU Member States provide
evidence of this.

Soveniais afunctioning market economy with a sufficient degree of macroeconomic sability. It
is essentid to raise savings and investment to the leve, which is needed to maintain the
competitiveness of the economy in EU markets It is dso important that the Sovenian
authorities pursue fisca reform and maintain tight control over expenditure.

Investment represented around 24% of GDP in 1998. Mogt of the increase in investment has
been recorded in infrastructure, mainly in road congtruction. The share of congtruction in total
investment stabilised a about 44% in 1997. Infrastructure is well developed and investment in
telecommunications and transport increased subgtantidly in 1998. Although Sovenia has a
highly skilled labour force and a high level of basc scientific research, further invesment in
education and research and development is needed.

The net inflow of foreign direct invesment halved to 0.8 % of GDP in 1998compered with the
previous year. Although, with the exception of the year 1997, foreign direct investment inflows
into Sovenia have been low, Sovene enterprises with foreign participation are the most
dynamic component of the enterprise sector. They perform better than domestic firms and
account for the largest share of tota net investment after state-owned companies. Recent
measures, including the remova of some of the capital account restrictions and the adoption of
the Foreign Exchange Law and of the Banking Law, will contribute to a more business-friendly
environment for foreign investors.

In the past, high wage codts have significantly undermined the competitiveness of the Sovenian
economy. However, rea wage growth has been decderaing sgnificantly snce mid-1997,
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largely as a result of the wage adjusment law in force until June this year. Red wage increases
dowed from 5.1% in 1996 to 2.4% in 1997 and again to 1.6% in 1998. As in the previous
year, red wage growth was lower than growth in labour productivity in 1998. Despite the fal in
unit labour costs, there was no improvement of the competitiveness of the Slovenian economy
last year because of more favourable developmentsin this areain its main trading partners.

While banks have subgtantidly improved their profitability and the quality of ther assets, they
do not yet carry out ther intermediation role properly. Also, because they often have strong
links with enterprises, they do not exert sufficient pressure on the latter to restructure. Magjor
deps have been recently taken to accelerate the reform of the banking sector and will
contribute to make Sovenian banks more efficient and compstitive. Privatisation of the two
date banks is a key eement of the reform agenda. Reform of the two other segments of the
financid sector, especially the insurance market, is aso needed. In contrast to banks, insurance
companies till need to undergo more fundamenta restructuring.

The degree of trade integration with the Union continues to increase. About two thirds of total
export and import flows are with the EU. In 1998, the red effective exchange rate of the tolar
appreciated by over 4% againgt EU currencies in terms of relative consumer prices. But the
tolar increased by only 0.4% both on the basis of relative unit labour costs and on the basis of
relative export prices. Despite the deterioration of its price and cost competitiveness, Sovenia
increased its market sharein the EU.

The proportion of smdl firms in the economy is aso indicative of the capacity of Sovenia to
cope with competitive pressures. SMEs are an active ssgment of the Sovenian economy,
accounting for about 98% of dl enterprises and 38% of the income generated by the enterprise
sector. However, they suffer from a difficult access to banking finance, an inadequate business
environment and a lack of managerid skills. Recognising the significant role of smdl firmsin the
economy, the Sovenian authorities have daborated a strategy for their development for the
period 1996-2005. Employment possibilities offered by SMEs are dso critica to absorb the
redundancies resulting from the enterprise restructuring. The share of the workforce employed
by SMEsin tota employment, at about 40%, islow compared with the EU average.

Recent developments have confirmed that Slovenia has the capacity to cope with competitive
pressure and market forces within the Union in the medium term. The current reform of the
financid sector is critical in accderating enterprise sector restructuring and clearing the way for
increases in invesment. This, in turn, will result in incresses in productivity and greeter
competitiveness. There has been much progress in improving the environment for foreign
Investors. Success in attracting more foreign investment will contribute to cregting a more
dynamic and competitive enterprise sector.

2.4 General evaluation

Slovenia can be regarded as a functioning market economy. It should be able to cope with
comptitive pressure and market forces within the Union in the medium term, provided that it
continues to make further progress on structura reforms.

Sovenia has maintained macroeconomic stability. The reform process has been reinvigorated in
recent months by the adoption of severd important pieces of legidation. Progress has been
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meade in reforming the financia sector, notably with the adoption of laws on banking and foreign
exchange. A mgor reform of the tax system has been implemented with the introduction of
vaue added tax. The government reached an agreement with employers and employee
representatives on pension reform. Measures have aso been taken to remove some regtrictions
on cgpita inflows.

Sovenia has followed a gradua gpproach to structura reform. This needs to be speeded up in
order to take grester advantage of the growth potential of the economy. Priority should be
given to the privatisation of state assets, including the two state banks. Measures are needed to
improve corporate governance in particular in state-owned and newly privatised firms.
Regtructuring of public utilities is necessary. The legd environment for enterprises should be
further improved
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3. Ability to assume the obligation of membership

This section ams to update the Commission’s Regular Report of 1998 as concerns Sovenia's
ability to assume the obligations of membership - that is, the legd and indtitutiond framework,
known as the acquis, by means of which the Union putsinto effect its objectives.

In the 1998 Regular Report on Sovenid's progress towards accesson, the Commission
concluded that :

“Sovenia has not sufficiently progressed in its overdl gpproximation effort. Key parts of
internd market legidation are missing. Sovenia has not made sufficient progress in tackling key
issues such as the abolition of duty free shops and the timey introduction of VAT and excise
legidation.

The lack of momentum in the gpproximation and adminidirative capacity building process is
evident in the area of justice and home affairs.

With the exception of the economic reform priority, Sovenia has not adequately addressed the
short term Accession Partnership priorities.”

The presentation which follows uses the same structure as the 1998 Regular Report. The report
focuses on the progress made since October 1998. Under each heading legidative decisions
and the progress in implementing and enforcing the legidation are reported.

3.1. Internal market without frontiers

The Union's internd market is defined in Article 14 of the Treety as an area without interna
frontiers in which the free movements of goods, persons, services and capitd is ensured. This
interna market, central to the integration process, is based on an open-market economy in
which competition and economic and socid cohesion must play afull part.

Effective implementation and enforcement of these four freedoms requires not only compliance
with such important principles as, for example, non-discrimination or mutua recognition of
nationd legidations but aso the effective gpplication of common rules, such as those designed
for safety, environmentd or consumer protection, and effective means of redress. The same
principles apply to certain common rules, for example in the areas of public procurement,
intellectua property and data protection, which are important in shaping the generd framework
within which the economies operate.

The procurement market has been presented as a market thet is in principle open to European
companies. However, national preference clauses are Hill goplicable which dlows nationa
bidders a 10% higher price than other bidders provided they equdly fulfil other terms and
conditions. The provisions of the present Public Procurement law, which entered into force in
Jduly 1997, are 4ill not fully in line with the acquis notably in respect of the existence of
preference clauses.
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The Nationa Audit Commission for Public Procurement, an independent body which became
operationa in 1998, currently oversees public procurement procedures, but there has been no
progress towards the establishment of a Public Procurement Office which will implement
amended public procurement legidation (refer to chapter on adminidirative capacity, on the
functioning of public procurement inditutions).

A law on auditing public procurement procedures regulating the protection of bidders rights
and incorporating into nationa law the Community legidation on remedies was passed in July
1999. This Law defines the competencies of the Nationa Audit Commission and of the
purchaser in the audit procedures, as well as the arbitration procedures, and it foresees two
implementing regulaions covering the confirmation of the rules of procedure of the Audit
Commisson by the Nationad Assembly and the definition of the terms, rights and conditions of
the audit experts.

Inthefidd of intellectual property, there has been no progress and a number of amendments
(on terms of protection, exhaustion, exclusive rights for cable retransmission) are till needed to
bring Sovenias legidation in line with the acquis. Better enforcement has been facilitated
through amendments to the Crimina Procedure law which entered into force in January 1999
and amendments to the Pena Code adopted in April 1999. Nevertheless, piracy rates are il
too high, and new legidation on border measures remains to be adopted.

The legidative dignment in the fidld of trademark has been quite satisfactory until now. Sovenia
will have to make further efforts in the field of patents, in particular concerning protection of
pharmaceutical products, in order to fully comply with the EU level of protection. Nevertheless,
Sovenia has ratified the New Varieties of Plants Convention, and in January 1999, Sovenia
was invited to accede to the European Patent Convention as from 1 July 2002.

A new data protection law was adopted in July 1999 and entered into force in August 1999,
the am of which is to gpproximate nationd legidation on the acquis.

Amendments to the Company Law were adopted by the Parliament in January 1999 and the
nationality condition for board membership has been removed. Neverthdess, a clause requiring
the use of the Sovene language within companies introduced in the new legidation represents a
discriminatory provison againg foreign directors and foreign firms and should be removed.

With regard to accounting, the new Law on Accountancy was adopted by the Parliament in
March 1999, and is scheduled to enter into force at the beginning of 2000.

The four freedoms

In its Opinion the Commission indicated that despite Sovenia declared to have adopted amost
haf of the acquis listed in the White Paper, gill consderable legidative efforts were necessary
to achieve full conformity. The assessment in the following Regular Report reported the very
limited progress achieved by Sovenia, and underlined that mgor efforts were needed to dign
legidation in a number of areas, notably free movement of goods, capitd movement, banking,
and insurance.

Free movement of goods
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Sating from a low level of gpproximation the process of legidative dignment has advanced
ggnificantly .

The Law on Genera Safety of Products which transposes the Generd Products Safety
Directive was adopted in April 1999.

Progress has dso been made in the adoption of the framework legidation in the fied of
sandardisation and technica regulaion. This was a short-term priority in 1998's Accession
Partnership. The Law on Technica Requirements for Products and Conformity Assessment
was adopted in July 1999. This provides the legd framework for the adoption of technical
regulations under both the product specific and New Approach Directives, aswell as outlining a
series of principles mainly related to the New and Global Approach. The Law on
Standardisation, aso adopted in July 1999 deals with the procedures for adopting individua
dandards and the establishment of the relevant inditutional bodies, whilst the Law on
Accreditation adopted in July 1999 regulates accreditation procedures by laying down the main
principles and through the establishment of an independent public indtitution for accreditation.

Some progress has been achieved in the sector specific legidation — the Law on Chemicals,
designed to dign Sovenian legidation to that of the EU in the fied of dangerous substances was
adopted in April 1999; a regulation on foodstuffs transposing EU requirements on labdling,
presentation and advertising of foodstuffs has been adopted; and in the field of pharmaceuticals,
regulations on pricing standards, wholesale trade in medicines, and verification and control
procedures have been adopted. However, advances in the mgority of other individud fields
have been limited. It is now imperative that on the basis of these laws, Sovenia incresses the
pace of transposition of individua New Approach Directives.

Overdl, Slovenia has only adopted around 3,000 EN standards (45% of the totdl).

With regard to the structures necessary to apply the acquis, the restructuring of the Standards
and Metrology Inditute of Sovenia is underway. In this context, the establishment of a
Department for the Free Movement of Goods within the Ministry of Economic Relaions and
Development is encouraging. However, this represents only the first step towards achieving the
required separation between the regulatory, standardisation, accreditation and certification
functions. Effective implementation of the above-mentioned legidation is required to ensure that
such a separation occurs and that the relevant bodies are established and operationa according
to the planned schedules. Furthermore, there remains a generd need to strengthen the relevant
indtitutiona structures, in particular those dealing with market surveillance.

Free movement of capital

Whilst good progress has been made in the free movement of capita, the liberdisation process
Is dill lagging somewhat in Sovenia The key legidative measure is the Foreign Exchange Law,
which was adopted in March 1999 and entered into force in April 1999. This brings the scope
and concept of capit movements in line with the acquis and stipulates that transactions are
free unless they are redtricted by other laws or secondary legidation. The Law removes most
restrictions previoudy imposed on resdents investing aoroad or in foreign currencies. In
addition, investments of non-resdents in Sovenia are further liberdised, but short-term
transactions are still subject to comprehensive restrictions.
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The entry into force of the EU-Sovenia Europe Agreement on 1 February 1999 aso triggered
the liberdisation of certain capital transactions. In accordance with the Agreement, foreign
direct investment aimed a the establishment of branches and subsdiaries of foreign banks is
possible snce the adoption of the new Banking Law (see section on Free Movement of
Services below). In addition, the Bank of Sovenia abolished the non-interest Tolar deposit
requirement on foreign financid loans, dthough it reserved the right to impose a depost
requirement in case of monetary and exchange rate difficulties. Furthermore, the Bank of
Sovenia rdaxed ggnificantly the restrictions imposed on foreign portfolio invesments, by
reducing the scope of custody account obligations.

The entry into force of the above legidative measures means that Sovenia has findly made
progress in the liberdisation of capitdl movements. However, a farly large number of
redrictions ill remain, in particular in the area of foreign direct investment and short-term
transactions.

Free movement of services

Progress has been made in the banking sector. The Banking Law, which was adopted in
January 1999, enables the opening of foreign banks branches in Sovenia In addition, it
contains the basic provisons regulating the establishment, operations, and supervision of banks,
including an 18-month adaptation period. These provisons cover trangpostion of the BCCI
Directive, grant the Centrd Bank the possibility to adopt the Netting Directive, complete the
legidation concerning the supervison on a consolidated basis of bank groups, and outline
regulations concerning the bankruptcy and liquidation of banks and deposit guarantee schemes.
Measures to complete the trangposition of the Directives on Capital adequacy for market risks
need to be developed (refer to chapter on administrative cagpacity, on the functioning of bank

Supervison).

Notwithstanding the law level of dignment, no progress has been achieved in the insurance
sector. The legidation dlowing foreign ownership of insurance subsdiaries and of authorised
investment funds has not been passed yet.

Progress has been made in the field of freedom to provide services in the securities market.
The Securities Market Act adopted in June 1999 has removed the previous provisons which
prevented foreign brokerage houses from setting up in Slovenia. Foreign brokerage houses can
now carry out securities-related activities through a branch established in Slovenia (subject to
obtaining a locad licence). The Act dso removes the redtriction under which the holding of
foreign entities in a Slovenian brokerage house may not exceed 24% of the latter's basic
capita, and lays down rules of conduct for the carrying out of investment business. In addition,
the Act gives the Securities Markets Agency new powers, and enables it to co-operate with
other supervisory bodies both within Slovenia and abroad.

Advances in the functioning of the payments sysem continue to be made following the
implementation of the basic features of the red time gross settlement system in April 1998. As
regards retail payments, progress has been made through the establishment of a giro clearing
system, and legidation now needs to be passed to ensure that banks guarantee uniformity in
retail and corporate payment transactions, both nationaly and internationally.
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Free movement of persons

Immigration and work permit policies remain redtrictive and further harmonisation is necessary.
However with the entry into force of the Europe Agreement on 1 February 1999, some
liberdisation has taken place, ei. the Government adopted new indructions on how to issue
work permits to spouses and children of EU citizens residing and working in Slovenia Work
permits are not required for the employment of non-nationals in top managerid postions.

With regard to mutua recognition of diplomas and professond qudifications, Soveniais largdy
in compliance with the acquis. Most professona structures are in place, athough some further
drengthening will gill be necesscy.  Amendments to the Law on Employment and
Unemployment Insurance were adopted in September 1998, and the Law on Establishing
Reciprocity in February 1999. Rules on the procedures for the acquistion of professond
qudifications were published in June 1999, and the new Law on Foreigners was adopted by
the Parliament in July 1999.

Co-ordinating responsability for the mutud recognition of qudifications is with the various
Minigries, professond chambers and higher education ingtitutions. Sovenia ill needs to
designate a competent co-ordinating authority, covering dl professions relevant to the acquis in
this field, and dedling with the procedurd garantees that dl emigrants must be offered. The
requirement that migrants obtain a certificate of good hedlth is not in conformity with the acquis
and will have to be removed, as will any residence requirements linked to registration in any of
the professond registers.

Competition

Inthefidd of anti-trust, the last Regular Report indicated that the Slovene competition rules,
had mgjor shortcomings. Important legidative progress has been achieved in June 1999 when
the Law on the Prevention of Limiting Competition was adopted, which was a short-term
priority of the Accesson Partnership. This legidation brings Sovenian legidation broadly into
line with the acquis and introduces provisons on market definition, the test of dominance, the
treatment of joint ventures and gives investigative powers to the Competition Protection Office.
The Law on Competition Protection of 1993 continues to regulate the areas of dominant
pogition, dumping and subsidised import.

On the other hand, a legd framework for State aid controal, is ill lacking and a full State ad
inventory gill has to be completed. Sovenia has not yet aigned its State Aid awards provisons
with the acquis. It is important that the newly established Commisson for State Aid Control
which produced the first Survey on State aids at the end of June 1999 (for 1997 and 1998),
a0 establishes a full inventory of State aid by the end of 1999. The first Survey indicates that
totd State Aid is Hill dgnificant. No effective monitoring of date aid exist yet by which ther
compdtibility with the Europe Agreement can be ensured.

Conclusion

Progress made has been encouraging and the mgority of short-term priorities in the Accesson
Partnership, concerning Internad Market have been met. Legidation in line with the principles of
the acquis has been adopted, most notably in the fidds of framework legidation for the free
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movement of goods, capitd liberdisation, company and banking law, and anti-trust. However
snce this legidation has been adopted only recently, at this stage it is not possible to assess how
it isgoing to be enforced.

Sovenia now needs to consolidate this progress through the adoption of other key pieces of
internal market legidation where transpostion has not yet occurred. In the fidd of free
movement of goods, now tha the horizonta framework legidation has been adopted, it is
important to make rapid progress in the adoption of EN standards and individual Old and New
Approach Directives. In addition, legidation remains to be digned in the fidds of public
procurement, copyright, industria property and state aids.

In terms of inditutiona capacity, sgnificant progress remains to be made in the mgority of
aress. In paticular a Public Procurement Office needs to be established, and the inditutions
responsble for regulating the free movement of goods needs to be further reinforced. In
addition, the Competition Protection Office should continue to increase the number of its gaff to
ensure efficient enforcement of the new anti-trust law, whilst the State aid monitoring authority
should become fully operationd.

3.2. Innovation
Information society

Sovenia has continued to pay attention to the development of the information society. The tasks
of the Government Informatics Council were widened within governmenta bodies, public
indtitutions and other organisations carrying out public duties.

By the end of 1998, the eectronic payment transaction system has been introduced by 10% of
small-szed enterprises and by about 30% of large companies. The target for 1999 is
gpproximately one third of small enterprises and about 50% of large companies.

Education, training and youth

Sovenia ratified the Council of Europe Convention on recognition of quaification (Lisbon
Convention) in July 1999. However the new Law on Higher Education, stipulating that EU
citizens will have the same rights as Sovene citizens, is dill to be adopted..

A programme of vocationa courses for kindergarten teachers and rules for the implementation
of foreman and managerid examinations were adopted. In the field of the food industry, the first
programme of professona and technica education is being experimentally introduced. In the
school year 1998/99, the possibility to acquire vocationa and professiond training substantialy
increased.

From May 1999 Sovenia participates in the Youth for Europe, Socrates and Leonardo Da
Vinc programnmes.

In 1998-99, 240 students have benefited from Erasmus mobility grants to sudy in EU countries
and 1000 young Sovenians have taken part in the Y outh for Europe programme.
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Research and technological development

The present Community acquis does not require trangposition into the nationa legal order.
However, the compatibility of the generd lega order with the Community acquis needs to be
ensured.

The dlocation in the State Budget for the Ministry of Science and Technology for 1999
amounted to 0,68 % of GDP for 1999 and the tota amount spent on research in 1999,
(including private expenditure) was about 1.45% of GDP.

The association of Sovenia with the 8" Framework Programme (1999-2002) and with the
Euratom Framework Programme has entered into force in August 1999. In order to prepare
for successful association, severd information dissemination structures have recently been
crested or consolidated. Slovenia has aso decided to open its corresponding research
activities to the enterprises, researchers and universitiesfrom the Member States.

Research isreflected as a priority in the National Programme for the Adoption of the Acquis.

Telecommunications

Sating from a low level of dignment Sovenia has made some further steps towards
implementation of the acquis. Secondary legidation has been adopted on the use of radio
frequency spectrum for satdlite persond communication services, on the provison of Iridium
sarvices, on citizen band services, on the provison of public voice telephony and telex services,
and on the dlocation of radio frequency bands. However, progress in liberdization of the
markets for services and dternative infrastructures is gill insufficient as the decree on public
telecommuni cations services extending the exclusive rights of the public network operator to the
infragtructure for data communications and multi-media gpplications is ill in force. This means
that dternative infrastructures e.g., CATV, rail roads or dectricity networks cannot be used for
these services, and CATV operators providing Internet services sill have to use the network of
Telekom Sovenije for long distance and international access. In view of this problem, aswell as
non trangparent pricing practices for leased lines, the Competition Protection Office has initiated
two investigations into Telekom Sovenijes dleged abuse of dominant position.

In the field of data protection, the requirements of the EC regulation concerning directory data
and cdling line identification have been implemented. First measures towards tariff rebaancing
have been taken, but the internationd tariffs are ill among the highest in the CEECs and the
connection charges to the public network are about three times above the regiond leve.

In the context of the further privatisation of the public operator Telekom Sovenije, the 1998
Government decison to reduce the State' s ownership from 73.9% to 66.5% of the capita by
transferring the shares to Authorised Investment Companies for Privatisation Vouchers, has not
yet been implemented.

Sovenia has reached a high level of infrastructure development in the telecommunications
sector, which continues to develop very well. However, it is essentid that Slovenia accelerates
the liberdisation process and the pace of legidative adignment, and continues to implement a
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programme designed to help in the establishment of an independent regulatory authority. The
srengthening of resources of the Ministry of Transport and Communications remains an urgent

priority.

The podtd law of 1997 brought Slovenian legidation in the posta sector partidly in line with the
acquis but differences remain. The regulation on the scope of reserved services and on the
quality of service standards and monitoring are till non-compliant.

Audiovisual

Sovenia has not made any sgnificant progressand legidation is dill not in line with the acquis.
Amendments to the new Media Law and the Law on Radio and Tdevison are ill to be
adopted.

The existing adminigrative and implementation Structures (the Nationa Broadcagting Council)
were in place before 1997. However, the Council has limited powers for effective monitoring:
this weskness should be addressed in any new legidation.

Soveniaratified the European Convention on Trans-frontier Televison in June 1999,
Conclusion

Progress has been achieved in the field of research and technologica development with the full
asocigtion to the 5" Framework Programme. Sovenia has a wdl developed
telecommunications sector. However, it should make further efforts to complete aignment to
the acquis by early adoption of a new telecommunications law and to introduce gradud
liberdisation of dl telecommunications services other than voice telephony before 1/1/2001.

Sovenia has not made any sgnificant progressin the field of audio visud.

3.3. Economic and fiscal affairs
Economic and Monetary Union

Sovenia has indicated thet it accepts and will comply fully with the EMU acquis as defined by
titte VII of the EC treaty and the other relevant texts. Sovenia has aso dated that the
adminigrative structures to implement and enforce the acquis will bein place.

Sovenia has made little additiond progress in its preparation for participation in the Economic
and Monetary Union. In particular, for the acquis that has to be implemented before accession,
the current Bank of Slovenia Act ill provides for the possibility for the centra bank to grant
short-term loans to the government, even though this provison has never been used. Current
legidation does not seem to provide for privileged access of public authorities to financia
indtitutions, dthough rules regarding the investments of indtitutiona investors, such as pendon
funds and insurance companies need to be checked further. The Bank of Sovenia is not yet
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fully financidly independent, and the persond independence of the members of its board is not
fully guaranteed, as they only hold part-time jobs.

Compliance with the EMU acquis is conditiona upon completion of the process of
liberdisation of capitd movements, which is examined under section on free movement of

capitd.

Taxation

Sating from a low levd of adignment, Sovenia has made subgtantid progress in the fidd of
taxation since the publication of the last regular report. In July 1999, the Vaue Added Tax Act
and the Excise Duty Act entered into force together with the relevant implementing provisons.
Although two acts are based on Community principles, further amendments will be required
prior to Sovenias accesson to the EU to ensure full compatibility with the acquis. The
introduction of VAT was preceded by seminars on VAT and excise duty. A specia booklet
with ingtructions has been produced an Info-Office has been set up.

The re-organisation process of the Tax Administration has begun in order to make procedures
more efficient and to increase the effectiveness of value added tax collection. Training of the
executive and managerid daff and indructors, controllers and ingpectors in the Tax
Adminigration has taken place.

VAT regigration has been completed and the tax adminigtration started developing its own
computer support for VAT. For the purposes of implementing the Vaue Added Tax Act and
the Excise Duty Act, the customs computerised system was upgraded. A register of excise
payers was set up.

It is regrettable that Sovenia has not yet honoured a commitment given under the Europe
Agreement to close, by July 1998, the tax-free shops which operate on its land borders with
Member States. Proposals by the Sovene authorities to gradualy increase the level of excise
duties gpplied in these shops are not acceptable in that they would only lead to full
harmonisation by time of accesson. Sovenia should take urgent action to bring tax levels on
goods sold in these shops into line with norma nationd levels.

Conclusion

With the adoption of VAT law and its entry into force an important short term priority of the
Accesson Partnership was findly met. At this stlage however it is clearly not possible to assess
the implementation and the concrete functioning of the new VAT and excise systems. Important
efforts have been made to restructure the tax Adminigtration. The government’s proposa to link
the closure of tax-free shop to the date of accession is not acceptable to the Commission.

Satistics

Sovenia continues to make progressin digning its satisticd acquis to that of the EU. The main
nationa classfications, as well as classfications of indtitutiona sectors and the latest version of
the International Classfication of Diseases have been adopted. Nationa accounts, including
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quarterly and financial accounts, are produced. Effective compliance has aso been ensured in
price gatistics, labour force and other socia surveys, business register and certain other areas
of business gatiticsincluding short-term dtatistica data. .

Efforts to achieve further dignment are Hill needed in a number of aress, in particular qudity
and availability for input data in national accounts, accounts at constant prices, specidised
agricultural and regiona gatistics, and business and producer price statistics. Moreover, there is
ill no comprehensive structure of business surveys co-ordinated al over sectors, and there is
aso no accurate independent agricultura survey. The Sovene Statistical Office needs to ensure
that the census on agriculture envisaged for the year 2000 is effectively carried out.

The adminigrative structures needed to implement and enforce the acquis are largdly in place.
Moreover, the functiond and professond independence of the Sovene Statigica Office are in
practice largely assured, dthough these provisons gill need to be formdly trangposed in
legidation. Attention should now be focused on reinforcing the Office, both in terms of
increased numbers of saff, as well as ensuring thet it is adle to effectively perform the role of
co-ordinating and presenting al Setistical data.

3.4. Sectoral policies
Industry

The ‘Strategy for Increasing the Competitiveness of Sovene Industry’, first adopted in 1996,
updated in 1998, ams to improve the genera business environment and the competitive
position of Sovenian industry by focusng on Research and Devel opment, export development,
and the promoation of Foreign Direct Investment. Its principles are in line with the acquis.

As regards the restructuring of individud companies, the transformation of ownership of
formerly “socidly-owned enterprises’ was officialy completed in 1 November 1998. Any
“socidly-owned enterprises’ which had not been sold off were transferred to the Sovene
Development Corporation. The vaue of the companies transferred was just under 2% of the
“socialy-owned” capitd, and the Corporation was given responshility for restructuring and
privatisng these firms, or winding them up.

Measures should be taken in order to promote Foreign Direct Investment inflows which
decreased in 1998 (see chapter 2 on Economic criteria)

There has been progress in the indudtrid restructuring of privatised companies. The relaivey
high number of company creations is indicative of an increasng dynamism in the indudria
sector, and higher corporate investment throughout 1998 is further evidence of such a trend.
Nevertheless, there is further scope for the process of company-led restructuring in privatised
enterprises to gather pace, as the incentives to do so often reman too weak, particularly
where ownership has been transferred to management and employees. Moreover, large-scae
utilities remain in state ownership, and there has been little progress in their restructuring. The
overdl share of the state sector in GDP gtands a 45%, which isardatively high figure.

In terms of the Stuation in individua sectors, the best-performing indudtries are those which
successfully export to foreign markets. These include the chemica, rubber and pharmaceutical
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indudtries, the industries manufacturing eectricd and optica equipment, and the household
appliances indudtry. In the agro-food industry, the wave of completed mergers and take-overs
isanother Sgn of corporate activity aming to increase levels of competitiveness.

The mogt serious structura problems are in the sted sector and in a number of [abour-intensive
industries. As regards stedl, there has been some progress. Following the adoption of the Law
on the Privatisation of Steelworks in May 1998, 20% of the stedlworks shares have been
internally distributed. One of the three main sted mills was sold to a foreign investor in May
1999, and one of the subsidiary sted mills was sold in September 1999. However, the overal
restructuring programme for the whole sector submitted by the government in 1998 was not
judged to be satisfactory by the Commission as it did not address the issue of restoring long-
term viahility to the sector and Sate aid is fill being granted to the sector. Urgent priority should
be given to the preparation of arevised restructuring programme which adequately outlines how
long-term viahility to the sector can be restored. Smilarly, progress needs to be made in the
adoption of restructuring programmes in the textile and footwear sectors. An important
dimension of the indugtrid policy isthe control of Sate aids (See competition chapter).

Agriculture
Agricultural situation

In 1998, Sovenian agriculture accounted for 3.6% of the GDP and for 5.6% of tota
employment. The generd economic gStuation in agriculture has rather worsened, mainly
reflecting dow progress in structurd reform, in adjustment to growing competition on domestic
and external markets and due to certain depressed markets such as those for pork, maize and
wine.

The Sovenian farm Structure is dominated by small and mostly private farms that use 92% of
the agriculturd land and account for about three quarters of tota agriculturd output. The
remaning land is used by former sate farms which were al privatised by 1998. However,
investments and farm activities are condrained by uncertainties regarding the property rights of
the land used by these farms. Only 28% of this land has been effectively restituted by April 99,
the remaining part is under dispute. The privatisation of the food processng sector was nearly
completed in 1998.

In quantitative terms, Slovenia consderably increased generd exports of agricultura products
and food to the EU. In 1998 avaue of € 90.4 million was reached, representing 6.2% of total
exports to the Community. However, the importance of agriculture in total trade continues to
decrease amounting to less than 2% in 1998.

EU agriculturd exports to Slovenia continued to increase in 1998. The Community surplus in
agriculturd trade with Soveniaamounted to € 323 million in 1998.

In march 1999, the Council mandated the Commission to open negotiations with the associated
countries in view of new reciproca concessons in the fiedd of agriculture which will enhance
progressive and orderly liberaisation of bilateral trade.
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Agricultural Paolicy

Asregards the domestic support policy, the Slovene government has continued to fix producer
prices for wheat. The Agency for Commodity Reserves implements this policy. At present,
commercid mills are dlowed to import wheat directly whilst previoudy the Agency for
Commodity Reserves had sole competence on sdlling whest. Prices are aso fixed for sugar
beet, rye and milk. Prices for other agricultural commodities are free from controls. The trade
regime differs from the EU sysem. Sloveniais not entitled to give export refunds.

There are two systems of land registry: a land register providing data about land ownership,
managed by the Minigtry of Judtice and a cadaster providing identification of plots, run by the
Ministry of Environment. Both systems are being modernized.

The amount of direct budgetary support provided to agriculture has grown and continues to
focus on structura policies (support for less-favoured areas and rural development) rather than
on input subsidies. An inventory of agriculturd ad is under preparation. Direct area payments
per hectare were introduced in 1999 to compensate for reduction in guaranteed prices.

Inthe veterinary field, a number of implementing regulations have been adopted by mid-1999
in the areas of control of anima diseases, reproduction, trade, feeding stuffs, raw materia and
wade of animd origin. Sovenia has not yet sufficient legidation to implement the acquis as
regards animd welfare, veterinary drugs, resdue control, farmed and wild game meat and
zootechnics. The exiding veterinary control systems are not in line with the acquis. The
safeguard procedures for blocking regions need to be amended as does the existing system for
the financing of controls. The procedures for regigtration and identification of animals do not
meet EU requirements for any species and the two existing identification systems need to be
integrated. The border inspection posts do not meet EU requirements. The decison to build
new infragtructure facilities along the Croatian border has not yet been carried out.

Vaccination agang classcd swine fever is Hill practised. Contingency plans exist for al
diseases with the exception of fish diseases. The nationd reference laboratories need to dign
with Community requirements. Most establishments do not meet EU requirements. A decree on
the restructuring of daughterhouses was adopted in June 1999 with the am of initiating a
programme to improve the structures.

As regards the phytosanitary sector, Sovenia harmonised the maximum pedticide leve in
plants for human consumption.

A plan for the reform of agriculturd and rural development policy was adopted in October
1998 and will be implemented during the period 1999-2002. This plan covers market price
policy, a programme for environment and landscape assstance for agriculture (including a direct
payment scheme per ha), a programme for the modernisation of farm sructures and food
industry and arura development programme. The reform will lead to further progress in market
liberdisation, the establishment of the CAP mechaniams and the abolishment of date
monopolies. However, its implementation will require subgantid financid means and an
adequate inditutional framework. In addition, a National Programme for the development of
Agriculture, Food, Forestry and Fisheries 2000-2002 has been been adopted by the
government
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The adoption in June 1999 of the Act amending the Organisation and Work Area of the
Minidtries Act provided the bagis for the cregtion of the Agency for Agricultura Markets and
Rurd Development, which will function as a Paying Agency Initidly, this Agency will manage
pre-accesson ad (SAPARD) and gradudly teke over the assgnments of the EAGGF
Guarantee Fund.

The Agency for Agriculturd Markets will dso be the inditution responsble for the
implementation of rural development measures and structura policy. At present, there are no
multi-annua programmes. A register of agricultura holdings receiving subsidies has been set up.

Certain initiatives for locd development exigt (diversfication of non-farm activities, promotion of
direct retail trade) as wdl as smdl-scae operationa programmes in the context of the
Integrated Rurd Development and Village Renewa. The current delimitation of Less Favoured
Areas (LFA) needs to be adjusted to EU criteria. Aid for young farmers was introduced in
1998. There is no agri-environmental programme in place in Sovenia, dthough a number of
individual measures and schemes do exidt.. Invesments in marketing and processing of
agricultural products are supported within the generd investment support scheme. As regards
forestry, there is no support for afforestation, and processing and marketing of forestry. The
current scheme for the protection of forests againg fire is partly in line with the acquis. The
procedures for the collection of data need to be adjusted.

Concerning the common market organisations, the key management mechanisms in the
arable crops sector are not yet in place and in particular the conditions for market mechanisms
independent from the state have not been established. The de facto state monopoly on buying
and sdling wheet and rye Hill exigts. Quality standards exist for dl cereds, dthough those for
whest gill have to be harmonised with EU standards.

Beef production is supported by severa premiafor breeding, daughtering and for promaotion of
production in LFA. Public intervention for beef is provided for in nationd legidation but has
only been caried out in 1996 so far. In the milk sector the government determines fixed
producer prices, no milk quota system nor intervention system exigts. For the pigmeat sector
intervention buying-in was introduced for the first time in 1998.For sheegp and goats a premium
is granted to meat producers who sdll neither milk nor milk products.

Concerning the fruits and vegetables sector, there is no legd framework for producer
organisations but the co-operatives and associations established in recent years have smilar
tasks to EU producer organisations. There is no system of production aid for processed fruit
and vegetable products with the exception of support for the purchasing of apples intended for
processing. Qudity ingpection a wholesde and retall leve is not effectively goplied on interna
trade. Rules on qudity of fruits and vegetables are partly in line with the acquis.

Conclusion
Some progress towards the full implementation of the agriculturd acquis has been made but a
large amount of dignment and implementation till needs to be done. Some weaknesses have

been addressed over the last year, namdy in the setting up of structures to implement structural
and rurd policies and the decison for the modernisation of the land regidter.
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The short term priority of the Accession Partnership of reinforcing capacity in the veterinary and
phytosanitary adminigiration, in particular the announced decision to build the border inspection
post a the Croatian border, has not been implemented. Significant incompetibilities with the
acquis for market organisations remain, in particular the existence of a state monopoly for
whesat and rye.

The reform of the agriculturd policy addresses most of the changes needed to be in line with the
acquis. If its implementation proceeds as scheduled (1999-2002), Slovenia could be in line
with the common agriculturd policy in the medium term, provided that the necessary financid
means are available and the ingtitutiona framework is established.

Fisheries
The fisheries sector is only of margind importance for the Sovenian economy.

No progress has been reported. Sovenia needs to adapt its legidation to the acquis and set up
the inditutions for implementing the common fisheries palicy.

Energy

Energy policy

The 1998 Regular Report concluded that Slovenia had to continue its efforts notably to prepare
for the interna energy market, to progress as regards emergency preparedness and to increase
energy efficiency. Appropriate handling of nuclear safety standards had aso to continue.

On 16 September the Slovene Parliament adopted the Energy Act, which should be considered
as a mgor gep for aignment with the eectricity and gas directives. The Act foresees the
establishment of an independent regulatory body, the Energy Agency, which will contribute to
the establishment of an appropriate and efficient mechanism for regulation as required under the
directives. Under the Energy act, the dectricity market will be opened for domedticaly
produced dectricity 18 months after the entry into force of the act. Sovenia has chosen the
regime of Regulated Third Party accessto its networks.

Otherwise, substantial progress has taken place in some energy-related areas. The new mining
act was adopted in July 1999, and this brings the provisons on exploraion and extraction in
line with the acquis and ensures now harmonisation with the Hydrocarbons Licensing Directive.

A new dectricity tariff syslem was adopted in December 1998. This system will contribute to
diminaing, over the coming years, the remaining price digortions in view of the correct
functioning of the future interna energy market. Early 1999 studies have been completed on the
country’s Lendava refinery, which will be helpful for deciding on its future in the dready over-
satured European refinery market.

Amendments to the Commodity Reserves Law were adopted in May 1999. These ensure the
gradud build-up of security reserves in oil products, which will amount to 60 days
consumption in 2002.
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Improvements in the area of energy efficiency are ill needed dthough there has been notable
progress through the development of energy efficiency programmes.

The restructuring of the éectricity market is well under way. However, only partid privetisation
has taken place as regards the oil derivatives digtribution companies. The dtate sill owns 45%
of Nafta Lendava and between 90-100% of production and transmission companies.

Nuclear energy

In the field of nuclear safety, the Cologne European Council emphasised the importance of high
standards of nuclear safety in Central and Eastern Europe and stressed the importance of this
issue in the context of the Union's enlargement. It cdled on the Commisson to examine this
Issue thoroughly in its next regular progress reports on the candidate countries.

Sovenias nuclear reactor (a PWR unit of Western design) at Krsko (unit 1) provides 38 % of
the country’ s dectricity.

For countries where western-designed nuclear plants are in use, Agenda 2000 requested that
devel opments should be monitored to ensure that operations comply with the gppropriate safety
standards. Technical assistance can be provided if necessary.

Sovenia continued the safety upgrading programmes of Krsko nuclear power plant. It has
purchased new steam generators for the Krsko nuclear power plant, which will be ingtaled
during the regular annua outage of 2000. Extendve geologicd research is currently on-going to
re-eva uate the seismicity of the ground at the Krsko nuclear power plant.

Sovenia signed in November 1998 an additiona Protocol to its nuclear safeguards agreement
with the IAEA. Slovenia dso raised to 39.6 million € the amount related to respongbility for
nuclear damage set out by the Vienna convention.

The issue of the congtruction of a new spent fuel storage capacity is ill under discusson. In
the meantime, the Krsko power plant has introduced a system of “dry-cask storage’. In any
case, Soveniashould am to rapidly settle with Croatia the consequences of the dua ownership
of the Krsko plant, particularly on matters such as nuclear waste storage.

Sovenia has ratified the Joint Convention on the safety of spent fue management and on the
safety of radioactive waste management, and acceded to the Paris convention on third party
ligbility in the field of nuclear energy in March 1999.

The atention of Sloveniaiis drawn to the Council Conclusons of 7 December 1998 on Nuclear
Safety in the Context of the Enlargement of the European Union, including the emphasis put by
the Council on the need to develop further methods relevant to the redisation of a high leve of
nuclear safety. In this context, Sovenia, its nuclear regulatory authorities and nuclear operators
are invited to provide regular information in response to corresponding requests from the
Commission.

Conclusion
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Sovenia is making progress as regards the energy sector. Further efforts are nevertheless
necessary in the following areas. preparation of the internal energy market (electricity and gas
directives) including the adjusment of monopolies, access to networks and energy pricing,
edablishment of an appropriate and efficient mechanism for regulaion, emergency
preparedness including the building up of mandatory oil stocks, restructuring programmes and
date interventions in the solid fuels sector; improvement of energy efficiency.

No mgor problems are expected for Sovenia to comply with Euratom provisons, but the
Issues deriving from the dual ownership of the Krsko nuclear plant have to be resolved rapidly.
However Sovenia should aso fully accept the Euratom safeguards acquis including the principle
that reports are sent directly by the operator to Euratom. Longer term solutions for spent fuel
and nuclear waste will have to be found. For the safety authority, an increase of the sdaries and
an improvement in its financia sability would help to retain saff and increase assessment

capability.

The attention of the Slovenian authorities is dso drawn to the Council Conclusons of 7
December 1998 on Nuclear Safety in the Context of the Enlargement of the European Union,
including the determination of the EU to keep under close review throughout the accession
process the issues covered therein. In this context, the Sovene government, its nuclear
regulatory authorities and nuclear operators are invited to provide regular information in
response to corresponding requests from the Commission.

Transport

Sovenia has dready reached a ggnificant levd of legidative harmonisation and integration in al
aress of the transport acquis.

Asfar asroad trangport is concerned, Sovenia is following a redigtic programme of dignment
of legidation as regards safety, technology and environment. In September a law on dangerous
cago transport was adopted, which achieves further dignment in this area. Further
gpproximation on the socid acquis is necessary, namdy the full gpplication of the EU legidation
on access to the profession.

Although approximation of legidation regarding railways is at an advanced stage it needs to be
completed. Soveniawill dso need to continue its planned reorganisation of Sovene Railways.

Progress is being made at a Steady pace regarding maritime trangport. Legidation in the
maritime safety sector is dmost completely digned with that of the EU. The harmonisation of
Sovenian legidaion with internationd safety conventions has progressed wdl, namey with a
view to fulfilling the conditions of the Paris Memorandum of Understanding on Port State
Control. In this context, Sovenia ratified in early 1999 the 1988 Protocol to the Internationa
Load-Line Convention (1966), the 1988 Protocol to the Convention on Safety of Life at Sea
(1974) and ILO Convention on Working Conditions for Salors. However, amendments to
exiging legidation sill need to be made, notably in the areas of vessd regidration conditions
and free movement of labour. The new Maritime Code has not yet been adopted.
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No particular progress can be signaled in thefidd of air transport. It should be noted however
that efforts have concentrated on the negotiations on a multilateral agreement on a European
Common Aviation Area (ECAA). Sovenia is actively following the effective harmonisation of
technicd requirements and administrative procedures according to JAA (Joint Aviation
Authorities) requirements. Furthermore, it is to be noted that the present administrative capacity
within the Ministry and the Civil Aviation Authority sill needs to be strengthened in order to be
able to properly implement legidation and to cope with future EU membership requirements.

As far as transport infrastructure development is concerned, a good ded of progress has
aso been made, namely as regards the motorway building programme, roads and railways (in
particular in Corridors V and X) as well as the port of Koper. Soveniais actively participating
inthe TINA process.

Conclusion

The harmonisation of legidation in the trangport sector continues to advance a a satisfactory
pace. Significant progress is dso being made as regards the upgrading of trangport
infrastructure. However, more effective implementation of legidation is needed in the aviation
sector, as wdl as the completion of the restructuring of Sovene Railways. The adminigtrative
infragtructure to implement the acquis effectively has been patialy established and the
proposed plans gppear redigtic. Efforts should continue.

Small and medium-sized enterprises

Almost 98% of dl enterprises in Sovenia are SVIES. They represent 40% of tota employment
and contribute 38% of GDP.

Promotion of enterprise devdlopment, including smal and medium Szed enterprises, is a
medium-term priority in Sovenias Accesson Partnership, and encouragement of the
development of SMEs is one of the key measures envisaged by the government ‘ Strategy for
Smdl Business Devdopment’. This srategy, under the respongbility of the Minigtry of Smal
Businesses and Tourism, focuses on increasing the number of SMES, increasing their proportion
of vaue added in naiond income, improving their export potentia, and targeting human
resources development within SMEs. It is important to ensure a well-functioning coordination
between the relevant Minidries in promoting SVIE development.

Sovenia has confirmed its interest in taking part in the Third Multiannua Programme for SMEs.
Sovenias paticipation in the programme should contribute in a podtive manner to the
European integration of business organisations and the SME sector.

3.5. Economic and social cohesion
Employment and social affairs

The overdl employment and socid dtuation in Sovenia was rdativey satisfactory, with the
exception of the area of Occupationa Health and Sefety.
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In 1998 the average annua unemployment rate reached 7.9% (according to ILO
methodology). The projection for 1999 are between 7.5-8.0%.

In October 1998 a new verson of the Law on Employment and Insurance againgt
Unemployment was adopted by the Parliament, as well as thirteen implementing regulations,
issued by the Minigtry of Labour, Family and Socid Affars. The anendments are designed to
enable a more active employment policy, to promote re-employment and to discourage black
market |abour.

Sovenia is conducting with the Commisson a joint review of its employment policy. A new
Lawv on Wage Policy was adopted by Parliament in May 1999. At the same time, the
Government adopted the programme for Active Employment Policy Measures.

Inthefidd of labour law, the new framework law on labour relations il has to be adopted.

At nationd leve the tripartite social dialogue functions well and socid partner organisations are
extensvely consulted on rdevant new draft legidation.

On equal treatment of men and women, new Law on Parenthood and Family benefits, which
will not trangpose the relevant Directive in its entirety, till has to be adopted as does the Law
on Labour Rdations. In addition, Slovenia needs to pass legidation to ensure equa trestment in
occupationa socid security schemes.

Progress has been made in the approximation of health and safety legidation with the adoption
of the new Law on Hedlth and Safety a Work in June 1999. Nevertheless, the implementation
capacity of Sovenia in this field gill needs to be strengthened. On public health, Sovenids
Law Redtricting the Use of Tobacco Products is till not in line with the acquis. Sovenia will
participate from 1999 in the Community Programmes on Hedth Promotion, Combating
Cancer, Drug Prevention and Prevention of Aids.

Regarding the free movement of workers, amendments to the Law on Foreigners and to the
Law on the Employment of Foreigners have yet to be adopted.

On social protection and the co-ordination of socid security schemes for migrant workers,
Sovenia needs to ensure that its adminisiration will be able to cope with the heavy burden that
this co-ordination will place on the exising structures. Amendments to the Law on Socid
Assgtance which am to srengthen control mechanisms were adopted by Parliament in May
1999.

Soveniardified the European Socid Charter in April 1999.
Conclusion

Sovenia has recognised the need to speed up legidative work in the socid policy area
Approximation of legidation has advanced in particular with the adoption of the new Law on
Hedth and Safety at Work, but substantiad work remains to be done in this area and in
particular with respect to the implementation of important parts of the health and safety at work
acquis. There continues to be a need to strengthen the public employment service. Inditutiond,
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judicad and adminidrative cgpacity to implement co-ordination rules in the fidd of socid
security of migrant workers will require adaptation of the social security adminigtration and the
further training of officias

Regional policy and cohesion

The European Union supports the strengthening of cohesion, mainly through the Structura
Funds. Sovenia will have to implement these instruments effectively whilst respecting the
principles, objectives and procedures which will bein place & the time of its accesson.

Sovenia has made good progress since the last Regular Report both as regards legidative
aspects and inditutiona strengthening.

Sovenid's regiond GDP per year was in the reference year 1996 a 67% of the EU average
with variations from 50% in the Pomurska region to 84% in the Osrednjedovenska region. It is
expected that the whole territory of Soveniawill be consdered as one single region designed in
accordance to EU methodology (NUTS 2).

The new Law on the Promotion of Regiona Development in July 1999. This law is based on
the same principles as the EU Structura Funds and edtablishes a generd adminidtrative
framework for the implementation of a regiona structura policy. It foresees the crestion of a
Council for Structurd Policy, which will act as nationa co-ordinating body and also provides
for the establishment of a Nationa Regiond Development Agency under the authority of the
Minigry of Economic Rdations and Deveopment, as wdl as individud locd Regiond
Development Agencies.

A number of vital issues till need to be addressed, notably effective coordination and training,
budgetary procedures in genera and co-financing including multi-annuad commitments in
particular. In this context the adoption of the new Public Finance Law in September 1999
which provides to multi-annual planning represents a good progress. The Nationa Strategy for
Economic Devedopment, the main indicative planning insrument, is not fully integrated with the
sector operationd programmes, particularly in terms of public finance. Long-term budgetary
planning is conducted only for investment spending, targets are not dways quantified, the
sysem for the monitoring and evauation of programmes is not complete, and internd and
externd financid control are not sufficiently well developed.

Soveniahas only limited experience in gppraisal and evauation procedures.

Conclusion

Sovenia has made good legidative progress in its preparaions for regiond policy. This
legidation envisages the necessary administrative structures and procedures. It is now of great
importance that the inditutions envisaged by the new legidation are established both rapidly and
effectivdy in order to strengthen Sovenia's adminidrative capecity to efficiently manage the
pre-accesson insruments, and subsequently to implement EU structura policy.

3.6. Quality of life and environment
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Environment

Although Slovenia had dready made some progress as regards the adoption of framework
legidation, more legidative work needed to be done. The development of the adminigrative and
financia ingruments for the implementation of the acquis was one of the mgor tasks ahead.

Sovenia has made some additiona progress in the dignment of its environmentd legidation. It
has adopted 13 legd actsin the fidd of water protection, three in the field of air protection, two
in the field of waste management and one in the field of nature protection.

In September 1999 the Parliament finaly adopted the Nationd Environmental Action
Programme (NEAP), presented by the Government in December 1998. This programme
defines the aims, orientations and strategy for environmental protection and the use of natural
resources for the coming ten years.

The integration of environmental aspects in other policy areas will be addressed through the
implementation of the NEAP.

Other than the implementation of the single European emergency call number no other progress
can be reported in the context of horizontal legidation.

In the water protection sector, despite the adoption of a number of lega acts that cover the
emissions of substances in the discharge of waste water from certain sectors of industry (e.g.
agro-food, chemicd, etc.), there is dtill the need to introduce framework legidation.

Certain rules on waste management and on the management of waste oils have been adopted.
Amendments to the legidation on import, export and transgit of wastes have also been passed.

Inthefidd of industrial pollution control and risk management, a number of amendments to
the decree on the emissons from heating plants have been passed.

On air quality protection, Slovenia has adopted a decree on volatile organic compounds and
adecison to implement certain provisons on the exchange of information and data, which so
relate to future participation in the European Environmenta Agency. A number of amendments
to the decree on the qudlity of liquid fuels have aso been passed. A law for the rdtification of
the internationa convention on the safe handling of fuels has been passed.

For the chemicals and Geneticaly Modified Organisms sector, the Law on Chemicds, which is
based on EU legidation regulating the use of chemicds in the fidds of hedth and the
environment, was adopted in April 1999. Neverthdess, dgnificant progress in dignment
remains to be made in this sector.

Important progress has been made in the field of nature protection with the adoption of the
Nature Conservation Act in June 1999. This law aims to protect the natura environment and
regulates the presarvation of bio-diversty on the bass of EU Directives, internationa
conventions and regiona development policy.

The condruction of storage capacities for low and intermediate level radioactive waste and
gpent fuel for the Krsko Nuclear Power Plant waste is pending, the KNPP spent fuel pool has
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undergone re-racking to increase its capacity. Slovenia has ratified the Joint Convention on the
Safety of the Spent Fud Management and on the Safety of Radioactive Waste Management.

In terms of inditutional capacity, the implementation and enforcement of environmental
legidation are ill week. In this context, the partid consolidetion of the environmenta
Ingpectorates is encouraging, and the government decison to recruit 88 new daff for the
Minigry of Environment and Physica Planning in 1999/2000 represents an important step
towards the solution of the permanent lack of staff of this body.

One of the vitd issues when implementing the environmental acquisis to have a good estimation
of the rdated costs. Slovenia has dready edtablished financia plans. The Sovene NPAA
edimates that the alignment costsin the field of environment will amount to € 2 720 million over
aperiod of 15 years. However, a“directive by directive’ etimate is still missng.

Theissue of nuclear safety is dedt with in the energy section.
Conclusion

The exiding levd of forma compliance of Sovenian environmentd legidaion with the acquis
varies greatly from sector to sector. In sectors such as water protection, nature protection and
wagte management, the level of forma compliance is dready quite high, but some efforts ill
need to be made. Greater efforts are necessary in other sectors such as industrid risk
management, and chemicas and Geneticaly Modified Organisms if Soveniaiis to meet its own
timetable for compliance. Many important pieces of legidation are still missing in these sectors.

Although overdl required investment efforts to ensure compliance are rather high especidly as
far as waste water, IPPC and large combustion plants are concerned, Slovenia should be able
to draw on the necessary resources.

Consumer protection

Sovenia has made some progress, in particular through the Law on Product Safety which was
adopted in March 1999, and which aims to implement the directive on genera safety of
products, resdua safety and protection of consumers. The Law on Chemicas adopted in April
1999 regulates the use of chemicasin the fields of hedth and environment.

Rules on labdling prepacked foodstuffs and the decree on the monitoring of pesticides in
foodstuff and agricultura products were adopted in April 1999 to regulate consumer protection
in the agro-processed food sector.

The Consumer Protection Act (which entered into force in March 1998) needs to be amended
to ensure full dignment to the acquis, and new legidation is needed to transpose the Consumer
Credit Directive. The Law on the Prevention of Limiting Competition adopted in June 1999
ams to transpose the Directive on comparative and mideading advertisng.

Adminigrative structures need to be improved, in particular with respect to market surveillance
of prices and Consumer Credit. In this context a Regulation on indication of price of goods and
sarvices entered into force in August 1999.
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3.7. Justice and home affairs

The Regular Report 1998 concluded that in order to attain the medium-term priorities of the
Accesson Partnership, Slovenia needed to make a substantid effort in the areas of legidative
policy (both accession to internationd lega instruments and adjusting domedtic law, eg. as
regards asylum and drugs) and of training law enforcement staff.

There has been very congderable progress in the adoption and revision of legd instruments.
Immigration / Border control

So far as immigration is concerned, a new Law on Foreigners was adopted in July 1999 as
well as the Law on the Status of Citizens of the other SFRY Successor States. Besides,
reedmission agreements have been concluded with the Czech Republic (March 1999) and
Hungary (April 1999). Sovenia has now readmisson agreements with 20 European countries
and with Canada.

Sovenia 4ill has to adopt the implementing provisons of the new law on foreigners and to
undertake further efforts as regards the rules on entry for the purpose of gainful activity and for
sudying. The readmission agreements with Switzerland, Romania and Canada have to be
reviewed since they do not provide for the reeadmisson of third country nationds. Readmisson
agreements with BosniaHerzegovina and Russia, currently under preparation, have to be
findised and efforts should continue to conclude readmisson agreements with those African and
Asian countries whose nationds target Sloveniain risng numbers.

In June 1999, Sovenia annulled visa exemption agreements with FYROM and Turkey. Turkish
citizens will need visas as of 1 December and citizens of FYROM since 1 September 1999 to
enter Sovenia. Sovenia should continue progressive dignment of visa legidation and practice
with that of the EU.

As regards border control, it gppears that in 1998 13,740 persons were caught for illegal
border crossings into Sovenia and that in the first three months of 1999 6,000 illega crossing
atempts were registered, mainly from the FRY, Romania, FYROM and Turkey.

The issue of find demarcation of the border with Croatiais dill outstanding. Sovenia has ill to
adopt a new law on border control. Border controls must indeed be reinforced, especidly at
the green border with Croatia Shce Soveniais becoming atrangt country for illegd immigrants,
mainly from Croatia and Hungary. Particular atention should be paid to the upgrading of the
enforcing agencies (police and customs, borders guards) in terms of dtaffing, equipment and
traning.

Asylum

The number of asylum applications per year has increased sgnificantly : 499 in 1998 (337
under the Geneva Convention and 162 lodged on humanitarian grounds) against 349 in 1997
(72 and 277 respectively).  This trend has continued : in the first semester of 1999, 348
applications were registered (250 and 98, respectively).
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The new Asylum Law was adopted in July 1999. It includes definitions on the dtatus of a
refugeg/asylum seeker and of asylum. Basic principles such as the right to asylum, "non
refoulement”, co-operation with UNHCR, assstance to asylum seekers and safe third countries
are included. Furthermore the adminigtrative court will be the gpped ingance ingtead of a
Government commission.

Effort are dtill needed to train speciaised agents to implement this Law and most likely to recruit
additiona daff as it gppears that there is a big backlog of pending applications : 433 under the
Geneva Convention and 213 on humanitarian grounds, out of which 21 and 169 respectively
were lodged in 1997.

Police

Sovenia has taken measures to improve the authorities capacity to fight organised crime and

corruption. In February 1999 the Government decided to take severd detailed actions (e.g.

preparing a methodology for gathering statistics on organised crime and corruption, preparing a
code of ethic for public employees, and a security awareness campaign €tc.)

In the short term, Slovenia ill needs to focus on reinforcing the structures responsible for
combating organised crime (with specid emphasis on training specidigt saff), and on ratifying
the 1977 Council of Europe Convention on the Suppression of Terrorism.

The Sovenian legd framework as concerns the Council Directive 91/308/EEC on prevention of
the use of the financid system for the purpose of money laundering is Shce some years in
accordance with the acquis and with internationd standards. However some fine-tuning is il
necessary in particular as far as a confiscation system is concerned.

Drugs

The draft laws in the fidld of drugs have not been adopted yet: a framework draft law on
prohibited drugs, a draft law on the prevention of harmful use of prohibited drugs, a draft law
on precursors and a draft law on the ratification of the Council of Europe Agreement on illicit
sea trafficking. As Soveniais not only an important trangt country but is dso becoming more
and more a country of consumption, it should drive to ensure a quick adoption and
implementation of the relevant instruments. Efforts are needed for a balanced and integrated
approach towards the drug problem.

Judicial cooperation

The European Convention on Mutua Assstancein Crimina Matters (Council of Europe, 1959)
was rdtified in February 1999. (The functioning of the judiciary is described in chapter 1.1.)

Conclusion
Sovenia has made an impressve effort in the adoption of new legd ingruments. This legidative

progress has been complemented by the creation of new structures in the field of
immigration and asylum and by the allocation of some budgetary resources for
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immigrants accommodation, border policing, recruitment and training of judges. An
improvement of the judiciary in the area of penal cases has been registered.

Sovenia should now findise its legd aignment by adopting legidation in the fied of border
controls and drugs. Sovenia should dso make sure that proper structures are set up and
implementing measures taken in dl Justice and Home Affairs matters and that the necessary
resources, training and equipment are made available. A sustained attention is still needed on
border contrals, fight against organised crime and operation of the judiciary.

3.8. External Policies
Trade and international economic relations

Sovenids applied tariffs average (smple) 8.8% on dl products 13.1% on agriculturd
products; 6.1% on fishery products; and 7.8% on industrial products.

AsaWTO Member, Slovenia dready implements the Uruguay Round Agreements, but has yet
to accede to the plurilatera Civil Aircraft Code and Government Procurement Agreement.
Soveniaisaggnatory to the General Agreement on Trade in Services (GATS). The new WTO
round will provide an opportunity for Soveniato progressvely dign its level of commitmentsin
this area to the EC level. Sovenia has expressed its willingness to work closdy with the EC in
the preparation of, and during, the forthcoming Millenium Round, with a view to digning
positions and policies as closdly as possible. Soveniais prepared to co-ordinate with the EU its
actions concerning the WTO Agreement for Textiles and Clothing (ATC), with a view to
achieving congstency of commitments upon accession.

Sovenia has continued the process of dignment to the provisons of the EU’'s Common
Commercid Policy. The issues of control of dud-purpose civil and military goods and
technologies, and rules for the import and export of textiles and garments need to be addressed.

Sovenia has not signed any additiond Free Trade Agreements (FTA) . The Free Trade
Agreement with Croatia was ratified in March 1999, whilst the Free Trade Agreement with
FYROM is pending ratification and is applied provisondly. Overdl, in addition to its
Associgtion Agreement with the EU, Sovenia has sgned Free Trade Agreements with 17
countries (4 with EFTA members, 6 with CEFTA members, and with Estonia, Latvia,
Lithuania, FYROM, Croatia, Isragl and Turkey).

Devel opment
Sovenia has not yet defined which inditution will take over the co-ordination of European

Development Fund activities. At present no new ingditutions have been envisaged, dthough the
chosen indtitution will have to be adequately reinforced.

Customs
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Sovenian legidation in this field was partialy digned to the acquis. Further progress has been
made. In July 1999 an amendment to the Customs Act entered into force. The respective
implementing provisons were adopted in May 1999 together with aregulation on duty reliefs.

The amendment and the implementing provisons further dign Sovene customs legidation with
acquis, in aess such as Binding Tariff Information, Binding Origin Information, entry
procedures, customs procedures with economic impact and customs value. However, aignment
on free zones and customs warehousesis only partial.

Sovenia fully participates in the Pan-European system of Cumulation of origin, which has been
gpplied since January 1999. In February 1999, following a positive evauation on its readiness
to participate in the Common Trangit Procedure, Slovenia was granted observer status in three
working groups of the Joint Committee of the Convention of 20 May 1987 on a common
trangt procedure.

In July 1999, a new law on the Customs Service entered into force. It provides the customs
adminigration with a modern lega framework and will guarantee a uniform gpplication of the
customs and excise duty legidation. Moreover it defines the powers and responsbilities of
cugoms officds. An information — Andyss Centre was established within the Customs
Searvice, in order to collect, evduate, analyse and distribute information.

Training activities of the Customs Administration have been directed to increased control a
border crossings, and the fight against smuggling. In the area of computerisation progress was
made in the handling of customs procedures.

Theissue of duty free shops at land bordersis dedlt with under point 3.3 — Taxation.
Conclusion

Sovenia has made a vauable effort to iron out most of the magor differences between its
customs legidation and the relevant acquis. Sovenia should continue these efforts in order to
reach complete harmonisation. The customs administration will aso need to be strengthened,
both in terms of resources and expertise.

Common foreign and security policy

Sovenia continues to orientate its foreign and security policy towards EU and NATO. It
participates actively in the multilateral didogue between the EU and the associated countries
within the framework of the Common Foreign and Security Policy, including the regular
meetings on Palitical Directors, European correspondents and Working Group level. It has
regularly digned its postions with those of the EU and, whenever invited, joined the Union's
satements, declarations and démarches including in the context of the UN and OSCE. Thus it
digned itsdf with the Common Position on Kaosovo, the ban on Yugodav flights and the ail
embargo on Yugodavia Sovenia made an exception for Montenegro arlines with respect to
CFSP declaration on the flight ban againg the Yugodav nationd airline. The Sovenian decison
not to ban Montenegro arlines is to be seen in the context of Sovenias generd interest in
maintaining particular economic relaions with Montenegro.
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The Kosovo crisis has highlighted Slovenid's important foreign policy role in South-Eastern
Europe. Sovenia a an early stage fully supported positions by the EU and the Contact Group
on the issue and the Government supported the UN Security Council resolution on Kosovo.
The Government supported NATO by opening its airgpace and argued in favour of an
intervention.

Following an amendment to Common Position 96/184 concerning arms exports to the former
Y ugodavia, Soveniawas exempted from the restrictive measures in August 1998.

On 1 March 1999 the Convention on Banning Land Mines entered into force in Slovenia. This
bans the production, use, stock and export of anti-personne land mines.

In the Kosovo criss, Slovenia expressed support for NATO operations and opened its
arspace for NATO flights. Sovenia paticipated in the OSCE mission in Kosovo. Sovenian
troops participate in SFOR.

Sovenia grives to contribute to regiond gability through a policy of good-neighbourly relations
and regiona co-operdion, i.a by paticipating in the Centrd European Initiative (CEl), the
South EastEuropean Co-operative Initiative (SECI), the Royaumont process as well as, most
recently, the Stability Pact for South-Eastern Europe. It engages in trilaterad cooperation with
Ity and Hungary and seeks to strengthen economic and politica relations in particular with
Bosnia and Herzegovina, FYROM, Albania and Montenegro.

An agreement to settle property issues was initided with Croatia in June 1999. However,
outstanding issues regarding the management and ownership of the Krako nuclear power plant,
1% of the land border and the maritime sea border in the Piran Bay and the debts of the
Ljubljanska Banka still need to be resolved. On the issue of the maritime border in the Firan
Bay, Soovenia and Croatia have agreed to engage the former United States Defence Secretary,
Mr. William Perry as an internationa arbitrator, while to settle the problem of Ljubljanska
Bankathe two parties decided to seek an advisory opinion of the IMF.

In the context of its policy towards South-Eastern Europe, the Government consolidated and
advanced the stting up of the Internationd Trust Fund for Demining and Mine Victims
Assgance. On 9 November 1998, Slovenia and the USA dgned the agreement on the
Internationa Trust Fund, which had been set up on 11 March 1998. The am of the Fund isto
support the implementation of the Dayton agreement by financing demining activities and
rehabilitation activities for mine victims.

3.9. Financial Questions
Financial control
Sarting from ardatively low leve of dignment, some progress has been made in this field.

The Court of Audit of the Republic of Sovenia operates on the bass of principles which are
broadly in linewith the EU acquis. Itisin practice both functiondly and financidly independent
of the government, whilst the range of its activities covers the full range of regulatory and
performance audit set out in internationa standards. Certain adjustments remain to be made —
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the Court’s status needs to be formally changed to that of a Nationa Audit Office so that it no
longer issues decrees, forma follow-up procedures to audit findings need to be strengthened,
and a number of individua internationaly recognised standards need to be implemented. In
addition, whilst the Court has benefited from a number of training events and the introduction of
new computerised audit tools, it is ill somewha understaffed. Efforts need to be made to
grengthen itsinditutiona capacity.

As regards internal financia control, amendments to the Law on the Implementation of the
Budget were adopted in December 1998. These establish a decentralised system of budgetary
control as well as providing the basis for a standardised accounting system for dl types of
budgetary expenditure. However, the implementation of these changes has not yet fully taken
place, and more effective development of internd audit within line ministries and at locdl level
needs to be ensured with a particular focus on ensuring an adequate audit trail, checklists and a
transparent system for dissemination and follow-up of control reporting. Moreover, further
improvements to the internal control system are necessary within the Budgetary Inspectorate,
paticularly as regards ex post adminisrative and accounting control. In addition, the
Inspectorate remains underdaffed, and its ingtitutional capacity needs to be strengthened. In
September 1999 a new Public Finance Law was adopted by the Parliament, which determines,
among other issues, new rules goplicable to public funds, public indtitutions and agencies for
financid control.

Conclusion

Sovenia has made some progress. Neverthdess, in the internd financiad control in particular,
sgnificant efforts are Hill required to upgrade the financid control and audit functions and the
professond leve of the necessary dtaff in the perspective of the management of pre-accesson
funds and Structura Funds.

3.10 General evaluation

Sovenia sgnificantly acceerated its overdl legidative gpproximation effort and demongrated
Impressive progress across most sectors of the acquis. Key parts of internd market legidation
have been adopted. In the field of standards and certification, this includes the adoption of
framework legidation, sector specific legidation and product ligbility legidation. Daa
protection legidation has been adopted. Important progress was made in capitd liberdisaion
and the banking and securities sectors which together with changes in the company law have
removed many of the redrictions on foreign companies doing business in Sovenia.  The
adoption of laws on anti-trust and on VAT/excise are two further important steps in dignment
with the interna market acquis. Progress in dignment is dso reflected in justice and home affairs
where laws were passed on foreigners and asylum and measures taken to combat organised
crime and corruption.  Efforts have been sustained in the employment and socid affairs area
where the level of dignment to the acquisis dready high. In environment, laws were adopted in
the fields of water, air, waste management and nature protection and some progress was made
in esimating costs and developing financid plans for dignment. The Customs Law was
amended, bringing Sovene legidation and practice in this area further in line with that of the EU.
Progress is being made in the veterinary and plant hedth fields but the pace of adignment needs
to pick up asthereis gill alot to do in the agriculturd sector.
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Sovenia il needs to put the legd framework for sate aids is place. Attention needs to be
paid to completing aignment in the areas of free movement of persons, capitd and services.
With regard to the latter, it is important that legidation on the insurance sector be adopted.
Efforts are ill needed as well to dign public procurement and intelectud and industria
property laws. No progress has been made on digning audio-visud legidation. The areas of
border control and drugs require continued attention.

Sovenia has made little progress in genera public adminigtration and judicia reform. However,
the sector legidation (standards and certification, justice and home &ffairs, regiond policy)
which has been adopted recently provides for the establishment of many of the necessary
adminidrative dructures. It is important that Slovenia now sets up these inditutions with
adequate resources, including sufficient numbers of trained staff. Steps have been taken to
consolidate indtitutiona cgpacity in the competition, employment and socid affairs, agriculture
and cusoms areas.  Continuing attention needs to be paid to strengthening of the environmernt,
taxation, state aids and jugtice and home affairs administrations. Appropriate supervisory and
regulatory authorities need to be edtablished for public procurement, energy and
telecommunications.

Sovenia has met most of its short term Accesson Partnership priorities.  Internal market
legidation has been adopted, measures have been taken to clarify property legidation, progress
is being made in trangposition in the environment field and recently adopted legidation provides
for many of the ingtitutions needed to implement the acquis. However, the short term
Accesson Partnership priorities have only been partidly met in the areas of banking and
insurance and concerning administrative and judiciad capacity (adoption of a civil service law,
land regidration, financid control).
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4.  Adminigtrative capacity to apply the acquis

This chapter updates the information given in the Commisson's Regular Report of 1998. The
European Council in Madrid in December 1995 referred to the need to creete the conditions
for the gradud, harmonious integration of the candidates, particularly through the adjustment of
their adminigrative structures. Taking up this theme Agenda 2000 underlined the importance of
incorporating Community legidation into nationd legidation effectively, but the even greeter
importance of implementing it properly in the fidd, via the appropriate adminidrative and
judicid gructures. Thisis an essentia pre-condition for creating the mutud trust indispensable
for future membership.

For this year's report the Commisson continued to work with the candidate countries to
identify an illugtrative list of enforcement bodiesin key arees of theacquis. Wherever possible
information is provided on the Ministry or organisation which is responsible for a specific part of
the acquis, its legd powers, staffing levels and budget. As in the Member States each
adminigtration has to decide how to alocate scarce human and financia resources, ensuring that
it has sufficient capacity to implement the acquis. There is no ‘ided’ levd of daffing and
numbers alone are no indication of capacity to implement the acquis effectively. However,
wherever they are available, staff numbers and changes in saffing levels are provided. It is
clear that in areas where there is a heavy control and enforcement burden one or two people
are not sufficient and in such cases very low gaff levels can indicate a need to give greater
priority to administrative capacity.

Many of the enforcement structures covered in this report have only recently been established.
They are beginning to take decisons in acquis-related aress but it is often too early to assess
the quality and compatibility of these decisions with the acquis or the information needed is not
avalable. However, in some aress it is possible to provide data to illudtrate that the acquis is
becoming a living and integra part of domegtic decison-making. During the coming year the
Commission will continue to work with each of the candidate countries to build up a data base
on adminigrative cgpacity and information on enforcement which will alow the Union to assess
operational capacity to implement the acquis.

In the 1998 Regular Report, the Commission concluded that :

“Sovenia has made little progress since the Opinion in generd public adminigration and judicid
reform. The measures taken to enhance adminigtrative capacity vary between sectors. While
there has been some progress in the process of ingitutiona consolidation in - employment and
socid affairs, agriculture, customs and environment aress, concerted efforts still need to be
made in the internd market, taxation, state aids and justice and home &ffairs areas. Thereis a
generd need for daification in the scope of respongbilities of the various adminidrative
Structures and for more and better quaified staff.”

4.1 Administrative structures

Sovenias adminigrative cgpacity to gpply the acquis is ill very weak in some aress. Even if,
in respect to some of the most urgent tasks, the Sovene authorities have become aware of the
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need to urgently reinforce the staff, training and equipment of certain bodies and indtitutions,
overdl public adminigration reform has not showed sufficient progress.

Thisis partly due to the lack of consensus on fundamental issues (e.g. scope of civil service and
sdaries), as wel as lack of paliticd commitment. The implementation of public adminigtration
reform has dowed down. The mgjor progress achieved was the adoption of the Genera
Admnidrative Procedures Law in September 1999. This Law regulates al adminidtrative
procedures which must be used by the Government indtitutions as well as local communities
indtitutions when deciding on adminigrative matters. For the firg haf of 1999 the Government
approved the opening of 247 additiona posts for experts in various Ministries. However very
few posts have been filled.

The Programme Council for Public Adminigration Reform, formed last year, has not become
operationa. The subcommittee of senior civil servants does not meet regulaly and has
produced few concrete results. The draft Civil Service Law has not been adopted by the
Government. The same goes for the new draft lav on Government, which is desgned to
regul ate relations between minigries.

The implications of membership of the EU have not been taken fully into account in that no
comprehengve gpproach or training drategy for the whole of the Sovene civil service have
been put in place, dthough they are being prepared. This gap will become more and more
apparent as the date of accession nears.

In this context, Sovenids capacity to properly implement and enforce the acquis is not
ensured. Given the smdl sze of Sovenias adminidration, its authorities will have to make
particular and urgent efforts for Slovenia to be able to implement and enforce the acquis
communautaire in ardiable and sustainable manner by the time of accesson

4.2 Administrative and judicial capacity : key areas for the
Implementation of the acquis.

The uniform application of EC Law: The number of judges posts has increased dightly and
an improvement (i.e. shortening the length of procedures) in pend cases has occurred. In civil
cases, there have been no changes, whilst the procedures for commercid cases are ill long.

By the end of 1998, 682 judges posts and posts of other court officials at courts were
occupied (89.5%). A generdly high number of judges per capita and the larger number of posts
for loca courts have not prevented a comparatively high increase of cases per judge at loca
courts. The average workload per judge, particularly in the loca courts, is higher than in 1997.
The overburdening of the judiciary remains a problem, as reflected in the continuing increase in
the case backlog, a gtuation which is indicative of the fact that the judiciary reform has not yet
produced the desired results.

The function of bailiff has been introduced by the Law on Civil Procedure, aming a facilitating
the execution of judicid civil sentences and thereby reducing the overburdening of the courts.
However the balliff have not been nominated yet. The Minigtry of Judtice has produced during
the first semester of 1999 three regulations on the competencies and conditions for this function,
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as well as on the specifics of the exam that has to be passed to be nominated by the Ministry of
Justice.

Some positive steps have aso been taken as regards the training of the judiciary. The Judiciary
Training Centre was set up to provide permanent professond training for officids and
employees of the judiciary, paticularly in EU law and information technology. A five-year
framework programme and an annua programme of education and training were prepared.
Funds have been dlocated from ether the Ministry of Jugtice budget or from internationa
indtitutions. Nevertheless, the Centre gill has to sart operations and there is ill no continuous
training programme for judges.

The body responsible for checking conformity with the acquis is the Office for Legidation
(OFL). The function of co-ordinating the EU accession process belongs to the Government’s
Office for European Affairs, while the responsihility for drafting individud legidative acts fals to
theline minigries

In November 1998 the Government adopted the format and the procedure for a European
Compatibility Assessment, which requires that al new drafts as from 1 January 1999 contain
information on the compatibility of the draft in question with EU law and with the Europe
Agreement. The Office's staff has been increased by 5 in the last year and the OFL currently
employs 27 people.

Human resources condraints in Sovenia's judicid system limit its ability to goply the acquis
efectivdy. The training of judges in EC law will require an important invesment in the
development of the capacity of thejudicia system.

The Sovene judiciary remains overburdened; the number of cases and the backlog have
increased. Thus the need to accelerate the reform persists.

Single market : The legd bass for Public Procurement is il the Law on Organisation and
Working Areas of Minidries and the Law on Public Procurement (1997). The ingtitution
responsible for public procurement is the Ministry of Finance, which co-operates within the
relevant departments within each sectord ministry. A number of implementing regulations have
been adopted, but Public Procurement Act has till not been revised.

The National Audit Commission for Public Procurement (operational in 1998) protects bidders
in public procurement procedures. According to the law, the Commission is an independent
professona body with the right to suspend tender decisons. Protection is dso guaranteed by
judicid procedures, under a new law on enforcement and insurance, which provides the
possibility to suspend procedures and the concluson of a contract by judicid act. The
President and 10 Members of the Commission were gppointed by a Parliamentary Decree
using the same procedures for the appointment of judges.

In 1998, 4894 public invitation tenders were published. Of these, 86 were rejected and 58
cancdled. Up until 31 August 1999, 3612 public invitations tenders were published. Of these,
83 were rgjected and 31 cancelled.

Saffing levels reman dearly insufficent. Significant training will dso be required within the
sectord minidries for staff involved in executing the new procurement procedures. The Public
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procurement department within the Ministry of Finance will need to employ a least two new
experts.

Progress remains insufficient in this area, both regarding the adoption of the acquis and
Sovenia's administrative capacity in this field. An agency responsible for carrying out
public procurement procedures has not yet been established, and there is a need for a
strengthening of the administrative capacity and further training of the increased staff.

The Office for Intellectual Property (OIP) is established within the Minigtry of Science and
Technology. The Office employs 57 S&ff.

The legd basis for the work of the Office is the Law on Organisation and Working Aress of
Minigtries, the Law on Industrial Property (1992/1993) and the Law on the Protection of
Intellectual Property/copyright (1995). The OIP is mandated to perform duties related to the
protection of intellectua property and protection of copyright.

The role of enforcing the legidation is principaly dependent on the work of the judiciary, the
Didrict Court of Ljubljana being the sole court mandated in thisfield.

The Office has played an effective role in harmonising the relevant areas of legislation
and appears to have the capacity to effectively implement the acquis. The main issue
remains the need for the Office to be reinforced, particularly in terms of the training of
the staff.

The Law on Data Protection was adopted in July 1999. The implementation of this Law will
demand the establishment of a Department for Persond Data Protection within the Ministry of
Judtice.

The Slovene Standards and Metrology Inditute is established within the Ministry of Science
and Technology. The Standards and Metrology Indtitute is a public agency (accountable to the
Ministry of Science and Technology) entrusted with both standar disation, technica regulation
in the field of legal metrology, certification and accreditation. The Standards and Metrology
Ingtitute dso has the overdl role of co-ordinator for harmonisation of the Slovene technica
regulations with the relevant areas of the acquis and providing technical support to sectora
minigtries. The Inditute employs 85 people.

The legd bads in this fidd was previoudy the Law on Organisation and Working Aress of
Minigtries (1994). The adoption of the Laws on Standardisation, Accreditation and Conformity
Assessment in July 1999 provides the necessary legd bass for the re-organisation of the
inditutions in this field to ensure independence in decision making and a functional separetion of
the activities related to implementation/enforcement as regards regulatory, standardisation,
accreditation and certification functions.

In spring 1999 the Ministry of Economic Relations and Development established a Department
for the Free Movement of Goods with respongbility for co-ordinating this sector. The
Department has a total of 9 gaff. In terms of the indtitutions foreseen by the new laws, the
Sovene Inditute for Standardisation is to be edtablished as a result of the Law on
Standardisation which was adopted in July 1999. Staff levels will have to be increased in the
area of standardisation.
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In addition, the Law on Accreditation adopted in July 1999 envisages the establishment of a
new independent National Accreditation Office. In the area of Metrology and pre-packed
products the staff level also needs to be increased.

Earlier in 1999, the Department for Conformity Assessment was established within the Ministry
of Economic Relaions and Development. It currently employs 6 experts and is responsible for
ensuring the compliance of technica legd acts relating to products subject to the requirements
of safe operation and use. It is dso respongble for ensuring market supervision with regard to
compliance with technical legal acts relating to products. Increased staffing and staff training are

necessay.
Increased gtaffing and staff training are o needed to strengthen market survelllance.

There has been good progress in this area in that the adoption of the above mentioned
three new Laws provide the necessary legal basis for the re-organisation of the
ingtitutions in this field to ensure independence in decision making and a functional
separation as regards regulatory, standardisation, accreditation and certification
functions. However, the reorganisation of the institutions is still to be achieved, and
additional staff will be required.

The ingtitution respongble for banking supervison is the Banking supervision department (BSD)
of the Bank of Sovenia. In June 1998, the Bank of Sovenia endorsed the Core Principles of
Bade as the key guidelines to perform its supervisory tasks. A constant supervision over banks
and savings banks is ensured by regular reporting and checking of off-balance records as well
as on-gite controls. In 1998, 30 on-site bank examinations were carried out. Fourteen of these
were full-scope examinations, and 16 were targeted examinations. One bank was liquidated in
the second half of 1998 as conditions for its further operation were not met. In the first haf of
1999, 16 on-dte bank examinations were carried out. Six of these were full-scope
examinations and ten were targeted examinations.

The BSD employs about 30 people with university degrees. Contacts have been established
with various competent authorities of Member States.

The Law on Insurance and the Law on the Ownership Transformation of Insurance
Companies were adopted in July 1999, laying the foundations for the restructuring of the sector.

The powers of the Securities Markets Agency were reinforced by the provisons of the 1999
Securities Markets Act. The Agency conducts on-dte inspection and may withdraw licencesin
case of serious violations. Additiona human resources (at present 23 persons) will be needed
to increase the efficiency of supervison. The Agency is financed from the fees of companies,
with supplementary funds from the government budget. It co-operates with other domestic
supervisory authorities; a Protocol of Co-operation with the Bank of Slovenia has been signed.
As regards co-operation with foreign supervisory bodies, the Agency is currently negotiating
Memoranda of Understanding with Austriaand Croatia.

The new Securities Market Act was adopted in June 1999. The Agency for the Securities
Market is dready in place but requires additiona staff.
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Progress needs to be made in strengthening the independent supervisory capacity of
Insurance markets, notably that of the Insurance Supervisory agency.

In the area of mutud recognition of professona quaifications, the necessary inditutions
(Agency for mutuad recognition of professond qudifications, professond qudifications
Ingpectorate body and adequately trained staff in sectoral ministries) till need to be established.

As regards the free movement of workers, there is a need for further strengthening of the
Employment Service. For details see the section on Free Movement of Workers.

In relation to the co-ordination of socid security systems, inditutions will have to be
grengthened, including the training of saff and gaffing in relevant indtitutions as well as socid
court judges, to implement the acquis. Furthermore, the establishment of organisationa units
within the Minigtry of Labour, Family and Socid Affairsis needed.

Little progress has been made in reinforcing Sovenia's administrative capacity in this
field to apply and enforce the acquisin thisfield.

The Foreign Exchange Inspectorate is dready in place within the Minigtry of Finance. The
ingtitutions needed for EMU are dso dready in place — namdy, te Bank of Sovenia, the
Ministry of Finance and the national Statigtica Office.

While no new institutions are needed in this field, a number o new staff will need to be
recruited, particularly within the Ministry of Finance.

Competition: The Slovene Competition Protection Office was created in 1994 and is
edtablished within the Ministry of Economic Relations and Development. Currently the Office
has nine employees, having been reinforced by the addition of 3 new daff at the beginning of
June 1999. Since November 1998, the Office has issued decisons on ten notified merger and
take-over cases, on one non-notified take-over attempt, on two cases of abuse of the dominant
position, on one revocation of a selected exemption, and took one anti-dumping action. One of
the decisions has been appeded before acivil court in October 1998.

The adminidrative capecity in this area remains rdaively week due to insufficient gtaff, the
increesng number of cases, week co-ordination and limited training of staff. However, the
Office is increasingly pro-active and its independence and legd authority (in particular to
undertake investigations) were reinforced by the new legidation.

In the field of sate aid, the government adopted a decison in October 1998 on the
establishment and tasks of the Commission for State Aid Control. The head and members of
the Commisson were nominated in March 1999, and the standing orders establishing the
Commission's rules of procedure were adopted in June 1999. The Commission operates under
the direct responsbility of the Ministry of Economic Relations and Deveopment, and is
composed of representatives of key Minigtries. The Commission's task is to co-ordinate work
in the preparation and eaboration of inventories and reports on state aids, adopt rules
concerning the noatification of measures that may conditute state aids, issue opinions on such
notified measures, and provide expert opinions and proposas regarding the elaboration and
implementation of state aids policy. The Commisson produced the first state aids Survey for
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Soveniain June 1999, and is scheduled to produce the first comprehensive nationa dtate aids
inventory by the end of 1999.

The Internd Market Department within the Ministiry of Economic Relations and Devel opment
was established to ensure support to the State Aid Commission, and currently employs one
economist and one lawyer. This is dill largdy insufficient, since the totd gtaff that has been
considered necessary is 23.

Considerable progress has been made in the field of competition, but the need for urgent
strengthening of the institutions remains. Sovenia must pay particular attention that the
Competition Protection Office is reinforced to ensure effective anti-trust surveillance,
and that the recently-formed Commission on State Aids develops into an effective control
body. For thisto occur, there is a need to establish a coherent legal framework for state
aid monitoring, including a mechanism for systematic assessment of the compatibility of
aid projects.

Telecommunications. The Tdecommunications Adminigration is edtablished within the
Minigtry of Trangport and Telecommunications. The regulator is separated from the operator
(Telekom Sovenije) but is not yet separate from the Minigry.

Three additiona gtaff have been employed taking the totd to 30. The regulator has issued a
number of decrees based on the Law on Telecommunications.

Not enough progress has been made in this area regarding administrative capacity. An
independent regulatory body needs to be established, and the number of staff needs to be
significantly increased.

Audiovisual services: There are no line ministries responsible for the implementation of tasks
in the fidd of public media The Nationd Broadcasting Council is responsible for decison-
making as far astechnica issuesin the fields of radio and televison are concerned.

The necessary ingtitutions are still to be established. The proposed amendments to the
Media law, which foresees an enhanced role for the National Broadcasting Council and
the creation of a special media section within the Ministry of Culture to monitor and
implement media regulations and to co-operate closely with the Broadcasting Council,
have still not been adopted by the Parliament.

Taxation: The Tax Adminigration, under the responghbility of the Ministry of Finance, deds
with tax implementation issues. On 31 December 1998, 2,397 people were employed by the
Tax Adminigtration (2300 permanently, 97 temporarily of which 24 were trainees). The entry
into force of the Law on VAT on 1 July 1999 necessitated a reinforcement and re-organisation
of the Tax Adminigration.

A new organisationd structure was therefore set up which entailed the transfer of operationa
tasks from loca tax units to tax offices. Training has been provided for senior saff, ingtructors
and tax collectors. The Tax Administration carried out the regisiration process for VAT payers,
and adapted its computer system to take into account the required changes. 78 new staff are
being taken on during 1999.
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As regards measures to prevent people from working outside the formal economy, inspectors
of the Tax Adminigtration have brought charges against 561 offenders, banned operations in
184 cases and imposed pendtiesin 316 cases.

Further reinforcement of the Tax Administration needs to take place, both in terms of
staff, and professional capacity. Attention should therefore focus on the training of
employees to ensure that legislation is properly implemented and enforced.

Agriculture : The Veterinary Service of the Republic of Sovenia is organised under the
Veterinary Adminidration of the Republic of Sovenia (VARS), a pat of the Minigtry of
Agriculture. Amendments to the Veterinary Practice Act are necessary to enable the Veterinary
Savice (Veeinay Adminigration of the Republic of Sovenia, Animad Hedth Centre of
Sovenia and Veeinay Inditute of Sovenia) to operate under the unitary EU market
conditions. The responshility for Anima Heslth Centre should be transferred to the Veterinary
Adminigration and approved veterinarians agppointed to issue hedth cetificates and
internationd attestations. The officid veterinary laboratories need to be accredited, adequately
equipped, saffed and organised o as to be directly supervised by the centrd authorities. The
total number of date veterinary officers is 117. A Plant Protection and Seeds Administration
needs to be established and staffed.

The responghility for the implementation of the agriculturd acquis is divided between three
minigries (Ministry of Agriculture, Food and Forestry, Ministry of Environment and Ministry of
Economic Reations and Development). Consequently there is a need for inter-ministerid co-
ordination in this field. Test laboratories (in the food-processing sector) only partidly sisfty the
required standards and are not organised in a manner comparable to smilar laboratories in the
EU.

Sovenia's agriculturd information system partly complies with the requirements of the EU
legidation. The collection of information on agricultura market and prices has no adequate
legidative bass. The veterinary procedures at the border inspection posts are Smilar to those of
the EU, but there are no ingpection and storage facilities on the borders. The decision to build
new infrastructure facilities dong the Croatian border has not yet been carried out. As regards
animd identification, the two existing databases, one for veterinary and one for zootechnical
matters need to be merged into one database.

The legidative framework (Amendment to the Law on Organisation and Work Area of the
Minidries Act) has been changed to dlow for the creation of the Agency for Agricultura
Markets and Rurd Development (AAMRD). This Agency is to implement the SAPARD pre-
accesson ad and in the future carry out the measures of the EAGGF. The Agricultura and
Market I nspectorates need to be unified.

Rural development measures are carried out within the Fund for Regiona Development and the
Maintenance of Population Dendty of the Slovene Countryside.

The Minigtry of Agriculture has recruited 30 additiona steff.
A Chamber of Agriculture and Forestry has been sat up to help to organise the agricultura

sector and be a provider of servicesto farmers. The precise tasks of the Chamber are till to be
elaborated.
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The veterinary service, in particular the Animal Health Centre and the Veterinary
Institute, needs to be adequately regulated. No progress has been achieved in
implementing the decision to build new infrastructure facilities along the Croatian
border. The creation of the Agency for Agricultural Markets and Rural Devel opment
provides the basis for implementing the common agricultural policy (market, price and
structures); however, it needs to be accredited, organised, adequately equipped and
staffed in order to performits assigned tasks.

Energy: The exising inditutions repongble for the implementation of legidation in the fidd of
energy are the Directorate for Energy Supply, the Agency for Efficient Energy Use and the
Directorate for Minerd Resources, which are under the responshility of the Ministry of
Economic Affairs, and the Nuclear Safety Adminigtration, which is under the responghility of
the Minigtry of Environment and Physca Planning.

The 1999 new Energy Act foresees the creation of an independent regulatory body, which
will contribute to establishing an appropriate and efficient mechanism for regulation as
required under the gas and electricity directives. It is intended, under the new
Commodity Reserves Act, to set up a body which should deal with oil stocks.

Transport: The responsble authority in Sovenia is the Minidry of Transport and
Communications. Within this minigry, the relevant responsble bodies are the Roads
Directorate, the Maritime Trangport Adminigration, the Civil Aviaion Authority, and the
Trangport Ingpectorate. In addition, the Ministry of the Interior, the Ministry of Labour, Family
and Socid Affars, and the Standards and Metrology Indtitute have responshbility for monitoring
legidation in anumber of aress.

In general, the necessary administrative structures for meeting the acquis requirements
are in place. However, on aviation, the present administrative capacity (within the
Ministry and the Civil Aviation Authority) needs to be strengthened. On railways,
improvements are needed as regards the administrative capacity for the implementation
and supervision of regulations.

Employment and social policy: The principa inditutions in the area of occupationd health
and safety are the Office for Safety and Health at Work (under the competence of the Ministry
of Labour, Family and Socid Affairs, MOLFSA) and the Labour Inspectorate (also under the
competence of MOLFSA).

The Office for Health and Safety at Work was established in October 1995. Its lega basisis
the law on Organisation and Areas of Work of the Minidtries, which was adopted by
Parliament in 1994,

The Labour Inspectorate was created in 1994. The Ingpectorate is an independent body within
the Ministry of Labour, Family and Socid Affairs with its own sub-budget, and it employs 95
persons of which 74 are ingpectors.

Amendments to the Employment and Unemployment Insurance Act increased the
competencies of the Nationd Employment Office (NEO). Furthermore, the NEO was
reorganised, providing the possibility for authorised organisations (other than the NEO) to
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perform tasks in the area of employment, with the aim to increase competition and enhance
qudity and effectiveness. The number of staff was increased from 893 in October 1998 to 906
in June 1999.

Some progress has been made regarding the adminigration of socid security for migrant
workers. The rdlevant adminidtretion is in place: the Inditute for Penson and Invdidity
Insurance; the Indtitute for Hedlth Insurance; the NEO; the Ministry of Labour, Family and
Socid Affairs and the Ministry of Hedth. Training for the gpplication of regulation 1408/71 (in
the fied of co-ordination of workers socid security rights) is underway in the context of the
Consensus programme. However, the experience of socid security paymentsis ill limited.

There has been some progress regarding recruitment for key authorities in the area of
employment and socid affairs. The gaffing of the Minigtry of Labour, Family and Socid Affairs
was increased from 125 employeesto 137. The Labour Inspectorate increased its staff from 96
to 99. The Office for Safety and Hedth a Work has taken on 7 additiond people to its
previous staff of 45.

Thereis still a need for additional personnel in the Ministry of Labour, Family and Social
Affairs, the Labour Inspectorate, the Centre for Professional Training, the Employment
service, the Fund for Human Resources Development, the Government Office for
Women's Palicy, the Institute of Public Health and the Occupational Medicine Institute.

Regional policy and cohesion: The preparation and co-ordination of regiona policy is the
respongbility of the Ministry of Economic Reations and Development. The recently adopted
Law on Badanced Regionad Deveopment (July 1999) envisages the establishment of a Council
for Structurd Policy to act as nationa co-ordinating body, together with the establishment of a
Nationd Regiond Development Agency as wel as individud locd Regiond Deveopment
Agencies. These inditutions are desgned to co-operate with the Fund for Regiona
Development and the Presarvation of Rurd Settlements in the implementation of sructura

policy.

The Department within the Ministry of Economic Relaions and Development responsible for
implementation of the Law on Balanced Regiona Development has 9 dtaff. The Phare Cross
Border Co-operation Implementation Unit, which is designed to form the basis of the Nationa
Regiona Development Agency by the end of 1999, aso has 9 dtaff.

The institutions recently created by the new legislation should be quickly established to
ensure that Sovenia effectively develops its administrative capacity to efficiently
implement EU structural policy. Additional staff are needed for these purposes, and they
will need to be effectively trained to ensure that the relevant administrative, financial
and management structures ar e effectively established.

Environment: The Minisry of Environment and Physicd Planning is the responsible body in
the fidd of environment. It has produced the Nationd Environment Action Programme (in
December 1998), and has issued a range of environmenta regulaions in a number of sectors.
13 new environmenta ingpectors have been gppointed in 1999, and dtaff a the Ministry have
undergone training. However, the planned reform and consolidation of ingpectorates and of the
enforcement system in generd has not taken place. The low leve of enforcement remains a key
problem in Sovenia
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Sovenia still needs to significantly reinforce its institutional capacity in this field. New
institutions need to be established (an environmental agency which will be responsible for
planning, management and protection, as well as a body responsible for the protection of
nature). It is important that adequate funds to ensure the effective functioning of these
bodies are provided.

Secialised staff are still lacking in the fields of water, nature protection, genetically
modified organisms, waste management, air quality and nuclear safety. Furthermore,
Sovenia lacks the relevant administrative/technical structures and expertise to
implement the Bird and Habitat Directives. A system for integrated industrial pollution
control and risk management and related bodies also needs to be set up.

Sovenia needs to make significant efforts in the recruitment of new staff, in their
effective training, and in the provision of adequate financial resources to ensure that
Institutional capacity to monitor and implement legislation is sufficiently devel oped.

Consumer protection: The responsble body in thisfield isthe Office for Consumer Protection
which is within the Ministry of Economic Relations and Development. The current leve of
daffing within this body is four, with one lawyer having been recruited in June 1999. The Office
provides co-financing for independent consumer organisations. A network of consumer advice
centres has been established under theinitiative of the Sovene Consumers Association.

The institutional capacity of the Office of Consumer Protection needs to be reinforced. It
is at present understaffed, and still lacks the required technical expertise to develop,
implement and enforce policy in the full range of consumer protection areas. Therefore,
new staff need to be recruited and trained. In addition, awareness of consumer
protection issues within the judiciary should be improved.

Justice and home affairs:

The new Law on Foreigners, adopted in July 1999, sets up a Centre for Deportation in the
currently exigting Trangt Home for Foreigners. The Transgt Home is salit in two departments,
the Centre for Deportation, regulated by the above law and the Asylum Home, regulated by the
Law on Asylum.

The Law on Asylum (adopted in July 1999) dso establishes an information and documentation
centre in the fidd of migration, with the task of developing a methodology for gethering,
andysng and communiceting data on asylum, refugees and migration movements between the
EU and the indtitutions concerned.

Additiona funds (€ 1.7 Million) for activities concerning illegd migration have been gpproved
by the Government to cover cogts for overtime of policemen aong the border and temporary
lodging for immigrants.

During 1998, the Nationd Money Laundering Prevention Office received reports of 69
suspicious dedls (representing an increase of about 25 percent from 1997) and managed to
close 57 cases of which 20 were reported to the crime investigation police (and the public
prosecutor).
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There remains a need for increased capacity for border management and control (both staff
and equipment), paticularly in light of the recent developments in migration. Shortage of
personnel at the borders with Croatia and Hungary has thus far been compensated for by
personnel changes from the border with Audtria and Italy. In 1998, Sovenia concluded an
agreement on common border control with Audtria which has contributed to aleviaing the
personnel problem.

As dipulated in the new Law on Police (adopted in July 1999) the Minigtry of Interior
prepared a plan on organisational changes. These changes are till to be carried out, including
the crestion of specid units for the fight againgt corruption and the fight againg terrorism, the
cregtion of specidisad units at the regiond level dedling with organised crime and the setting up
an anti-corruption unit for the fight againgt organised crime.

Good progress has been made with the adoption of necessary new Laws. Institution
building, to ensure Sovenia's capacity to implement and enforce the acquis, will still
require considerable investments in terms of staff, training and equipment.

Customs. The Cusoms Adminigtration, under the responghility of the Ministry of Finance,
deds with customs implementation issues. It currently employs 2,271 staff. The adoption of the
Law on Excise Duty a the end of 1998 and amendments to the Customs Law in April 1999
have led to a re-organisation of the Customs Administration. This has been enacted in the
Customs Service Law adopted in June 1999,

Reforms which have dready been carried out include the establishment of a department of
excise, upgrading of the Customs information system, the establishment of ten regiona tax
offices, and the establishment of nine local area networks (to connect customs offices/border
points to an information system). Twelve new gaff were redlocated to the Investigation service,
and within this, an Information-Anayss centre was established. The generd 1T network was
upgraded.

Good progress has been made but further reinforcement of the Customs Administration
needs to take place, particularly in terms of institutional capacity, in order to ensure that
Sovenia effectively implements the recently-adopted legislation, as well as new changes
to the implementing system which will occur as a result of accession.

Financial contral: Inthefied of external financiad control, the responsible body is the Court
of Auditors. This is an independent body which reports to the Nationd Assembly. Currently
there are 86 employees, of which eight are members of the Court and 23 are support staff. The
remainder are auditors. In practice, the Court is both functionaly and financialy independent of
the government, and the range of its activities covers the full range of regulatory and
performance audit set out in international standards. The Court has benefited from a number of
training events and the introduction of new computerised audit tools.

In the fidd of internal financid control, the Budgetary Inspectorate within the Minigtry of
Finance is the body respongble for budgetary control. Amendments to the Law on the
Implementation of the Budget at the end of 1998 edtablished a system of decentrdised
budgetary control and a uniform accounting procedure. However, these amendments have not
yet been fully implemented.
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Certain adjustments remain to be made to the status of the Court of Auditors — itsrole
needs to be formally changed to that of a National Audit Office and formal follow-up
procedures to audit findings need to be strengthened. In addition, the Court is
under staffed and capacity therefore needs to be reinforced.

As regards internal financial control, efforts need to be made to implement the system
established by the legislation adopted at the end of 1998, to ensure that effective internal
audit occurs in a decentralised manner, both within line ministries and at local level.
Institutional capacity within the Budgetary Inspectorate needs to be reinforced, both in
terms of staff and training. This is necessary both in light of the new system that is being
implemented, but also because of the requirements arising from Sovenia’s involvement
in the EU’ s pre-accession instruments.
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C. Conclusion

Sovenia fulfils the Copenhagen politicd criteria. Two areas which ill need atention are the
streamlining and speeding up of the judicid and parliamentary processes.

Slovenia can be regarded as a functioning market economy. It should be able to cope with
competitive pressure and market forces within the Union in the medium term, provided thet it
continues to make further progress on structura reforms.

Sovenia has maintained macroeconomic stability. The reform process has been reinvigorated in
recent months by the adoption of severd important pieces of legidation. Progress has been
meade in reforming the financia sector, notably with the adoption of laws on banking and foreign
exchange. A mgor reform of the tax system has been implemented with the introduction of
value added tax. The government reached an agreement with employers and employee
representatives on pension reform. Measures have aso been taken to remove some restrictions
on capitd inflows.

Sovenia has followed a gradua approach to structurd reform. This needs to be speeded up in
order to take greater advantage of the growth potentia of the economy. Priority should be
given to the privatisation of state assets, including the two state banks. Measures are needed to
improve corporate governance in particular in gate-owned and newly privatised firms.
Regtructuring of public utilities is necessary. The legd environment for enterprises should be
further improved

Sovenia sgnificantly accderated its overadl legidative gpproximation effort and demongrated
impressive progress across most sectors of the acquis. Key parts of internd market legidation
have been adopted. In the fidld of standards and certification, this includes the adoption of
framework legidation, sector specific legidation and product ligdility legidation. Data
protection legidation has been adopted. Important progress was made in capitd liberdisaion
and the banking and securities sectors which together with changes in the company lawv have
removed many of the redrictions on foreign companies doing busness in Sovenia  The
adoption of laws on anti-trust and on VAT/excise are two further important seps in dignment
with the internd market acquis. The impressive progress in aignment is also reflected in justice
and home &ffairs where laws were passed on foreigners and asylum and measures taken to
combat organised crime and corruption.  Efforts have been sustained in the employment and
socid affars area where the level of dignment to the acquis is dready high. In environment,
laws were adopted in the fields of water, air, waste management and nature protection and
some progress was made in estimating costs and developing financia plans for dignment. The
Customs Law was amended, bringing Sovene legidation and practice in this area further in line
with that of the EU. Progress is being made in the veterinary and plant hedth fields but the
pace of aignment needs to pick up asthereis il alot to do in the agricultural sector.

Sovenia il needs to put the legd framework for state aids is place. Attention needs to be
paid to completing aignment in the areas of free movement of persons, capitd and services.
With regard to the latter, it is important that legidation on the insurance sector be adopted.
Efforts are ill needed as wel to dign public procurement and intdlectua and industria
property laws. No progress has been made on aigning audio-visud legidation. The areas of
border control and drugs require continued attention.

71



SLOVENIA - Regular Report — 13/10/99

Sovenia has made little progress in genera public adminigtration and judicia reform. However,
the sector legidation (standards and certification, justice and home &ffairs, regiond policy)
which has been adopted recently provides for the establishment of many of the necessary
adminidrative dructures. It is important that Slovenia now sts up these indtitutions with
adequate resources, including sufficient numbers of trained dtaff. Steps have been taken to
consolidate ingtitutiona capacity in the competition, employment and socid affairs, agriculture
and cusoms areas.  Continuing attention needs to be paid to strengthening of the environment,
taxation, state aids and justice and home affairs administrations. Appropriate supervisory and

regulatory authorities need to be edtablished for public procurement, energy and
telecommunications.

Sovenia has met most of its short term Accesson Partnership priorities.  Interna market
legidation has been adopted, measures have been taken to clarify property legidation, progress
Is being made in trangpogition in the environment field and recently adopted legidation provides
for many of the indtitutions needed to implement the acquis. However, the short term
Accesson Partnership priorities have only been partialy met in the areas of banking and
insurance and concerning administrative and judicia capacity (adoption of a civil service law,
land regidtration, financid control).
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D. Accession Partnership and National Programme for the
Adoption of the Acquis: global assessment of implementation

The purpose of the Accesson Partnership isto set out in asingle framework:
the priority areas for further work identified in the Commisson’s Opinions,
the financid means available to help candidate countries implement these priorities,

the conditions which will apply to this assistance.

Each candidate country was invited to adopt a Nationd Programme for the Adoption of the
Acquis. This sats out how it would ded with the Accesson Partnership, the timetable for
implementing its priorities and human and financid resources implications. Both the Accession
Partnerships and the Nationa Programme for the Adoption of the Acquis will be revised regularly
to take account of progress made and to allow for new prioritiesto be set.

1.  Accession Partnership : Assessment of short and medium-term
priorities.

Short-term priorities

The short-term priorities of the Accesson Partnership® and an assessment of the progress
meade concerning their fulfilment are indicated below.

In order to address the short-term Accession Partnership priorities which were not met in
1998, the Government drafted a specid programme for 1999 covering 82 acts which have
been given priority for discusson by the Government and the Nationd Assembly. This
programme was incorporated in the Republic of Sovenia's Nationd Progranme for the
Adoption of the Acquis.

Economic reform : establishment of medium-term economic policy priorities and
joint assessment within the framework of the Interimy Cooperation agreement; action
on market-driven restructuring in the enterprise, finance and banking sectors and
preparation of pension reform.

Assessment : Concerning the establishment of medium-term economic policy priorities, the
Government adopted the Joint Assessment on 1 October 1998 and implementation started
in 1999. Some progress has been achieved in the preparation of the privatisation of the
banking sector, which has not however, started yet. No progress has been made in the
consolidation and privatisation of the insurance sector. Supervisory capacity, notably with
regard to insurance markets, ill needs to be strengthened.  The new Banking Law was
adopted. Legidation on pension reform has not been adopted yet. Therefore, this priority
has been partidly met.

¢ Council Regulation 622/98, OJ L85 of 20 March 1998
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Reinforcement of the ingitutional and adminigtrative capacity : in particular
introduction of civil service act, improvements in the areas of the judiciary, of land
registration, phytosanitary and veterinary administration, particularly as regards
facilities at the external borders, financial control and audit functions, institutional
strengthening in the area of environment, being to set up structures needed for
regional and structural policy.

Assessment : The introduction of a Civil Service Law has again been postponed. There
have been some improvements in the judiciary (new judges have been nominated, vacancies
have been filled, and training has been organised). The new Pena Code and the new Pend
Proceedings Law were adopted by Parliament. The Law on Civil Procedure was adopted.
There has ill been no concrete improvement in the area of land regigtration.

Regarding the phytosanitary and veterinary administration, a Government decision was taken
for co-financing the facilities for inspection a the 3 Border Inspection Pogts with Croatia
(Obrezje, Gruskoje and Jesane). However, the decison has not yet been implemented.
The gtaff of the veterinary and phytosanitary adminigtration was reinforced and trained.

Some improvements have been reported in the area of financid control and audit functions.
The Court of Auditorsis still understaffed.

As regards inditutiond strengthening in the area of environment, 13 new Inspectors have
been recruited by the Minigtry of Environment and Physica Planning.

New inditutions, necessary for the implementation of regiond and structura policy, have
been established by the new Law on balanced Regiona Development adopted in July 1999.
Therefore, this priority has been partidly met.

Internal Market : including alignment in the areas of indirect taxation, intellectual
and industrial property, adoption of VAT law and preparation for implementation in
1999, dtandardisation and certification (conformity assessment), technical
regulations, and of company legislation and liberalisation of capital movements (in
particular currency legislation), establishment of a state aid monitoring authority, a
first aid inventory and the creation of a legal framework for state aid control,
progress towards adoption of an anti trust law.

Assessment : The Laws on Excise Duty and on VAT were adopted by Parliament and
entered into force in July 1999.

In the field of intellectual property, the Law on the Protection on New Sorts of Plants was
adopted in December 1998, and the UPOV convention was ratified.

The Law on Technica Requirements for Products and Conformity Assessment, the Law on
Standardisation and the Law on Accreditation were adopted in July 1999. Amendments to
the Company Law were adopted in January 1999.

As regards the liberdisation of capitadl movements, the Foreign Exchange Law and the
Banking Law were adopted and the restrictive measures imposed by the Bank of Sovenia
were lifted or reduced.
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The Commission for State Aid Control, established in October 1998, has been operationa
since March 1999 and produced the first Survey on State aids at the end of June 1999. The
new State Aids Law has not yet been adopted. The number of staff in the Competition
Protection Office increased dightly. A new anti-trust law was adopted in June 1999.
Therefore, this priority has been partidly met.

Property Law: further clarification of the situation pertaining to property legislation
with particular regard to the right to purchase property for EU citizens.

Assessment : Paragraph 2 of Annex XIII of the Europe Agreement entered into force on 1
February 1999 (date of the entry into force of the Europe Agreement). In order to
implement this provison, a new law to define reciprocity, and the Rules to establish
permanent residence were adopted in February 1999. Other measures, including the training
of personnd, were dso taken. Therefore, this priority has been met.

Environment: continue transpostion of framework legidation, findisng the detaled
goproximation programmes and implementation drategies related to individud acts.
Planning and commencement of implementation of these programmes and Strategies.

Assessment : In the fidd of environment, some legidative progress has been made. In
December 1998, the Nationd Environmental Action Programme (NEAP) was findly
adopted. The Nature Conservation Act was adopted in June 1999. Significant progress has
been made in the following sectors: water protection, waste management, indusiria pollution
control and risk management, air qudity protection, and chemicals and GMOs. Therefore,
this priority has been partiadly met.

In concluson, despite the delay underlined in the last year Regular Report, Sovenia has findly
met many short term Accession Partnership priorities. However gill some progress has to be
achieved in the area of banking and insurance, civil service legidation, land regidration,
judiciary, financia control, phytosanitary and veterinary adminigtration at externd borders.

Medium-term priorities

Sovenia has dso begun to make progress towards its medium-term priorities. Only the
medium term priorities of the 1998 Accesson Partnership that have been met are mentioned
below:

Ingtitutional and administrative capacity: as regards public procurement (in
particular transparency), supervision of the insurance and security market, the
Sovene Competition Office, completion of competition law, development and
implementation of agricultural and regional policies, audio-visual policies, customs
administration and enforcement of the customs code; improved operation of the
judicial system; training for the judiciary in Community law and its application,
reinforcement of justice and home affairs institutions (ensuring sufficient and
properly trained personnel in particular police, border guards, ministries and courts),
strengthening of the nuclear safety authority reform of customs and tax
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administrations to ensure readiness to apply the acquis, the reinforcement of food
control administration.

Assessment : the Law on Auditing Public Procurement Procedures was adopted (vetoed
by National Council), and the Securities Market Law was also passed. The customs and tax
adminigrations are being re-organised following the adoption of the VAT and Excise Duty
legidation. A Training Centre for the judiciary desgned to enhance expertise in Community
Law was established.

Internal market: including the alignment of legislation on public procurement,
financial services, state aid (in particular alignment of monitoring rules and exclusive
and special rights), upgrading of standardisation and conformity assessment
structures, establishment of a market surveillance system and alignment of horizontal
technical legislation on industrial products, increased efforts to liberalise the capital
market and to facilitate foreign investments, further alignment of consumer
protection, reinforcement of the competition office and the state aid monitoring
authority, efficient enforcement of competition law, promotion of enterprise
development, including SME’s, alignment with the acquis in the fields of telecoms,
consumer protection and the internal energy market.

Assessment : the framework for reinforced standardisation and conformity assessment
structures has been established with the adoption of horizontal legidation regulating the free
movement of goods. The Law on Energy establishes the framework for acceding to the
internal energy market.

Justice and Home Affairs: completion of alignment to international conventions,
particularly in criminal field, fight against organised crime (in particular money
laundering, drugs and trafficking in human beings) and corruption, implementation
of migration policy and asylum procedures, and to align visa policy with that of the
EU and to complete alignment to international conventions, notably in view of the
Schengen acquis.

Assessment : the Law on Asylum and the Law on Foreigners were adopted. These are
designed to regulate migration policy. The Law on the Responghility of Lega Entities for
Crimina Acts was aso adopted. This is designed to prevent organised crime, money
laundering and corruption.

Nuclear safety: nuclear policy and investment plans to be adjusted in line with the
results of the seismic risk assessment to be carried out in the surroundings of the
Krsko NPP.

Assessment : the seigmic risk assessment being carried out in the surroundings of the
Krsko nuclear power plant is proceeding and is scheduled to be completed in the early part
of 2000.

Agriculture: establishment of a functioning land registry, strengthening of structural
and rural development policy, including alignment with the agricultural acquis
(including veterinary and phytosanitary matters, in particular external border
controls), attention to environmental aspects of agriculture and biodiversity.
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Development of the capacity to implement and enforce the CAP, in particular the
fundamental management mechanisms and administrative structures to monitor the
agricultural markets and implement structural and rural development measures,
adoption and implementation of the veterinary and phytosanitary requirements,
upgrading of certain food processing establishments and testing and diagnostic
facilities, restructuring of the agri-food sector.

Assessment : the plan for the reform of agricultural and rurd development policy was
adopted in October 1998. It is designed to lead to further progress in market liberalisation
and the egtablishment of CAP mechanisms.

Trangport: further efforts on alignment to acquis in particular on road transport
(market access, safety rules and taxation) and rail, and to provide necessary
investments for transport infrastructure, notably extension of trans-European
networks.

Assessment : the Law on Road Transport was amended. Investment in infrastructure has
also continued.

Employment and social affairs: development of appropriate labour market structures
and joint review of employment policies as preparation for participation in EU co-
ordination; alignment of labour and occupational health and safety legislation and
development of enforcement structuresin particular early adoption of the framework
directive on health and safety at work; enforcement of equal opportunities between
women and men; further development of active, autonomous social dialogue; further
development of social protection.

Assessment : the Law on Employment and Insurance against Unemployment was amended
to enable a more active employment policy, and the joint review of employment policies was
launched with the Commission in May 1999. The Law on Hedlth and Safety was adopted.

2. National Programme for the Adoption of the Acquis —
Assessment

The firg verson of the Nationd Programme for the Adoption of the Acquis (NPAA) for
Sovenia was presented on 30 March 1998. Although it was a comprehensve and well-
prepared document, it was regtricted to the short-term (1998), and the quality was inconsistent
between chapters.

The new, revised verson was prepared in light of the comments made by Commission Services
and covered priority tasks for the period between 1999 and 2002. The new NPAA was
adopted by the Slovene Government on 27 May 1999 and presented to the Commission on 31
May 1999. It had previoudy been submitted to Parliament for discussion in April 1999. The
Sovene Nationa Assembly adopted conclusions giving ingructions to the Government on the
implementation of the NPAA, and any additions or amendments to it. The Government is
sending a specid report to the Parliament on its implementation.



SLOVENIA - Regular Report — 13/10/99

The revised NPAA is a much clearer, condstent, and more comprehensive insrument. The
sructure follows the Copenhagen criteria, covering the political and economic criteria, and the
timetable for adoption of the acquis. This central chapter describes the current Situation in each
area and defines the short-term and medium-term priorities, and lists the ingtitutional and staffing
requirements, as well as forecasts for budgetary funds and foreign aid funds. A specia chapter
defines the adminidrative cgpacity to implement the acquis. The find chapter evauates the
financia resources needed to implement the outlined measures. The mgority of the acquis is
now covered in terms of priorities, and aress that were not covered in the previous verson are
now included.

The document follows the gtructure of the Regular Report, in a clear and useful manner, and
takes its analyds into consderation. The priorities set out in the document are consstent with
the priorities of the Accesson Partnership.

However, there are till ggps in the information provided. The main such gap isthe lack of more
precise information on short-term measures for implementation. Whilst the objectives are
correctly identified, it is not dways clear how and when they will be atained.

Whilgt the revised NPAA extends the scope of its acquis coverage, in areas such as accounting
and auditing, there is no acquis-related text, but only a section on adminidrative capacity.
Similarly, in the field of free movement of goods, not al New Approach directives are covered,
and there is no reference to the adoption and implementation of the principle of mutua
recognition. In fact, gapsin acquis coverage can be found in dmost every chapter, dthough in
some aress (such as air transport, payment and settlement systems, etc.) the coverage is
exhaudtive.

As regards the timetable, more detail would be beneficid in most chepters (for ingtance in
Economic and Monetary Union), particularly as regards the implementation and enforcement
aspects. In some cases (such as in Free Movement of Capital, and Insurance), the timetable is
clear enough, but should be speeded up in light of Sovenids obligations under the Europe
Agreement. Overal the deadlines appear to be redligtic.

The new verson of the NPAA adso goes into greater detail as regards information on
implementation dructures and adminidrative cgpacity, dthough in some cases, it is dill
incomplete or insufficiently detailed. The link between the descriptive part of the document and
the table on Indtitutions and Planned Recruitment by Fields could aso be improved, establishing
more clearly which inditution is responsible for which domain.

Budgetary provisons are included, based on different sources, both public and private, and
nationa and internationd. The fact that the NPAA does not follow a directive by directive
gpproach makes it difficult to fully assess these financiad estimates, but on the whole they are
conddered redidtic and sufficiently detailed.

The extent of the co-ordination role of the NPAA is difficult to assess. On the one hand, the
document fulfils such a role because it is a centrd, foca document in Slovenia's accesson
process. the exercise of cresting such a document depends totally on proper communication
and co-ordination structures, and its implementation will continue to require this. On the other
hand, it is apparent that this role could be improved by making the NPAA even more
comprehensive and detailed.
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The chapter on regional policy and cohesion does not cover ISPA and SAPARD preparations.
As regards references to the regional and loca leve, the main focus of the NPAA is on the
nationd level. Whilst some referencesto the locdl leve are included, these are rdatively limited.

The NPAA will be reviewed a the end of each year, and will be submitted to the Parliament
together with the proposal for the state budget S0 as to ensure consistency between the two
documents, and to incorporate the recommendations arisng from the Commisson's Regular
Report.
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ANNEX

HUMAN RIGHTS CONVENTIONSRATIFIED BY THE CANDIDATE COUNTRIES,

JUNE 1999
Adherence to following BG| CY|CZ|EE |HU|LV [LIT|MT| PL |RO| SK | SV
sonventions and protocols
=CHR (European Charter for | X X X X X X X X X X X X
“4uman Rights)
rotocol 1 (right of property X X X X X X X X X X X X
1d.)
rotocol 4 (freedom @) X X X X X X X X X X X
novement et d.)
rotocol 6 (death pendty) O O X X X X X X O X X X
rotocol 7 (ne bisinidem) O 0] X X X X X 0] O X X X
=uropean Convention for X X X X X X X X X X X X
he Prevention of Torture
—uropean Social Charter @) X1 0O0]O X | O O | X X | O X @)
Revised European Social O Ol 0| O O| O O| O O X O X
Charter
\dditional Protocol to the O X O| O O| O O| O O| O] O O
=SC (system of collective
xomplaints)
=ramework Conventionfor | X X X X X @) @] X @) X X X
\ational Minorities
CCPR (Internationd X X X X X X X X X X X X
~ovenant on Civil and
Xlitica Rights)
Jptiond Protocol to the X X X X X X X X X X X X
CCPR (right of individud
ommunication)
Second Optiona Protocal to X @] @] @] X O (@) X @] X O X
CCPR (abolition deatk
xnalty)
CESCR (International X X X X X X X X X X X X
~ovenant on Economic,
Socid and Culturd Rights)
ZAT (Convention againgt X X X X X X X X X X X X
lorture)
Z_ERD (Convention on the X X | X X X X X X X X X X
Slimination of All Forms of
Racid Discrimination)
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CEDAW (Conventiononthe | X X X X | X X X X X X X X
Simination of All Forms of
Jiscrimination againg
Nomen)

Z_RC (Convention on the X X X X X X X X X X X X
Right of the Child)

X = Convention ratified
O = Convention NOT ratified

BG = Bulgaria; CY = Cyprus, CZ = Czech Republic; EE = Estonia; HU = Hungary; LV = Latvig;

LIT = Lithuania;y MT = Malta; PL = Poland; RO = Romania; SK = Slovakia; SV = Sovenia T =
Turkey
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STATISTICAL DATA
194 | 1995 | 199 | 1997 | 1998
Badic data in 1000
Population (aver age) 1989| 1988| 1991| 1987| 1982
K'm2
Total area 20 270| 20 270| 20 270| 20 270| 20 270,
National accounts 1000 Mio Tolar
Grossdomestic product at current prices 1853.0| 2221.5| 2555.4| 2907.3| 3243.5
1000 Mio EURO
Grossdomestic product at current prices 12.1| 14.3| 14.9| 16.1| 17.4
EURO
Grossdomestic product per capita’ at current prices 6100| 7200| 7500| 8100| 8800
% change over the previous year
Gross domestic product at constant prices (nat. 53 41 35 4.6 39
currency)
in Purchasing Power Standards
Gross domestic product per capita® at current prices 10700 11300 12200 13000 13700
Structureof production % of Gross Value Added ®
- Agriculture 45 45 4.4 4.2 3.9
- Industry (excluding construction) 34.7 32.6 32.0 31.8 32.0
- Construction 4.7 5.0 5.6 5.6 5.7
- Services 56.1 57.9 58.0 58.4 58.3
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 76.9 78.3 775 76.9 76.3
- household and NPI SH 56.7 58.1 57.3 56.5 55.7
- general gover nment 20.2 20.2 20.2 20.5 20.6
- Grossfixed capital formation 20.1 21.4 22.6 23.5 24.2
- Stock variation® 0.8 2.0 0.9 0.7 1.0
- Exports of goodsand services 60.0 55.2 55.6 57.1 56.7
- Importsof goods and services 57.8 56.8 56.5 58.3 58.1
Inflation rate % change over the previous year
National consumer price 21.0 135 9.9| 8.4| 7.9
Balance of payments Mio EURO

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

8 Induding FISIM.

*Thesefiguresinclude changesin inventories, acquisitions less disposals of valuables and the statistical
discrepancy between the GDP and its expenditur e components.
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-Current account 504 -18 31 32 -3
-Trade balance -283 -729 -695 -680 -691
Exports of goods 5742 6384 6592 7413 8113
I mports of goods 6026 7114 7286 809 8804
-Services, net 568 482 554 520 458
-Income, net 143 161 122 115 130
-Net current transfers 77 70 49 77 100
-of which government transfers -92) -63 -62 -58 -75
1994 | 1995 | 1996 | 1997 | 1998
Public finance % of Gross Domestic Product
General government deficit/surplus™ -0.3| -0.3| O.1| -1.5|
Financial indicators % of Gross Domestic Product
Grossforeign debt of the whole economy 11-0| 11-0| 19-1| 12-9| 15.2
M onetary aggregates 1000 Mio EURO
-M1 11 12 13 14 18
-M2 3] 3.7 42 54 6.7
- Total credit 44 5.7 6.0 6.4 6.7
Average short-term interest rates % per annum
- Lendingrate 394 24.8 23.7 21.3 17.3
- Deposit rate 28.1 154 151 132 105
EURO exchangerates (LIEURO-=..National currency)
- Average of period 152.8 154.9 1718 1810 186.0
- End of period 156.5 165.6 1773 186.8 188.8
1995=100
- Effective exchangerateindex 100.41 1001 90.2| 854I 83.2
Reserve assets Mio EURO
- Reserve assets (including gold) 1219 1386 1834 3002 3107
- Reserve assets (excluding gold) 1219 1385 1833 3002 3106
External trade Mio EURO
Imports 6140 7257 7420 8259 9007
Exports 5740, 6358, 6545 7380 8072,
Balance -400 -899 -876 -880 -936
corresponding period of the previous year = 100
Termsof trade 106.0 1035 1019 99.8 1024
as % of total
Importswith EU-15 (EU-12in 1994) 57.1] 68.8 67.5 67.4] 69.4]
Exportswith EU-15 (EU-12in 1994) 59.2 67 64.6 63.6 65.5
Demography per 1000 of population

19 Central government only.
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Natural growth rate 0.1 0.0 0.1 -0.4 -0.6
Net migration rate 0.0 04 -1.7 -0.7 -2.7
per 1000 live-births
Infant mortality rate 6.5 55 47 5.2 521
at birth
Life expectancy : Males 69.9 70.3 70.8 710 711
Females 77.8 77.8 78.3 78.6 78.7

1 National source.
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19 | 1995 | 1996 | 1997 | 1998
Labour market (ILO methodology) in % of labour force
Economic activity rate 57.6 58.7 57.6 59.5 594
Unemployment rate, total 9.0 74 7.3 74 7.9
Unemployment rate of persons< 25years 22.2 18.8 18.8 17.6 18.6
Unemployment rate of persons>= 25 years 7.1 5.6 5.6 5.6 6.1
Aver age employment by NACE branches (L FS)* in % of total
- Agricultureand forestry 115 104 10.1 127 115
- Industry (excluding construction) 36.5 37.9 36.7 34.2 33.7]
- Construction 5.7 5.1 54 5.8 5.6
- Services 46.2 46.5 47.8 47.2 49.3
Infrastructure Km per 1000 Km2
Railway network 59| 59| 59| 59| 59
Km
L ength of motorways 206| 218| 221| 251| 249
Industry and agriculture previous year = 100
Industrial production volumeindices 106.4] 102.0 1010 1010 1037
Grossagricultural production volumeindices 120.0 100.1 100.7 994
Standard of living per 1000 inhabitants
Number of cars 330 352 365 385 402
Telephonesubscribers 290 309 333 357 339
Number of Internet connections 985"

. not available

2 For 1994-1996 data estimation.
" Sour ce: United Nations.
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Methodological Notes

National account
Gross domestic product per capita in PPS. Revised data use the PPP figures from the
International Comparison Project.

Inflation rate

Consumer price . The EU Member States have designed a new consumer price index in order
to meet the obligations in the Treaty of the EU, as a part of the preparations for the common
currency. The am was to produce CPIs comparable between Member States. The main task
was to harmonise methodologies and coverage. The result was the Harmonised Index of
Consumer Prices (HICP).

A smilar exercise has been started with Candidate Countries. In respect to enlargement, it is
equaly important that their economic performance is assessed on the bass of comparable
indices. Some progress has dready been made towards adapting the new rules. However, it
will ill take some time before genuine HICPs will be available in Candidate Countries, and it
must be emphasised that the figures reported in the table are based on national CPIs, which are
demondiratively non-comparable.

Finance

Sources

Where possible, Eurostat questionnaire on monetary and financid statistics has been used asthe
source. Candidate Countries are asked to supply regularly an update of tables contained in the
questionnaire. The datistics covered include foreign officid reserves, monetary aggregates,
interest rates, and exchange rates. Faling this, the IMF's ‘Internationd Financid Statigtics
publication has been used as the source. The European Commission is used as the source for
exchange rates againg the EURO, where available.

Concerning gross foreign debt, the OECD External Debt Statistics publication has been used as
the source for 1994-6. The data for 1997-8 are the result of closer cooperation between BIS/
IMF/ OECD/ World Bank, and published jointly by them. Debt is of the whole economy, and
includes both short- and long-term. According to the convention, the stock of outstanding debt
Is converted from US dollars into EURO a end-year exchange rates, whereas GDP is
converted into EURO using annud average exchange rates.

Concerning generd government deficit / surplus, Candidate Countries are presently unable to
provide reliable data on a nationad accounts bass. Given the lack of rdigble data, an
goproximation for generd government deficit / surplus is derived from the IMF s Government
Finance Statistics Y earbook (for an explanation of methodology, see below).

Method

Reserve assats are end-year stock data. They are defined as the sum of central bank holdings
of gold, foreign exchange, and other (gross) claims on non-residents. Gold is vaued at end-year
market price.

Generd government deficit / surplus is an approximation of the national accounts definition,
derived from data based on the IMF s GFS (government finance statistics) methodology. The
generd government deficit / surplus is obtained by adding the consolidated central government
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deficit / surplus (normaly including certain extra-budgetary funds) to the loca government
deficit / surplus. The totdl is adjusted for net lending / borrowing for specific policy purposes,
which isafinancing item in the nationa accounts. GFS data are on a cash badsis.

Monetary aggregates are end-year stock data. M1 generdly means notes and coin in circulation
plus bank sght deposits. M2 generdly means M1 plus savings deposits plus other short-term
clams on banks. Totad credit generally means domestic credit to the government (net of
deposits, including non-financid public enterprises), plus the private non-financia sector, plus
other non-monetary financid indtitutions. It should be noted that the problem of measuring the
circulation of foreign currency in some Candidate Countries may affect the rdiability of the data.
Interest rates Annua average rates. Lending rates generdly consist of the average rate charged
on loans granted by reporting banks. Deposit rates generdly refer to average demand and time
deposit rates.

Exchange rates Where available, the EURO exchange rates are those officidly notified. The
effective exchange rate index is weighted by major trading partners, with a base year of 1995.

External trade

Imports and exports (current prices) . The recording is based upon the specia trade system,
according to which; externd trade comprises goods crossing the customs border of the country.
Trade data excludes direct re-exports, trade in services and trade with customs free zones as
well as licenses, know-how and patents. The Statistical value of the goods is based on the
customs value, i.e. on the transaction value of goods. The invoice vaue is recaculated to the
vaue at the Sovenian border by adding or subtracting a part of or al the costs of transport,
loading, unloading and insurance, depending on the terms of delivery set down in the contract.
The datistical value of exported goods is thus FOB-type vauation and the statistical value of
imported goods is ClF-type vauation. Thus defined atistical vaues of exported and imported
goods are recaculated to the current exchange rates vaid on the day of submisson of the
customs declaration, or, if this date is not used for implementing customs regulations, on the
date which is specidly stated for this purpose. The middle daily exchange rates of the Bank of
Soveniaare used for this recaculation.

Due to coming into force of the new customs legidation a the beginning of 1996 (i.e. new
Cugoms Law, Single Adminigrative Document and Combined Nomenclaiure) the
methodology and eectronic data processng of external trade statistics had to be adjusted.
Nevertheless, comparability of data before and after 1996 is assured at higher leves of
aggregeation.

Terms of trade. The terms of trade are the ratio of the price index for exports to the price index
for imports. Theindices are caculated by the "unit value' method (Fisher index) from US dollar
vaues of imports and exports of goods. Transactions related to processing are not included.
Imports and exports with EU-15. Data declared by the republic of Sovenia

Demography

Net migration rate. Crude rate of net migration (recalculated by EUROSTAT) for year X, is
population (X+1) - population (X) - Degths (X) + Births (X). This assumes that any change in
population not atributable to births and deaths is atributable to migration. This indicator
includes therefore also adminidirative corrections (and projection errors if the tota population is
based on estimates and the births and deaths on registers). Figures are in this case more
consstent. Further, most of the difference between the Crude rate of net migration provided by
country and the one calculated by Eurogtat is caused by an under reporting or delay in reporting
of migration.
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Labour Force
Economic activity rate (ILO Methodology). This rate is derived from LFSS (Labour Force
Sample Survey) obsarving the following ILO definitions and recommendetions:
Labour force: employed and unemployed persons in the sense of the ILO definitions stated
below.
The employed: al persons aged 15+, who during the reference period worked at least one hour
for wage or sdary or other remuneration as employees, entrepreneurs, members of co-
operatives or contributing family workers.
The unemployed: dl persons aged 15+, who concurrently meet al three conditions of the ILO
definition for being dassfied as the unemployed:

0] have no work,

(i) are actively seeking ajob and

(i) are ready to take up ajob within afortnight.
LFS excludes persons in compulsory military service and persons living in non-private
households (so-caled indtitutional population). Workers on lay-off and persons on maternity
leave are classfied among persons in employment. Till the 1st quarter of 1997 LFS was an
annua survey, from the 2nd quarter of 1997 it isa quarterly survey.
Unemployment rate (ILO methodology). Percentage of the unemployed labour force.

This rate is derived from LFSS (Labour Force Sample Survey) observing the following ILO
definitions and recommendetions.
Average employment by NACE branches (LFS). This indicator is derived from LFSS (L abour
Force Sample Survey) observing the ILO definitions and recommendations.

Infragtructure

Railway network. All railways in agiven area. This does not include stretches of road or water
even if rolling stock should be conveyed over such routes, eg. by wagon-carrying trailers or
ferries. Lines solely used for tourist purposes during the season are excluded as are raillways
condructed solely to serve mines; forests or other industrial or agricultural undertakings and
which are not open to public traffic. The data consders the congtruction length of railways.
Length of motorway. Road, specialy designed and built for motor traffic, which does not serve
properties bordering on it, and which:

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

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

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

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

Industry and agriculture

Indudtria production volume indices. Index of industria production covers enterprises with 10
or more employees, except those engaged in the following activities: publishing, gas, Seam and
water supply.

Gross agriculturd production volume indices. Indices are caculated from the data on crop and
anima production and from triennid moving arithmetic mean of average purchasing prices.

Standard of living
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Number of cars. Passenger car: road motor vehicle, other than a motor cycle, intended for the
carriage of passengers and designed to seat no more than nine persons (including the driver).
The term "passenger car™" therefore covers microcars (need no permit to be driven), taxis and
hired passenger cars, provided that they have less than ten seasts. This category may aso
include pick-ups.

Telephone subscribers. Mobile phone subscribers are not included.
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Sources

Tota area, externd trade, labour market, infrastructure, industry and agriculture, standard of
living (except Internet connections): National sour ces.

Nationd accounts, inflation rate, baance of payment, public finance, finance, demography:
Eurodtat.
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