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A. Introduction

a) Preface

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

The Luxembourg European Council decided that:

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

On this basis, the Commission presented a first series of Regular Reports in October
1998, a second in October 1999, a third in November 2000, and a fourth in November
2001.

In its 2001 Enlargement Strategy Paper, which accompanied the 2001 Regular Reports,
the Commission indicated that, given the pace of negotiations and the progress made so
far, the Commission should be able to make recommendations on those candidate
countries ready for accession on the basis of its 2002 Regular Reports. At its meeting in
Seville in June 2002, the European Council concluded that “in order to enable the
European Council to be held in the coming autumn to decide which will be the candidate
countries with which negotiations can be concluded at the end of 2002, [...] the
Commission will have to draft appropriate recommendations in the light of the Regular
Reports.” The Commission has prepared this fifth series of Regular Reports with a view
to the Brussels European Council in autumn 2002.

The structure followed for this Regular Report is largely the same as that used for the
2000 and 2001 Regular Reports. In line with previous Regular Reports, the present
Report:

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

- analyses the situation in respect of the political criteria set by the 1993 Copenhagen
European Council (democracy, rule of law, human rights, protection of minorities);

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



- addresses the question of the Czech Republic’s capacity to assume the obligations of
membership, that is, the acquis as expressed in the Treaties, the secondary legislation,
and the policies of the Union. In this part, special attention is paid to nuclear safety
standards, which were emphasised by the Cologne and Helsinki European Councils.
This part includes not only the alignment of legislation, but also the development of
the judicial and administrative capacity necessary to implement and enforce the
acquis. The European Council stressed the importance of this latter aspect at its
meeting in Madrid in 1995 and on a number of subsequent occasions, most recently at
Seville in June 2002. At Madrid, the European Council stressed that the candidate
countries must adjust their administrative structures, so as to create the conditions for
the harmonious integration of these States. The Seville European Council also
stressed how important it was that candidate countries should continue to make
progress with the implementation and effective application of the acquis, and added
that candidate countries must take all necessary measures to bring their administrative
and judicial capacity up to the required level.

This Report takes into consideration progress since the 2001 Regular Report. It covers the
period until 15 September 2002. In some particular cases, however, measures taken after
that date are mentioned. It looks at whether planned reforms referred to in the 2001
Regular Report have been carried out, and examines new initiatives. In addition, this
Report provides a global assessment of the overall situation for each of the aspects under
consideration, setting out for each of them the main steps still to be taken by the Czech
Republic in preparing for accession.

Furthermore, in view of the fact that the 2002 Regular Reports will provide the basis on
which the Commission will formulate its recommendations as to which countries are
ready to conclude negotiations, this Report includes an evaluation of The Czech
Republic’s track record since the 1997 Opinion. As regards the economic criteria, the
report also provides a dynamic, forward-looking evaluation of the Czech Republic’s
economic performance.

For each of the negotiating chapters, this Report provides a summary evaluation of the
extent to which commitments made in the negotiations have been implemented, as well
as an overview of transitional arrangements that have been granted. The commitments
made by each country reflect the result of the accession negotiations, and, in accordance
with the principle of differentiation underlying the negotiation process, may differ
between countries. Where negotiating countries have committed themselves to
completing specific measures by the time of accession, the Commission assesses the
relevant preparatory processes. For chapters on which the accession negotiations
continue, and final commitments remain to be defined, an indicative assessment is given
of the state of implementation of the commitments that have been made to date.

The Report contains a separate section examining the extent to which the Czech Republic
has addressed the Accession Partnership priorities. This section also assesses the progress
the Czech Republic has made in implementing the measures set out in the Action Plan for
strengthening administrative and judicial capacity that the Commission developed with
each negotiating country in the spring of 2002.

As has been the case in previous Reports, “progress” has been measured on the basis of
decisions actually taken, legislation actually adopted, international conventions actually
ratified (with due attention being given to implementation), and measures actually

implemented. As a matter of principle, legislation or measures which are in various
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stages of either preparation or Parliamentary approval have not been taken into account.
This approach ensures equal treatment for all the candidate countries and permits an
objective assessment of each country in terms of their concrete progress in preparing for
accession.

The Report draws on numerous sources of information. The candidate countries have
been invited to provide information on progress made in preparations for membership
since the publication of the last Regular Report. The information each of the candidate
countries has provided within the framework of the Association Agreement and the
negotiations, the National Programmes for the Adoption of the Acquis where they are
available, as well as the process of developing the Action Plans, and various peer reviews
that have taken place to assess candidate countries' administrative capacity in a number of
areas, have served as additional sources. Council deliberations and European Parliament
reports and resolutions' have been taken into account in the preparations. The
Commission has also drawn on assessments made by various international organisations,
and in particular the contributions of the Council of Europe, the OSCE and the
international financial institutions, as well as those of non-governmental organisations.

b) Relations between the European Union and the Czech Republic

Recent developments under the Europe Agreement including bilateral trade

The Czech Republic has continued to implement the Europe Agreement and contributed
to the smooth functioning of the various joint institutions. The eighth Association
Council meeting is scheduled for November 2002, and the eighth Association Committee
meeting was held in April 2002. The sub-committees continue to function as a forum for
technical discussions, and five of the eight met during the first half of 2002. The Joint
Parliamentary Committee comprising representatives of the Czech and European
Parliaments met in December 2001 and in April 2002. A Joint Consultative Committee
with the Committee of the Regions was set up in 2001 and met in January 2002. Its aim is
to assist Czech regions and towns in preparing for enlargement. The first steps towards
establishing a work programme for the Committee were taken. A Joint Consultative
Committee with the Economic and Social Committee was set up in June 2002.

Trade between the EC and the Czech Republic has continued to increase. In 2001 EC
exports to the Czech Republic amounted to € 27.3 billion (61.8% of total Czech imports)
and EC imports from the Czech Republic amounted to € 25 billion (68.9% of Czech
exports). The main categories of Community exports to the Czech Republic in 2001 were
machinery and electrical goods, transport equipment and base metals. The main Czech
exports to the Community were machinery and electrical goods, transport equipment,
base metals and textiles.

Under the agreement resulting from the first round of trade negotiations in the agriculture
sector (adopted on an autonomous basis pending the conclusion of an Additional Protocol
to the Europe Agreement), approximately 96% of EC agricultural imports from the Czech
Republic and 75% of EC agricultural exports to the Czech Republic are duty-free or
benefit from preferential rates (average trade figures 1998-2000).

1 For the European Parliament the rapporteur is Mr. Jiirgen Schroder .
10



Negotiations on a further round of liberalisation, covering more sensitive sectors, began
at the end of 2001 and were concluded in June 2002.The resulting agreement, scheduled
to take effect in January 2003, enhances the existing agricultural trade preferences
between the parties and promotes the full and partial lifting of import duties either within
tariff quotas or for unlimited quantities in sectors such as cereals, dairy products, beef and
sheep meat. This further agreement also includes a commitment by the parties to remove
export refunds for certain sectors.

In March 1996 the Council mandated the Commission to open negotiations on the
reciprocal recognition, protection and control of wine names and spirits designations,
including trade arrangements, with the Czech Republic. The negotiations resumed in
January 2001, after an interruption in 1997 due to legal obstacles on the Czech side, and
are still underway.

Negotiations are also ongoing in the field of processed agricultural products.

Procedures are underway for implementation of the protocol agreed with the Czech
Republic on liberalisation of trade in fish and fisheries products.

The Government respected its commitment in January 2002 to withdraw the Decree
adopted in November 1999, which had increased customs duties on imports of road
tractors for semi-trailers originating in EC countries. As of January 2002, the Czech
Republic removed the last import duties on industrial products originating in the EC.

The Protocol to the Europe Agreement on European Conformity Assessment (PECA)
which has been in force since July 2001 has been functioning as envisaged in facilitating
trade by extending recognition in the area of conformity assessment and the acceptance of
industrial figures.

The Czech Republic decided to unilaterally introduce a temporary suspension of 12 tariff
lines in the civil aircraft sector as of January 2001. Despite objections raised by the EU,
this measure has been maintained in 2002.

One new anti-dumping investigations is underway, on imports of welded tubes and pipes
(iron and non-alloy steel); provsional measures were imposed in March 2002. Definitive
anti-dumping duties on imports of tube and pipe fittings (iron and steel) were imposed in
August 2002. In June 2002, the Czech Republic made a request for the prolongation of
the period during which public aid may be granted for restructuring purposes to the steel
sector under Protocol 2 of the Europe Agreement.

In March 2002, in response to protectionist measures taken by the US, which greatly
restricted access to their market and created the risk of considerable trade diversion, the
EU initiated provisional safeguard measures, with erga omnes effect, on imports of
certain steel products. The measures were partly confirmed in September 2002.

Accession Partnership

A revised Accession Partnership was adopted in January 2002. Its implementation is
reviewed in Part D of this Report.
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Action Plan for reinforcing administrative and judicial capacity

As announced in the Commission's 2001 Enlargement Strategy, in spring 2002 the
Commission and the Czech Republic jointly developed an Action Plan to strengthen the
Czech Republic's administrative and judicial capacity, on which a common understanding
was reached in April. The revised Accession Partnership adopted in January has served as
the point of departure for this exercise.

The purpose of this Action Plan is to identify jointly the next steps required for the Czech
Republic to achieve an adequate level of administrative and judicial capacity by the time
of accession, and ensure that all necessary measures in this regard are taken, providing
the Czech Republic with targeted assistance in areas that are essential for the functioning
of an enlarged Union. As such, the Action Plan is a key tool for meeting the common
objective of the EU and the Czech Republic, i.e. to ensure that the Czech Republic's
preparations for accession take place as effectively as possible within the planned
timeframe.

The implementation of the Action Plan is reviewed in Part D of this Report.

National Programme for the Adoption of the Acquis

No new up-date of the National Programme for the Adoption of the Acquis was adopted
this year. However, the Government of the Czech Republic adopted a resolution in April
2002 entitled “Summary of the Remaining Tasks of the Czech Republic for the
Accession to the European Union”. This was then updated in June. The summary sets
out the legislative and administrative tasks remaining to be accomplished under the
Copenhagen Criteria and the chapters of the acquis.

Community assistance

Three pre-accession instruments have been financed by the European Community to
assist the applicant countries of Central and Eastern Europe with their pre-accession
preparations: the Phare programme; SAPARD, which provides aid for agricultural and
rural development; and ISPA, which finances infrastructure projects in the fields of
environment and transport. The support provided by these programmes is focused on the
Accession Partnership priorities which are intended to help the candidate countries meet
the criteria for membership.

For the years 2000-2002 total financial assistance to the Czech Republic amounts to
around €79 million annually from Phare, €22 million from SAPARD, and between €55
and 80 million from ISPA.

The Phare programme has been providing support to the countries of Central and Eastern
Europe since 1989, helping them through a period of fundamental economic and social
transition and political change. Its current “pre-accession” focus was established in 1997,
in response to the Luxembourg European Council’s launching of the present enlargement
process.

Phare provides the applicant countries of Central and Eastern Europe with support for
institution building, investment to strengthen the regulatory infrastructure needed to
ensure compliance with the acquis, and investment in economic and social cohesion. This
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support comprises co-financing for technical assistance, “twinning” and investment-
support projects, to help these countries with their efforts to adopt the acquis and
strengthen the institutions necessary for implementing and enforcing the acquis. Phare
also helps the candidate countries develop the mechanisms and institutions that will be
needed to implement Structural Funds after accession and is supported by a limited
number of measures (investment and grant schemes) with a regional or thematic focus. In
the context of the Action Plans for strengthening administrative and judicial capacity,
particular emphasis is placed on the issue of institution building and associated
investment intended to ensure compliance with the acquis. For 2002, the Commission
has mobilised special financial assistance of up to €250 million to accompany negotiating
countries' efforts, over and above the indicative annual allocations for each of the Phare
countries, bringing total Community assistance for strengthening the administrative and
judicial capacity of the negotiating countries in 2002 to around €1 billion.

The Phare programme allocated commitments of €664.5 million to the Czech Republic
during the 1992-2000 period and €86.6 million in 2001°. The 2002 Phare Programme
for the Czech Republic consists of an allocation of € 60 million for the National
Programme, complemented by € 24.8 million under the Phare 2002 supplementary
institution building facility. The 2002 Phare programme focuses on the following
priorities:

— Strengthening civil society (€3 million).

— Ensuring the capacity to apply internal market rules and regulations, in particular in
areas such as financial markets, economic competition and customs administration
(€18.3 million).

— Ensuring implementation of the acquis in the agriculture sector, including improving
veterinary controls and diagnostic methods in the phyto-sanitary sector
(€12.4 million).

— Strengthening the environmental sector, with particular emphasis on air and water
pollution (€7.4 million).

— Addressing important issues in the area of justice and home affairs, such as border
protection, the Schengen Action Plan and Information System and the upgrading of
the probation and mediation services (€18.7 million).

— Applying EU directives in the railway sector (€0.7 million).

— Ensuring that the Czech Republic complies with the acquis in the area of employment
and social affairs, including the establishment of a modern public health information
system, participation in the EQUAL Initiative and social security (€7.4 million).

— Strengthening the administrative capacity to implement the acquis, including
improving the management of human resource development and preparing self-
government bodies (regions and municipalities) for the implementation of the acquis
(€2.7 million).

[\

These figures include an allocation for Cross-Border Cooperation (CBC) Programmes of € 19 million

in 2000, and € 19 million in 2001.
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— Improving economic and social cohesion, in particular by building up the
implementation capacity of the designated managing authorities and other bodies
responsible for the Structural Funds and the Cohesion Fund. (€6.3 million).

An additional €19 million was allocated to Cross-Border Cooperation (CBC)
Programmes with Germany (€10 million), with Poland (€5 million), and with Austria (€4
million).

In 2002, the Czech Republic has also participated in and benefited from Phare-funded
multi-country and horizontal programmes, such as TAIEX the Small and Medium-Sized
Enterprises Facility, SIGMA and the nuclear safety programme.

Phare also co-finances the participation of the Czech Republic in various Community
Programmes, namely Socrates, Leonardo, Youth for Europe, the Multi-annual
Programme for Enterprises and Entrepreneurship, Culture 2000, Media Plus, IDA, E-
content, Customs 2002 and the European Environment Agency (€7.9 million in 2002).

Overall, the impact of Phare has been positive. Effective transfer of know-how,
equipment and financial resources has taken place in a number of important fields such as
public administration reform, improving the business environment including for small
and medium sized enterprises (SMEs), justice and home affairs, agriculture and the
environment.

For example, in the Czech Republic, Phare has played a particularly important role in:

— Developing civil society and integrating the Roma community: a total of over €4.5
million has been granted, for 128 projects, including 51 benefiting the Roma
community.

— Supporting the reform of the judicial system and of public administration: advice and
equipment are being provided for the establishment of a central training academy for
judges and advice is being provided on how to implement the new Civil Service Act.

— Improving the business environment, with a project aiming to streamline commercial
and trade registers, improve legislation pertaining to bankruptcy and creditor
protection, and speed up court proceedings.

— Helping to Make the internal market work, through support for a series of regulatory
bodies, including the Energy Regulatory Authority, the Telecommunications Office
and the Office for Personal Data Protection.

— Consolidating security, by providing advice and equipment for the fight against
organised crime, the fight against drugs and preparations for the Schengen border
regime.

The 2000 Phare Review confirmed the accession-driven approach and emphasised the
importance of helping countries to prepare for the Structural Funds. The trends
introduced in 1997 have continued, with an increased role for Commission Delegations,
further streamlining of procedures and increasing emphasis on raising the verifiable and
quantifiable impact of Phare projects on institution building, investment in compliance
with the acquis and economic and social cohesion.
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The Review also provided for the possibility of further decentralisation of Phare
management, by waiving the requirement for ex ante approval by the Commission
Delegations for tendering and contracting. For this to be possible, strict pre-conditions
covering programme management, financial control and structures regarding public
finance must be met. An extended decentralised implementation system (EDIS) should be
put in place for each negotiating country, at the latest by the time of accession. High-
Level Working Groups are being established for each country to oversee this process,
along with other key procedural steps, in the run up to accession.

In the Czech Republic, the overall management of Phare has continued to improve.
Project design is better, and procurement time has been reduced. As regards
programming, monitoring and evaluation, the Centre for Foreign Assistance fulfils its co-
ordinating role, though its capacity should be increased and it should endeavour to be
more proactive. With regard to procurement and payments, the performance of the
National Fund and all Phare implementing agencies has been satisfactory, though with
some exceptions in the case of the Centre for Regional Development.

The Commission adopted the Czech SAPARD Programme on 26 October 2000. The
indicative allocation for SAPARD in the Czech Republic for 2002 at 2002 prices is
€23.1 million (allocation 2001:22.9 millions, at 2001 prices). The programme focuses on
two major priorities: improvement of production and marketing structures in agriculture
and food processing (62% of the EC funds) and sustainable development of rural areas
(35% of EC funds), 3% being devoted to technical assistance and vocational training.

The Multi-annual Financing Agreement (MAFA), which sets out the rules for
implementing SAPARD, and the Annual Financing Agreement (AFA), which sets out the
Community financial commitment to the Czech Republic for the year 2000 were signed
on 5 February 2001. The AFA 2001 has been agreed and is in the final stages of the
procedure for signature.

The following structures are responsible for the implementation of SAPARD in the
Czech Republic: the National Fund, located within the Ministry of Finance, administers
SAPARD funds under the responsibility of the National Authorising Officer (NAO) and
is responsible for the national accreditation of the SAPARD Agency; the Managing
Authority for SAPARD is a separate department within the structure of the SAPARD
Agency. The Decision-Making Group will be part of the Managing Authority, and will be
set up by the Ministry of Agriculture in agreement with the Ministry for Regional
Development; the SAPARD Agency of the Czech Republic is responsible for the
implementation of the measures as defined in the Programme. The SAPARD Agency has
delegated some tasks — related to selection of projects — to the Ministry for Regional
Development pursuant to a contract concluded between the SAPARD Agency (the
Ministry of Agriculture) and the Ministry for Regional Development.

In April 2002, the Commission provisionally conferred management authority for
SAPARD, on a fully decentralised basis, to the SAPARD Agency of the Czech Republic.
This Commission decision includes approval of seven out of nine measures contained in
the SAPARD Programme representing 97% of the amount available for the Czech
Republic. Following this decision, the Commission made an initial payment on account
to the National Fund.

A Monitoring Committee has been established by the Management Authority and has met
three times.
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The objectives of the ISPA programme were fixed by the strategy documents produced
for the transport and environment sectors in 2000. For road transport, the emphasis is on
eliminating major bottlenecks and environmental black-spots, by closing gaps in
uncompleted expressways and motorways. In the rail sector, the main priority is to
complete the modernisation and upgrading of the main international corridors, as
identified in the TINA report (Transport Infrastructure Needs Assessment). Programming
for 2002 aims to redress the balance between the transport and environment sectors in
terms of annual commitments. An adequate pipeline of projects should be prepared,
especially in the environment sector, so as to be ready to absorb the future allocation of
ISPA and Cohesion Fund resources.

Three environmental projects were approved in 2001: drinking and waste water in North
Bohemia with an ISPA contribution of €12.9 million, waste water treatment in Jihlava
(€9.6 million) and upgrading the sewer system in Olomouc (€10.1 million). Three
transport projects were approved in 2001: technical assistance for transport project
management (€0.2 million) and, in the road sector, the Belotin By-pass (€17.1 million),
and the Dobra-Tosanovice-Zukov expressway stage I (€19.8 million).

The commitment of ISPA funds for the Czech Republic amounted to €70 million for
2000 and €69.9 million for 2001, bringing the total to €136.9 million. The figure for 2001
represented 6% of the ISPA budget, which was below the mid-point of the Czech
indicative allocation, owing to a lack of suitable environment projects presented for
financing. The allocation for 2002 will be between €59.9 million and €87.1 million.

One of the main challenges facing the Czech Republic in 2002 is to achieve an orderly
start to implementation of ISPA projects approved in 2000 and 2001. In 2001,
implementation in the transport sector was limited to the preparation of tender files and
publication of the 2000 projects. Since then, contracts have been signed or are ready to be
awarded. At the end of 2001 the Commission approved a technical assistance package to
prepare the Czech authorities for EDIS (extended decentralisation) for ISPA (with ISPA
financing of €0.7 million).

Twinning

One of the main challenges still facing the candidate countries is the need to strengthen
their administrative and judicial capacity to implement and enforce the acquis. As of
1998, the European Commission began to mobilise significant human and financial
resources to help them with this process, using the mechanism of twinning
administrations and agencies. In 2001, the Commission strengthened this emphasis on
institution building further, through the launch of the Action Plans for strengthening
administrative and judicial capacity.

The twinning process makes the vast body of Member States’ expertise available to the
candidate countries through the long-term secondment of civil servants and
accompanying short-term expert missions and training.

A total of 503 twinning projects were funded by the Community between 1998 and 2001.
Between 1998 and 2000, these projects primarily targeted the main priority sectors
identified in the Accession Partnerships: agriculture, the environment, public finance,
justice and home affairs and preparation for the management of Structural Funds. Since
2000, other important sectors of the acquis have also been addressed through twinning,
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such as social policy, the fight against drugs, transport, and telecommunications
regulation. Twinning now covers all sectors pursuant to the acquis.

Thanks to the strong support of the EU Member States, 103 twinning partnerships were
funded by Phare 1998, involving all the candidate countries and almost all the Member
States. These first-generation projects have already come to an end. Under Phare 1999, a
further 123 projects are currently being implemented and the programming exercise for
Phare 2000 included a further 146 twinning projects. The 2001 programming exercise
includes 131 twinning projects embracing all the Phare beneficiary countries, as well as
Cyprus and Malta. Under the 2002 programming exercise, 119 twinning projects have
already been planned and approved for implementation. A substantial number of
additional twinning projects are planned, and these should be approved and
implementation launched before the end of 2002. They include twinning projects
identified in the Action Plans for strengthening administrative and judicial capacity in the
negotiating countries. It is estimated that around 300 twinning projects are operational
throughout the candidate countries at any one time. Furthermore, the candidate countries
are being offered a further way of drawing on Member States' expertise through
"Twinning light", a mechanism to address carefully-circumscribed projects of limited
scope which emerge during the negotiation process as requiring adaptation.

For the Czech Republic a total of 61 twinning projects were funded by the Community
between 1998 and 2001. In total [x] projects are now running, covering areas such as the
legal business environment, pension reform, public procurement, preparing for the
CAP/EAGGF, integrated pollution prevention and control (IPPC), corruption and
economic crime, the Supreme Court, Supreme Audit Office, the Central State
Administration, preparations for the Structural Funds, and financial control.

2002 also saw the start of “Twinning light” projects in the areas of combat of organised
crime, environmental indicators and IPPC.

Negotiations

Since the opening of accession negotiations, substantive discussions on the individual
chapters of the acquis have started, and by June 2002, negotiations on all chapters (except
Chapter 31 — Other) had been launched.

By the end of June 2002, the following 25 chapters had been provisionally closed:
science and research, education and training, small and medium-sized enterprises,
statistics, industrial policy, telecommunications, fisheries, consumer protection, free
movement of goods, customs union, external relations, common foreign and security
policy, EMU, free movement of services, company law, social policy and employment,
environment, free movement of capital, culture and audio-visual policy, free movement
of persons, financial control, taxation, energy, justice and home affairs, and regional
policy.
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B. Criteria for membership

1. Political criteria

Introduction

The political criteria for accession to be met by the candidate countries, as laid down by
the Copenhagen European Council in June 1993, stipulate that these countries must have
achieved “stability of institutions guaranteeing democracy, the rule of law, human rights
and respect for and protection of minorities.””

In its 1997 Opinion on the Czech Republic's application for EU membership, the
Commission concluded:

“The Czech Republic’s political institutions function properly and in conditions of
stability. They respect the limits on their competences and cooperate with each other.
Legislative elections in 1992 and 1996 were free and fair. The opposition plays a normal
part in the operation of the institutions. Efforts to improve the operation of the judiciary
and to intensify the fight against corruption must be sustained.

There are no major problems over respect for fundamental rights. There are, however,
some weaknesses in laws governing freedom of the press. Particular attention will need
to be paid to the conditions governing any further extension of a law excluding from
public service members of the former security service and active members of the
Communist regime. There is a problem of discrimination affecting the Roma, notably
through the operation of the citizenship law.

The Czech Republic presents the characteristics of a democracy, with stable institutions
guaranteeing the rule of law, human rights, and respect for and protection of
minorities.”

In its 2001 Regular Report, the Commission found that:

“In its 1997 Opinion, the Commission concluded that the Czech Republic fulfilled the
political criteria. Since that time, the country has made considerable progress in further
consolidating and deepening the stability of its institutions guaranteeing democracy, the
rule of law, human rights and respect for and protection of minorities. Over the past
vear, further efforts have been made in this direction. The Czech Republic continues to
fulfil the Copenhagen political criteria.

The government has also taken steps to improve the functioning of the central and
regional administration. However, it is regrettable that the Czech Republic continues to

3 In the meantime, through the entry into force of the Treaty of Amsterdam in May 1999, the political
criteria defined at Copenhagen have been essentially enshrined as a constitutional principle in the
Treaty on European Union. Article 6(1) of the consolidated Treaty on European Union reads: "The
Union is founded on the principles of liberty, democracy, respect for human rights and fundamental
freedoms and the rule of law." Accordingly, Article 49 of the consolidated Treaty stipulates that "Any
European State which respects the principles set out in Article 6(1) may apply to become a member of
the Union." More recently, these principles were emphasised in the Charter of Fundamental Rights of

the European Union, which was proclaimed at the Nice European Council in December 2000.
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lack a Civil Service Act for its public administration; this is essential for establishing
independence, professionalism and stability.

The reform of the judiciary has gained significant momentum. Work in the area of civil
law has made good progress whilst efforts continue on criminal law as well as the
organisation of the courts and self-government of the judiciary. In particular, a radical
reform of the Criminal Proceedings Code has been adopted which aims to increase the
capacity to investigate effectively and bring cases efficiently to trial.

Some additional measures to fight against corruption and economic crime have been
taken. Nonetheless, corruption and economic crime remain a serious cause for concern,
as evidenced by a governmental report which calls on support from the political forces to
address the issue.

The Czech Republic has consolidated its internal institutional framework in the field of
human rights. However, increased efforts are necessary to better fight the persistent
trafficking of women and children.

Considerable efforts have been made by the Czech government as regards Roma and
other minorities. However, further measures to combat widespread discrimination are
needed, in line with the government policy for the Roma of June 2000. The central
government should ensure that all levels of administration, including regional and local,
fully abide by and implement the legislation in place as regards minority rights and that
the financial resources necessary to do so are available.

Some progress has been made in addressing the Accession partnership priorities
although continued efforts are necessary. The government has proposed a Civil Service
Law to the Parliament but this has not been adopted and implementation of a
comprehensive reform has thus not started. Continued and encouraging progress has
been made on the reform of the judiciary. The majority of the tasks contained in the
government’s resolution of 1997 concerning the Roma have been fulfilled and the
government has adopted a long-term policy towards the Roma. However, further efforts
are needed to implement measures to fight discrimination.”

The section below provides an assessment of developments in the Czech Republic, seen
from the perspective of the Copenhagen political criteria, including the overall
functioning of the country’s executive and its judicial system. Such developments are in
many ways closely linked to developments regarding the Czech Republic's ability to
implement the acquis, in particular in the domain of justice and home affairs. Specific
information on the development of the Czech Republic's ability to implement the acquis
in the field of justice and home affairs can be found in the relevant section (Chapter 24 —
Cooperation in the field of justice and home affairs) of part B.3.1. of this Report.

Recent developments

The minority Social Democrat government continued to function normally in both
domestic and foreign affairs and to pursue its programme of economic and social reform.
It completed its full term in office, which began in 1998 and was brought to a close by the
parliamentary election of 14-15 June 2002.

The Organisation for Security and Cooperation in Europe (OSCE) monitored the
elections, at the invitation of the Czech government, and found that the election process
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met all international standards. In particular, the Czech Statistical Office acted as a model
of transparency by efficiently publishing the election results.

As no party won a simple majority of seats, the President invited the leader of the largest
party, the Social Democrats (CSSD), to conduct talks with other parties with a view to
forming a government. Subsequently, on 15 July the President appointed the new
government composed of the CSSD and the Coalition parties. The CSSD has 11
ministers including the Prime Minister, the Christian Democrats (KDU-CSL), has 3
ministers including Foreign Minister, and the Freedom Union (US-DEU) has 3 ministers.
This new coalition government has a majority of 101 seats out of 200 in the House of
Deputies.

There continues to be a basic consensus amongst political parties in favour of European
Union membership. Prior to the elections the outgoing government continued to meet
regularly the main opposition parties to review progress on EU accession. The new
government has confirmed accession to the European Union as a top priority.

1.1. Democracy and the rule of law

The Czech Republic has achieved stability of institutions guaranteeing democracy and the
rule of law. This was the conclusion of the 1997 Opinion and the subsequent Regular
Reports, and has been confirmed by developments over the past year. This section
focuses on the most significant developments since the last Regular Report.

The Parliament

The overall operation of the Parliament has remained smooth, including during the pre-
electoral period. Since the 2001 Regular Report, there has been an acceleration in the
legislative process as regards EU-related acts.

The procedures mentioned in the previous Regular Report which aim at streamlining
cooperation between the Parliament and the Government on EU affairs remain in place.
The Committee for European Integration of the Chamber of Deputies continues to hold
discussions with ministers on legislative proposals prior to submission by the
Government to the Parliament. As in previous years, the government avoided using the
fast track procedure for the adoption of EU-related legislative proposals.

With a view to EU accession, new mechanisms for enhanced communication between the
Government and the Parliament are being introduced, such as the one contained in the
amendment to the Constitution which entered into effect in June 2002. It requires the
Government to inform the Parliament on a regular basis — and in advance — of issues
concerning the obligations stemming from the Czech Republic’s membership of the EU.

A second amendment to the electoral law was passed in January 2002 following the
abrogation by the Constitutional Court of a previous amendment which, the Court ruled,
violated the constitutional guarantee of proportional representation. The new amendment
sought to strike a compromise by reducing the majoritarian elements of the original
proposal.

As regards non-legislative EU-related matters, both Houses selected, in good time, their
representatives and alternates to the Convention on the future of Europe.
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The executive

Welcome progress has been achieved in the establishment of an independent,
professional, stable and accountable public administration at central level. An important
step forward was taken with the adoption of the Civil Service Act in May 2002 after
difficult discussions and a close vote in Parliament. The Act creates a specific and
comprehensive legal framework for the central public administration and reforms the
existing arrangements in a number of key areas.

Personnel policy is to be depoliticised by the creation of a General Directorate for the
Civil Service which is to be responsible for the application of unified human resources
management throughout the administration, in coordination with senior officials in the
Ministries and other bodies.

The allocation of human resources throughout the administration is to be rationalised
through a process of “systematisation” which aims to determine the number of civil
servant posts and the funds earmarked for salaries in the Ministries and other bodies.

Professional standards are to be improved in a number of ways. There will be increased
use of competitive exams for recruitment and filling of vacancies. Existing state
employees will also be required, during a transition phase, to pass an exam in order to be
appointed as civil servants under the Act. Also, there is provision for more systematic
assessment of civil servants’ performance as well as clearer criteria for promotion.

The Institute of State Administration is to coordinate and provide an upgraded system of
training for new recruits and throughout the career of officials, as well as targeting
specific subjects such as European Union Affairs and languages.

The system of remuneration is clarified and standardized. The remuneration system under
the Civil Service Act is designed to overall improve the salaries of civil servants.

Thus the scope of the Act appears ambitious and comprehensive. Nonetheless, for the Act
to have a significant impact it will need to be implemented in a constructive and
cooperative spirit, on the basis of a wide political consensus.

The Commission has consistently stressed that a stable public administration based on a
clear legal framework and characterised by professionalism and independence from
undue influences is essential if the Czech Republic is to fully benefit from membership of
the European Union. However, the transition period for full implementation of the Act
extends to the end of 2006 and it may take a considerable amount of time before the
benefits of the Act will start to be felt. Therefore, an acceleration of the timetable for
implementation would be desirable.

The officials of regional and municipal authorities will be governed by the Act on
Officials of the Territorial Self-Governing Units adopted in June. This Act also aims to
set up a framework for professionalisation. The Act focuses on more transparent
procedures and more stringent criteria for recruitment, strengthening continuous training
of officials and increasing standards of service to the public. In compensation, some
longer holidays and additional severance pay are provided for.

In 2002 the decentralisation process continued. In January 2002 the regions were granted
a fixed portion of tax revenue thus increasing their own resources and getting more
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decision making autonomy. Furthermore, the limits on the capacity of the regions to run
debts, introduced in November 2001, have been abolished. By mid 2002 a further raft of
legislation was adopted concerning the transfer of competencies as well as property and
staff from the District Offices, which are due to be abolished as of January 2003, to the
municipalities and regions. It has not been decided yet, which part of the resources of the
regional budgets would be increased to accompany the transfer of the remaining
competencies.

The judicial system

Since the previous Regular Report the Czech Republic has made further progress with
judicial reform, in particular as regards administrative law, the organisation and self-
administration of the judiciary and the implementation of the new Code of Criminal
Proceedings.

The judicial system is composed of four main tiers: 86 district courts, 8 regional courts, 2
high courts and the Supreme Court. In addition there is the Constitutional Court, which
may be addressed directly by citizens in some cases of alleged violation of fundamental
rights. Prior to the communist era, the court system was largely based on that of the
Austro-Hungarian Empire. Since then, post-1989 basic codes have drawn upon prewar,
communist and modern elements and thus require extensive revision.

Judges are nominated by the Ministry of Justice and appointed for life by the President of
the Republic. Certain State prosecutors are subject to a security vetting procedure. The
Ministry of Justice determines the number of judges and state prosecutors and their
promotion, and administers the budgetary resources of the judiciary. Judges’ salaries,
which are relatively high, are set by Parliament. The Constitution enshrines the
independence of judges, although the Minister of Justice is responsible for appointing,
transferring and terminating the appointment of the President and Vice-Presidents of
courts.

Several developments can be noted over the reporting period. The important and much
debated Act on Courts and Judges entered into force in April 2002. The Act introduced a
first step towards self-government of the judiciary by the creation of Judicial Councils
which have the status of consultative bodies at all court levels. It also seeks to promote
greater professionalisation of the judiciary by establishing new procedures for the
selection, training and evaluation of judges. However, members of the judiciary and the
Union of Judges criticised the Act as undermining the independence of judges and, for
similar reasons, the President of the Republi