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1. INTRODUCTION

1.1. THE LISBON STRATEGY FOR GROWTH AND JOBS IN THE PERI OD 2006/2007

The original Lisbon strategy was designed for teeqal 2000-2010 and advocated the objective
of “making EU the most competitive and dynamic kienge-based economy in the world”.
However, the strategy in the first half of the defi period did not meet the expectations and, in
2005, the objectives and the content of the Lisstoategy have been fundamentally rethought.
The spring European Council has newly establishextify areas and set up the more efficient
system for the implementation of the defined pekciThe number of priorities was reduced and
the revised Lisbon strategy, since 2005 known dg“$trategy for Growth and Job” has been
focussed on the economic pillar — the economic gramd the creation of new jobs. Within the
newly set up management system and implementdtierCzech Republic has adopted, similarly
as other Member States, thational Reform Programme for the Period 2005-2008 (NRP) in
autumn 2005 where measures supporting economictigramd employment were defined. The
first assessment of the achieved progress in imgieation of the measures contained in NRP
was organised after the first year of the three-ys@le of the renewed Lisbon strategy (the
period 2005-2008). The firgtmplementation Report of the National Reform Programme in the
Czech Republic (hereinafter referred to as thBeport” only) was approved by the Government
of the Czech Republic on 25 October 2006 and caresdty presented to the European
Commission. Th&eport prepared in 200thus assesses the implementation of the seconafear
the three-year cycle of the renewed Lisbon strateygred by NRP.

The implementation of National Reform Programmed&hyMember States was assessed by the
European Commission at the end of the last yeae. Gbmmission made th&nnual Progress
Report public on 12 December 2006. The annual reporuahes chapters which are assigned to
individual EU Member States and assessed on the bbB&ulfilment of measures established in
their national programmes of reforms, and also @tkog to objectives determined by the spring
European Council in March 2005. The assessmeitteofirtst year of the implementation of NRP
by the Czech Republic stated the achievement abgress in a number of areas. Among the
successes, the Commission mentioned, are for eratimp@ improved business environment, the
curriculum reform, and the increased patrticipatioriertiary education. On the other hand, the
annual report by the European Commission assesgealty the fact that the Czech Republic
had not started the reform of public finances yad also the for the near future envisaged
increase in research and development expenditaeadt been fully corresponding to the values
stated in NRP for 2005-2008. The Commission founty @ limited progress in the area of
utilisation of information and communication tecloges, including the utilisation of electronic
communications within the public administratione timcreased flexibility in the labour market,
modernising of employment services, and the creatiba complex strategy for the lifelong
learning.

The proposed so-called “country specific recomm#aods’ in the area of economic and
employment policies made a new part of Amaual Progress Report. This part was consequently
confirmed by the European Council at its March nmgetThe specific recommendations to the
Czech Republic mentioned, at the first place, theessity of improvements in the long-term
sustainability of public finances and the appraMasteps towards the implementation of pension



and healthcare systems’ reforms. In the area efireb and development, there has been stressed
the need to improve the cooperation between prigate public research institutions as well as
the importance of increasing the volume and effeciss of public expenditures assigned to
research and development. With regard to the emmoy and education policies, the
recommendations mentioned modernising the employeetection, including legal regulations
and the system of taxes and levies. Further, tifectefeness of the education system and
professional training should be improved, while sidering the labour market needs and the
stimulation of investments in education, especitigt of older workers and people with low
levels of qualification — increasing the diversifiion of tertiary education on the offer.

The annual report by the Commission was determiioecthe spring European Council on
8 — 9 March 2007 and presented one of the mainesnftor the formulation of the Council’s
conclusions. The approved European Council cormhgssay that the renewed Lisbon strategy
for growth and job has shown some results in then fof a favourite economic development and
newly created jobs. The progress achieved in thelementation of National Reform
Programmes by the Member States, and in the Contynluisbon Programme, was also assessed
positively. The European Council, on the basishef general assessment of the implementation
of the revised Lisbon strategy presented by theofiean Commission, called on the Member
States in the Conclusions to utilise the improv@egnomic situation in the EU for strengthening
of the reform pace and thus for further improveraéntthe worldwide competitive position of
Europe. The European summit has further confirrhedvalidity of the four priority areas, which
have been fundamental for the increased economietgrin employment in the EU. These are
the increased investments to knowledge and innmvsitithe release of the business potential,
especially which of young people and medium-sizerpnises, the increased employment in the
residential groups disadvantaged in the labour etadnd the EU energy policy.

Similarly as in the previous years, the Conclusiohthe Spring European Council in 2007 have
determined specific tasks for the Member Stateatedl| to the achievement of objectives
contained in the Lisbon strategy, including theeddor their fulfilment. They are, for example,
the determined quantitative goals in the areaadicgon of the administration burden, which has
been imposed on entrepreneurs by the EU legislaneiiding the call on the Member States to
establish their own national targets in this arng2®08. The implementation of defined measures
was assessed within thReport also in relation to goals determined by the spfihgopean
Council in 2007 and there have been specific recentations made to the Czech Republic.

1.2. UPDATED MEASURES IN THE CZECH REPUBLIC IN CONNECTIO N
WITH IMPLEMENTED REFORM STEPS

The Government of the Czech Republic, appointedJanuary 2007, has determined the
consolidation of public finances as one of its mpaiiorities. The necessity of this step results
from the need to quickly resolve the long-term cieconomic management of the government
sector caused by the not controlled increases preraktures, especially in the area of social
transfers, which reported the accelerated charatttre period 2005 — 2006. The Government
has prepared a complex set of tax and budgetarygeldgor the purpose of implementation of

the fiscal consolidation necessary for the longatexustainable macroeconomic development.

! The reform measures were approved by the ChanfbBeputies of the Parliament of the Czech Repullic
August 2007 and by the Senate in September 2007.



The reform of the public finances relates to thedin@-term horizon especially aimed at the
reduction of the government deficit and the loware of mandatory government expenditures.
Within the long-term horizon, the objective is toglement reforms in the pension and healthcare
systems. That should strengthen the long-term isiadtidity of public finances.

The structure of the priority measures in Beport has not been modified in this year. However,

in connection with the reforms approved by the @zearliament in September, there have been
some significant changes made in the contents @sores aimed at the consolidation of the
public finances in the macroeconomic part and iatien to measures in the part covering

employment and the social system. The main taxadind budgetary changes have been
described within the priorities in the “Restruchgrithe expenditure parts in public budgets” and
“Continuation in the tax burden restructuring”.

The Government addresses the actBadcific recommendations to the Czech Republic by
approving reforms in the area of consolidation wblgc budgets and by the prepared reform steps
in the areas of pensions and healthcare.

A large part of instruments used for the implemgotaof measures described within tRieport

is funded with the assistance of structural EU furithe national strategic referential framework
for the new programme period 2007 - 2013, appradMedy the European Commission in July
2007, includes a well-arranged description of refet with the National Reform Programme of
the Czech Republic. Out of the total number of F&\Nmeasures, there are 30 of them supported
by priorities in the National Strategic Referencearhework. However, there are currently
negotiations with the European Commission takirac@lon the acceptance of some operating
programmes and this means that, at this stages ties been no contribution from the European
funds agreed for the new programming period.

1.3. COORDINATION AND THE PARTNERSHIP PRINCIPLE

The national coordinator responsible for the aatrieent of objectives in the Lisbon strategy has
been appointed in the Czech Republic in 2003. Akerapproving of the new management cycle
in the Lisbon strategy for growth and job by theirspp European Council in March 2005, the
national coordinator got determined also the masponsibility for the preparation of NRP of the
Czech Republic for the period 2005 - 2008 and Far fulfilment of measures defined in it.
Consequently, after the appointment of the Czeche@unent in January 2007, the responsibility
for the coordination of the Lisbon strategy in theech Republic has transferred to the Deputy
Prime Minister for European Affairs.

The coordination of the implementation of the Lislxirategy at the working level takes place
through the inter-sector Horizontal Working Group NRP created in 2005 for the purpose of
NRP preparation. Other ministrfegot involved in activities of the Horizontal Groégr NRP in
the assessed period with the goal to make the wdimh structure more efficient and they are
responsible for individual measures. The extensérthe Horizontal Working Group was
achieved by the better interconnection of NRP megswith other documents of strategic nature,

2 Members of the Horizontal Working Group chaired thg representative of the Office of the Deputynferi
Minister for European affairs are, in addition e tMinistry of Finance, the Ministry of Industry caffrade, the
Ministry of Labour and Social Affairs, and newlysalrepresentatives of the Ministry of Environmeinistry of

Transport, Ministry of Interior, Ministry of Edudah, Youth and Sport, and the Ministry for RegioDevelopment.



especially strategies in the areas of educatiomgldpment of infrastructure, reform of the
regulatory environment, and the utilisation of Btlistural funds.

The preparation of NRP was based on discussionducted between the state administration
and partner organisations, i.e. the economic anihlspartners, regional representatives, regions,
and non governmental organisations. This approags temained the base also for the
implementation of determined measures and thewallp assessment of the achieved progress.
A number of projects, which have been contributmghe fulfilment of the NRP priorities, take
place in close cooperation with civil and professio organisations and there are local
government bodies involved at the regional levelng of these projects are mentioned in this
Report as the “best practice examples”.



2. DEVELOPMENT OF THE CZECH ECONOMY

The Czech Republic is experiencing a period of taable economic development. The key to
long-term macroeconomic stability remains increafiegibility in the fiscal policy and the
sustainability of public finances, especially tlating of growth in mandatory expenditures.

The robust growth of the Czech economy, amountng4% in 2006, continued in the first half of
2007 (6.2% year on year, 1.5% and 1.4% quartenartey in the 1st and 2nd quarters respectively).
Domestic demand was more or less the only drivemdethis growth. Thanks to better terms of
trade, the momentum of the real gross domesticmecm the first half of 2007 overtook GDP
momentum by 1.8 percentage points (p.p.). The pageowth of the potential product, principally
on account of the robust contribution of the téaator productivity, stands just above 5%. At thd e

of 2005, the negative output gap closed and thermuposition of the Czech economy reported an
approximately 1.4% positive gap in the first hdl2607.

Graph 1: Real GDP growth Graph 2: Consumer prices
(year-on-year growth in %) (year-on-year growth in %)
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The low inflation environment in the Czech econopmgvails, primarily on account of the
trustworthy monetary policy of the Czech Nationahk. An important role is also played by the
highly competitive environment. Consumer prices|jGicreased year on year by 2.5% in June
2007, with a 1.2 p.p. contribution from declared aegulated prices. (In 2006, the average
annual inflation rate was 2.5%CPI has been driven i mostly by increasing housiogfs in the
long run.

The external balance, expressed by the share afutient account balance in GDP in moving
annual totals, hovers within sustainable limitsslightly worsened by 0.3 p.p. to -3.4% in the
second quarter of 2007 compared to the end of 28@6jn contrast, the surplus of the balance of
goods and services increased by 0.7 p.p. to 2.8&D#. The main source of the deficit in the
current account can be attributed primarily to doéflow (repatriation) of revenues from foreign

direct investments.
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A positive trend is apparent in the labour markéiere the employment rate (according to the
labour force survey) has been increasing year an siace the 4th quarter of 2004. The rate for
2006 as a whole increased by 1.3%, while the leffelconomic activity was maintained (15-64
years of age) at 71.2% and the growth in the enmpéoyt rate increased by 0.6 p.p. to 66.1%. The
growth in employment came to 1.7% in the first lwdl2007.

The internationally comparable unemployment rataekpd at 8.4% in the 1st quarter of 2004,
since when it has been significantly decreasingoimection with economic growth, to which is
significantly influenced by the inflow of foreigmvestments to the Czech Republic. The
unemployment rate went down to 5.3% in the 2nd tguaf 2007. This is 1.8 p.p. lower in year
on year comparison by and it is the lowest in alm@syears.

Graph 3: Employment Graph 4: Current account
(the year-on-year growth in %) (in % of GDP)
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The Czech economy hasG s Relati e level
rap . Relative economic leve
;?J%?s?gztially faster t%;cilwtrllle mpurchasing power partty (in %)
average EU economy. In
the period 2000 - 2006, it
recorded an average pace ¢
growth of 4.2%, compared
with 2.2% in the EU-25 and 8
2.0% in the euro area. The 651
relative output of the Czech 62

economy per capita, 59 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
measured in purchasing 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

compared w ith Eurozone

compared w ith EU-25
80 -

77 |
74 |
71 -

power parity, increased
from 64.7% in 2000 to Source: Eurostat

79.2% of the EU-25 level,
and to 71.5% of the level in the euro area.

As a result of technological underdevelopment,inating in the centrally-planned economy, the
Czech economy (like the other economies of new neendountries) reports a significant
difference inlabour productivity per hour compared with the “old” EU member countries.
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Trgnsformatlon processes Graph 6: Labour productivity per hour (relative
privatisation and the level, compared with Eurozone, in %)

restructuring of economy, thess .
creation of market economy,
institutions, technology transfer,
and the adaptation of economi® -
bodies to new conditions haves7 |
cultivated an environment
allowing for faster and faster
reduction of differences in the 437
productivity levels. The per 4

hour productivity started 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
increasing significantly in the
Czech economy only after the Source: Eurostat

year 2000, when it increased
from 43% of the euro area
average to almost 53% in 2006.

The convergence of labour productivity is contingem improvements in the competitiveness of
Czech economic bodie§he competitive advantageof the Czech economy currently lies
primarily in low costs when it comes to the acdiosi of manufacturing factors.

The low low unit labour costs Graph 7: Unit labour costs (relative level,
prove that the Czech Republic compared with Eurozone, in %)
can still take advantage of chea

. 52
labour. However, this advantage
is gradually being exhausted. Thi47 |
relative unit labour costs,
expressed as the share ¢
compensation of employeess; |
according to the exchange rate t
labour productivity from GDP 321
in PPP increased between 199, -
and 2006 from 29% to 52% 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
compared with the euro area -
i.e.an increase by 23 bps. Ir Source: Eurostat
addition to faster growth in
Czech wages, there is also the effect of the ndrapyareciation of the CZK/EUR exchange rate.

42 4

From the long-term perspective of stable econonegidopmance, it is necessary to make the
switch toquality-based competitivenessThis requires increases in the innovation capauft
the economy.

From thelabour utilisation point of view (the number of hours worked per cais the relative
economic level to relative labour productivity lévatio), the Czech Republic has been achieving
results well above average compared with the euemn.aAfter the relatively constant
development here (by 34% more on average), labdilisation has been growing again
moderately since 2004. In 2006, the average nuwibeours worked was about 36% higher than

12



in the EU-12. The ObjeCtive for Graph 8: Labour utilisation (the relative level,
policies in the labour market compared with Eurozone, in %)
will  be, optimally, the
maintenance of this existing
favourable development.

150 -
146 -

. . 142 -
An important, even if only

temporary, factor in higher
labour utilisation within the 1341
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structure. While the share of
the population aged 15-64
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Source: Eurostat
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% i theGraph 9. Share of residents in the product/\(e age Burozone
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long term, and if anything is EU-25

decreasing, the share of peopl 71 ==

of working age has increased ir o0 -

the Czech Republic from 68% | _ — — =

in 1995 to 71% in 2006. 4|

Thanks to the increasing life —

expectancy, the positive effects 65 -

of this demographic factor will .

probably peak in 2009.

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

After that time, the impacts of
population ageing will come to
the fore in the economy. In response to this deweémt, in addition to the current extensions to the
retirement age, it will also be necessary to imglehother adjustments in the pension system,
promote higher economic activity and make the labuarket more flexible in order to address
economic needs in a situation where there are fpe@ple of working age.

Source: Eurostat

Another factor in above-

, . . - average labour utilisation in
Graph 10: Average working hours in a week .. .
(full-time jobs in hours) —rturozone  the Czech Republic is the high
——EU-25 number of hours worked per
aad I — N —Eu27 employed person The real
43 \ average working hours are
421 — - T - traditionally high in the Czech
B economy. In addition, in the
A - case of newly founded
39 4 enterprises (mostly
38 - _\N entrepreneurs without
37 ‘ — ‘ ‘ — ‘ ‘ — . employees), the average normal

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006  and real working hours are

Source Eurogtat~ Substantially longer compared
with employees. The number of
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people working part-time, the length of leave amel humber of public holidays are significantly
lower (compared with the “old” EU countries).

Much of the decrease in relative
—_ —CZ L .
Graph 11: Economic activity ratio labour utilisation was based on

(the share of work force in the number Burozone developments in the
s of residents 15 - 64 years old) EU-25 participation rate (the share of
BU-27 the labour force in the

population of 15-64 year-olds);
development in the Czech
Republic was the complete
opposite of that in the euro area
countries until 2004. In addition
to positive phenomena such as
the increased share of young
Source: Eurostat people participating in
secondary and tertiary
education, there have also been negative phenometiee low incentives to work or the
dependency of some residential groups on sociadftien

65
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The patrticipation rate increased

slightly in 2005 and 2006. BY Graph 12: Empioyment rate - —C
the same token, the (the share of employees in the number Eurozone
employment rate (the share of of 15 - 64 years old people) EU-25

the total number of employed EU-27
people in the number of 15 - 64
year-olds) is influenced by the
position of the Czech economy
in the economic cycle. The high
demand for labour, driven by
dynamic economic growth,
especially recently, has beet
reflected in the fast growing
number of employed foreigners
Their share in total employment Source: Eurostat
increased from 3.4% in 2002 to

5.2% in 2006. The broader involvement of peoplaatirement age and students also had a
positive impact. A positive development in 2006 vedso reported as regards self-employed
persons. Their number increased last year compeited004 and 2005. In summary, it could be
said that this has been the impact of the favouydic development rather than a change in
structural labour market characteristics. On theeohand, there are now factors moving in the
opposite direction which are slowing down the patcgrowth in the employment rate. The most
significant one last year was the share of womesda&p — 39 leaving the labour market on
maternity leave.

57
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A leaping increase innemploymentalso powered the reduction of relative labour sdtiion in
the second half of the 1990s. The unemployment clatebed to a level comparable with the
average level in the euro area and in the EU-25nguthe course of important structural
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economic changes. The

unemployment rate has beeiGraph 13: Unemployment rate
(the share of unemployed people

in the work force)

decreasing in the Czect
Republic since 2004 and was

0.8bps lower in 2006 !

compared with the euro area
The current favourable trend
can be mainly attributed to the
cyclical position of the Czech
economy. A positive feature
accompanying the decreasint
unemployment rate is the
reduction in the number of
long-term unemployed people.
This reduction was more thar
16% in 2005 and 2006.
However, their share in the
total unemployment rate is still
quite high, standing at 41%.

1-

9 4

6

—_— = CZ

Eurozone
EU-25
EU-27

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

15

Source: Eurostat



3. MACROECONOMIC PART

3.1. FISCAL CONSOLIDATION

Over the last decade the governmer*
sector institutions were constantly ir 7" 1% Feneralgosemment baiance
the red numbers. The highest defic
was recorded between 2001 an

2003, in part owing to the tail end of

the cost of the transformation =]
process; the stabilisation of the -3
banking sector; the absence ¢ |
reform measures in the socia
protection, pension and healthcar
systems; and the cost incurred i ¢
connection with preparations for -7 |
accession to the EU. In the followinc

years these important factors 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
gradually faded out. The reducea
deficit experienced in 2004 - 2006 Source: Eurostat

was influenced significantly by the favourable stagf the economic cycle and the effects of
reform measures aimed at improvement of the putoldgets, initiated in 2003, the objectives of
which were successfully fulfilled during the firstro years. The root cause of the persisting
deficit is the unsustainably high trend in expemdii especially in the field of social transfers.
The structure of government expenditures is charsetd by an excessively high proportion of
mandatory expenditures and, accordingly, the spaceliscretionary measures and the proper
functioning of automatic stabilisers is restricted.

Fiscal consolidation and restructuring of the exjieme side of public budgets is a prerequisite
for maintaining a stable macroeconomic environnaard for increased flexibility of budgetary
policies. To this end the government has preparsat af reform measures, the primary medium-
term objective of which is to reduce the governmeeficit and mandatory government
expenditures. Over the long term the measures eaeed towards reform of the pension and
healthcare systems to strengthen the long-ternaisasility of public finances.

SUMMARY OF ADOPTED AND REALISED MEASURES:

« |n April 2007 the Czech Government approved a new gdium-term outlook of the central
government budget containing more ambitious fiscalargets together with the corresponding more
restrictive expenditure frameworks for the period 208 - 2010.

+ The Parliament of the Czech Republic has approved set of reform measures focusing on taxe
social transfers and health care.

» Institutions which are out of the central governmem budget are gradually abandoned to eliminate
risks and enhance fiscal transparency.

« The Czech Government has proposed a method of reswlg problems inherent in the public
pension system in the context of three follow-up ages of pension reform.

* In June 2007, a governmaet resolution established a commission of independeexperts to asses
the current state and prospects of the health syste
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3.1.1 Respect the principles of fiscal targeting ahstrengthen the binding character of medium-
term expenditure ceilings of the state budget andate extrabudgetary funds

Fiscal policies are realised in the framework ofisgal targeting regime. Observance of the
medium-term expenditure frameworks of the stategbtidnd state funds is a binding fiscal rule.
Between 2004 and 2006, the fiscal objectives infthen of a share of the government sector’s
balance in GDP were adhered to. Accordingly, tHeciléen that period was lower than expected.
However, due to revenues significantly higher teapected, the approved expenditure ceilings
were raised in 2005 and 2006 in excess of allowedifications and only a part of the additional
income has been used to reduce the deficit. Thierdaito adhere to the fiscal rule for
expenditures in the preparation of the state budgeing the last two years resulted in the
expected increase of the fiscal deficit in 200a tevel close to 3.4 % of GDP. This means that
the envisaged fiscal target of 3.3 % of GDP willrbissed, apparently for the first time since the
implementation of the fiscal targeting regime.

The new government appointed in January 2007 hasaseone of its main priorities rapid
consolidation of public financdsnd it has explicitly declared its determinationkeep to the
principles of fiscal targeting and medium-term engiture frameworks. In April 2007 the
Government approved a new medium-term outlook efstlate budget, where it laid down more
ambitious fiscal targets and the correspondingtéigbxpenditure ceilings for the period 2008 —
2010. The draft 2008 state budget and the medium-t&itiook for 2009 and 2010 are based on
the above stated fiscal targets. The general gowemh deficit (in ESA 95 methodology) is
projected to fall below 3.0 % in 2008, to 2.6 %2009 and to 2.3 % in 2010.

Attaining the set objectives and observing the inigdule represented by expenditure ceilings
should be made possible by the implementation sétaof reform measures approved by the
Parliament, in particular in the areas of taxesiaddransfers and health care.

Insurmountable expenditure frameworks rank amorg rfain fiscal instruments under the
adopted reform of public finance. However, the mefpackage does not incorporate steps aimed
at enhancing the binding character and enforcéakoli fiscal rules. Public ownership of the
adopted fiscal rules thus remains a fundamentdbrfaio the efficiency of the expenditure
frameworks.

In order to increase the public and media attenttocompliance with the adopted fiscal rules,
the Ministry of Finance has started with periodigaiblic releases of reports that evaluate
adherence to the expenditure framewaorks.

3.1.2 Restructure the expenditure side of public ligets

In 2006, the expenditures of the governmental sectmunted to 43.6 % of GDP, a year-on-year
decrease by 1.3 percentage points. However, lawstesh in particular during the period
preceding to the Parliamentary elections in 20&&lted in increased mandatory expenditures,
especially in social benefits, and consequentlyeiased the pressure on public finances. The
Government has decided to reverse this adversd &red reduce the public deficit by a reform
targeting in particular social welfare expenditures

3 Programme Declaration of the Czech Government ft@rdanuary 2007
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Restructuring of the expenditure part of public ¢petd aims at expanding the leeway of fiscal
policies, increasing growth-related expendituredrdistructure, education, R&D), and securing
sufficient resources for co-financing of the prégesupported from EU funds.

Fiscal consolidation measures rely primarily on éxpenditure side of public budgets by means
of stopping the growth of social welfare expenditurThe main instrument in this area is a
moratorium imposed on enacting new laws that iregaandatory expenditures and a reduction
of the share of mandatory and quasi-mandatory alpeas that represent almost three quarters
of all expenditures in the 2007 state budget. O#wenomical measures include a reduction of
the number of civil servants by at least 3 % by ®@@dtompared to the situation as of 31

December 2006).

The key point of savings lies in social welfare exgitures. The following measures rank among
the most important:

abolishment of automatic indexation schemes appl@edhe subsistence and existence
minimum levels in all social transfers; retainihg texisting indexation scheme for pensions;

one year postponement (i.e., to 1 January 2010jeoéffective date of the Sickness Benefits
Act and an introduction of a first three busineagsd period during which employees are not
entitled to sickness insurance benefits;

tying up the entitlement to financial assistanoenrthe welfare system with mandatory
retraining and participation in projects of additib education and penalising long-term and
recurring refusal to embrace an active approadhadabour market by a transition of social
benefits from the subsistence minimum to the exeganinimum level;

tightening the disbursement of unemployment besdfit introducing the possible loss of
unemployment benefits in instances where precedimployment was terminated for
especially gross violation of the employee's duties

removal of the negative motivation to work causgdjiomp limits of an entitlement for
welfare benefits by making the marginal effectiae tate as linear as possible;

two year postponement of the effective date of dipproved system of social casualty
insurance and in the meantime proposing an aligmaystem without a negative impact on
the state budget;

making the birth grant uniform for all children atiee child allowance fixed according to the
child's age;

abolishing or restricting the entitlement to somilmeo social welfare benefits (school
equipment grant, compensation for increased cod$vioy due to disability, funeral grant,
etc.).
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3.1.3 Continue with restructuring of the tax burden

In 2006, the tax burden in the Czech Republic, esggd as the tax-to-GDP ratio, hovered at
around 36.0 % of GDP and accordingly experienceslight year-on-year decrease by 0.6
percentage points. The slowly decreasing tax-to-G&tl® is given both by the fact that tax
revenues exhibit smaller unit elasticity with reyao GDP as well as by measures aimed
primarily at reducing the high taxation of laboundacorporate income. By the same token, the
increase in indirect taxation has positively inflaed the share of government sector revenues on
GDP.

The government-approved expenditure-based consolidawill facilitate, in addition to a
reduced deficit, an additional gradual decreasth@®fcomposite tax-to-GDP ratio. The objective
of the tax system restructuring now in progress shift from direct to indirect taxes in order to
reduce the effective level of taxes levied on labaod corporate income. The reduction in the
effective level of tax imposed on corporate incdms so far been accomplished by a decrease in
the rate from 28 % in 2004 to 24 % in 2006; theppsed public finance reform envisages further
reductions.

The proposed restructuring of direct taxes reliestiy on the following measures:

» the rate of the corporate income tax will be redutte21 % in 2008, to 20 % in 2009, and to
19 % in 2010. Simultaneously, the tax assessmes# Wdl be gradually broadened and the
existing tax exemptions applied to interest willrbstricted;

» with regard to the personal income tax, a single wall be introduced in 2008, equal to 15 %
including withholding tax. At the same time the tassessment base will be broadened to
include contributions to social and health careiiasce paid by both the employee and the
employer, i.e., by 54.3 %. In 2009 the rate is ek to drop further to 12.5 %; concrete
figures will be laid down in an amendment to thedme Tax Act, expected to be enacted in
the first half of 2008;

» the institute of the minimum tax assessment baiédbwiabolished together with the institute
of the joint taxation of spouses;

* a cap equal to four times the average annual waifjebes introduced for the annual
assessment base for social and healthcare coinbut

» inheritance tax will be abolished for group Il ttiger with a gift tax for group | and 11,

* land not encumbering municipal infrastructure (&dhand, vineyards, etc.) will be exempt
from real estate tax and optional local coefficsewill be introduced to allow municipalities
to raise the final tax rate.

In the area of indirect taxes, the restructuringeseon modifications of the VAT rates and the
introduction of environmental taxes, specifically the following measures:

* in connection with VAT, the reduced VAT rate wilebraised from 5 % to 9 %; the
introduction of a reduced VAT rate for environmeiytdriendly fuels and technologies is
envisaged,;
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» as part of the environmental tax reform a tax llevied on electric power, natural gas, and
solid fuels as of 1 January 2008, and the taxinG©f emissions as of 2010 is envisaged as
part of the stage Il of the environmental tax refor

3.1.4 Prevent indirect indebtedness in the form afxtrabudgetary fiscal risks

The reform of public finances also focusesone of several fiscal risks originating in e)ses
fragmentation of the public finances with severalatively autonomous, expenditure centres at
the central level — the state budget, extrabudgétsnds and “transformation institutions”.

In conformity with intentions presented in the NRBO5 — 2008, extrabudgetary institutions are
gradually reduced in order to eliminate the aboventioned risks and to enhance fiscal
transparency. The National Property Fund has béatisaed as of 1 January 2006; assets
administered by the Fund were transferred to tlmeséind are held on special accounts
administered by the Ministry of Finance togethethwiuture income from the sale of privatised
assets. These funds are not a part of the staigebaad can be used exclusively for purposes
identified in applicable law. The State Fund fomtdaReclamation has been abolished as of the
same date and its rights, obligations and assets apgproved on the Ministry of Agriculture.

The abolishment of the Czech Consolidation Agempproved as of 31 December 2007, will
represent a further step towards an increase istti®lity and transparency of public finances.
The state, represented by the Ministry of Finandkpecome the legal successor of the Agency.

In connection with abolishment of the Land Asseaiadrof the Czech Republic, the Government
has cancelled the original termination date andusted the Minister of Agriculture with the
obligation to prepare and submit new principlesegoing its transformation by 31 December
2007.

3.1.5 Adopt strategic decisions necessary for thméncial stabilisation of the pension and
healthcare system

The Czech Republic intends to reduce the sengitofitpublic finances to demographic trends
and to adopt strategic decisions ensuring long-w&ahle and efficient financing of the pension
system and the system of health care.

In 2005 a Working Group established to prepare tyidg materials for a decision on a pension
reform completed its work. The analytical resulldained demonstrate that the Czech pension
system is unsustainable in the long term and momoemically inefficient. The final report and
the underlying materials contain sufficient analgtifoundations for a decision on the essentials
of the future reform of the pension system.

Already in its Programme Declaration, the presemwe&enment identified a three-stage policy of
resolving the existing pension system’s problenasafetric changes are being prepared for the
stage one, comprising in particular a continualrease in retirement age, extension of the
minimum duration of insurance to 35 years, intrdauc of a maximum assessment base
(ceilings) for the premiums, and implementatioradfexible retirement age band. Stage two will
bring about separation of shareholders' and cliastsets in the voluntary contributory pension
insurance system, creation of a reserve pensiah fumd establishment of a separate state budget
chapter to finance the pension system. A guaranteeisnum income for pensioners equal to the
subsistence level will be introduced. Stage theskaons on the possible establishment of an
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additional savings pillar underlying the pensiorsteyn, based on a voluntary, partial opt-out
from the state, pay-as-you-go system in a manneurgmg that fiscal sustainability is not
adversely affected.

The Government has re-established a political dsiom on strategic issues concerning the future
of the pension system. A team consisting of thertgresentatives of individual parliamentary

parties, who have been dealing with pension reflama long time, met in June 2007. The team

is expected to prepare a generally acceptable pabd a pension reform, based on the results
obtained by the Working Group in 2005. A concurrerpert discussion concerning possible

variants for the separation of assets owned reispgcty shareholders and clients of pension

funds is under way.

The approved package of reform measures contaiesalia changes of the healthcare system.
The modifications aim at strengthened fair commetitamong healthcare providers and also
involve the transformation of health insurers intnt-stock companies to achieve higher
transparency. The extent of the health insurandieb@irevised and optional selection of some
other, non-standard insurance solution, introduekdre above-average care can be obtained for
an extra charge (or contributory insurance covesugh above-average care). Fees will be
introduced per medical prescription, per visit fohgsician and per day spent in a hospital.

The Czech Republic continues its efforts to improaesparency in the handling of public health
care funds. Concrete proposals will be present@d@@8.

By its June 2007 resolution, the Government esthbi a group of independent experts
(analogous to the former working group establisteegrepare the pension reform) to evaluate
the current state of the healthcare system angeitspectives. The group is also expected to
prepare an expert analysis of strategic reformgmsals submitted by individual political parties.
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4. MICROECONOMIC PART

4.1. BUSINESS ENVIRONMENT

The small and medium enterprises (SME’s — both rahtand legal persons) represent an
important component of the Czech economy. The ¢@mdi for businesses in the Czech
Republic are comparable to those in other memia¢esof the EU, including the tax burden and
regulation intensity.

Based on the data availalde the end of 2006, SME’s accounted for 99.85 %lbbusiness
entities in the Czech Republic, and employ 61.38f%he total number of employees. In 2006,
SME'’s represented 34.36 % of GDP, 54.42 % of totaéstments, 52.62% of value added and
43.5 % of total exports of goods and servites.

There were 5 new national programmes for small @edium enterprises launched this year
(financed from the state budget). The programmesildhbe ready to be used at the end of this
year. Within the programming period of 2007 - 20$8JE’s may also fund their business plans
within several operational programmes , co-finaniogdEU and Czech public budget resources.
The broadest opportunities for the developmentusiriess environment and transfer of research
and development achievements to business practeewdhin the Operational Programme
Enterprise and Innovation. The programme’s totilcakion, including financial resources from
public budgets, amounts to EUR 3.58 billion, angresents the third largest operational
programme. That comprises 11.4 % of total EU resssifor the Czech Republic. Other relevant
operational programmes will enable to draw finahaapport in the field of research and
development, innovation policies and life-long eation for SME's employees. In the course of
the entire 2007 - 2013 period, the structure adueses will be adjusted to SME needs.

Graph 15. SME's share in GDP and Investments (%)
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Source: Ministry of Industry and Trade

* Report on SME Development and Support 2006.
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SUMMARY OF ADOPTED AND IMPLEMENTED MEASURES:

« A complex amendment to the Trade Act was preparedand should come intoforce as of 1 January
2008; its aim is to simplify and accelerate the press of issuing thérade licences and thus facilitate
the start-up procedures for enterprises. f. At thesame time, simplified version of Uniform
Registration Forms for Start-up of Business Activites was prepared.

» Insolvency law re-codification was adopted with efict asfrom 1 January 2008, which shoulc
reduce the duration of court proceedings and strertgen the role of creditors.

» The establishment of an insolvency register was ppared (system is open to publi¢)which should
enhance, farting from 2008, the transparency of proceedingsfacilitate communication among
courts and smooth insolvency proceedings.

» The government approved Regulatory Impact Assessme(RIA) Guidelines, based on which even
draft legislation proposed at the govenment level (primary and secondary legislation) shbabe
obliged, as of 1 November 2007, to a complex assaest of the expected impacts.

e Further working agenda on the government programmereducing the administrative burdens
imposed on businesses was approvedith the objective to reduce the total burden by tle end of
2010 by 20%.

» Preparation of the revision of the act on financialmarket supervision has started. Thatshould
consolidate the procedures to be used by the Czeblational Bank in performing its supervision
tasks. The act’s factual object should be submittetbr the government’s approval in the beginninc
of 2008.

» Preparations are under way on general advance bindg rulings. The act on the stabilisation o
public budgets is proposed to enter into force asfdl January 2008 andextends the advanci
binding rulings in the area of income tax and valuedded tax.

4.1.1 Carry out a transparent procedure of new leglation impact assessment

The first version of the Regulatory Impact Assesgm@uidelines was approved by the
government in April 2005; on its basis, a pilot pha@f the assessment of the impacts in selected
cases of newly prepared legislation in the CR hgbaunched. Prepared in its framework was
the impact assessment of the amended Trades Adath(velstablishes the Central Registration
Points); the method was also used for the assessofieine proposed establishment of the
Register of Public Budget Arrears. The pilot phases also joined, at its own initiative, by the
Ministry of Environment, which started to prepass, of December 2005, assessment of the
regulatory impacts of draft legislation it submi@ther activities undertaken in the course of the
pilot phase concentrated on education in RIA. Tim & to train employees of central
administration bodies in the application of thistheel, ensuring thus appropriate specialised
capacities for the assessment of impacts in indali¢central administration bodies before the
imposition of obligatory assessment, based on thke Rethodology, of all draft regulations
prepared on the central administration level. Pegbdor this purpose was a training course,
which has been offered since 2006 by the InstitiitState Administration, which is a central
educational institution.

With the purpose of completion and further elabdorabf the Regulatory Impact Assessment,
Guidelines a project was implemented in 2006 inpeoation with the Council for the
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Development of Business Environmgnwhich was transformed in April 2007 into a new
advisory body of the Ministry of Industry and Traefetitled theBusiness Coundil The project’s
output was an updated RIA version. These principtgaulate individual procedural rules and
material requisites of comprehensive assessmeeverfy draft legislation. In August 2007, the
government approved it as a binding methodologytlierimpact assessment, which will enter
into force as of 1 November 2007. As of the same,dhe amended Government Legislative
Rules also enter into force, which newly introduce anligaiion to proceed the impact
assessment of the anticipated modification of dgall status or impacts of the draft regulation in
accordance with RIA. The amended Government LagislaRules also stipulate that a final
impact assessment report, meeting factual regsistatained in RIA, must form a mandatory
part of the explanatory report or of the stateneéneasons. A review of the RIA efficiency will
be performed by the end of 2008, and its conclsswili be submitted for consideration by the
government.

With a view to support and ensure uniform procegslim the assessment of impacts in various
spheres or on various groups, other methodologres atso being developed. Before the
imposition of an obligation to assess the impadtslbdraft legal regulations, prepared and
approved by the government was the ,Methodologipetermination of Planned Costs of State
Administration® and the ,Methodology for Determiginthe Amount and Origin of
Administrative Burdens Imposed on Businesses” (sean 4.1.2 below). Additional
methodologies will be prepared during the impleragoh phase of the impact assessment,
depending on the needs of individual bodies or guwent priorities.

Newly created is also the control and coordinatieechanism of the system of the regulatory
impact assessment. A transdepartmental coordinatioly, the , Board for Regulatory Reform

and Effective Public Administration”, was estabésl to examine whether the submitted draft
legislation underwent the assessment of its impactaccordance with the approved RIA

methodology. The compositions of this governmeathlisory body as well as its competences
are contained in its government-approved statutes

As a complementary material to the General Priesifbr Impact Assessment, approved by the
government in August 2007 was also a proposal an glocess of introduction of the
methodology with a view to involve the public inetlpreparation of government documents
within the pilot phase up to the end of 2008. Thethudology will be ,tested” within the pilot
phase on selected proposals prepared for consmietay the government. It contains a list of

® The Council for Development of Business Environm@@DBE) was established in the beginning of 2004 as
professional interdepartmental advisory body of Kheistry of Industry and Trade with the aim to anke the
quality of business conditions in the Czech Reputiirough clearly formulated steps. Represente@DME are
state administration departments at the level plideministers or heads and general directors &f Bjencies, the
highest representatives of the employees' and gregloorganisations and of tertiary education tngtns.

® Based on the Decision of the Minister of Industng Trade No. 34/2007 and in accordance with trsoRgon

No. 439 of the Government of the CR of 25 April 2pthe Council for Development of Business Envireninvas
transformed into a new MIT advisory body, the Basis Council.

" This is a fundamental standard for the formulatibtegislation at the governmental level, whicliines general
requirements for the preparation of draft primamg aecondary legislation by central administrabodies.

8 It was originally established with the purpose tbeé preparation of the strategy entitled EffectiSeate
Administration and Friendly Public Services. Follogits transformation approved in August 2007 cidnposition
was enlarged to include deputy ministers and reptatives (deputy heads) of other central admatistn bodies,
representatives of the Association of the CR Regiddnion of Towns and Municipalities of the CR and
representatives of the Economic Chamber. The Bigdrdaded by the Minister of the Interior.
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possible techniques and methods of involvementhef public in the preparation of such
proposals, starting from the early phase of theaparation; the material thus elaborates the
method of consultation with the public as one o thbligatory components of the RIA
methodology procedure. Based on the evaluationhefresults of the above pilot phase, a
complemented draft of the Methodology and proposedendment of the Government
Legislation Rules for the identification of the matory involvement of the public in the
preparation of draft legal regulations for centsdministration bodies will be submitted by the
end of 2008.

With a view to facilitate the involvement of nonygmnmental organisations in the process of
preparation of legal regulations, a database edtjfDataKO" was created as early as in 2006.
This is a database of non-governmental organissitgmtive in widely diverse areas, including
contacts to their representatives, who expressedest in rendering consultations with respect to
the specialised documents prepared by state adratimos authorities. The authorities which
prepare legal regulations and strategy materialstmas address the registered organisations and
discuss with them those draft materials, whichteela their sphere of activities. Registered in the
database in August 2007 were 312 organisations.

From March 2006 to March 2007, an initiative wagamised entitled ,Devote 10 minutes to
improvement of legal environment of the CR". Itmaias to address not only entrepreneurs, but
all citizens, non-governmental organisations artér@sted entities that wish to express their
views on legal regulations of the CR and advanapg@sals aimed at their improvement. The
initiative was expected to bring about a reducedié for citizens as well as the business sphere
arising from the regulation and an overall simpéfion and improvement of the legal
environment in the Czech Republic. The citizensiregmeneurs and representatives of
organisations, who believed that the existing law oodinances bring about unnecessary
problems, were able to express their views in astijpenaire available on the website of the
Office of the Government of the CR. The first wanfesuggestions (303 suggestions during the
period of March - May 2006) was passed on to coemetuthorities for use in the preparation of
government proposals. At present, a renewal ointtiative is under preparation.

4.1.2 Decrease administrative burden on businessiag at least 20%

The process of evaluation of the administrativedbarwas launched in April 2005, when the
Plan of Action Aimed at Reduction of the Adminisiva Burdens Imposed on Businesses and
the Methodology for Determining the Amount and @rigf Administrative Burdens Imposed on
Businesses were approved. At the same time, thergment resolution imposed upon the central
bodies of state administration an obligation to suea the administrative burdens imposed on
businesses stemming from the existing legal reguist

Based on the documentation of the performed meamure(in the course of 2005), the Office of
the Government prepared in February 2006 an Amalysthe Administrative Burdens Imposed
on Businesses that was only submitted to the govenh— due to the unstable setting following
the parliamentary elections in June 2006 charaadrby the absence of a government with an
approved mandate — several months later, in teeHalf of 2007. The government approved the
analysis, which evaluated total annual administeaburdens at more than CZK 86.0 billion, in
July 2007, together with a set of additional praubsteps. The results showed that the largest
administrative burden is mainly caused by legall&ipns within the purview of the Ministry of
Labour and Social Affairs, Ministry of Agriculturéinistry of Health, Ministry of Finance,
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Ministry of Environment and Ministry of Industry difrade, and the government enjoined these
ministries to perform, by the end of 2007, an imgimto some twenty legal regulationsvhose
share in the total ascertained burden amounte@ #6,8and to submit specific proposals aimed at
amending these regulations. The Ministry of Indusind Trade, which is the main administrator
of the project, should submit by 31 March 2008 anmary output and should propose a
procedure for the reduction of administrative bugi®f these legal regulations aimed at the
adoption of their amendment to achieve, by 201@eduction of total administrative burdens
imposed on businesses by 20 % (as compared witkObe level).

The same government resolution approved the oligab perform ex ante evaluation of
administrative burdens imposed on businesses witt@regulatory impact assessment (RIA) in
case of newly prepared proposals; at the same titheentral authorities are obliged to adopt
continuous measures against the increase of tdtaingstrative burdens imposed on businesses
and caused by information obligations, whose oragid form are fully within the responsibilities
of these authorities.

4.1.3 Simplify administration burden related to seting up and running a business

One year passed on 1 August 2007 from the estafdishof the Central Registration Points
(CRP) at municipal trades licensing offices. Thatikkshe CRP, an entrepreneur may meet the
registration obligation with the appropriate adrsiration bodies at a single registration point by
filling out a uniform registration form (URF). Thus addition to notifying the trades business at
CRP, also filed may be the registration form fosat#on, social and health insurance, notification
of the commencement of self-employment activitigstification on vacancies and notification
under the Act on General Health Insurance. Aftehgiéng this information, the trades licensing
office distributes the data to the relevant bodiestate administration. The time required for the
issuance of a trades licence differs, dependintpenype of trades; in case of notifiable trades on
the date of its notification (or later, dependingtbe enterpriser’'s choice), in case of permitted
trades on the date on which the decision on grgutia permit comes into force. Maximum time-
limit for the issuance of the decision is 60 dayd,an the practice, the time-limit depends on the
issuance of the opinion of the relevant body. Asygared with 31 December 2006, the number
of newly issued trade licences increased in tis ffialf of 2007 by 111 991.

The conditions to be met for carrying out tradedude also attestation of the non-existence of
debts with respect to the obligations vis-a-vis ttate, etc. A draft law, presently being
considered by the Parliament of the CR, would abothis obligation. The time-limit for the
registration with the Trades Register was cut ftemto five working days.

A simplified version of URF is being prepared in0ZQ simultaneously with a fundamental
amendment of the Trades Act. The government shmandider the simplified URF in September
2007. The amended trades act is expected to emtefiorce as of 1 January 2008.

The amended act should bring about reduced admaitiv& burdens imposed on entrepreneurs,
simplification and acceleration of the process sguance of trade licences; it should also
facilitate the commencement of business activitimsinly for young and beginning
entrepreneurs. Essential changes include:

° This involves e.g the Act on Food and Tobacco Bt Act on General Health Insurance, Act on the
Organisation and Performance of Social Insurandelaa Income Tax Act.
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Cancellation of the principle of issuance of tralilesnce for every trade, i.e. an entrepreneur
will prove his/her trade licences/permits by meaha single document — excerpt from the
Trades Register.

An entrepreneur will be able to file any petitiam ttades licensing office with any trade
licensing office in the Czech Republic.

Where several trades are notifiable, a single aditnative fee will be paid (formerly a fee
for every trade licence).

A single unqualified trade will be introduced — antrepreneur will only notify the line of
activities he/she will perform within the trade.€rh will no need for several trade licences
to perform business activities in several actiliites.

The attestation of blamelessness will be simplifeedl made more transparent — offences
committed out of negligence will not be considet®d the trades licence offices, only
intentional offences for which a enterpriser wastseced to imprisonment for a term
exceeding one year and offences committed in cdimmewith business activities will be
considered.

In case of vocational trades, practical experigndbe line of business will not be required
when education can be proved in the same line sinbas. This will be advantageous for
young entrepreneurs, who will no longer have tooampan agent in charge of the trade.
Graduates will not have to be first employed, anly then engage in trades.

Entrepreneurs will not be obliged to provide netfions on the data that will be available
from other registers (Commercial Register).

The new system of trades will be simpler and moaasparent because the contents of
individual trades will increase — an entrepreneir ve able to engage in several activities
under a single trades licence.

The number of trades will decrease (permitted sddem 29 to 21, notifiable from 56 to 32,
vocational from 51 to 41, unqualified from 125 toahich will include 74 lines of business).

Only the trades licence office will apply on behaffan entrepreneur for a statement of
criminal records. The changes notified and madthbycommercial registration court will be
automatically effected by the trades licence offleesed on the decision of the commercial
registration court communicated in an electroniefo

In view of the fact that any controlling body wile able to consult the Trades Register (the
entire register will be public), there will be need for an entrepreneur to prove his/her right
to engage in business activities by keeping ttaetli@ence/permit on business premises.

4.1.4 Facilitate business start-ups notably in casd activities with no further requirements on

qualification

In connection with the establishment of Central iBtegtion Points and adoption of the Directive
2006/123/EC of the European Parliament and of ten€il on Services in the Internal Market, a
possibility was analysed in 2007, among othersesmlve the relationship of the records in the
Commercial Register and the Trades Register ingerfnthe legislative and procedural rules. The
need for registration in two registers represantparticular with respect to the activities that d
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not require additional qualifications (unqualifithdes), an unjustified administrative burden.
These analyses recommend extending the CRP setuiteslude the entries in the Commercial
Register and procurement of procedures and foriemlibeyond the Trades Act. The CRMs
already perform a certain measure of informatiotiviies as defined in the Directive on

Services. Efficient functioning of CRPs is at prasicilitated by the interlinkage of the Trades
Register with the Commercial Register and othersters (financial offices, the Czech Social
Security Administration), criminal conviction recsr and with the civil registration data within

the comprehensive eGovernment project. Trial tgstnunderway in cooperation among the
Ministry of Industry and Trade, the Ministry of Rince and the Ministry of Labour and Social
Affairs.

The amendment to the Trades Act now under preparatmplifies the relationship between the
entries in the Commercial Register and the TradgidRea. The persons registered in the
Commercial Register do not have to notify the tealieensing office about changes; the office
will effect changes on the basis of the electranformation received from the Commercial
Register. This eliminates the duplicity obligatida notify the changes by entrepreneurs
registered in the Commercial Register as well akenTrades Register.

4.1.5 Strengthen the position of creditors in bankuptcy proceedings

In March 2006, the Insolvency Act was adopted \lith aim to improve the overall situation in
bankruptcy proceedindfs It is expected that the legislation will bringcaib a reduction in the
duration of court proceedings on the debtor’'s baptay as well as improve standing of the
creditors. Creditors will hold the reins in the d&mn on the ways of resolution of the debtor’s
bankruptcy, and will also influence the appointmeinthe trustee by the court. Substantially will
also be increased the chance to save the compamgly through its sale or reorganisation, in
the case of which the debtor will continue to cohturther activities of the company. The act
also regulates the institute of the discharge fdetots, which is provided for debtors, who are not
entrepreneurs, and enables the debtor to resol#ehi indebtedness through reaching an
agreement with creditors outside the executiommegi

One of the pillars of the new insolvency law is thitoduction of the insolvency register, which
will be freely accessible on Internet. This willseimne maximum transparency of the course of the
insolvency proceedings. The insolvency registel @ahtain the list of trustees, the list of debtors
and their insolvency files. The introduction of@ectronic file will enable faster communication
among the courts and, consequently, smoother pdowgse From the autumn of 2007, the
register will be tested by all courts. Finalisatmfrthe insolvency register was responsible for the
deferment of the entry into force of the two abaventioned acts from 1 July 2007 to 1 January
2008.

The re-codification of the insolvency law includaso the act on insolvency trust€esvhich
stipulates an entirely new organisation of the apptent and activities of insolvency trustees.
These changes were mainly caused by the need dtecaenew system of insolvency trustees,
which would accentuate their education, incorrugsrend professional qualifications.

10 Act No. 182/2006 Coll., on Bankruptcy and WaysteResolution (The Insolvency Act).
1 Act No. 312/2006 Coll., on Insolvency Trustees.
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4.1.6 Ensure effective functioning of financial maket

The integration of supervisory functions over tmaficial market by the Czech National Bank in
April 2006 created a basis for further improvementhe context of the integrating European
financial market. As a follow up, the recent periwds characterised, above all within the Czech
National Bank, by preparations for such changeisofrganisation structure that should result,
with the effect from 1 January 2008, into a trdositfrom the current sectoral model to the
functional one.

In the near future, legal arrangements of the mhoes used by the Czech National Bank in the
supervision or of its powers in the sphere of iharfcial market should also be unified. Factual
purport of the law on financial market supervisimw under preparation should be submitted for
consideration by the government in the beginningQi8.

In the past year, activities progressed in the afgaotection of consumer interests with a view
to the strengthening of their position in the fio@h market. Adopted in August 2007 was the
General Policy of the Protection of Consumers éRimancial Market. Its conceptual framework
reflects the developments on the European levalyalall certain proposals contained in the
Green Book.

The legislation of the past period brought abowesd important legal norms, especially for the
financial market. First of all, it was the new région on capital adequatly which transposes,
effective as of 1 July 2007, Directive 2006/48/EX £2006/49/EC on Capital Requirements,
based on the Basel Il Agreement. Another draftslagion, which is now nearing its completion,
is the transposition of Directive 2004/39/ES (Miffl@n Markets in Financial Instruments, which
will fundamentally change conditions for the fulcing of the capital market as a whole. In
addition, a new law on money laundering and an mapd amendment of the foreign exchange
law have also been prepared.

The adoption of these legal regulations will sub&ly improve the transposition balance of the
CR, which will then show nearly full compatibilityith the legislative framework adopted at the
European level within the so-called Financial SsggiAction Plan.

4.1.7 Modernise and increase effectiveness of thextadministration

With the aim to raise the standards of servicedersd to the tax audience, new Internet pages of
the Czech tax administration were launched in #griming of February as a primary source of
information in the taxation area. In connectionhwtihe extension of services rendered through
the Internet pages of the Czech tax administratioa,tax audience has also been offered an
opportunity to receive taxation news by means ettebnic mail or through using the ,Really
Simple Syndication® (RSS) service, which makes asgible to pick the contents of Internet
sources, and offer them in a well-arranged forrtiéuser.

Another step aimed at improving the standards efsirvices rendered was in the mid of 2006
the launching of the ,Tax Portal*, a tool of elestic communication between the tax

administration and tax entities. The applicatiomfs part of the Internet pages of the Czech tax
administration, and enables its users to obtaiorinétion on the account state and turnovers as

12 Act No. 120/2007 Coll., on the amendment of cartaws in connection with the determination of ¢alpi
requirements to banks, savings and credit coopemtsecurity traders and electronic money ingbitst
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well as information on their tax information maikbdther services offered by the ,Tax Portal”,
which will be accessible in the course of 2007|ude electronic delivery, personal tax calendar,
consultation of tax records and personalised taxms.

In the field of human resource management, unifui@s are at present being introduced for the
evaluation of tax administration employees. In 208éctions or positions of analysts/search
specialists were created at all levels of tax adbtration, i.e. in the Ministry of Finance,
financial directorates and financial offices. The avas to strengthen the capacities and enhance
the tax collection performance in cases of tax ievaand non-payment, and to increase the
efficiency of the tax search.

In December 2006, the Government of the CR apprdlkiedscheme of merging the tax and
customs administration bodies and merging the ciidle of taxes and statutory insurance, and
decided to prepare the process of merging theatmte of taxes, customs duties and statutory
insurance and to assess the impact of such mengigs mdividual systems. In connection with

this task, preparations are underway at presenédiiat the integration of tax and customs
administration bodies (a new law on the structurd eompetences of the uniform system is
expected to enter into force as of 1 January 2010).

In the period under review, preparations continfisedhe extension of areas of general advance
binding rulings. The Act on Public Budgets Stalailisn approved by the Parliament of the CR
with the effect as of 1 January 2008 extends tivarack binding rulings in the income tax area to
the following: 1) distribution of expenses (costé)natural persons, who use real property for
both business and private purposes, 2) distributioexpenses (costs) mainly of legal persons
that were not founded or established for businesggses with the aim of their proper allocation
to taxable income and non-taxable income, 3) aparaf interventions in the property, i.e.
whether the expended costs are of the nature bhieal betterment or of the nature of repairs, 4)
assessment of research and development expensts).(émother area with respect to which a
tax entity will have the right to demand a bindnudjng from the tax administration concerns the
application of the correct VAT rates in the prowrsiof goods, services or lease.

4.2. RESEARCH AND DEVELOPMENT, INNOVATIONS

In the period of the second half of 2006 and thst fnalf of 2007, research and development
(R&D) tended to develop on the whole in accordawdé the targets set out by the National
Research and Development Policy for 2004-2008,dati Innovation Policy (2005-2010) and
the basic documents and recommendations of thepeamCommission (e.g. CR access to the
Action Plan for Europe — Invest in Research, thee@rPaper: the European Research Area —
new perspectives, etc.). The system of public sugpo research and development is based on
Act No. 130/2002 Coll. An amendment to this actingler preparation at present. The Research
and Development Council (RDC) prepared the annumlysis and Assessment of the existing
state of research, development and innovationenkech Republic and a comparison with the
situation abroad - 2068 which was used for the preparation of operatid®&D programmes,

of the new National R&D Policy as well as of thetidaal Research and Development
Programme Ill, whose preparations commenced icdese of 2006.

13 Government Resolution No. 1353 of 30 November 2006
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Past experience shows that a mere increase of R@Pnelitures and partial modifications failed
to sufficiently encourage the flow of private R&BRpenditures, co-operation between the R&D
sphere and enterprises and, above all, effectipiication of R&D results in the practice. In
connection with the gradual increase of overall R&penditures, stress is being laid upon their
efficient use. In cooperation with other interegpedties, the RDC therefore decided to formulate
principles of the R&D system reform in the Czeclp&daic.

SUMMARY OF ADOPTED AND IMPLEMENTED MEASURES:

+ The Government of the CR approved the state budgekpenditures for research and developmer
in 2007 and in the midterm perspective 2008 and 2009, with a view to rebing a 1.0% GDP share
by 2010.

» Underway is the preparation of the principles of tle reform of the R&D system in the CR, whicl
will be reflected in the National R&D Policy in the CR as well as in the National R&D Programme
1.

»  Work proceeds on the update of the Methodology on\&luation of R&D and their Results for 2007.

» A marked increase wasobserved in resources from structural funds for firancing projects in the
field of innovations, research and development.

» Implemented at the national level are projects aima at young researchers, at supporting studies ¢
technical and science specialisations and at suppiolg mobility of researchers.

» Underway is the project onEnforcement of intellectual property rights, whose aim is to increase th
effectiveness of the cooperation among state adnsiation bodies, and to strengthen lege
conscience of geernment employees with respect to the tools of iellectual property protection.
Introduced from 1 July 2006 was the system of elechic filings of patent applications

» Specialised programmes were implemented within OPIE2004-2006) aimed at the creatiomnd
development of innovation infrastructure (scientifc and scientific/technological parks, technolog
transfer centres, entrepreneurial incubators and bginess innovation centres) and at innovatin
SMEs.

« |n the Operational Programme Enterprise and Innovatons for the period of 20072013, there was
an increase of financial resources from structuralfunds earmarked for the development o
innovation infrastructure, support of innovating SMEs and for the development of Business Ange
networks.

¢ With the aim of strengthening the research, develapent and pro-innovation potential of the CR,
mainly through universities, research institutionsand their cooperation with the private sector,
Operational Programme Research and Development waprepared in the framework of the
utilisation of financial resources from structural funds.

» Implemented was a specialised programme CLUSTERS @R4-2006), which aims at supporting the
integration of business entities, research institibns and terciary education institutions into
clusters. Also prepared was the follow-up programm&OO0OPERATION for 2007-2013.

4.2.1 Increase year-on-year public expenditures aesearch and development by the 20% to 25%

As compared with the developed economies, R&D ediperes in the CR continue to be
relatively low, and the rate of their growth slowhis is caused by the state budget difficulties,
but also by the insufficient absorption capacitytttdir beneficiaries. The CR’s objective is not
only to increase public expenditures on R&D, bwoalo ensure efficient use of these funds.
According to the governmental proposal on the pulihance reform, however, R&D, education
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and social expenditures are priority areas andethee, R&D expenditures should not be cut.
The level of importance attributed by the governtrtenR&D for economic development and
competitiveness is witnessed by the fact that & pbsthe Government Representative for
European research was established on 1 June 20@6inAJanuary 2007, the Prime Minister of
the CR became Chairman of the Research and Develdpbouncil.

In 2006, state budget expenditures on research dawelopment for 2006 and mid-term
perspective of 2008 and 2009 were set out. The Gowent of the CR thus approved a final draft
of state budget expenditutfésimounting to nearly CZK 23.0 billion for 2008, 24illion for
2009 and 26.8 billion for 2010.

Table 1. State budget expenditures on R&D in 2005-2010

State budget R&D

expenditures (CZK 16457905 18178683 21496551 22996206 24835902 26882775
thous.)

Share in GDP (%) 0.55 0.57 0.62 0.62 0.62 0.62
e R 3570379 11721125 13722348 16689 233

(from 2007)

Source: Research and Development Council

From 2007 onwards, the table includes also operaltiprogrammes expenditures (in the R&D
field there are three mutually complementary progrees for the period of 2007-2013: OP
Enterprise and Innovation, OP Research and Devedapfor Innovation and OP Education for
Competitiveness). R&D expenditures also comprisel$uto cover co-participation of the CR in

operational programme projects and EU funds. Theuamfor 2007 is relatively low due to the

fact that operational programmes are at a stagdinal discussion with the European

Commission; starting from 2008, however, smooth m@mcement of these projects may be
assumed. Thanks to the possibility to use EU fuiodsesearch and development (structural
funds, EU framework programmes) the assumed fiaduscipport for R&D from public sources

will represent 1 % of GDP in 2010.

* Government Resolution No. 564 of 23 May 2007.
5 For detailed breakdown of funds into budget chaptnd for explanation of the proposal, see wetegag
http://www.vyzkum.cz.
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Table 2. Year-on-year growth of state budget R&D expenditures

Period 2006/2005 2007/2006 2008/2007 2009/2008 2010/2009

Year-on-year
growth,

1.7 33 1.5 1.8 2.0
absolute
(CZK billion)
Year-on-year 10.46 18.25 6.98 8.00 8.00

growth (%)

Source: Research and Devel opment Council

The increase of public expenditures on research dawtlopment will be primarily directed
towards the participation of Czech researchers @ fEamework programmes, operational
programmes and long-term main research directittDER). These directions will thus
concentrate both financial and human resources antamited number of those research
directions that are essential for the economy amdaompetitiveness (in compliance with the
National Research and Development Policy).

With the aim of improved control over the expendi@uds, a methodology was elaborated in the
Czech Republic in 2004 under the title MethodologyEvaluation of R&D and their Results; the

methodology aims at the principles of matter-oftfaed transparent evaluation of the achieved
results. The methodology is being updated every, el the preparation of the Methodology on
Evaluation of R&D and their Results for 2007 isremtly underway. The aim of annual updates
of the Methodology is to create a basis for inti@dg changes in the allocation of R&D funds

with a view to an integrated set of informationtbe efficiency of the use of state budget funds
for research and development. The Czech Republéhesi to come as close as possible to
international R&D evaluation methods performed, aaghe OECD or EU countries.

4.2.2 Change the structure of public D expenditures

The support of research and development from pubhcs can be divided into institutional
financing (financing of specific research intenspspecific research at universities and selected
activities involving international cooperation) atatget-oriented funding (funding of research
projects on the basis of public competition). The€¢h Republic’s aim is to accord preference to
programmes involving financial co-participation thfe private sector, and to bring the ratio
between the two categories of R&D financing to 60#r the benefit of target-oriented funding.
However, this is a long-term objective, which degeion a number of factors. First, the public
support structure is significantly influenced bgearch intentions, which account for more than
80 % of institutional support. The work on researdentions commenced in 2005 (for a seven-
year period). The second factor is representechtgrnational cooperation, where institutional
funds are used to cover the participation of thed@zRepublic in various international research
organisations. From 2007, institutional support lyewcludes funds earmarked for co-financing
of projects of the EU framework programmes andcstmal funds, provided that such co-
participation may be financed from public funds.eTiewly prepared law on research support
from public funds should be able to better distisgubetween these categories, and target-
oriented funding should be markedly strengthenedh& newly prepared National Research
Programme Ill. Conducive to more efficient expemdt of research and development funds
should also be an institutional transformation o former state allowance organisations into
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public research institutions (from 1 January 20@8)a result of which these institutions acquired
a full legal personality status.

In 2005, the ratio of institutional/target-orienteohding was 56.9 % : 43.1 %, while in 2006 it
amounted to 52.6 % : 47.4 %.

Table 3. Expected trends of institutional support in the period of 2007-2010

SB R&D expenditures 21500 293 22 996 206 24 835 902 26 822 775
(CZK thous.)

Institutional R&D
expenditures (CZK 10 815 587 10 886 023 10 948 871 10 698 979
thous.)

Source: Research and Development Council

4.2.3 Promote private RD expenditures by means of indirect support

While research and development expenditures frawater sources display an increasing trend,
they are long way from the Barcelona 2 % target.

Table 4. Private R&D expenditures

0.77 0.89

Private R&D

expenditures ( % of GDP) 0.67

Source: Research and Development Council

The amended Income Tax Act of 1 January 2005 alledsicing the tax base by a deductible
amount representing 100 % of costs expended omtplementation of R&D projects (without
state budget support). The first evaluation of thdirect support tool was published by the
Ministry of Finance in June 2007.

In the income tax calculation for the taxation pdrof 2005, 434 taxpayers, i.e. 0.17 % of the
total number of 259 490 entities that filed taxures, claimed deduction of expenditures on
research and development projects. The total cthidegluctible amount represented CZK 3.31
billion, which amounts - at the 26 % tax rate the reduction of the tax liability by CZK 0.86
billion.

The relatively low interest in the above tax incemtcan be explained by the fact that a number
of projects commenced before 2005, and had beerdada@rants from the State. The data for
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2006 are not available yet, because the time-loitfiling corporate tax returns through tax
advisors expires in the mid of the subsequent year.

Based on the more detailed evaluation of this eédiform of R&D support and of the stability of
public budgets, consideration will be given to plolesextension of tax concessions by research
and development ordered by companies from univessitr research organisations.

4.2.4 Provide human resources for RD

One of the key factors of increased competitivertdshie Czech Republic and efficient use of
the funds expended on R&D are workers in sciendifid research institutions and universities. It
is therefore necessary to create such conditicatsvtbuld enable them to develop their careers
and capabilities, to acquire additional experieand practical knowledge abroad, and to make
subsequent use of the acquired knowledge and exyoeri

Although the Czech Republic has a number of toplifueesearchers and scientific teams,

especially in the field of medicine, biochemistnyaterial sciences, mechanical engineering and
nanoscience, it lags behind the average EU indieatdor example because of the higher age
structure of researchers (many are in the categbr0-60 years of age), lower share of

university graduates of technological and sciemeeialisations, lower share of population with

university education. However, the number of ursitgrgraduates in the CR tends to rapidly

increase. Between 2000 and 2004, the number ofersilty graduates rose by 41.6 %, a fact
which ranks the CR among the countries experienitingastest growth of university graduates.

The number of Czech researchers tends to incréaseThe number of researchers relative to
1000 labour force represented in 2004 the rati®.2fit rose to as much as 4.7 in 2005.

A number of discussions among professional audgeenees organised on the recommendation of
the European Commission of 11 March 2005 on the@aan Charter for Researchers and the
Code of Conduct for the Recruitment of Researcfieeseinafter referred to as the Charter and
the Code), which resulted into the accession ofdReto the Chart as well as to the Co¥&he
principles contained in the two documents will b&en into account in the preparation of the
new National Research and Development Policy.

The measures aimed at the reduction of obstacle®hility were included in the 6th Framework
Programme entitted ERAMORE - the panEuropean NétwbMobility Centres. These centres
provide researchers with information on vacancied administrative procedures required for
employment and residence in individual EU countridge Czech Mobility Centre was
established at the Academy of Sciences of the CReglublic and commenced its activities on 1
January 2005. The Centre renders assistance anhlggezl information to foreign researchers
interested in employment in the Czech Republic a as to Czech researchers interested in
employment abroad.

At present, the transposition of the Council Dinext2005/71/EC on special procedures for
recruitment of foreign nationals from third couagifor the purposes of scientific research is
being finalised. The Directive reduces the barrigrsemployment of researchers from third
countries. Its entry into force was set as of 1200er 2007 at the latest. The Directive became
incorporated in the proposed amendment of the lathe stay of foreigners in the territory of the
CRZ According to the draft law, a public researchitntion may employ a researcher from a

1 Government Decision No. 951 of 16 August 2006.
17 Act No. 326/1999 Coll.
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third country for a term exceeding three monthspiarticipation in a research project provided,
however, that he/she meets the conditions setythdlaw. The draft law was approved by the
government, and was submitted for adoption by #méidnent of the Czech Republic.

Financial resources from structural funds represenéxtremely important factor in supporting
human resources in research and development athe idevelopment of their professional and
specialised knowledge. Implementation is underwiaprasent of the Operational Programme
Human Resource Development, one of whose comporfectsses on supporting tertiary
education, research and development. Besides ithe sb-programmes that aim above all at the
improvement and development of university educati®@pgrading university education,
Development of teacher study programmes, Developma&h continuing education at
universities), other components focus on the Dgraknt of Human Resources in the field of
research and development. The aim is to implemeosgrammes of continuing education of
R&D workers, upgrade their knowledge in the fieldsabstantive and financial management,
innovation enterprises, and dissemination of R&Dieements in the practice, technology
transfer and protection of intellectual propertghts. Of the total allocation of CZK 517.5
million for the above grant scheme ,Promotion of rtleey Education, Research and
Development”, more than 20% of the funds has bémrady drawn, and from the total of 400
submitted projects, nearly 200 project have alrdsen approved.

Highly successful in the programming period of 2002006 was the implementation of the
measure entitled ,Cooperation of research and dpwatnt institutions with the business sphere,
support of innovations* within the Uniform Programrdocument for Objective 3 of the Capital
City of Prague. Sponsors proposed 52 projects eftdbal value of CZK 704 million, and 38
projects worth CZK 424.7 million were selected forancing. Similar priority topic has been
proposed for the subsequent programme period, yatimeldevelopment of human potential in
research and innovation in the territory of the i@ ity of Prague. The said topic forms part of
the priority axis ,Support for the development lo¢ tknowledge economy* with a total allocation
of EUR 48.7 million within the new Operational Pragnme Prague Adaptability.

Other important programmes in the area of reseamnchsupport of innovation in the subsequent
programme period for 2007 — 2013 will include thee@ational Programme Education for
Competitiveness and Operational Programme Resaatbevelopment for Innovation.

Allocated for the Operational Programme EducatmmGompetitiveness has been 6.8 % of total
EU funds for the Czech Republic, and the totalcatmn including public budget funds amounts
to EUR 2.15 million; the programme supports edweatf all forms with special stress upon life-
long learning and the formation of appropriate emwvnent for research, development and
innovation activities, stimulating at the same tiomperation among all participating partners.
The programme should promote creativity and adaptabf university graduates, and improve
conditions for research and development activitilse R&D support should focus on two
priority areas, namely Modernisation of Tertiaryugdtion with total allocation of EUR 0.74
million, which represents 34.3 % of total fundsrearked for this operational programme, and
Development of Continuing Education with total aition of EUR 0.34 billion and the share of
15.8 %.

The Operational programme Research and Developfoerihnovations, which is the fourth
largest Czech programme with total allocation ofRER.43 billion (including public budget
funds) is expected to contribute to the creationstinhulating environment for R&D and
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innovations, facilitate the transfer of R&D resuli$o the practice and strengthen the research,
development and pro-innovation potential of the CR.

The number of accepted university applicants irhriéal and science disciplines tends to
increase in absolute terms, but their share intdked number of accepted applicants declined.
With the aim of increasing the interest in studytethnical and science disciplines, a pilot
development programme was announced in 2006, asdecaived with wide interest of gifted
youth; the programme continues in 2007 as wellrffore details, see part 5.3. Education).

A number of activities on national level is focusad young researchers and on the support of
mobility. These are, among others, the cross-sagtiorogramme ,Human Resources” within the
National Research Programme Il (Sabbatical, Claieti Rudolf 1l Stipend programmes). An
important contribution in supporting young researshis made by the Academy of Sciences of
the Czech Republic, which announces junior resegraht projects for talented young scholars
and junior start-up projects. Supported since 208& been 223 junior research grant projects
involving a total financial support of CZK 283.7Iliain.*%.

The Academy of Sciences of the Czech Republic pgesvifor the construction of hostels and
apartments for researchers. Aiming at upgradinggiiaifications of beginning scientists, the

Academy of Sciences of the Czech Republic orgariagsng courses on the basics of scientific
work. Highly talented young scientists may be awdr®tta Wichterle’'s Award - the Academy

of Sciences of the Czech Republic annually awaff22 excellent young scientists below 35
years of age. The Grant Agency of the CR suppatsg researchers in the form of doctorate
and post-doctorate grant projects.

4.2.5 Intensify the use of intellectual property potection tools by scientific and research
institutions and enterprises

In 2006, 3 317 patents were granted with the effectthe CR, of which 264 to domestic
applicants. Among foreign applications filed in thational way, most came from the USA,
Germany, Japan and Slovakia. Nearly 2 000 patdntseototal number were granted via the
European Patent Convention and validated for the ICR worth noting that, in the year under
review, the number of European patents validatederCR for the first time exceeded that of the
patents granted in the national way. By the eng208%6, more than 13 100 patents were in force
in the CR. The activity of Czech applicants regmstiea certain increase in 2006. 641 patent
applications were filed, mainly in the field of tigport, measurements, optics and photography
and engines and pumps. This represents the badtsrés the past ten years, yet a more
fundamental progress that would confirm scientificd technological forwardness of the Czech
society still remains to be achieved. The numbeEwbpean patent applications designating the
Czech Republic bears witness to the interest chmackd technology owners to carry on business
activities in our country.

Apart from patents, 1 021 utility models were régjied in 2006 (of which 1 000 applications
were filed by domestic applicants) and 576 redising of industrial designs were made (of
which 387 were national applications).

Besides the relatively low number of R&D outputeasons for a low number of patent
applications in the CR as compared with interna@iostandards include also insufficient
awareness of the need for proper use of the pbtssiiof patent protection and the persisting

18 As of 1 May 2007.
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impression about the technical and financial coxipleof the patent proceedings. In addition,
especially for the small and medium-sized enteegrisan important role is being played by
higher financial and HR expenditures related wittiepts and long-term return rates of such
investments.

One of the many directions contributing to theifiént of the task to increase the intensity of
the use of intellectual property rights is to enternthe awareness of the importance of the
protection of technological creative activities,igfhis being actively promoted by the Industrial
Property Office of the CR (IPO). In 2006, its adtes focused on professional unions and
university students. Specialised seminars were nisgd on issues of industrial property
protection and exchange of information in the aofaintellectual property took place in
cooperation with the Association for Innovation &mptise, Czech Union of Inventors and
Innovators, Research Institute for Aviation and Eheopean Patent Academy. With the aim of
increasing general awareness about the importahodetlectual property and on the need to
make full use of this system, lectures and semivarg also organised by selected universities.

With the aim of increasing the intensity of the a$dools of protection of intellectual property
rights, a new system of electronic filings of patand other applications was launched on 1 July
2006. In order to acquaint the professional publith the new system, the Industrial Property
Office has been organising training courses ontmec filings using attested electronic
signature, and free of charge training courseseanching.

An important activity is represented by the implema¢ion of the project entitled Enforcement of
Intellectual Property Rights, aimed at a more effit cooperation among the state administration
bodies, which are according to the Czech legaksysesponsible for enforcement of rights and
at the fostering of legal awareness of the relewanployees. The project’s output includes
training for some 1000 employees of such instingistarting in September 2007, preparation of
the methodology on the enforcement of intellectpebperty rights, of the guidelines on
cooperation among the bodies responsible for eefoent of intellectual property rights and
preparation of audiovisual and printed training eniats.

The efforts aimed at increasing the intensity optBtection of results of technological creative
activities are felt in the legislative area, ton.the connection with transposition of the relevant
Directive of the European Parliament and the Cdurcilaw® was adopted in 2006, which
contributes to the more efficient protection of tights of patent and other industrial property
owners. The law reduces the evidentiary burdenhefdntitled person in claiming damages,
appropriate compensation and rendition of unjusicement. The support for the protection of
intellectual property rights belongs among the nires of the area of innovations, which form
part of the Operational Programme Enterprise amdJations for the programming period of
2007 - 2013. It is elaborated in more detail in INBIOVATIONS Programme. In the current
programming period, the INNOVATIONS Programme ashsupporting technological and non-
technological innovations, i.e. product, procesgjanisation and marketing innovations. In
addition, its activities have newly been extendeéhtlude stimulation of patenting activities of
small and medium-sized enterprises. The assumeddial allocation to the INNOVATIONS
Programme represents CZK 14.1 billion for the engirogramming period. Of this total, CZK
356 million should be earmarked to the above mestioincrease of the intensity in the use of
the tools of intellectual property protection andhe overall improvement of the situation in this

19 Act No. 221/2006 Coll., on the Enforcement of Istlial Property Rights.
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area. The Programme will partly cover the expemé#urelated with obtaining patents for
inventions, registration of utility models and irstial designs and co-finance the expenditures
related with the filing of patent applications gratent proceedings before the Industrial Property
Office (in the case of national patents) and theogean Patent Office (in the case of European
patents).

The INNOVATIONS Programme was in existence in thegpamming period 2004-2006, too,
and is being considered one of the most succepsfigiammes, where the demand markedly
exceeded the offer. Supported by the INNOVATION®dPamme were mainly product and
process innovations, to a lesser degree also mbmdéogical innovations. So far, no support has
been accorded to the protection of intellectuapprty.

As of the beginning of August 2007, throughout thetire programming period of the
INNOVATIONS programme, 331 projects were submitéed their sponsors included not only
companies, but also universities and scientific esgarch institutions. 229 submitted projects
were rejected and 102 projects were awarded supptie overall amount of CZK 1.49 billion.
The greatest number of projects was implementélaersouth Moravia Region.

Within the INNOVATIONS Programme, project suppogcgsions were issued in 2006 to 69
applications in the overall amount of CZK 1.01ibi.

4.2.6 Develop innovation infrastructure

Up to the end of 2006, the development of the iation infrastructure was supported from the
Operational Programme Industry and Enterprise 26 (OPIE) through the PROSPERITY
Programme. The Programme focused mainly on thedftion and operation of enterprise
incubators, scientific and technological parks swhnology transfer centres, thus facilitating the
development of innovation environment in individuagions. In 2006, support was accorded to
21 projects of an overall amount of CZK 994 milligdnly three projects received the decision
on project support of an overall amount of CZK 38illion in the course of 2007. The greatest
number of projects was submitted in the South Miar&egion. The most significant projects in
terms of the amount of awarded support, howevere waplemented in the Pardubice Region.
These were two projects of TechnoPark Pardubice, ksupported by nearly CZK 150 million
each.

By the beginning of August 2007, 70 projects werersitted throughout the entire programming
period of the PROSPERITY Programme, not only by ganies but also by universities and
scientific and research institutions. There wer@R#ects awarded support of the overall amount
of CZK 1.74 billion.

In the period 2007-2013, the Operational Prograr&mterprise and Innovations will also include
a successor of the programme entitted PROSPERITYTdtal financial allocation to this
programme amounts to some CZK 12.0 billion. ThegRmmme focuses again on supporting
scientific or scientific and technological parkschnology transfer centres, enterprise incubators
and enterprise innovation centres. Due to the faat an important part of the innovation
infrastructure is represented also by the providérBinds for innovation projects, the support
should also apply to the development of Businesgefsinetworks and their activities. The
Programme is under the notification within the Eagan Commission.

Designed for supporting the innovation infrastruetuof enterprises, the POTENTIAL
Programme aims at supporting the introduction aeklbpment of capacities of the companies
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to implement the research, development and innmvaictivities and to increase the number of
companies that carry out own research, developreditinnovation activities. The Programme
supports the intensification of cooperation betweempanies and R&D institutions as well. It
also supports the activities leading to highly-gied employment and helps to improve of the
conditions for the participation of companies itio@al as well as European R&D programmes.
The total financial allocation to the Programme ante to approximately CZK 8.5 billion for the
entire programming period.

CLUSTERS PROGRAMME was implemented within the Opieraal Programme Industry and
Enterprise within the period 2004-2006. This progme supported from public funds the
integration of enterprises, research institutiond gertiary education institutions into clusters,
simplifying establishment of such groupings. ThegPamme granted financial support for
matching suitable firms for clusters, cluster foatioh and development on regional and inter-
regional levels. The Programme aimed at supponimgual cooperation among the cluster
members in joint projects in the field of reseasnid development, purchase and sale, joint
advertising activities, market and competitors aese and at the intensification of cooperation
with research institutions and tertiary educatiostitutions, with the aim to increase
competitiveness, innovation and economic growtthefcluster members.

The phase of the Search for Suitable Cluster Estitias concluded in 2006 by successful cluster
foundation and by filing the applications for supgpat the phase of Cluster Foundation and
Development. Thus, the envisaged objective of thegfamme was achieved — cooperation
groupings were founded and it became possible dapgwithin these clusters. Mostly private
manufacturing firms created the cluster's corethier members were specialised educational
institutions and research capacities, also outkideiniversity system.

As compared with the preceding year, the year di62fegistered an important increase of
applicants for support under this Programme. Altioge 41 applications were filed in for the

phase of the search of suitable firms for clustezguesting an overall support of CZK 3.03
million. 29 projects were recommended to be sugglrt amounting altogether to CZK 22.60
million. Thus, in the course of the entire impleration of the Cluster Programme, the Support
Awarding Decisions were issued with respect to A3deats comprising the overall support of

CZK 32.58 million.

In 2006, increased interest of applicants for supp@s also registered in the phase of the
foundation and development of the CLUSTERS PROGRAMMItogether 18 applications
were submitted for the phase of cluster foundagioth development, and the requests for support
amounted to CZK 530.4 million. The evaluation comssions recommended for support 14
projects, and 10 Support Decisions were issued atmguto the overall support of CZK 175.3
million. In the course of the programme implemeotat 14 Support Awarding Decisions were
issued amounting to CZK 246 908 thousand.

The projects came from diverse sectors, e.g. eagimg industries, woodworking industries,
clothing industries, breweries, pharmaceuticalskpging materials, nanotechnologies, etc.

Within the new programming period for 2007-201% @OOPERATION programme is aimed at
supporting the foundation and development of thapeoation within sector groupings — clusters,
poles of excellence, technological platforms andpevation projects on regional, interregional
and international levels. Total allocation, incluglithe funds from public budgets, amounts to
EUR 1.37 billion. This represents the highest sta&réunds (38.4 %) within the Operational
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Programme Enterprise and Innovations. The Prograaime at continuation of the creation of
favourable business environment, improvement ofcthraditions for enterprises and innovation
and at the use and development of the competitivargages arising from the links among
research sphere, universities and the businessesphe

In the creation of the innovation infrastructuregions or organisations established by regions,
are often involved (e.g. the South Moravia Regi@9me of the regions have already prepared
their regional innovation strategies (e.g. the Aggion).

The most important projects of this programme idelthe cluster projects of the packag ng
manufacturers and textile industries — OMNIPACK &dJTEX.

The OMNIPACK cluster associates 26 companies ermjagehe packaging industry ard
related areas. The cluster focuses on the develuparel manufacture of packaging and
combined packages (i.e packages comprising vatigoss of materials — plastics, papzr,
wood, and metals). The cluster’s objective is tate a strong community of cooperating, jut
also competing firms, in the area of packaging stdes, packaging technology, servicing
organisations, research and educational institatiorhe cluster aims at supporting end
coordinating the cooperation among these entitestaus at increasing the competitivenss
and the number of implemented innovations. Thetetissvision is to become, within fiva
years, a top-level centre for the development efcitmbined packaging and transport industry
in the CR under the trademark of OMNIPACK. The pobjwas presented at the confere ce
.,New Horizons in Graz — Shaping Best Practice” hmidl5-17 November 2006, as one of :he
exemplary structural funds project selected fronomagnall EU member countries. The to:al
grant represented CZK 44.9 million. Under one sfj@int projects (also supported by puklic
budget and structural funds), the cluster equippeabtbvelopment and testing centre, which
specialises in the development of unique techne®gand qualitatively new types of
packaging with the total investment amounting td&KC22 million.

The 18-member CLUTEX cluster endeavours to increéaseaeputation of its member firnis
and thus of the Czech textile industries through ttlansition to products of higher use end
added values. The cluster’'s aim is to engage italees in the manufacturing of special typies
of technical textiles (depending on the potentfatsocompanies) and depending on the ourput
of the resolved scientific and technological talsksTechnical University in Liberec and other
research institutions. The cluster was supporte@bi 23.91 million, and honoured in 2006
as the ,Cluster of the Year".

4.2.7 Increase availability of funds to innovativdirms

According to the analysis performed by the Europkmestment Fund (EIF) of January 2007,
the Czech Republic is characterised by a low m@ti@ndered micro financing for tradesmen and
start-up firms, low ratio of credits and guarantBesSME’s to GDP, insufficient venture capital
activity (compared to GDP and other Central Eurapaauntries), insufficient degree of transfer
of knowledge and by the existence of only two neks®f the so-called Business Angels.

The financing of firms in the form of private verducapital registered an impressive growth in
the Czech Republic — it amounted to EUR 109 million2005 (i.e. 0.112 % of GDP) as
compared with EUR 16.1 million (i.e. 0.019 % of GDIR 2004. However, in terms of the
structure of investments, the largest part of fumds invested in the late phases of the firms: life
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Investment in buy-outs was a total of EUR 66.59%ianiland in capital restoration EUR 31.33
million. A mere EUR 10.62 million was invested inngpanies during their expansion phase,
EUR 0.41 million in their start-up phase, and nstrayle one investment scheme was undertaken
during the seed phase. At the same time, it is-kvedlvn that most needed are investments in the
firms'initial phases. In addition the exit from fu® increased in 2005, by EUR 60.7 million as
compared with EUR 8.4 million.

Although statistics for 2006 are not available yta well-known that the last year was relatively
successful in terms of venture capital investmastsompared with the preceding years, despite
the fact that venture capital investments do ngiyeany tax concessions, and such funds as the
pension funds may not invest in this type of fundsvertheless with a view to the potential
demand, even the above mentioned size of investnemsufficient.

Also within the Operational Programme Enterprise &movation, improvement of access to
financial resources to the innovating firms, namalyhe form of guarantees and soft credits for
start-up firms under the programmes GUARANTEE afcABT is supported. The START
programme supports the enterprise start-up thrintghest-free credits or soft guarantees with a
financial contribution to the secured credit. Th&J ARANTEE programme is designed for
already existing SME’s. The aim is to support thglementation of SME investment projects
through soft credit guarantees. The guaranteesciaatits will be extended through the Czech-
Moravian Guarantee and Development Bank. Underideration is the use of the initiative of
the European Investment Bank entitled JEREMIE, twhsbould contribute to an improved
access by innovating firms to the venture capW#iile the above mentioned programmes are not
in principle designed only for the innovating SMHElse start-up innovating firms may make use
of them.

The South Moravia Innovation Centre Brno (JIC) teasdered since 2004 micro financing for
SME'’s in the form of micro loans. A micro loan isspecial-purpose medium-term credit in
the amount of CZK 250 — 750 thousand at the inteste of 3 % p. a., extended from the ./IC
Microloan Fund to enterprises (natural and legas@es) located in the VUT Technological
Incubator for co-financing of their innovation peojs. The credit’s maturity is as a rule 3
years, with an option of a grace period of up tondiéhths or premature repayment without
any incidental fees. Micro loans serve mainly fimahcing of the early stages of the firms'
development, which is a period characterised byrthst difficult access to funds.

From the start of the Microloans Fund in 2004 uguty 2007, the South Moravia Innovation
Centre extended altogether 8 loans in the overalbumt of CZK 5.3 million. The JIC

Microloan Fund is funded by subsidies from the 8ddbravia Region and the Statutory C ty
of Brno. At present, the JIC Microloans Fund hameoCZK 5.8 million of disposabl:

finance.

One of the examples, where a micro loan evidenglpdd develop an innovation project is
that of Y soft, s. r. 0. At the time of the extemsiof the micro loan in November 2004, the
firm’s annual turnover amounted to CZK 2.8 milli¢2003), and the firm employed eigt
workers. The firm needed the micro loan for finagcihe completion of the developme nt
phase and start-up of the manufacture of an inedvaoftware product SmartQ for
administration, accounting and printing and repoiidun tasks. Thanks to, among otler
sources, the micro loan, Y soft, s. r. 0. achieiedyoals, and at the end of the fiscal yzar
2006/2007 it has 60 employees and its turnovetherpreceding year amounted to CZK 60
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million. The firm also expanded into 11 foreign otries through partnership representation
and established a foreign subsidiary. The firm’siemand director, Mr. Vaclav Muchna, was
honoured as the ,Start-up Entrepreneur of the Ydar* 2006, a title awarded by Ernst &

Young.

The support from structural funds for firms in tharly stages of their life, with the aim of the
creation and development of the Business Angelsvarés, is prepared also under the
PROSPERITY programme. The support should representimmediate follow-up of the
activities supported by the JEREMIE initiative.

The Czech Republic also participates in the comtatian programme Competitiveness and
Innovations (CIP), which comprises two tools ofamation financing, namely the mechanism for
the innovating small and medium-sized enterprigesthe small and medium-sized enterprises
characterised by high growth rates (GIF) and thargntee mechanism for the small and
medium-sized enterprises (SMEG). The two tools béloperated by the European Investment
Fund. The start-up of their implementation in thHe i€ expected at the turn of 2007 and 2008. In
the member countries, information on the programammouncement invitations, assistance in
the knowledge and technology transfer and in trepemtion with foreign partners, etc. will be
provided by the members of the so-called networkrémdering supporting services. Various
consortia interested in support for rendering ssetvices are being established at present at the
level of EU regions. Consortium comprising Européaformation Centres (EIC), Innovation
Contact Centres (IRC), and the Technological Ceofréhe Academy of Sciences and of the
Economic Chamber will be established in the CzegpuRlic. The projects are passing at present
through the evaluation phase, whose outcome shibeldnade known this autumn, and the
network is expected to be operational in Januaf82th 2007, in the meantime, information on
the CIP programme is rendered by the European r&#bon Centres, which have also been
entrusted with rendering information on the presgdiommunitarian Multi-Annual Programme
for Industry and Enterprise (MAP).

4.3. SUSTAINABLE UTILISATION OF RESOURCES

SUMMARY OF ADOPTED AND IMPLEMENTED MEASURES:

»  Preparation of the Programme of Sustainable Utilisaon and Productivity of Resources continued
the Programme focuses on dematerialization of prosses and incresed productivity of resources
as well as on reduced impact of production and coomption processes on the environment.

« The IPPC (Integrated Pollution Prevention and Contol) process (prevention and control o
pollution caused by industrial activities) wasimplemented; realisation of voluntary instruments
aimed at implementation of the best available tectologies was supported as part of the process.

»  Within the framework of the Operational Programme Entrepreneurial Activities and Innovation
(OPPI) 2007 -2013 programmes were prepared in support of incresed efficiency in utilisation of
energy in the industry and utilisation of renewableor secondary energy sources.
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« Realisation of the State Programme in Support of Eergy Savings and Renewable Energy Sourc
Utilisation and of national R&D programmes IMPULS and TANDEM is in progress. A
programme entitled "PERMANENT PROSPERITY" has been launched, dealinginter alia with
problems of renewable and alternative energy sourseand energy savings, and so has a ni
programme CERTIFICATION aimed at launching a systemof environmental management.

s Stage one of an environmental tax reform was compled. Acts dealing with taxing electrical
power, natural gas and solid fuels have been subrtet to the Parliament of the Czech Republic; .
January 2008 is expected to be the effective date.

4.3.1 Maximise energy and material effectiveness dmational use of resources

Material efficiency

The reported local material consumption decreasatewhat in 2005 to 188.1 million tonnes,
compared with 192.1 million tonnes in 2004 (aftettad verification according to the Czech
Statistical Office). The 2005/2004 index of locadterial consumption thus is 0.98. Efficiency of
material consumption remains below the averagesvi@uEU-25 (data for 2006 will be available
at the end of September 2007).

A Situation Report to the Strategy of Sustainablevédopment, which covers energy and
material efficiency and rational utilisation of cesces, was approved on 23 October 2006 by the
Committee for Strategy of the Government Councit fdustainable Development. Work
continued on preparation of an updated Strateg@ustainable Development of the CR, to be
submitted by the Government Council for Sustain&l@eelopment by the end of 2007. Material
efficiency represents the fundamental topic deathvin Chapter 2.6, entitled Sustainable
Consumption and Production.

The problem of secondary raw materials is a higlggsitive and as yet neglected area in the
Czech Republic. No definition of secondary raw mate can be found in European or Czech
legislation. Such definition must be established anrelated efficient system of material and
financial flows set up. The ensuing simplificatioh administration will be a bonus (since the
complicated process whereby it is decided when steveeases to be waste and becomes a
product will disappear), together with increasexhgparency of statistical data and the ensuing
financial savings. To this end two working groupsvé been established to deal with these
problems: a Working Group for By-products and Wdsten Energy Generation Facilities and a
Working Group for a Comprehensive System of Secgnd®aw Materials Utilisation. The
working groups consist of representatives of th&ecdééd sectors, industry associations,
universities, research institutions, businesses, et

Work also continues on the Programme of Sustaindblisation and Productivity of Resources,
which focuses on dematerialisation of processesirmréased productivity of resources as well
as on reduced impact of production and consumgiothe environment. In preparation of the
Programme output from the two aforementioned waykgmoups dealing with secondary raw
materials will be made use of since the abilityaafociety to make wasteless use of all products
in their subsequent life cycles is prerequisite fmstainable utilisation of resources. The
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Programme of Sustainable Utilisation and Produgtivaf Resources are expected to be
completed in Q1 2008, owing to the necessary cdimrewith work on the updated Strategy of
Sustainable Development of the Czech Republic. Hilmgramme will be realised in the period
2008 - 2013.

Sustainable productivity of sources can be achidwedmplementation of progressive (e.g.,
wasteless) processes and technologies exhibitthgceel energy demand. The problems are dealt
with as a part of the IPPC process aimed at intednarevention and restriction of contamination
due to industrial activities. The IPPC project supp application of voluntary instruments in
implementation of BAT (best available technology)daBEP (best environmental practice)
procedures. The periodically updated web pages:/hitpw.ippc.cz serve the general
entrepreneurial public primarily as a source obinfation about the best available technologies,
create working space for members of technical wagrkgroups - experts from individual
industrial sectors, and act as a discussion formexperts and lay public alike.

Support extended to research and development ofMaste and wasteless technologies, new
materials (e.g., by utilisation of secondary rawtenals) and other related areas is realised
through R&D programmes TANDEM and IMPULS.

Support continues to be extended to voluntarilylengented management systems through the
programme CERTIFIKACE that targets small and medsaimed businesses. The support
comprises certification of a system of environmentanagement in conformity with ISO 14001
and the system of quality management accordind® 9001, or implementation of the system
of entrepreneurial management according to theirements imposed in the programme EMAS
(Eco-Management and Audit Scheme). As of 31 JanR@@p 2,122 Czech companies received
certification according to 1ISO 14001. The year 2@erienced a substantial increase in the
number of companies that implemented and certified EMAS system - from 14 to 26. The
above managerial systems offer entrepreneurs ermmgymaterial savings, thus eliminating
adverse effects of manufacturing activity on thegimmment. The ensuing beneficial economic
effects include reduced expenditures on input raatenels and energy, cost of waste disposal,
water and air pollution charges, etc.

Energy efficiency

As a part of the State Programme in Support of gn&avings and Renewable Energy Sources
Utilisation 208 projects were supported in 2006finyds totalling CZK 85.3 million. Realisation
of the supported projects results in savings ofrggneequal to 187,474 GJ a year. A State
Programme in Support of Energy Savings and Renewdbhergy Sources Utilisation
(Programme EFEKT) established for 2007 offers supi@osavings of energy and to utilisation
of renewable energy sources in the Czech Repubticfecuses on education, energy planning,
minor investment projects and pilot projects. Itves as a supplement to energy programmes
supported from EU funds.

In 2006 gross electric power generation from rer@gvaources participated in domestic gross
electric power generation by 4.9 %. The proportadnrenewable energy sources in primary
energy sources amounted to 4.3 %.
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Table 5 Gross electric power generation from renewable sources (data in MWh)

Hydroelectric power plants 1 383 467 2 019 400 2 379910 2 550 700
Total biomass 372972 564 546 560 252 731 066
Total biogas 107 856 138 793 160 857 175 837
Wind farms 9588 10 031 10 612 11 264
Solid municipal waste (BRO) 3900 9871 21442 49 400
Photovoltaics cca 300

Source: Ministry of Industry and Trade

Graph 16. Electric power generation
from renewable energy sources
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The highest potential of all renewable energy sesiio the Czech Republic was determined at
190 PJ, where the need of primary energy sourcéiseirtCzech Republic has been estimated at
1,900 PJ. Assuming that the consumption of prinegugrgy sources will remain the same and the
attainable potential of RS will be made use of 2@ the proportion of renewable energy
sources in primary energy consumption in 2020 wekch 10 %.This is however a highly
theoretical assumption, attainable only in casdrafmatic savings in the consumption of primary
energy sources. In practice one should expecteaimighe primary energy consumption and,
accordingly, the proportion of RS with the abovéegmtial will be most probably smaller.

The amendment to the Energy Management Act effediw of 1 July 2006 has significantly
contributed to maximisation of energy efficiencyahtiatory periodic inspections of boilers and
air-conditioning equipment, aimed at their effiagnthe obligation to prepare buildings' energy
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efficiency certificates and to consider alternativethods of heating of large buildings have been
newly implemented. The requirements imposed onggnaudits and energy auditors have been
detailed on the basis of practical experience presty gained and is expected to raise the quality
of energy audits.

Funds from the state budget, earmarked for thedbyazonceived R&D programmes IMPULS
and TANDEM, are primarily used in support of resbaand development in the energy sector.
They also deal with issues of nuclear power geimgrasafety aspects of progressive nuclear
reactors, their long-term service life, increaséetiency of nuclear plant operation as well as
problems related to storage of used nuclear fuel highly radioactive waste including
progressive methods of their processing. The abmegrammes also deal with issues of
hydrogen generation and its use in transport. Tésearch programme "PERMANENT
PROSPERITY" has been launched in 2007; the progexnmier alia focuses on problems
related to renewable and alternative energy soweedo energy savings. The submitted projects
are at present being assessed.

Three programmes related to industrial researchdawelopment have been launched in 2006:
TANDEM, IMPULS and PERMANENT PROSPERITY. All suppothe research of new
materials, new industrial products, manufacturiaghtologies, information and management
products and technologies, and services. Programmessted to industrial research and
development sponsored by the Ministry of Industng drade, targeting subjects regardless of
their size, supported 377 projects submitted byllserad medium-sized enterprises by funds
totalling CZK 1.13 billion.

The operational programme Industry and Businessclaed for the period 2004 - 2006 continues
to support reductions of energy intensity in getiena distribution and use of energy as well as
build-up or reconstruction of facilities that u#i renewable energy sources. The support is co-
financed from the EU structural funds and is eak@arfor small and medium-sized enterprises.
The Operational Programme OPPI for the period 20813 represents a continuation of the OP
Industry and Business. By means of its prioritysa3j "Efficient Energy”, with total allocated
amount of 143.12 million € including funds from pigbbudgets and its specific objective, the
programme will support increased efficiency of gyeuse in the industry and utilisation of
renewable, alternatively secondary energy souigebsidies will be released from OPPI in the
form of soft loans and guarantees.

4.3.2 Promote environmental technologies

Programme of support of for environmental technigegn the Czech Republic was approved on
22 February 2006; its objective is to co-ordinat@port of environmental technologies in a
manner ensuring that it takes effect in concretasuees reflected in individual sectoral policies
and programmes, and also to adopt appropriate stepsnplementation of ETAP. The
programme focuses on maximum utilisation of theeptial offered by extension and utilisation
of environmental technologies, reduced environmdmtaden, improved quality of live of the
population, and support of economic growth. Thegpamme determines a number of measures
like, e.g., to focus the on environmental techn@sgto propose measures to enhance the use of
environmentally friendly public contracts; to adapeasures to increase utilisation of energy
contracting in the Czech Republic within the framekvof the State Programme in Support of
Energy Savings and Use of Renewable Sources forgignéo propose a system of energy
benchmarking for energy demanding products andnt#doljies or to propose indicators for
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assessing the support extended to environmentahdéaies. The programme will be evaluated
annually and updated as required. The Czech Gowrhmill be informed about fulfilment of
the programme biannually.

Projects in support of environmental technologies fananced within the framework of several
tittes of subsidies as, e.g., the Operational Rnogne Industry and Business and Operational
Programme Infrastructure; within the 2007 - 2013sdé@@ch Programme of Ministry of the
Environment (research areas: environmental teclyeso rational utilisation of energy and
renewable energy sources); and from the state badgeother public and private sources.

4.3.3 Implement fiscally-neutral environmental taxreform

As part of the environmental tax reform excise esitwill be levied on solid fuels, natural gas
and electric power; the increased tax burden wilhbwever compensated by reduced tax burden
levied on labour. At present the Czech Republiteleexcise tax on petrol, medium oil, heavy
gas oil, heavy fuel oil, liquefied oil gases andlifgcarbon gases. Directive 2003/96/EC however
directs that excise tax be levied also on eletyrisiolid fuels and natural gas. The Directiveslist
the minimum rates of tax levied on individual typdssolid fuels, natural gas and electricity and
specifies the mandatory and facultative exemptioft'e Czech Republic has negotiated a
transitory period until 31 December 2007 for impétation of Directive 2003/96/EC. The
Parliament has approved the relevant governmelst délaling with taxes levied on electricity,
natural gas and solid fuels with effective datel afanuary 2008. This in essence represents the
end of stage one of the environmental tax reform.

4.4. MODERNISATION AND DEVELOPMENT OF TRANSPORT AND ICT NETWORKS

The Czech Republic considers transport as an impbtbol for enhanced competitiveness, in
particular with regard to increasing mobility ofetlworkforce and lowering regional disparities
inter alia in unemployment. Transport infrastruetptays an important role in the improvement
of business environment and constitutes an indsgdda element of support to tourism. In
conformity with the approved integrated guidelinéxpand, Improve and Interconnect the
European Infrastructure and Complete the Prioritys€-border Projects” the main objective is to
improve the quality of infrastructure and to enkairteroperability of European road, rail and
inland waterways transport. At present, the TENdddr network in the Czech Republic consists
of 1,862 km, the railway network of 2,341 km, ahd inland waterways network of 303 km.
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SUMMARY OF ADOPTED AND IMLEMENTED MEASURES:

The Operational Programme for Transport has been prepared to draw assistance fronthe
structural funds; the programme represents the mostextensive Czech operational programmg
representing almost 22 % of the total sum to be dran from the EU funds assighed for theCzech
Republic.

New sections of road and motorway network in totalength of 88.6 km were openeth 2006, and 4(
km of railway lines were reconstructed or modernisé as a part of the TENT railway network. A
46-km long newly electrified section was put in opation again as part of the TEN-T network.

Preparatory work continued on preparation of the Euopean Rail Traffic Management Systen
(ERTMS). In the road traffic segment the Unified Sgtem of Transport Information was
implemented.

An Act to govern the method of electronic communicgon between public and publicauthorities is
being prepared (the so-called eGovernment Act).

Work continued on a project devoted to interconnedon of the basic public administration
information systems by establishment of four regiglrs - register of territorial identification,
addresses and real estate, an economy register, egister of inhabitants, and a register of rights
and obligations.

Project CzechPOINT comprising creation of placesof contact of citizens with the public
administration authorities was launched (at presenfill CzechPOINTS are in operation).

Stage one of the transition from terrestrial analoge to terrestrial digital TV was completed.
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4.4.1 Modernise and develop transport networks

In April 2006 the Government discussed a draft Gan€lan of Transport Infrastructure
Development. For the period of 2007 - 2013 the Plaposes concrete priorities with regard to
development of transport infrastructure in the @zRepublic, and sets up a strategy of financing
based on realistically available sources, respgctinalanced allocation to specific
priorities/measures/projects within the financiEmframework. The system to be used to select
individual priorities in the field of transport mafstructure development was prepared and a model
of allocation of funds to individual priorities Iseing completed. The general plan of transport
infrastructure development, prepared in conformwith the Operational Programme Transport
for the period 2007 - 2013, was submitted to thedizGovernment in September 2007 as "Time
Schedule of Transport Infrastructure Build up aneétidds of Financing". The Operational
Programme for Transport represents an important teothe development of transport
infrastructure. With its allocation equal to 6.78idn € (including funds allocated in public
budgets) it is the most extensive Czech operatipriramme and represents about 21.6 % of all
European funds earmarked for the Czech Republieci8pattention is devoted to construction
and modernisation of the TEN-T network and the @ssed networks; improved quality of
transport; progressive management systems; andarnategn of progressive transport
technologies.

Credits granted by international financial insiitas also play an important role in project
financing. The loan from the European InvestmentkBalanned for the period of 2007 - 2013 to
be provided to the Directorate for Roads and Mo&ysvis to amount to CZK 16.03 billion and
that for the Railway Lines Administration to CZK7&illion.

In 2006 an important progress was achieved in émgtdry of the Czech Republic also in
connection with the TEN-T networks: Additional 8&® of road and motorway projects were
completed at overall cost of CZK 44.93 billion. Tio¢al sum invested in 2006 in construction of
roads and motorways was CZK 22.23 billion. Investtaen the railway network amounted to
CZK 11.11 billion and involved modernisation, opsation, electrification and improvement of
track capacity (speed). The total sum investedO@62in the TEN-T infrastructure of land and
inland waterways transport, primarily into develagrh of inland waterways, improvement of
sailing conditions and port modernisation, amounte@ZK 508.8 million.

Table6 Sate of the network of motorways and expressways in the Czech Republic at the end of 2006

- 964 143 169 860
The last section (3.5 km long) of the by-pass nvetgr of Plzét was completed in 2006 and at

1172 2136
the same time another section of the A6 federabmaty was put in operation in Germany; the

Source: Ministry of Transport

50



motorway link connecting Prague and Munich was ttarspleted. In December 2006 a section
(23.4 km long) of motorway D8 was open between Wdati Labem and the German border at
Petrovice, where it continues as German federabmaty A17 to Dresden and further to Berlin.
Also in December 2006 a section of motorway D11KA®Rlong) between P@&btirady and Hradec
Kralové was opened. Construction of a section, @pprately 80 km long, of motorway D47
Lipnik nad Beévou - Ostrava - state border with Poland is in pgeg. The motorway forms a
part of the TEN-T network, specifically the motogwvaxis Gdask - Brno/Bratislava - Vienna,
the section is expected to be completed in 2008staction is in progress on motorway D1 near

Vv

Krométiz and motorway D3 north of Tabor.

In the development of transport infrastructurghie Czech Republic public-private partnership
(PPP) projects are planned. A study devoted toafiication of public-private partnership to
finance projects in the transport sector from the fEnds was completed in January 2006. The
objective of the study was to establish the scdpend the method how the other EU Members
States combined financing of projects realised l®ams of PPP with financing from EU funds,
and also to prepare recommendations for the prageuperiod 2007 - 2013. The process of
selection of the main consultant and project managelved in realisation of the pilot PPP
motorway project dealing with a 30-km section oftamvay D3, Tabor - BoSilec, commenced in
April 2006.

In the area of modernisation and reconstructioraibivay lines realisation of the line connecting
branches 1 and 2 of the corridor betweggr® andCeska Febova will continue in the period of
2006 - 2008. Optimisation of the line PizeStibro was launched in March 2006. The project is
a part of the 3rd national transit corridor. Thetlanajor project, which started in 2006, is
modernisation of the first three sections of thl #ansit railway corridor Prague Geské
Budgjovice - Horni Dv@iste with continuation to Linz.

In connection with modernisation of transit railwagrridors, modernisation of some major
railway junctions has taken place. Modernisatior aptimisation of the junctions din,
Chocea, Bohumin and Ostrava - Svinov was completed in62&0a cost of total CZK 6 billion.
Optimisation of the railway junction Usti nad Labei® currently in progress; partial
modernisation of junctions Prague, Brno and Kdialso in progress.

4.4.2 Introduce intelligent systems for transport ad traffic control

Preparatory work to build-up the European Railwawaffic Management System (ERTMS)
continued in 2006. ERTMS will increase efficiendytioe rail transport. The system consists of
two fundamental subsystems: the communication sy&&M-R - total cost CZK 3.7 billion -
and the European Train Control System (ETCS), whdseenvisaged to cover 578 km by 2013
and thereafter additional 754 km of railway lindst@al cost of CZK 5.6 billion. The ETCS
system is at present being operated in the foran mifot project in the section Héany - Kolin.
Since 2006 the GSM-R system has been in operatitirei section BXin station block - Usti nad
Labem - Kolin.

The Unified System of Transport Information (JSDdPmprises acquisition, sharing and
dissemination of authorised, state-guaranteed goxhanformation about the road system of the
Czech Republic. The system of meteorological statimperated on motorways and expressways
was supplemented by a similar system on classdistoa census took place on Czech motorways
in 2006. The systems operated by the Fire Rescnac8eof the Czech Republiand by the
Czech Police were modified in 2006 to make them gatible with JSDI. Preparation was in
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progress for exchange of information with local tees like, e.g., the Transport Information
Centre Prague. The total length of roads coveretthédySDI system is 55,510 km.

Work on the European Euro-regional project CONNE®©Rtinued in 2006; the objective is to
prepare a strategic plan for development and expang intelligent transport systems and
services in the TEN-T network in the Czech Repulithe Slovak Republic, the eastern part of
Germany, Slovenia, Hungary, Poland, and Italy. Withe CONNECT framework a pilot project
involving the regional and municipal transport-imf@tion centre Ostrava was launched. Again
as part of CONNECT a new digital information syste&mmanaging, monitoring and controlling
road traffic, vehicle identification and emergermlling was launched in 2006 along a 20-km
long section of motorway D8, Prague - Nova VespRrations are in progress for a stepwise
implementation of a transport-information systemdavers utilising the RDS-TMC technology
as an integral part of the JSDI project. Applicataf the RDS-TMC system was extended to
send transport information including abroad sewvioéormation from the system operated by the
National Transport and Information Centre (NDIChalysis, proposal and implementation of
the NDIC system were undertaken to enable it teivecinformation from abroad.

Work continued on the pilot project automated ereeay call from vehicles (eCall) in the
territory of the Czech Republic. The eCall systdotal cost CZK 6.2 million) will offer the
rescue corps automated identification and locatisabf traffic accidents and other relevant
information. In 2006 work on the project focused preparation and modification of the
environment in which the final equipment will beeentually tested; a pilot project integrated into
the system of unified European emergency call 142 launched in April 2007.

EASYWAY is another programme currently in prepamti expected to support future
investment projects in the TEN-T network. EASYWAY¥ closely related to euro-regional
programmes to be completed in 2007; EASYWAY deaith wransport-information services,
services related to traffic control and operatidn&astructure serving intelligent communication
technologies.

4.4.3 Increase share of railway transport on the insport market and develop intermodal
transport

In view of the permanently increasing transportfgranance in the Czech Republic, where
transport by road represents some 74 % and transpoail about 25 % of freight performance,
it will be necessary to adapt the development efttansport infrastructureter alia to respect
the effects on environment and public health. lis tlespect multimodal approach has been
incorporated into the planned development of trartsipfrastructure in the Czech Republic. At
present, the transport performance of intermoaadjfit transport represents 1.74 % of the overall
traffic performance (expressed in t.km). Within theoming programme period 2007 - 2013 it
will be possible to draw from structural funds the priorities incorporated in the Operational
Programme for Transpoititer alia in support of multimodal freight transport and diepment

of inland waterways transport. This priority axigludes support extended to the programme
.Revitalisation of Railway Sidings"; its implemetitan will be beneficial to shifting transport of
goods from the road to other transport modes, rfra@edlily to environment and human health.
Benefits will be apparent primarily at the supraoegl level. The amount allocated to this area
within the framework of the aforementioned prograeimabout 140 million €.
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4.4.4 Create consistent countrywide broadband ICThfrastructure

The dynamic growth in the number of active, broadbbnternet connections continued apace in
2006 and 2007. As of 1 July 2007 the year-on-yeenease was 39 %. Penetration of broadband
Internet connections (the proportion of Internetroections to the number of inhabitants) thus
rose to some 13 % in the Czech Republic. The CRagublic still lags behind the EU average
equal to 15.7 % as of 1 July 2006. The aforemeatioyear-on-year increase was similar to and
not higher than that experienced in the EU. Assallteof the proceeding modernisation of the
transmission paths (cable and wireless) most opwrdtave substantially raised the nominal
speed of internet connections provided, usuallyabjactor between two and four, in most
instances without rising the price of the servidde conditions offered to the users were
improved simultaneously as part of FUP (Fair Uselicl) implementation, in particular by
enhanced data limits. In this connection it isrdérest that already two operators in the Czech
Republic offer digital TWia broadband (ADSL) networks using the IP protocdle proportion

of broadband, ADSL cable connections in the CzeepuRlic remains the lowest among the EU
member states (about 40 %). A proportionally higimber of Most Internet connections are
wireless or realised by means of cable TV connastia unique situation in Europe.

Substantial contributions to modernisation of cadideess networks was made by the dominant
telephone operator, Télefonica O2 Czech Republ] furthermore by local operators of
broadband, mostly wireless, access networks, amel aperators. Contributions from structural
funds were drawn for projects of regional or lodahracter, without any marked central support.

Since investing in networks providing broadbandednét access is relatively demanding
financially, the necessary funds for build-up ordemisation will stem primarily from private
sources. The EU structural funds still representimportant source in financing future
development of high-speed infrastructure. As pathe Operational Programme Entrepreneurial
Activity and Innovation projects devotedter alia to qualitative increase of accessibility and
quality of technical infrastructure and broadbaniginet connection will be supported, including
acquisition of the appropriate ICTs by small andyvemall enterprises. The total allocation
amounts to € 508.08 million inclusive of public dl& and represents 14.2 % of the total sum of
the Operational Programme. The Regional OperatioRebgramme Southeast supports
development of ICT in areas adversely affectedvbgemt market failure, typically due to low or
non-existent return on private investments, throogkation of a more easily accessible, non-
discriminatory environment for realisation of prig@aservices. In view of the low penetration,
rising demand for the service and the necessityegmty to start building optical access networks
it is obvious that investments in these access ar&swwill continue to rise for a considerable
time.

4.4.5 Promote development and effective use of ICT

In its Policy Statement the Czech Government sigretbr the programme of electronification
and installation of instruments conducive to batissl expensive and more efficient public
administration and full utilisation of benefits eféd by application of information and
communication technologies in the private sectdre hiew law currently under preparation,
known as eGovernment Act, with 1 January 2008 ae¥pected effective date, ranks among the
pillars supporting the above objective; the Act |wénable electronisation of public
administration, full-valued practical utilisatiori mformation and communication technologies
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Graph 17. Enterprises utilising Internet vis-a-vis the both n, an_d n cont.a(.:ts W'th’
public administration sector (2006) (in %) the public administration
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Source: Ministry of Interior (Ministry of Informatics) another prerequisite for
electronic public
administration. Four newly created registers -gtgiof territorial identification, addresses and
real estate; economy register; register of inhabstaand register of rights and obligations - will
become the primary source of information aboutgbblic administration system and the core
element of eGovernment. The Act currently prepamedovern the general rules involved in
preparation of, and filling data items in, the abaegisters is directly related to the above four
registers. Discussing the essentials of and empdhis Act must be made conditional on
submission and discussion of laws prepared to goesentials of individual registers.

A draft Act is being prepared dealing with essdsta the register of territorial identification,
addresses and real estate, to be launched in 20089ified economy register will be launched in
subsequent years; a proposal dealing with its patipa was approved already in 2006. The
economy register will consolidate data referring eoonomic subjects active in the Czech
Republic and will replace several tens of informatisystems currently in operation.
Implementation of a unified economy register wilnplify issuance of extracts, improve the
processes involved in provision of information, aathove the obligation imposed on businesses
to provide data at several locations and repeatedly

Graph 18. Reasons why internet users are not interested
in e-government (2006) (in %)
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Issuing extracts and authenticated output from rinfdion systems operated by public
administration authorities, launched in 2006, cumts to expand. Since March 2007 regional
offices, registries and other municipal authorijti€ech embassies abroad, the Chamber of
Commerce of the Czech Republic, the holder of tading licence (at preseniteska posta, s.e.)
and notaries public are at present entitled toeissithenticated output from information systems
operated by public administration authorities. Tics tend a project entitled CzechPOINT was
launched as part of the government set of measairasd at facilitation of eGovernment
development in the Czech Republic; the projecttesea set of basic places of contact between
citizens and the state administration sector. Asent 121 CzechPOINTSs are in operation where
citizens can obtain all data, copies and extraot®s fcentrally administered registers, authenticate
documents, written instruments and signatures. rOfilnections are being prepared like, e.g.,
conversion of documents from printed into electtomdorm. The proposed measures will
significantly simplify communication of natural ajuidical persons with public administration
authorities. More than 3,000 CzechPOINTSs are expkict be operative at the end of 2008.

The single site offering public electronic inforneet and transaction services is the Public
Administration Portaf® At present the Portal offers more than 350 divestihow to take care of
official transactions; a directory of public adnstnation with more than ten thousand entries; and
free access to topical wording of valid Czech leggulations. Moreover, the Portal contains the
so-called transaction part, where visitors may yappl and terminate participation in, health care
insurance, and a summary of income and expenditfreslf-employed persons. At the end of
January 2006 the Portal was extended to contaendrkearning courses. During its operation -
until June 2007 - more than 17,000 visitors regesteand attended more than 16,500 courses.

The National Computer Literacy Programme offers gleaeral public an opportunity to learn
computer and internet essentials and assists ngsitoovercoming potential misgivings about
new technology.

The project entitled eHealth combines projects #staduld create a unified, integral sectoral
information system sponsored by the Ministry of keaThe following projects are in the

pipeline for the period 2007 - 2013: E-prescriptidiectronic Patient's Record; Electronic
Insured Person's Card; Central Reference Interdaddealth Records; Internet eHealth Centre
Portal; Data Interface for ZIS Communication; Cditsgion of Sectoral Data and Information;

Information Portal of the eHealth Centre for Insur@ersons; General Practitioners' Portal,
Medical Specialists' Portal; Communication Infrasture of the eHealth Projects; Data and
Hardware Facilities of the eHealth Centre Projeldentifier of Health Care Professional; and
Telemedicine.

4.4.6 Ensure convergence of networks and services electronic communications market

Prerequisite for continuing liberalisation and ¢ti@wa of conditions underlying enhanced
competition on the electronic communications maikesupport extended to convergence of
communication technologies and services, includiigjtal radio and TV broadcasting. The
Electronic Communications Act effective as of 1 M2B05 fully transposed the 2002 regulatory
framework for electronic communications servicesl aretworks, enabled continuing market
liberalisation including enhanced competition, aegressed end-user prices.

20 http://www.portal.gov.cz
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Government Resolution of 18 July 2007 approvedlgkriown as "digi amendment") amending
some laws in connection with transition to digifB¥ broadcasting. One provision of the
amendment authorises the Government in the Eldéctr@ommunications Act to issue a
Government Directive laying down a Technical PldnTmansition from the Terrestrial Analog
TV Broadcasting to Terrestrial Digital TV Broaddagt The draft digi amendment reckons with
termination of analog TV broadcasting in the CzBapublic on 31 December 2012, unless the
Government lays down in the Technical Plan of Titarsan earlier date (not before 10 October
2010).

The Electronic Communications Act constitutes arpanant regulatory instrument on the
rapidly developing electronic communications markétn amendment currently under
preparation, expected to be submitted in Q2 2008 react to recent developments in this area
and to problems encountered in practice (e.g. piittaof telephone numbers, illegal redirection
of calls, etc.).

4.4.7 Ensure security of networks and information ad interoperability of ICT services

National Strategy of Information Security of thee€h Republic was approved in October 2005
to ensure security of networks and information. TGevernment approved an action plan
underlying fulfilment of individual adopted meassire

In the area of interoperability the Czech Repupliomotes open standards capable of securing
definition and application of open and compatilpedfications, protocols and interfaces in ICT
products and services. This policy has been moafiplied to development of public
administration information systems and to eGovemmd&he Czech Republic supports the
objectives of the Action Plan of eGovernment 2010, particular in connection with
interoperability and open standards. The Czech Rephas collaborated and will collaborate
with preparation of updated recommendations of IW&BC (EC) programme (Interoperable
Delivery of pan-European eGovernment Services tbli€uAdministrations, Businesses and
Citizens) in the field of open format of (officeficial) documents. In the field of semantic and
organisational interoperability (and in connectwith the Public Administration Information
Systems Act) an information system dealing withadégms and an information system dealing
with public administration information systems wasnched as of 1 January 2007, including the
associated methodical and accompanying materials.
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5. EMPLOYMENT

In its National Reform Programme, the Czech Repust itself the target for 2008 of achieving
an overall employment rate of 66.4% (in the secqudrter of 2007, this rate was 66.0%), a
female employment rate of 57.6% (the rate was 57b%e second quarter of 2007) and an
employment rate of older workers (55-64 years) ©b% (the rate in the second quarter of 2007
was 45.8%). Employment has risen steadily for thiedtconsecutive year, reporting between
1.2% and 1.8% year-on-year growth.

Developments in employment

Employment has reached its Total
highest level since the Male
beginning of 1998; it has —— Female
risen without disruption since 5 .
the second half of 2004. —_

Employment growth has beer 7o |
boosted by the continuing
favourable economic 8 —m——————
development. The
employment rate (the

proportion of the number of . =

persons with a sole or 05 W05 05 /OS5 06 W06 06 /06 V07 107
principal occupation in the

15-64 age group) amounted
to 66.0%, climbing by 0.7

p.p. in the year-on-year
comparison. The male employment rate went up Byp(. to 74.5%; the female employment
rate rose by 0.6 p.p to 57.5%. The employmentottdder workers (55-64 years) increased by
0.4 p.p. to 45.8%.

The employment rate in the Czech Republic is bdegreased by the rapid growth of students at
universities; however, this is countered by an appble increase in the number of employed
persons attributable to the concurrence of employroé people from among the baby boom
generation born in the late 1940s and early 198@sther with those born in the high birth-rate
years in the mid-1970s. The trend of growing emplext rate of older workers, deriving from
the post-war baby boom era and the rising retireérage, will continue, albeit at a decreasing
rate of growth.

Graph 19. Employment rate (by sex) (%)

O

Source: Ministry of Labour and Social Affairs

The employment structure is dominated by persotis @nployment relationship, the number of
whom increased on the second quarter of 2006 by005to 4,100,000, thus stabilizing their

share in total employment at 83.5%. The upwarddtiengrowing number of entrepreneurs was
confirmed; compared to the comparative period dd&Qhere was an increase by 13,500 to
793,800. The share of entrepreneurs in total ennpéoy in the Czech Republic stood at 18%,
which is higher than the EU average (15.6% base2D0B figures).
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In all 4,660,000 million people (94.9% of employedprk on full time in their principal
employment; 249,800 people (5.1% of all employegsiked on part-time in their principal
occupation — these were largely women (185,400lgss than 9% of women in employment).

The share of people working full time in their mippal occupation in the Czech Republic is the
fourth highest in the EU; for women, it is theliifhighest. The extremely high share of full-time
workers is particularly notable among women; coselt, in a number of the EU-15 Member
States a large number of women take advantagesqfdbsibility of working part-time.

Developments in unemployment

The number of persons unemployed gauged with IL&hau®logy went down year on year by

92,200 to 274,600 (of which 148,600 were womenk ihemployment rate was dropped by 1.8
p.p. year on year to 5.3%, i.e. to the lowest lemehine years. The number of long-term

unemployed persons decreased by 55,600 to 15(0d0ehey still account for more than half of

all unemployed persons (54.8%).

Registered unemployment (i.e. job-seekers regtbyeemployment offices) also showed the
same trend (up to 30 June 2007). The number obpsrgnemployed decreased to 370,791 and
the unemployment rate to 6.3%. The number of jakees is down by 80,315 year on year; the
unemployment rate decreased by 1.4 p.p. a turndrouanemployment development is clearly
evident as of the second half of 2004; the leveurmémployment attained is the lowest since
1998.

The upward trend in the number of job vacanciesteged by employment offices is continuing.
At the end of June, the employment offices repoli28,269 vacancies, i.e. 37,324 more than in
June 2006. This is the highest number of reportethrncies since monitoring started in 1991.
Presently, on average there are 3.0 job-seekersapancy.

Reforming the social system

Concrete steps aimed at enhancing the specifietiaggof the welfare system are part of the
government’s public finance reform proposal, whigllivided into three stages. The first stage
was approved by the Chamber of Deputies of the ICRspublic in August 2007 and sent to the
Senate of the Czech Parliament for discussion. Ngages will be put forward by the
government at the latest by mid-2008. The reformesfacused in particular on reducing the
government deficit, halting the increase in govezntrdebt, decreasing the tax burden across the
board, limiting the administrative burden, enhagcihe efficiency of government expenditure,
and reducing the extent of re-allocation of sughesxiture.

The social reform proposal is designed to preveataverall effects of changes to the fiscal and
welfare system from harming the interests of argrad@roup, except for those citizens who have
grown accustomed to life on social benefits, hawvenmotivation to adopt a more proactive

approach in their search for employment, and wegoldtinue trying to abuse the welfare system
at the expense of others.

The first stage of the social reforms encompassahs, i.e. subsistence levels, state social
support (family benefits) and social assistancemiaterial need, social services, insurance
schemes and employment policy. In all social trarssf(apart from pensions) automatic
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indexation will be abolished; in all systems, trmvgrnment will take decisions on indexation
after taking stock of the economic and social eitstances, and any such indexation will be
subject to the Czech Parliament’s approval. Thisgple will prevent the uncontrolled growth
of social mandatory expenditure irrespective ofghblic finance situation.

5.1. LABOUR MARKET FLEXIBILITY

SUMMARY OF ADOPTED AND IMPLEMENTED MEASURES:

» The Czech Government has approved a technical amement to the Labour Code which is or
track to expand contractual freedom in employment elationships.

» The public finance reform introduces a ceiling forthe calculation basis in social and healt
insurance, limiting it to quadruple of the averagewage. This measure will reduce nomvage labour
costs and will contribute to better conditions forthe employment of a high-skilled workforce.

* New legislation on assistance in material need arah subsistence levels, along with an amendme
to the Act on State Social Support, entered into &fct on 1 January 2007; this new legislatio
increased thefinancial incentives to find work and tightened theconditions for an entitlement to
social benefits.

« The reform of the social welfare system introducesther measures to increase motivation to acce
a job. The new system for the provision of socialdmefts works to the advantage of those who wor
or who actively search for a job.

» Preparations are under way for a fundamental changein the organizational structure of
employment services and social services; the Natiain Office for Employment and Social
Administration should start operating on 1 January2009.

5.1.1 Extend contractual freedom in employment rel@onships

In keeping with the concept of flexicurity, the gomment has continued its efforts to expand
freedom of contract in employment relationships amdncrease the flexibility of the labour
market with a view to facilitating broader negatias on deviations from the general measures
of the Labour Code by means of contracts or intemegulations of employers, expanding the
opportunities that employees and employers havadapt the organization of their work and
working hours flexibly to each other’s needs, dmastsharpen their competitiveness.

On 29 August 2007, the government approved a mikrading Act No 262/2006, the Labour
Code, as amended, and certain other related latws. bill will be presented to the Czech
Parliament for approval. This bill is expected tdeg into effect in the first half of 2008.

The technical part of the amendment to the LaboodeCremoves the incoherence existing
between the Labour Code and, for example, the LBgadtice Act, the Social Services Act, the
Act on Registered Partnership, the Act on Conbicinterest, the Act on the Recognition of the
Results of Further Education, and the Act on theogean Cooperative Society. The amendment
also incorporated changes arising from an agreeroentluded with social partners in the
Council of Economic and Social Agreement in May 200
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5.1.2 Reduce statutory non-wage labour costs

The introduction of ceilings for social securityepriums was initially a key measure in 2006, but
the proposed changes were not accepted by the ®atihment at the time. Consequently, the
introduction of a ceiling for social insurance andwly, health insurance (i.e. the implementation
of a uniform maximum basis of calculation) becaraet pf welfare system reform in 2007. This
measure will help improve the competitiveness ofpleyers, cultivate conditions more
conducive to the employment of an educated, higikiyled workforce, experts and foreign
specialists in the Czech Republic, and reduce nagevlabour costs.

5.1.3 Improve the stimulation effect of direct taxe and benefits with the aim to cut down
unemployment and increase the motivation of low-in@me groups to work

New legislation on assistance in material need andsubsistence levels, along with an
amendment to the Act on State Social Support, edterto effect on 1 January 2007. A new
concept of social assistance was introduced, basélde personal responsibility of the individual
for his or her situation, along with greater finethancentives to find work; the conditions of
entitlements to benefits were made more string®ltthough it only entered into effect recently,
the new law has already resulted in the first pasitlevelopments. There was a fall in the
number of beneficiaries, some of whom returnechtolabour market, a reduction in long-term
beneficiary dependence, and savings in budgetgrgratture.

Under the social welfare system reform this yehe, government continued stepping up the
motivation for low-skilled population groups to @ina work. The provision and amount of
benefits are closely linked to the activities ohbéfciaries — those who work or actively search
for a job find them in a better position. The refioprovides the incentive to take on any work,
even if poorly paid; only part of work-related eiags are taken into account in assessments of
material need, and those beneficiaries who do ogperate in the search for employment receive
lower benefits. The range of different groups dizens (families) entitled to various types of
social benefits has also been narrowed. In additlte modernization of the welfare system has
increased the balance of the basic protective imaif the subsistence and living minimum in
favour of those people who genuinely need assistanc

Greater motivation to find work will be further Istéred by changes approved in the sickness
insurance system and the Employment Act; a prinfagtor is the limited availability of
unemployment benefit for those who are dismissedgjifoss misconduct.

5.1.4 Increase geographical mobility

EURES, the pan-European information and advisosyesy implemented as a standard service at
all employment offices in the Czech Republic, playmajor role in facilitating the mobility of
potential employees. Those interested in employrobtdin information about job vacancies in
the EU, in the European Economic Area and in Swdrnd, and about the living and working
conditions in those countries. Since the introducf EURES, around 100,000 clients looking
for work abroad or, inversely, looking for suitabfereign employees to work at their
undertakings, have contacted EURES consultantsadgdl categories of clients have come to
grips with the way the system works. The EURES wabes on the website of the Ministry of
Labour and Social Affairs attract 200,000 cliente@nth on average.
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The implementation of programmes to promote theatoye of new jobs and the training
(retraining) of employees help reduce regional @igigs in unemployment in the Czech
Republic and increase geographic mobility. Unemilegt decreased year-on-year in all regions
and districts in the Czech Republic. The gaps betvtbe regions and districts with the highest
and lowest unemployment rate have continued toecl8s 31 December 2005, the difference
between the regions with the highest and lowesmph@yment rate was 12.2 p.p.; as at 31
December 2006 the difference had dwindled to 131 pnd by 30 June 2007 it had decreased to
9.5 p.p. The same development could be seen idisparities between districts; here the overall
decrease between 31 December 2005 and 30 Junev2B.9 p.p.

5.1.5 Modernise employment policy

The organizational structure of employment serviaed social services needs to be reviewed
following the change in the situation on the labmarket and the need to step up the focus and
the efficacy of the employment policy and socialiqpoin relation to those who need assistance
most. Accordingly, the Ministry of Labour and Sdcadfairs is preparing the draft of a new,
common structure for employment and social govereaservices to be implemented as of 1
January 2009 — the National Office for Employmend &ocial Administration — the basis of
which will be the current system of employmentad#f. The purview of this specialized body of
state administration will comprise activities cumtg carried out by employment offices (the
active employment policy, job placement and unemplent benefits and state social support
benefits). There are also plans for the new instituto assume competence relating to benefits in
material need, social care benefits for people wdibabilities, care allowances and child
protection, all of which are currently managed bgvincial and municipal authorities. At the
same time, existing employees will be transfercethé newly established National Office.

The objective is to streamline the administratidnsocial benefits and employment-related
activities in a single place (promoting a clienséd approach), to try to synchronize and enhance
the efficiency of the provision of these servicaad to foster conditions to comply with the
government’s international commitments irrespectiféocal politics. Unifying organization and
management in this area in the hands of the stassential for the efficiency of welfare systems
from the perspective of their substance too; tlisaiso in line with the World Bank’s
recommendations of 15 February 2007. The propbsalitas been put forward is the first step;
following the transfer of competencies there wélfarther substantive changes in benefits. Once
the situation has been analysed, we can also ekpaoges in other agendas, e.g. in the future
the proposed state administration dedicated toirttegrated comprehensive rehabilitation of
disabled persons should play an important role.

5.2.  INCLUSION ON LABOUR MARKET

In keeping with the European Employment Strategyd athe European Council’s
recommendations, the implementation of the emplayrpelicy has focused on addressing the
situation faced by people on the margins of theuabmarket. The decrease in the total number
of job-seekers reflects the solid growth of the €@zeconomy — new jobs are being created in
virtually all sectors and in almost all regions.eT$teady stream of new investors in the last few
years has continued to expand the number of vaean&nother important factor contributing to
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the fall in unemployment is demographics, as those in years with leaner birth rates make
their way onto the labour market.

During the period of analysis, there was a decr@adbe absolute numbers of people on the
margins of the labour market, i.e. disabled perspessons over 50 years old, women, and young
people up to the age of 25; however, the propontiotmese groups in the overall number of job-

seekers went up. The rise in the relative sharentalp by these groups can be attributed to the
slower fall in their number compared to the deceasinemployment as a whole.

The number of long-term unemployed persons (uneyepldor longer than 12 months) has also
gone down; their share in unemployment decreasgltlgl year-on-year to 43%. The decrease in
this shares group was reported despite the fatttiigaproportion of those registered as job-
seekers for longer than 24 months went up to 27%efotal number of unemployed persons.

From the perspective of achieved level of educatioa largest group of registered unemployed
persons comprises job-seekers who have undergoappaenticeship (38.4% of all job-seekers),
followed by those who failed to complete their setary education or left school on completing
primary education (32.9%).

Programmes financed by the European Social Fund péayed a crucial role in the positive
developments reported by the employment policy.s€hgogrammes are the Human Resources
Development Operational Programme and the SingbgrBmming Document for the City of
Prague (SPD 3).

In the context of the Human Resources Developmdnt tBe main Measure at stake is the
‘Reinforcement of the active employment policy e temployment of job-seekers and persons
interested in employment’, which is instrumentaboistering the active employment policy with
a view to dismantling barriers on the labour markatl helping to find work or enhance
employability. It is implemented by means of nasibprojects, regional grant schemes and a
supra-regional grant scheme at central level. Axlabecember 2006, grant agreements for 365
projects had been made under this measure. Inahtext of the this Measure, the competent
employment offices realize two types of nationaljects — ‘Back to Work’ and ‘Get a Job’. As
at 31 December 2006, grant agreements for 30 ratiprojects had been made under this
Measure. As at the same date, assistance had beedega to 46,515 clients, 27,783 course
participants and 1,597 jobs.

A crucial role in the process of labour market gmégion is played by the Measure ‘Integration of
specific population groups at risk of social ex@as which is geared towards people on the
margins of the labour market, i.e. members of Ramnemunities, disabled people, older
persons, young people up to 25, and the unskillgmborly skilled. This Measure is implemented
via the supra-regional grant scheme ‘Integratiogrolups at risk of social exclusion’. As at 31
December 2006, grant agreements for 36 projectdéead concluded.

In the context of this Measure, the competent eympént offices also realize the national project
‘Getting Ready for a Job’, the objective of whichto balance out opportunities in access to
education, employment and other social and caresppcts for members of groups at risk of
social exclusion. At the end of 2006, agreementsbeen concluded for 13 national projects. As
at 31 December 2006, under this measure assistatt®een provided to 8,719 clients; 5,400
people had participated in courses.
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SUMMARY OF ADOPTED AND IMPLEMENTED MEASURES:

«  Programmes financed from the European Social Fundra being implemented in the field of the
active employment policy.

« In the context of public finance reform, more effetive financial assistance is being introduced fc
motherhood and parenthood within the social secunt system, and the method of fiscal aid fc
families has been madified.

« Steps have been taken to ensure that older workeese more motivated to remain on the labou
market. Preparations are also in place for a new g@rnment active ageing strategy in thi
upcoming period, due to be submitted to the governent for discussion in October 2007.

» There has been a rise in the number of persons plkad in retraining schemes g employment offices
(up from 46,772 in 2005 to 53,504 in 2006). Half dhose retrained were persons with primary
education or apprenticeships.

» Preparations are under way to implement a system ofgreen cards’, aimed at simplifying the
granting of work permits and residence permits in he Czech Republic for foreign workers.

5.2.1 Decrease unemployment of young people (unds)

The positive trend in reducing unemployment amoagpte under 25 years old continued. There
was a decrease in both their number and shareriatots to this fall were the growing interest

of employers, the implementation of individual aatiplans by employment offices, and the
growing numbers studying at secondary schools anersities. Adopted legislative changes

which made the conditions for the granting of unkEipment benefit more restrictive for school-

leavers and fresh graduates have also been avedsititor in this development.

5.2.2 Promote equal opportunities for women and mean labour market

Work continued on implementing the measures ofAbgon Plan for the Support of Families
with Children 2006-2009, which aims to strengthlea position of the family in Czech society,
create a universally better social climate and targ for the family, and make it easier to
reconcile professional and parental roles. In th@ext of social reform, more effective financial
assistance is being channelled into motherhoodparehthood within the social security system,
and the method of effective fiscal aid for variaypes of families has been modified. The
duration over which maternity benefit is grantedrarried and single mothers has been unified;
parents can now choose when they will return tokwiolowing the introduction of three types

of parental allowance disbursement (differing imte of the period of disbursement and the
amounts available).

In the context of family policy, proposals are leidrawn up to increase the incentives of
kindergarten operators to adapt their opening htutee needs of working parents, to motivate
employers to set up company kindergarten and athédcare services in the workplace, to

promote the training of employers’ employees oreptal leave, and to make greater use of
flexible forms of employment.
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Under the HRD OP the Measure ‘Equal opportunitigssformen and men on the labour market’,

the ‘Promotion of equal opportunities for women anen on the labour market’ is realized by

means of a supra-regional grant scheme. As at 3krbger 2006, grant agreements for 53
projects had been concluded. As at 31 December, 20@ter this Measure assistance had been
provided to 5,263 clients; 3,828 people had padied in courses, and 52 jobs had been
supported.

5.2.3 Increase older workers’ participation on labor market

The MoLSA is presently assessing a document ongimin active ageing strategy — the National
Programme of Preparation for Ageing 2003-2007, aoimg measures on the labour market and
employment, pension system reform, housing, edutatiealth care, social services and other
areas. This programme stresses human rights aridwblgement of older persons in social and
economic life and personal development.

Preparations are also in place for a new governraetite ageing strategy in the upcoming
period, due to be submitted to the government ieus$sion in October 2007. The government’s
approach to prolonging working lives is based angbenario that it is necessary to start adapting
the skills and education potential of workers asnsas possible. Low-skilled older persons, those
approaching retirement age, and older personseasareporting above-average unemployment
are particularly at risk of unemployment. Maintaigi economic growth and improved
educational attainment are key requirements fonarease in their employment. The first steps
on the way to adapt the pension system have akso ta&ken in the context of social reform in
2007.

Older workers are more motivated to remain on #p®lir market. Workers who choose to keep
working after they are entitled to old-age bengafdy be paid half their old-age benefit while
increasing the percentage-based assessment op#hreiion for the set number of days worked.
Time limits on the duration of employment (occupadl activity) for those who collect old-age
benefit and simultaneously earn a wage have beelishbd. Working pensioners have been put
on an equal footing with other workers as regaad<obnification.

This area of the reform aims to achieve at lea% 8hployment rate among persons older than
55. The positive effects of the new tax bonificat&hould come to the fore in further stages of
the reform prepared for the pension system.

5.2.4 Promote professional mobility via effectiveatraining system

Support for the training and retraining of job-seekand persons interested in employment are
instrumental in tackling the structural nature ae€h unemployment. In numerous cases, it is a
fundamental prerequisite for the new employmentotkseekers in keeping with employer
requirements. In 2005, the employment offices plad@, 772 job-seekers in retraining schemes,
of whom 28,042 were women (60 %); the total figime2006 was 53,504 job-seekers, of whom
35,883 were women (60.8%). In 2006, there was are@se in retraining participants in all age
categories. Most retraining job-seekers were agetbw25 (10,970) and in the 30-39 category
(15,946). Attention also focused on the 40-49 agmumg (12,000) and the group of over 50s
(9,119). Of those retrained, 14.9% had primary atiao and 36.5% had apprenticeships.

64



In the implementation of the active employment @gliprogrammes and projects realized by
virtue of Measures under the Human Resources Dewedaot OP are becoming increasingly
important. The following Measures are most sigaific in increasing and redirecting
gualifications:

The ‘Development of further vocational training’ B&ure, which takes the form of regional
grant projects, and ‘Development of the capacitiésfurther vocational training’, run by
competent employment offices. Their objective isinorease the range of training activities,
create new and innovated educational programmespash up the standard of lectors providing
further vocational training and those providingrtnag services. As at 31 December 2006, grant
agreements for 339 projects had been concludedertthdse projects, 2,444 service providers or
service provision supporters received assistancg Bnl new or innovated educational
programmes were drawn up.

Another Measure is ‘Increase in the adaptabilityeaiployers and employees to changes in
economic and technological conditions, support afpgetitiveness’, the aim of which is to
develop the expertise and skills of employers angleyees in relation to the ongoing structural
changes by means of vocational training programifies. Measure is implemented in the form
of regional and supra-regional grant schemes ‘Aatzifity and support of the competitiveness of
undertakings and organizations’. As at 31 Decer@86, contracts had been concluded for 402
projects, 27 under the supra-regional grant schaamde375 under the regional grant schemes.

In addition, this Measure includes the implementatf a national project by Czechlinvest, the
agency for the promotion of business and investmeatled ‘Standard of human resources
management and development in undertakings (InkegioPeople)’. As at 31 December 2006,
under this Measure assistance had been providd®,8Y1 service clients; 41,843 people had
participated in courses, and 1,610 jobs had begposted.

5.2.5 Facilitate foreigners’ access to the labour anket

In 2007, the Ministry of Labour and Social Affalsinched an evaluation of the implementation
of the pilot project ‘Selection of skilled foreigmorkers’. The objective of this project was not to

resolve current problems on the labour market énG@aech Republic, but to lay down rules for a
system for the long-term recruitment of skilledeign labour and the permanent integration of
these workers into Czech society to address thativegramifications of the ageing Czech

population on the labour market in the next 20-8@rg. However, in recent years the situation
on the labour market has dramatically changed. &mangrowth running at around 6% of GDP

per year is generating more and more new jobs. I$ugtl exceeds demand by far. The

employment offices currently have records of mdrant 125,000 job vacancies. The growth in
the number of trained and retrained persons irntmteim employment and job-seekers cannot
keep up with employer demand; consequently, empdapek abroad for the labour they need.

At present, preparations involving the cooperat@nseveral ministries are under way to
implement a system of ‘green cards’, aimed at sfynpy the granting of work permits and
residence permits in the Czech Republic for foreigmkers. The green card process will entail a
single procedure for the streamlined, acceleratadtong of both permits.

It is designed to be as open as possible to forpgnsons interested in employment while
preserving elements for the protection of secuaitd public order. The project’s target groups
are skilled workers (who have completed secondempa or an apprenticeship), highly qualified
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workers (holding a university degree), managers ‘keg personnel’. The prospect of allowing
unskilled workers to enter the country has not breded out either.

5.3. EDUCATION

SUMMARY OF ADOPTED AND IMPLEMENTED MEASURES:

« The implementation of curriculum reform at primary and secondary schools has continued the
preparation of school curricula and their verification in a teaching environment have taken plac
at individual schools.

« The project ‘White Paper for Tertiary Education’ has been launched with a view to creating a
integrated programme d tertiary education reform and preparing the generl principle of a new
tertiary education bill.

« Inthe context of the National Research programmellfor 2006-2008, a programme was announce
to increase the number of students in technical andatural sciences study programmes.

* For the 20072013 period, the Education for Competitiveness Opational Programme has beet
prepared, which focuses inter alia on scaling up # cooperation between universities an
businesses, and encouraging young people to take mmterest in technical subjects and natura
sciences.

e As at 1 August 2007, the Act on the Recognition difie Results of Further Education entered intc
effect; this law smoothes the way for evaluationsf @ducation attained outside the education syste
and expands the opportunities available to individals to obtain new qualifications.

« Work has continued on the implementation of the priect Recognition of the Results of Non-
Formal Education and Informal Learning (UNIV), which is dedicated to the promotion ad
development of further education at secondary sché®

* InJuly 2007, the Czech government adopted a comgnensive national Lifelong Learning Strategy.

¢ Work continues on the National Computer Literacy Pogramme, which incorporates specie
courses geared towards disadvantaged groups.

5.3.1 Implement Curriculum Reform

During the period of analysis, the drive to implemeéndividual steps of education reform
continued, focusing on improving the key skills dawledge wielded by all individuals, and
improved prospects in their education, personaldiid employment, including access to the pan-
European labour market. Alongside the Frameworkcational programmes already prepared for
pre-primary and primary education, the preparataord verification of other Framework
educational programmes (RVP) continued in otheasare.g. primary art schools, secondary
schools and language education (including spodmgrar schools), as well as education at the
conservatoire. Based on RVP issued by the Minstrizgducation, Youth and Sports, across-the-
board preparation of school educational program{8¥%°) took place at individual schools. The
production of the SVP required the in-depth tragnof teachers. Considering the interaction of
curricular reform with processes taking place in Ebuntries, and bearing in mind the
opportunity to co-finance certain reform steps frtime European Social Fund (ESF) — the
Human Resources Development Operational Programimeéividual actions were implemented
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by means of systemic and national projects, andrevappropriate grant schemes. Under the
systemic projects, the SVP output was validatedn@lwith teaching in line with these
programmes with across-the-board methodologicgtatf schools.

The aim of the PILOZ Z project, completed in 20@/as to kick-start the modernization and
streamlining of primary education by means of sthoarricula and methodological texts
(teamwork, the adaptation of education contenth® d¢onditions at schools and the needs of
pupils, the consideration of methodological apphescgeared towards the development of
pupils’ key competences, especially in foreign laeges and ICT, new approaches to pupil
assessment and the self-assessment of schoolgfeé&woipilot schools were involved in the
project; they were responsible for examining thePSproduction and teaching under the
programmes. Across-the-board support of all primaghools mainly comprised: the
methodological handbook ‘Key competences in pringdycation’, which provides schools with
more information on key skills and how to achielrenh, based on levels under preparation and
numerous examples of model situations (teachingviges) aimed at the formation and
development of key competences; a series of textisleel ‘Good Practice Manual’, which
contains 32 printed and 62 digitized examples athéeng according to SVP geared towards the
formation of key competences. The project resuksewpresented at a national conference for
approximately 250 delegates in November 2006, ditbct input from the head teachers of the
pilot schools. The budget for this project was CZK8 million. Under a related development
programme, the teaching plans of primary schoolewapplemented by three lessons at the first
level of primary school, mainly for foreign-langwageaching and ICT, and two lessons at the
second level; these extra lessons were funded thhemational budget.

An assessment of the now finished HODINA (LESSONjgrt, which focused on developing
the key competences of seventh-grade pupils byngddne lesson for an optional subject,
showed that the schools registered a significaetin interest in key competences and in teacher
training in this field. The project helped launatueational reform at primary schools at the time
the SVP were being drawn up.

Initial experience of teaching according to SVRy@mmar schools was obtained via the project
‘Producing and validating pilot SVP at selectedngmzar schools — Pilot G/GP! In the first
stage of the project, the focus was on producing 816 pilot grammar schools from the whole
of the Czech Republic; as of September 2006, tgqrconcentrated on validating the teaching
provided in accordance with the SVP. To make thagmission of information and experience
from pilot grammar schools easier, a website wasig8. Besides information about the project
and experience from the schools involved, the weltseps track of examples of good practice.
This mainly involves the provision of integratedbmcts, the integration of cross-sectional
themes into teaching, a description of the toolsdufor the self-appraisal of schools, and
instruments for the evaluation of core skills. Hpproved project budget is CZK 40.6 million.

The implementation of the project PILOT S — ‘Proilue and validation of pilot school
educational programmes at selected secondary tethachools and secondary vocational
schools — also pushed ahead; this project is e gatform for curricular reform in vocational
education (covering 24 fields). The pilot schooloduced modernized school curricular

%1 pilot G is a systemic project of the Ministry alieation, Youth and Sports that is implementecheyResearch
Institute of Education in Prague together with ageie City Hall project. The pilot GP is intendetegofor
grammar schools in Prague.

22 http://www.pilotg-gp.cz/.
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applicable not only in the educational activitiefstioe pilot schools involved, but also as an
example for other schools that will go on to depetbeir own school curricula. Besides the
school curricula, the project stresses the traimhgeaching staff at pilot schools and deeper
cooperation between social partners and seconaagtional schools and secondary vocational
centres in the region. The schools analysed theulamarket to identify how their graduates
were able to put their skills to use. In doing @y started cooperating with employers singled
out in the region; these employers influence theeapance of the school curricular and can also
help improve the quality of teaching — especiallyractical lessons. At the end of June 2006, 52
pilot school curricular in vocational training haden completed. Since September 2006, 48 of
them have been validated in the teaching envirotnBssides this pilot verification, in 2007 the
emphasis has been on further teacher traininghtoaptoduction of SVP and the transmission of
experience to other secondary vocational schoalscantres. The total project budget is CZK
39.8 million.

Work also continued on the systemic project METORIMMETHODOLOGY), under which a
methodological portal was setd@ms a means of supporting teachers in the creafi@VP and

in subsequent teaching at schools according to tweil programmes. In the reporting period, the
project generated a lot of interesting experiencd mformation for primary and secondary
school teachers, including issues related to thehiag of disabled and socially disadvantaged
pupils. The methodological portal was modified daling an analysis of pilot operations, and
was put into live operation in mid-2006. Most oé thortal is taken up by methodological articles
on SVP production and on teaching in individualjeats. Readers can also find theme-based
inputs (cross-sectional themes, key competencedyations, talented pupils, etc.), answers to
frequently asked questions from schools, presemstby various organizations, information
about projects implemented with assistance from B (Pilot Z, Pilot G, Hodina), and
information from government organizations. To préenthe project and raise awareness about
curricular reform, a collection of the most poputard most interesting texts was published and
distributed (from project resources) to schoolle Project budget is CZK 18.9 million.

Finally, it is necessary to mention the implemeaatabf the National Plan for the Teaching of
Foreign Languages, which promotes the cultivatidnlimguistic skills from an early age,
increases the number of foreign-language lessosshatols and facilitates greater diversity by
supporting less taught languages. At the same ttrokannels major assistance into the language
teaching of teaching staff. An instruction of thenMter for Education, Youth and Sports
permitting the teaching of certain subjects in @ifgn language smoothes the way for schools to
scale up language skills by introducing the congert language integrated learning (CLIL).

5.3.2 Improve access to post-secondary technicaldatertiary education

In March 2007, the project ‘White Paper on Terti&gucation’ was launched. Work on this
project is in the hands of the relevant expertslearthe guidance of the Ministry of Education,
Youth and Sports. The aim of the project is to fomvard an integrated programme of tertiary
education reform and the general principle of a aw on tertiary education, which in 2009
should supersede the current Higher Educatioi*Athe basic tenets of the White Paper were
presented to universities for discussion, it isissyed that work will progress on underlying

% hitp://www.rvp.cz.
24 Act No 111/1998 on higher education and amendthgrdaws, as amended.
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studies concerning the following principal themése structure of the system, its greater
diversification, governance, financing, researct development, the third role of universities,
equal opportunities, mobility, quality, etc. Preggary work on the general principle of the
tertiary education bill will start in December 2007

From the perspective of expanding access to tgreducation it should be noted that in the
2006/07 academic year Czech Republic had 71 urtiesrsvith more than 328,000 students,
structured as follows: 26 public universities wit@3,000 students, 43 private universities with
almost 31,000 students, and two state universmi#is 4,300 students. The growth in the total
number of students at private and public univessittcompared to 2005/06 was 9%, which
exceeded the growth planned in the Long-Term Pldynaversity Development.

The total number of students in tertiary educatiomversities and tertiary professional schools)
stood at 356,000 in the 2006/07 academic year;hsf mumber, 328,000 students were at
university and 28,000 were at tertiary professiosethools. Compared to the previous year,
student numbers rose by 8% (in the 2005/06 acadgeaic 301,000 students were at university
and 29,000 students were at tertiary professiatads, i.e. in all there were 330,000 students).
In the 2006/07 academic year, 7.4% growth was stggdrom the national budget.

The success rate of candiddtes admission procedure at public universities rmsalmost 67%:;
it dropped slightly at private universities, butl $tovers around 95%.

One of the key indicators monitored at Europearobhével in the context of the revised Lisbon
Strategy is the numbers of students in naturalnsee and technical subjects. In the Czech
Republic the number of applicants admitted to redtsciences and technical fields at universities
is steadily rising; it has doubled since 1995 (28 4vere admitted in 1995/96, 36,785 in
2006/07). Compared to the previous year, the numabstudents admitted was up by more than
7%. In the overall comparison, however, the grohdls only been in absolute figures; from the
perspective of the total number of students addhittere is a downward trend — from 43% in the
2005/06 academic year to 41% in 2006/07. When tstred studies are introduc&di.e. bachelor
and master levels instead of the traditional 5-#& wtudy programmes, the failure rate of students
in these fields is expected to diminish. Since 2@B8& Ministry of Education, Youth and Sports
has scored universities on the basis of their ssfoegraduates. In 2006, a pilot development
programme was announced to promote interest amiftegl goung people in studying technical
subjects and natural sciences; this programme vedisreceived and was continued in 2007 in
the context of centralized development projectghis respect, 10 projects of eleven universities
were supported in 2007 with total aid of CZK 17.iliom.

In the 2007-13 programming period, the promotionnsérest among young people in studying
technical subjects and natural sciences is a priofi the Education for Competitiveness OP
(under the priority axis Tertiary Education, Resbaand Development). In the context of the
National Research Programme II, the programme ‘HuReasources’ — with total assistance of
CZK 123.4 million — was announced in December 2f@a@%he 2006-2008 period. Efforts to push
up the number of students in technical subjectsraatdral sciences are fully or partially in the

% The success rate of candidates is calculatecbascantage of accepted applicants from among tibsetook the
entrance examinations. This rate has been caldulathis manner since 2004/05; up to 2004/05 & welculated as
a percentage of accepted applicants from among tivbe applied.

% Structured studies have already been introduceall itechnical fields. At present, teaching sulseate being
structured, except for first-level teaching, andgsammes in the fields of law and administratioa also being
structured.
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competence of four projects: 1) Research into nethods of competition in the creativity of
young people, geared towards motivation to engagedearch in natural sciences, in particular
in the fields of mathematics, physics and chemis?jyMedia coverage of the needs of science
and the prospects if studying exact fields; 3) Rammation of molecular biology and
biochemistry for teachers and students; and 4) iBhiyeducation for the all-round preparation
and development of human resources at the levegiriofary and secondary schools. These
projects are currently being addressed and theidtsewill be available in 2009 at the earliest.

5.3.3 Promote the cooperation between employers aeducation institutions

Cooperation between educational institutions argin@sses is a priority in curricular reform and
from the perspective of tertiary education develepm

In terms of higher education, measures to fost@pemtion between schools and clients
primarily comprise the annual notification of deysinent programmes for public universities
The aim is to motivate public universities to draw integrated projects based on the priorities
contained in the Long-Term Plan for Universitiegoperation between universities and the
region, the interplay of theory and practice, andperation between universities and the client
sphere. By reference to these priorities, the ‘Rnogne to support the creation of common
structures between universities and the clientgpheas announced in 2006 and 2007. In 2006,
ten universities seized this opportunity and reegigassistance of CZK 23 million to implement
projects that focus on promoting internships andestt involvement in the handling of problems
in practice, including cooperation/guidance witlthiglor, diploma and dissertation work, and on
the participation of leading industrial experts lectures and projects at universities, the
placement of academic staff in businesses, thafeaof technology in practice, the creation of
and cooperation in the context of technology centeéc.

As of 2008, cooperation between universities anldstry will be a key priority of the Education
for Competitiveness Operational Programme. The $ftipiof Education identifies examples of
good practice in cooperation between universities the client sphere and organizes seminars
for interested persons from universities and engi®yhere these examples can be pres&nted

At the level of primary and secondary educatioe, aim of support for an integrated system of
career guidance at schools within the systemiceptdyIP Career (VIP Kariéra) is to eliminate
disparities between the outputs of educationalituigins and employer demand. Up to June
2007, 18 analytical studies and two summary putitina had been prepared; e-learning was
used to train 3,500 guidance counsellors. Undes fibject an information system on job
perspectives for graduates on the labour markebbas prepared, which as of September 2007
will provide comprehensive information connectedhwcareer guidance and the choice of
education, including the range of education offdsgdchools, in an online interactive form. The
activities of guidance centres at a hundred scha@sbeing examined under the project with a
view to the provision of psychological and spepitiagogy services at schools.

" The issue of cooperation between educational inistits and businesses is handled by a working godhe
Business Environment Development Council — ‘Proorotof cooperation between educational institutiansl
businesses from the perspective of human resodeedopment’The prime objective of this working group is to
improve the current state of cooperation betweesinkegs entities and the sphere of vocational trgisp that the
education structure, or graduate profile, comphéb the needs of industrial production and bussnése working
group includes representatives of individual migst, universities, the economic chamber and speighers.

8 http://www.bologna.msmt.cz.
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Under the systemic project Quality | - New FinalalExnation (2005-2008) [Kvalita | — Nova
zawrecna zkouska (2005-2008)], the National InstituteMafcational Training addresses the
preparation and testing of new final examinationsfields ending with an apprenticeship
certificate. The new final examination is based adose cooperation between experts from
schools and employers, who every year create umif@quirements of final examinations for
fields of education ending with a certificate ofpagnticeship. The aim of the project is to
increase the transparency of the links betweenctimtent of the uniform requirements of the
final examination and the skill needs under thevaht professional qualifications. To this end,
evaluation standards are applied in which represiges from the world of work set expert skills
which students in the given field of education nmsister at the end of their studies. The use of
an evaluation standard in the creation of unifoeqguirements is one way of ensuring the
incorporation of employers’ requirements in vocadb training. In 2007, 41 uniform final
examination requirements were drawn up, which vexamined at 200 schools (approximately
530 school subjects). The new final examination wa®n by approximately 12,000 pupils
(roughly 30% of those in a field of education emgnith an apprenticeship certificate).

An example of good practice for the preparationrestructured study programmes is 1he
cooperation in the preparation of bachelor coulmad fields of study at the Institute of
Chemical Technology in Prague and University ofdbhice. Study programmes in the
context of projects supported by the European $daiad have also been innovated: 1)
‘Innovation of the masters course in Engineeringfodmatics in Transport ani

Communications in the context of automotive industquirements’ and ‘Innovation ard

implementation of the subject ‘Transport and HamglliTechnology for the strategc

requirements of industry’ at the Czech Technicalversity in Prague; 2) ‘Innovation cf

university fields of study in mechanical enginegrim the conditions of the informaticn

society’ at Brno University of Technology; and Bnhancing the efficiency of the educatian
process in the context of cooperation between theetsity and the business environment’
and ‘Innovation of the Mechanical Engineering ceursaccordance with the requirements of
Czech industry’ at the Technical University of Libe. Other universities are also familiar
with the experience gained and many of them aregrp proceed in a similar vein.

5.3.4 Improve interconnection between the systems initial and further education

From the perspective of developing lifelong leagyimost attention in the Czech Republic has
been paid to the production of a comprehensiveonaltilifelong learning strategy. This strategy
is the basic document for other cross-sectional aaiconcepts and policies in this field and
represent a coherent concept of lifelong learnifbe representatives of social partners,
Parliament, the European Parliament, the Associatib Provinces of the Czech Republic,
educational institutions and the nongovernmentatios¢ook part in debates on the formation of a
lifelong learning strategy. The strategy was alsostlted with ministries, the representatives of
the provinces, social partners and employers, aad approved at a plenary session of the
Council of Economic and Social Agreement of the cbz&epublic. The objective of this
consultation mechanism was to involve all releyaantners in the preparation of the strategy so
that the resultant text was the product of broadseasus. The lifelong learning strategy was
approved by the government on 11 July 2007; thdementation plan should be ready by the
end of 2008.
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For the policy of education and vocational trainitige lifelong learning strategy sets seven
principal strategic guidelines, i.e. seven priordyeas, in which reform efforts should be
concentrated with consideration for existing chadles. They are: 1) recognition, permeability; 2)
equal access; 3) functional literacy; 4) sociakmenship; 5) demand stimulation; 6) quality; and
finally 7) guidance. An integral part of the lifelg learning strategy is the interaction of the
proposed measures with the Czech Republic’s opatprogrammes for the 2007-2013 period.

The basic system framework for the interconnectidnthe systems of initial and further
education is the Act on the Recognition of the Resaf Further Educatid, entering into effect
on 1 August 2007. This law has been construed tivate the adult population in the Czech
Republic to participate in further education, tpaxd the opportunities people have of earning
new qualifications and improving their prospects tbe labour market, and to improve the
response of the education system to the neede d¢dllour market.

The law provides for a universal system of evahgatiraining obtained outside the education
system, and introduces a uniform, transparent apettive way of verifying people’s knowledge
and skills. A key instrument for the applicationtbé Act on the Recognition of the Results of
Further Education is the National Qualification ®ys (NSK), consistent with the European
qualification framework (EQF). The output is a palvegister of all full and partial qualifications
recognized in the Czech Republic. The standardgjdatifications up to ISCED 3C level are
presently being entered in the N8KIn the upcoming programming period (the Educafimn
Competitiveness Operational Programme), the NSKilllbe realized — this is a follow-up to the
initial project and will pave the way for qualifiten standards up to ISCED 4 level.

At the same time, the National Qualification Systermmework will be developed to embrace
higher qualification levels (especially tertiary uedtion). The National Qualification
System/Framework for tertiary education unifies ttencept of the European Qualifications
Framework (EQF) for lifelong learning and the Fraroek for the European higher education
ared". A systemic project for the preparation of a NagibQualification System Framework for
tertiary education is expected to be submittedhéndontext of the Education for Competitiveness
Operational Programme.

Since 2005, the Czech Republic has realized a mystproject entitled ‘Recognition of the
results of non-formal education and informal leaghi(UNIV) in networks of schools providing
adult education services, the aim of which is tonpote and develop further education provided
by secondary schools or post-secondary vocatiool#ges. Two sub-goals of the project are
geared towards the achievement of this objectiygh& development and improvement of the
range of further education at secondary schools t@ntary professional schools; 2) the
enrichment of adult education services to includecesses facilitating the recognition of the
results of non-formal and informal learning, i.eeyaous learning.

In the realization of both these goals, the projembperates closely with numerous social
partners; the extent to which they are involvedhia implementation of the project changes in
response to the specific task or stage of projaptamentation. One of the demonstrable results

29 Act No 179/2006 on the verification and recogmitif the results of further education and amendergain laws,
as amended by Act No 110/2007.

%0 As at 1 August 2007, the first versions of quedifion standards had been drawn up for 80 full 28 partial
qualifications, plus evaluation standards for 80dnd 260 partial qualifications.

31 Adopted at the Conference of Ministers and Se@ificials Responsible for Higher Education in Ma308.
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of cooperation with social partners is the furteducation programmes that are being prepared.
Each of the prepared 132 programmes tries to resfmthe needs of the local labour market;
relevance to the needs of the labour market, alwitty material correctness and expertise, is a
subject of assessment by social partners in regfiggbgrammes under preparation or ready for
implementation. These social partners are busisemsg entrepreneurs working with the school,
and where appropriate the local economic chamber.

The aim of the UNIV project in the new programmimegriod is to transform secondary schools
into open education centres offering initial andHar education and ensuring the recognition of
results of non-formal education and informal leagni

Lifelong learning is also provided at universitiasaccordance with the Universities Act and is
fully in the competence of the individual schoolsfelong learning courses can have both
vocational and special-interest slants. The numbérsourses and their students are growing
every year. In 2006, there were 2,439 courses,ldahb number compared with the year before.
These courses were attended by 75,258 participahish is approximately 44% more than in
2005. In 2007, a rise of approximately 15% in ceuamd student numbers can be expected.
Occupational courses are based primarily on pr@ctiemand; they are courses that can be
provided to order for a particular company, or tfegpond to educational requirements in a given
region. Universities play a crucial role in thethar training of teachers and medical staff in
particular. Numerous courses are also designedhfase with difficult access to the labour
market (e.g. persons returning to work after paldetve). In the context of lifelong learning it
is also possible to study subjects selected fromicta of accredited bachelor and master
courses.

A specific type of lifelong learning course is tiniversity of the third age, which is designed for
seniors and is offered by almost all public — aathe private — universities. Subsidies totalling
roughly CZK 30 million are available under develaprh programmes. Universities receive
funding for lifelong learning courses from the oatl budget (via Development Programmes),
from participant contributions, from ESF resoureesl from other programmes of the European
Commission.

5.3.5 Promote permeability across specific levels tertiary education

The legislative framework for permeability betweenst-secondary vocational colleges is
enshrined in the currefitand Universities AGE. This nurtured conditions for the admission of
students and graduates of tertiary professionabadshto universities. Ensuring permeability
between the various types of study programmes atergities and between post-secondary
vocational colleges and universities is one of phrities of the Long-Term Plan for the

Development of Universities (2006-2010).

Development programmes also improve permeabilitghet they foster cooperation between
universities, secondary schools and tertiary psdbesl schools. Besides the above-mentioned
CZK 25 million to nurture interest in studying nedl sciences and technical fields,

CZK 11 million was ploughed into projects fostericmpperation with regional education.

32 Act No 561/2004 on preschool, primary, secondngher vocational, and other education, as amended
3Act No 111/1998 on universities and amending olées, as amended.
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Within the scope of the range of university edwratavailable, in April 2007 19 bachelor
courses with 46 specializations, provided jointly ®7 tertiary professional schooéd 11
universities, were accredited.

Permeability should receive a significant boost nfrothe National Qualification
System/Framework. By the end of 2008 a draft Nali@ualification System/Framework will be
prepared for tertiary education. The aim is to iower the recognition of qualifications/parts of
studies obtained or taken abroad and to creataraefrvork for the recognition of education
obtained outside university, whether formal (emyiraprovement in the recognition of parts of a
course and/or discharges at a tertiary professextadols for the requirements of further study in
a bachelor programme) or non-formal. The Nationahlfication System/Framework will be
based on outputs, skills and profiles of graduateswill use the European credit system.

5.3.6 Promote further education in firms

The Profession [Profese] programme, co-financedhftbe European Social Fund under the
Human Resources Development Operational Programwas, prepared to promote further
education in the workplace in the last programnpegod (2004-2006). The aim is to increase
competitiveness and employment, and maintain thelarability of persons on the labour
market in the sectors of manufacturing, businesssituction and services for these sectors. The
programme helps develop the adaptability and séflthe workforce in the business and service
sectors, while raising awareness of the horizotitame of sustainable development. Concrete
objectives are an increase in the qualificatiors skills of workers in the above sectors relating
to the implementation of progressive systems fodpction process control, the roll-out of new
technology, sophisticated products and servicéstnmation and communication technology, and
the introduction of environmentally-friendly equipnt. The total amount allocated to this
programme is CZK 256 million.

The implementation of the programme in 2006 was wigt keen interest by entrepreneurs.
Since implementation was launched, 286 projects Haeen selected for assistance, and the
whole programme sum of CZK 256 million has beentmmted out. The largest number of
projects supported in the programme comes from pitowvinces of Jihomoravsky kraj and
Moravskoslezsky kraj. Support from the Europeani@daind will facilitate the implementation

of more than 3,000 educational programmes, with ghgicipation of up to 53,196 people
envisaged.

In the 2007-2013 programming period, the Profesprmgramme will be succeeded by Educa, a
programme with a similar focus; this programme wldo be implemented in conjunction with
the individual provinces in the Czech Republic.

The introduction of an international standard oélgy in human resources management is the
objective of the programme ‘Investors In PeopleheTpurpose is to support human resources
management and the efficiency thereof in undergekand to ensure interplay between strategic
company management and personnel activities dowvtimetéevel of each individual in a specific
firm. It follows up on the Phare programme, anctcsi?006 has also been implemented in the
context of the HRD OP. The total allocation of paliinds is CZK 31 million. The pilot stage of
the programme ran from July 2004 to September 28@@%3g which ten small and medium-sized
enterprises received assistance in the implementafi the IIP standard; two of them (TANEX
PLASTY, a.s. and SERVISBAL OBALY, s.r.0.) did wetli the competition Employer of the
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Year 2006. The projects were funded from the Ppemgramme and the undertakings received a
65% contribution to reach the given standard. Thighly successful pilot stage has been
succeeded by the national project Human Resourcegel@pment Standard, which was
announced on 14 June 2006 and which is financed free Human Resources Development
Operational Programme. The project’'s principal \giidis are the support of companies
introducing the 1IP Standard by providing subsidizervices, and the training and registration of
Czech consultants and auditors, who provide assisteo Czech undertakings as they implement
the standard. Agreements on the roll-out of thendded have been concluded with 26
undertakings, and a further four undertakings arsubmit registration forms. Other entities are
introducing the IIP Standard without financial atsnce from the HRD OP. In all, nine IIP
consultants and three auditors selected in a temdepr will be registered at the International
Quality Centre. In the first half of 2008, compamievolved in the project should undergo a final
evaluation, based on which they will be accreditaith the [IP Standard. The project will end in
mid-2008, and should be followed up by a new projatied ‘Modern forms of human resources
management’, financed from the HRE OP.

5.3.7 Increase information literacy

An important tool in the development of informatiakills among broad groups of the
population, irrespective of their profession andaldications, including those who are
encountering a computer for the first time, is tdational Computer Literacy Programme
(NPPG), which is now being implemented. The progrenis divided into several parts (courses)
dedicated to computing in general, relations inligudministration, and in particular working
with the Public Administration Portal; a separateaacomprises courses for the disabled. Since
2003, 254,146 courses have been attended by 10pg@&6ipants. In 2005 and 2006, the NPPG
Handicap was implemented, focusing on individuabhdivantaged groups. The objective of this
programme was to overcome everyday (especially ipdlysbarriers by means of information
technology, and to give participants the chancdudy-fledged integration into society and
successful entry to the labour market.

The National Computer Literacy Programme reachedfittal of the prestigious pan-European
competition eGovernment Awards 2007, which will &@nounced on 20 September 2007 in
Lisbon.

Free e-learning courses posted on the Public Adtnation Portal were an appropriate
complement to the programme. These courses focuysedecting computing skills, and also
include an informative course entitled ‘Guide tce tRPublic Administration Portal’. Since
operations were launched in January 2006, apprdglyna7,000 users have registered.

Through international projects, the Czech Republigo contributes to increased computer
literacy in Africa, where, in the context of sevprojects in Kenya and Uganda, over 300
students have been trained and now teach theamfgdlpils and teachers how to use a computer.
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