N2

§ ///é | FOREIGN INVESTORS
7//’// § COUNCIL IN LATVIA
NN

Position Paper Nr.3
6 June 2008

Industrial investment challenges in Latvia

1. Executive Summary

The Foreign Investors Council in LatyBICIL) position is that the Government should imp¢
the territorial planning and construction appropedcesses to increase predictability and clgrity
for investors about the procedures and timelinebedollowed when developing green-figld
industrial investment projects.
The Government should introduce a more transpatecision making process at all levels gand
provide investors with a clear vision of what dre priority areas for the country’s economic gnd
industrial development.

2. Recommendation/Suggestions

1. To increase transparency of information and prabitty about the decision making procesj
regarding the territorial plans and constructioocgisses; to recognise importance of the puplic
consultations and neighbourhood involvement indibeision making process.

2. To provide government support for investment prgjet significant size and importance to
the national economy of Latvia.

3. To develop a practical possibility to correct/amémel existing territorial plans and possibilit
to introduce a faster procedure for the changeroitdry zoning.

4. To reconsider the taxation structure of the buflgebation of the local municipality.

5. To introduce a government support program or a onpali borrowing system for the
development of local industrial infrastructure.
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3. Rationale

On a number of occasions it has been experienadstiortage of territories with approprigte
zoning and infrastructure is an obstacle to indeisfproject implementation in Latvia. ThHe
development of regional territorial planning seeambe done rather formally and in a numbef of
cases municipalities have not envisaged new indbstreas, marking the industrial zones oply
where the industrial plants have been in the sdine¢s and which are in most cases alregady
exploited. If there are some areas with indusiz@iing, however, it is very typical that thgse

areas do not have appropriate infrastructure aedetlare no municipal funds available for

construction of necessary infrastructure.

FICIL suggests to reconsider the taxation struciusuch a way that an enterprise situated inj the
particular municipality would pay part of its corpte income tax to the budget of the logal
municipality. Thus the budget of a municipality i@ibe constituted of personal income tax, feal
estate tax and enterprise income tax. Alternatjvalgplit between the payable Personal Incpme
Tax between the municipality the person is residamgl the municipality where a person| is
working could be introduced thus motivating the mipality to define and develop approprigte
territories for industrial use in order to attraadustrial investors and create more workplaceg for
the local residents.
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The investor will avoid choosing a territory witioyroper zoning/infrastructure whig
eventually means the time-consuming procedure ahgimg the zoning of the land, acquisiti
and coordination of technical specifications fror@+1linstitutions as well as technical
financial risks of infrastructure construction. Biveloping industrial zones it is essentia
assess availability of all necessary infrastructumenections at the site and in particular a cbf
a new electricity connection, waste water and wsitgply connections to increase the curre
available capacities.

Transparency of information about the decision mgiprocess regarding the territorial pla
both for local communities and investors can redheepotentially negative effects of econor
activity, especially on local communities. It iss@l an important tool for helping loc
from new investment activity.

Within a construction process formal standards,s|lasmnd rules which regulate the receipt
Not only investors, but also municipal officialsnsetimes lack clear understanding about
consistency can only be secured by maintaining gadations with the officials in charg
delays.

unpredictability of the investment environment iratkia. Public involvement in definin
territorial plans has been only a formality in mamunicipalities, therefore the approv
territorial plans often lack genuine public consenhis leads to situations when indust
investment projects can be delayed at any projageswhich involves public hearing proced

only because the very idea of developing an inthistirea is not genuinly endorsed by
community.

practices and contribute to more efficient decisiweking by local community, investor
regulators, and policy makers. Greater transparemmpourages the engagement of the |
community

Thus would avoid possibility later to question thieole process of adoption the territorial pla

communities and for enabling those communitieseoelit from potential opportunities arisihg
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building permits seems to be un-clear, contradystand at some times even impossible to fuffil.

the

exact procedure for implementing complex industiaects. It creates an environment in whjch

a)

it

therefore making good ground for corrupt practitegesolve or avoid possible disputes and

Lack of clear guidelines and rules of public invaiwvent is another aspect adding to |the
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Transparency can facilitate replication of goodiemmental, social, and corporate governahce
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or construction process whether public consultatidmas been conducted appropriat
consultations with other institutions have beenfqreted or legal norms and procedures h

process before adopting territorial plan and/orstauction process should be stressed separ

investors have no control over and few bad exammesd form a wrong impression and im
of the whole country.

We would invite local municipalities and the govelent to develop a practical possibility
correct/amend the existing territorial plans anglen areas appropriate for investors’ needs

industrial zoning, considering the willingness ahanicipality and local communities to devel
industrial entrepreneurship, availability of infragture and impact on environment.

Possibility to introduce a faster procedure for thange of territory zoning and transformat
for industrial investment projects which fulfilsr&an criteria might be a solution to the currs

ply,
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been fully followed. Importance of the neighbourticand it involvement in the consultations

No doubt the process should be carried out apmtabyi alternatively the risk of being involved
in the dispute could clearly delay the whole prgcefsproject delivery. These are just few rigks
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need for industrial investment projects.
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We would also like to advocate that the investnpgnjects of significant size and importancq to
the national economy of Latvia receive the govemmnseipport (e.g. large linear objects, engrgy
generating units and others). Such a support wolelarly show the investor recognition of the
project and would ensure smooth implementatiorhefgroject and coordination processes With
other state institutions.

Economic activity conducted by the investor woutth@® and create the benefits accruing to|the
local community. Such performance could lead tgsupand welcome the business’s operatipns
by local municipality therefore helping the investo develop the necessary infrastructyre.
Knowing that only few municipalities in Latvia haewailable resources to be swiftly located in
response to the needs of potential investor we aviike to suggest introduction of a governmgnt
support programme or municipality borrowing systedministrated by the Ministry of Regional
Development and Local Government for the develognwnindustrial areas. Funds codld
become available to municipalities for improvemeewelopment of infrastructure (roads,
energy, water supply and sewerage systems) altbtati@dustrial territories following investor|s
decision in favour of a particular town and pie€éaad to implement an industrial project.
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