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Abbreviations used in the Action Plan
AVC – Administrative Violations Code
BoL – Bank of Latvia

CIT – Corporate Income tax

CL – Criminal Law

CoM – Cabinet of Ministers

CPCB – Corruption Prevention and Combating Bureau

CRPC – Consumer Rights Protection Centre

CSB – Central Statistical Bureau
ECL – Employers’ Confederation of Latvia

EU – European Union

FCMC – Finance and Capital Market Commission

FIDIC – International Federation of Consulting Engineers

FP – Farmers Parliament
FTUCL – Free Trade Union Confederation of Latvia

FVS – Food and Veterinary Service

GDP – Gross Domestic Product

LCCI – Latvian Chamber of Commerce and Industry

LGSI – Lotteries and Gambling Supervision Inspection

MoA – Ministry of Agriculture

MoE – Ministry of Economics
MoF – Ministry of Finance

MoH – Ministry of Health 

MoI – Ministry of Interior

MoJ – Ministry of Justice

MoT – Ministry of Transport

MoW – Ministry of Welfare

OECD – Organisation for Economic Co-operation and Development
PIT – Personal Income Tax
PMB – Procurement Monitoring Bureau
RET – Real Estate Tax
SC – State Chancellery 
SLI – State Labour Inspectorate
SP – State Police

SRS – State Revenue Service
SSM – State Secretaries’ Meeting
VAT – Value Added Tax

Introduction
Action plan to reduce shadow economy and promote fair competition (hereinafter - the Action Plan) is developed according to the order No 96 “On the Working Group” of the Prime Minister issued on March 15, 2010 to accomplish the task – by June 1, 2010 to develop and submit to the Cabinet of Ministers conceptual solutions to reduce shadow economy.

The Working Group included social partners (FTUCL, LCCI, FP and ECL), MoF, MoE, MoJ, MoA, MoT, MoW, SC, MoH, SP, SRS, CPCB, as well as experts from BoL and CSB. 

The Working Group met nine times. In addition, to identify appearance of shadow economy and solutions to reduce it in specific sectors, separate meetings were held on construction, agriculture, forestry, fisheries, transport, logistics, metal working, lotteries and gambling, healthcare and trade related matters, involving extra representatives of relevant sectors, responsible ministries, the MoF and SRS. Also, discussions were organised with communications professionals, social anthropologists and sociologists about the role of communication in reducing shadow economy.

The main task of the Working Group in the second phase was to develop long-term strategic solutions focused on the restriction of factors (causes) facilitating shadow economy and systemic adjustment of taxpayers behaviour. For this purpose, the working group:

1. Initially theoretically looked at the essence and calculation of the concept of “shadow economy”; involved academics and listened to presentations of the CSB and BoL.

2. Evaluated the work of the SRS and other controlling authorities to detect and prevent irregularities.

3. Got acquainted with the private sectors vision of key causes that undermine the motivation to operate in registered economy (LCCI information).
4. Separately analysed each sector and developed proposals for the following sectors:


1) construction;


2) metal working;


4) retail trade;


5) agriculture, forestry, fisheries and food chain;


6) lotteries and gambling.

5. Analysed the current tax policy impact on the shadow economy.

6. Invited communication specialists, sociologists and social anthropologists to a discussion to better understand public opinion and mechanisms to influence it, as well as the role of communication in reducing shadow economy.

7. Evaluated incentive measures for the transition from shadow economy to legal activities reducing the risks associated with the transition time.

In the result the work group reached the following conclusions.

Fundamental principle behind the reduction of shadow economy 
To make activities in shadow economy as much disadvantageous as possible but activities in registered economy as advantageous as possible facilitating the transition to registered economy and improving communication between public administration and society.
	Reduction of shadow economy
	Promotion of registered economy 

	Greater chance of being caught – more effective control.

Effective sanctions.

Limited access to cooperation with the state – in procurements, projects.
Increased administrative requirements.
	Facilitation of cooperation with the state – in procurements, projects.

Simplification of administrative requirements.

Less control from the state.

	Eased transition to registered economy 

Improved communication with the public


Promotion of activities in registered economy 
It is very important that shadow economy reduction measures would make the smallest possible negative impact on those businesses that comply with their obligations to the state and motivate them to continue to operate within formal sector of economy. This is possible only by separating entrepreneurs who honestly fulfil their obligations to the state from businesses operating in informal economy and treating them differently. For this purpose the Working Group offers two types of solutions:

1) to prepare a concept paper evaluating the possibility to introduce the “white list” for entrepreneurs to simplify the participation in state and local procurements, tendering for EU funded projects. Entrepreneurs that meet certain criteria and agree to disclose some extra information about their business are offered the chance to be included in the “white list”. Due to credibility of information, the ‘white list” status would also promote entrepreneurial cooperation and creation of new business contacts;

2) development of Latvia’s “Authorized Economic Operator” scheme in customs area. Entrepreneurs may gradually acquire an increasing degree of reliability, thus obtaining the right to greater privileges when settling customs issues.
By implementing solutions above, gradual reduction of administrative burden and level of risk for control purposes would make legal activities more beneficial.
Different requirements should be set also for small businesses. Due to the large numbers of small businesses and insignificant fiscal gain, it is not efficient to allocate large amount of resources towards performance control. Instead, small businesses should be offered a simple and easy tax payment procedure to encourage the payment of taxes to ensure transparency of the tax system and control with relatively modest resources. In current tax regimes for small businesses the administration aspect has not sufficiently been taken into consideration. Therefore, these options (fixed tax, patent fees) are used by a small number of entrepreneurs – mainly those who see opportunity in reducing tax payments. Meanwhile the State Revenue Service has to ensure a complex monitoring function. The proposed solution – to re-evaluate the existing small business tax regimes and gradually move towards consolidation and downsizing.

Another of the directions proposed by the Working Group is consolidation of administrative requirements and their application, inter alia, carrying out a systematic review of administrative procedures by eliminating unnecessary and hindering requirements and upgrading of IT systems making them more user-friendly.

During economic downturn many companies start to face difficulties to meet their tax obligations. Consequently, the risk increases that these companies might go bankrupt or join informal sector. Therefore, the Action Plan offers support measures for companies in short-term difficulties that cooperate with the state in meeting their obligations:

1) one-off measure to wave fines and overdue payment penalties for entrepreneurs who pay the tax debt within a certain time;

2) for a fixed period abolish overdue payment penalty when the tax payment due date is extended or tax payment is split into instalments.

Reduction of shadow economy
In order to reduce the motivation to operate in shadow economy, potential benefits should be reduced, namely:
1) increased the risk of being caught;

2) improved the system of sanctions, which would result in substantial material punishment prohibiting further involvement in unregistered activities;

3) for shadow economy participants limited access to co-operation agreements with the state – in procurement, projects, as well as no release of administrative requirements.

The risk of detection increases in proportion to the capacity of the controlling authorities, so one of the directions proposed by the Working Group is capacity building for controlling authorities:
1) giving them additional rights;

2) providing access to additional information;

3) optimizing the functions and tasks;

4) providing additional funding.

The Working Group also agreed to review current administrative penalties, evaluating their effectiveness and developing proposals for improvement of the administrative penalty system. It is also proposed to revise the existing permit, license and registration system to ensure cancellation of particular business activities, if irregularities are found. 

Transition from shadow economy to registered activities
One of the key factors that prevent shadow economy participants from the legalisation of their activities are risks associated with the transition moment. To minimize these risks, the Working Group offers one-off possibility to declare acquired savings after payment of certain tax.

To achieve significant changes in short term, it is necessary to simultaneously implement a one-off measure package:
1) to introduce zero declaration;

2) to offer an opportunity to declare savings acquired from unregistered economic activity after payment of certain tax;

3) to wave fines and overdue payment penalties if the tax debt is paid within a certain time.

Horizontal measures
The Working Group also identified a number of measures related simultaneously to several strands of action, including improvement of the tax system efficiency and communication activities.
To increase the efficiency of the tax system the action should be taken in following directions:
1) to shift the tax burden to those areas with lower avoidance risk;

2) to reducing the number of allowances and exceptions.

Low level of public trust in public administration and its policies was identified as a major problem that contributes to the increase in shadow economy. Regarding communication improvement action were proposed in the following directions:
1) to communicate positive and negative examples;

2) to make information publicly available about the use of taxes paid to the state budget and about the link of public service quality with the amount of taxes paid.

Most measures included in the Action Plan are clearly defined and enforceable according to regulatory enactment, but some measures would require additional research and development of detailed solutions.

The Working Group proposes to continue the work regularly informing the Cabinet of Ministers about the progress. The aim of the Working Group will be to follow-up the implementation of the Action Plan, and, if necessary, to develop new proposals, if during the implementation of the Action Plan accomplishment of some task would prove unnecessary, will not produce the expected results or if the overall goal will require new solutions.

The Action Plan includes all proposals provided by the Working Group members for reduction of shadow economy, promotion of legal business and fair competition. Some measures were not supported by the Work Group, but to create a complete picture of discussions and the covered proposals, they are also included for information in the 1. Annex indicating lack of support and justification behind. Legally

Impact evaluation on the state budget
In general, the Action Plan will make a positive impact on state budget by promoting tax revenue and eliminating tax avoiding business activities, though some activities will require short-term extra expenditure.
Other measures
Simultaneously with the Working Group the following measures are initiated or implemented relating to the shadow economy reduction:

1. Action Plan for Law Enforcement Institutions 2010 is being prepared to activate the fight against contraband and illegal trade of tobacco and alcohol in Latvia (SRS).
2. The Cabinet of Ministers approved the Action Plan to reduce unregistered employment 2010-2013 (MoW).
3. On July 7, 2010, the Cabinet of Ministers discussed the informative report “On the legitimacy in the timber market in Latvia” (MoA).
4. The Cabinet of Ministers discussed the informative report “On the accountability and penalties in commercial rights” which includes solutions to increase the liability for violations in business (including non-compliance with tax laws) (MoJ).

Authorities responsible for these measures also participated in the working group.
Measures to reduce shadow economy and facilitate fair competition  
	No
	The goal set in the Plan:
	To reduce shadow economy and facilitate fair trade


	
	Direction of actions to achieve the goal
	Tax Policy


	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	1
	Evaluate the current tax regimes for small businesses and develop proposals for small business tax regime consolidation and downsizing.
	01.07.2011
	MoF
	Tax system applicable to small businesses will be simplified, it will be made more understandable for all, and it will be easier to detect tax evasion. 
Facilitates tax revenue. Prepared informative report.
	In the framework of Tax and duty development guidelines
	Within the scope of allocated state budget
	Supports
	

	2.
	Gradually, taking into account the situation in the state budget, increase the PIT non-taxable threshold.
	01.01.2011
01.01.2012
01.01.2013

	MoF
	Reduces labour costs for entrepreneurs. Increases the tax progressiveness, fairer application of the tax (those with higher income pay more), which in turn reduces the attractiveness to receive “envelope wages”.

Amendments to the Cabinet Regulation No 531 of 14.06.2009 “Regulation on the monthly non-taxable threshold and the amount of tax allowance for calculation of personal income tax”
	In the framework of Tax and duty development guidelines
	If the increase is 20 LVL per month, fiscal impact is 37.6 mln per year. State budget.
	Supports
	

	3.
	Evaluate the existing CIT and PIT allowances from their efficiency and administration point of view. 
	01.06.2011
	MoF
	As every tax exemption also makes the tax administration more complex and costly, revision of these exemptions allows to evaluate economic and social gain in comparison with administration cost. Review of CIT allowances also makes it possible to repeal some allowances that have not attained the objectives of their introduction and, possibly, introduce more targeted allowances instead.

Prepared informative report.
	In the framework of Tax and duty development guidelines
	Within the scope of allocated state budget
	Supports
	

	
	Direction of actions to achieve the goal
	Reduction of Administrative Burden


	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	4.
	To develop proposals to improve the electronic declaration system, providing an automatic fill in with the information already available to the SRS.
	01.09.2010
	MoF, SRS
	Simplified annual income declaration.

Proposals submitted for amendments to the Law on Personal Income Tax to the 2nd reading in Saeima. Proposal submission deadline 01.09.2010.
	
	Within the scope of allocated state budget resources
	Supports
	

	5.
	To examine options to improve tax revenue and administration system. Including the possibility of establishing a system where each taxpayer would have a joint tax account, from which all taxes and other mandatory payments are paid, as well as to which all excess taxes are transferred.
	01.07.2011
	MoF, Treasury, SRS
	Simplified tax refund and improved administration.
Prepared policy paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	6.
	Prepare a policy paper on the duplication prevention in the information that has to be submitted to public administration, evaluate the information submission frequency, as well as assess and abolish requirements that are formal and do not present a significant impact on society.
	01.07.2011
	SC,

all ministries
	Submission of unnecessary information, duplication of submitted information avoided. Justified system of various surveys and inspections. Reduces the impression that the government makes many and different unnecessary checks.
Prepared policy paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	7.
	Research the opportunities to improve cooperation between the controlling authorities on the basis of best practice examples (such as cooperation between SRS and SLI).
	01.01.2011
	MoF, MoE, MoA, all ministries
	More effective, coordinated control, less burden on individuals and entrepreneurs.

Prepared policy paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Support for Fair Entrepreneurs and Promotion of Transition to Official Economy


	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	8.
	Develop a concept paper evaluating the possibility to introduce the “white list” for entrepreneurs, including equal approach to foreign entrepreneurs. To assess the possible contribution of “Sustainability index” developed by ECL and FTUCL.
	01.10.2010
	MoF, SRS, other ministries
	Entrepreneurs that meet certain criteria and agree to disclose some extra information about their business are offered the chance to be included in the “white list”. Due to credibility of information, the ‘white list” status would also promote entrepreneurial cooperation and creation of new business contacts.
Developed concept paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	9.
	Development of Latvia’s “Authorized Economic Operator” scheme in customs area.
	01.10.2010
	MoF, SRS
	Entrepreneurs may gradually acquire an increasing degree of reliability, thus obtaining the right to greater privileges when settling customs issues.

Developed policy paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	10.
	Develop a concept paper for one-off measure to wave fines and overdue payment penalties for entrepreneurs who pay the tax debt within a certain time;
	01.10.2010
	MoF, SRS
	Would create the opportunity to continue the business for the tax payers who were not able to settle their liabilities to the state budget fully due to economic downturn. Taxpayers would not be forced to start insolvency proceedings or to seek other business opportunities (possibly to start unregistered economic activity). 

State budget revenue would increase because the tax debt would be paid which otherwise would not be collected.

Developed concept paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	11.
	For a fixed period abolish overdue payment penalty when the tax payment due date is extended or tax payment is split into instalments.
	01.01.2011
	MoF
	Support for entrepreneurs who cooperate with the SRS to settle their debts.

Amendments to the Law on Taxes and Duties.
	
	Within the scope of allocated resources
	Supports
	

	12.
	Develop concept paper to analyse the possibility to introduce mechanism for individuals who have avoided paying taxes to reimburse state losses associated with tax evasion (Art. 218 of the CL, Art. 159 of the AVC) while considering how to alleviate punishment. Also research the options how to declare savings from unregistered economic activities, encouraging the transition into registered economy.
Enforceable simultaneously with the ’zero’ declaration until 01.07.2011.
	01.10.2011
	MoF, SRS, CPCB, MoJ, MoI, General Prosecutor’s Office
	In the context of zero declaration implementation allows not only to record the state of personal property, but also to declare funds obtained as a result of unregistered economic operations, thereby facilitating the transition into registered economy.

Prepared concept paper.
	
	Within the scope of allocated resources
	Supports
	

	13.
	Develop a medium-term concept paper on minimum wage revision, including division by occupational groups.
	01.07.2011
	MoW
	Setting minimum wage according to the economic situation, taking into account productivity changes (especially among less-skilled), is essential to the economic sustainability and principles of fair competition.

Developed concept paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	14.
	Introduce a similar criterion as in the Public Procurement Law where the applicant company must pay its staff at least 70% of the sector average wage, as well as foresee the need to evaluate how these persons comply with tax legislation requirements, including those relating to public contracts with the state (for example, tenders of wood felling sites of JSC “Latvia’s State Forests”).
	01.01.2011
	MoF, MoI
	Encourage entrepreneurs to waive payment of “envelope wages”, as the state does not sign contracts with such operators.
Prepared draft regulation of the Cabinet of Ministers.
	
	Within the scope of allocated state budget resources
	Supports
	

	15.
	Determine compliance with the tax regulations as horizontal criteria when allocating the EU Structural funds.
	01.01.2011
	MoF
	Encourage entrepreneurs to abandon “envelope wages” practice, as the state does not allocate the EU funds to those who avoid taxes.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Capacity Building for Controlling Authorities


	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	16.
	Develop and submit to the Cabinet of Ministers amendments to the normative acts to introduce a zero declaration, defining that all goods acquired after zero declaration and whose occurrence cannot be explained by legal means are illegally obtained.

Zero declaration to be introduced before 01.07.2011.

	15.02.2011
	MoF, SRS, CPCB, MoJ, General Prosecutor’s Office
	Improves control over  individual's property and income. Such a control mechanism helps competent authorities to control the source of individual’s income, as well as to discover irregularities.

Limits individuals’ desire to make unregistered economic activities, because the use of gained funds is burdened. Also, psychological effect on individuals being aware of the fact that controlling bodies can easier prove the existence of unreported income.

Amendments to legislative acts submitted to the Saeima.
	
	Within the scope of allocated state budget resources
	Supports 
	

	17.
	Improve public awareness of the reporting options, reporter’s rights and guarantees.
	01.10.2010
	SRS, MoF, MoJ, MoA
	Improved information on web pages of controlling authorities. Additional information to visitors of institutions. Within the scope of allocated funding information in mass media.
	
	Within the scope of allocated state budget resources
	Supports
	

	18.
	Prepare a policy paper on the capacity assessment of controlling authorities, to reduce possibilities of corruption and ensure effective control functions.
	01.12.2010
	SC in cooperation with MoF, all ministries
	Improved ability of controlling authorities to prevent and detect violations, as well as increase in skills and loyalty employees.

Developed policy paper.
	
	Additional financing in accordance with solutions developed
	Supports
	

	19. 
	Organize a discussion about the possibilities to facilitate and accelerate access to the location data for operational entities and the investigative authorities defined in the Electronic Communications Law. 
	01.01.2011
	MoF, MoJ, SRS, MoT, MoI, CPCB, SP, General Prosecutor’s Office
	The capacity of the Financial Police in the latent crime detection and prevention will increase, especially related to the activities of organized crime, which largely influences the amount of shadow economy in the country.

The issue discussed between institutions, identified further action.


	
	Within the scope of allocated state budget resources
	Supports
	

	20. 
	Organize a discussion about the necessity to amend the Law on Credit Institutions stipulating that the same information submitted to the Control Service has to be provided also to the SRS.
	01.10.2010
	MoF, SRS
	Efficiency of SRS activities will increase.

The issue discussed between institutions, identified further action.


	
	Within the scope of allocated state budget resources
	Supports
	

	21.
	Introduce a norm which establishes that after achieving a certain threshold according to the law "On Taxes and Duties" legal entities must declare all the previous month’s cash transactions – also with individuals who under the regulatory scope of the tax laws are not required to register with the SRS as economic activity performers.
	01.10.2010
	MoF, SRS
	Strengthened controls of cash transactions.

Amendments to the Law on Taxes and Duties.


	
	Within the scope of allocated state budget resources
	Supports
	

	22.
	Similarly as it is currently for the persons who register with the Enterprise Register, determine that also individuals who have to register with the SRS as performers of economic activity have to do that before starting the economic activity, as well as they have to indicate the areas of operation.
	01.01.2011
	MoF, SRS
	Reduced possibility that the taxpayer obtains revenue for the whole month, while begins to record revenue from economic activity for tax purposes only from the time when he/she registers with the SRS as the economic operator, and it will not be allowed to form actually existing working relationships as a business contract.

Amendment to the Law on Personal Income Tax
	
	Within the scope of allocated state budget resources
	Supports
	

	23.
	Determine that if a taxpayer keeps accounting records in the computer, then at the request of tax administration authorities for implementing tax audits the taxpayer has to ensure access to all the information available on enterprise’s computers  that is related to accounting and its records supporting documents and has to provide opportunity for tax administration authorities to copy this information.
	01.01.2011
	MoF, SRS
	Increased efficiency of tax controls, the possibility is reduced for taxpayers to maintain “double” accounts when transactions for tax purposes are reflected in one computer accounting program, but the accounting for company's needs is made in another program or another computer.

Amendments to the Law on Taxes and Duties, the Law on State Revenue Service.
	
	Within the scope of allocated state budget resources
	Supports
	

	24.
	Make amendments to normative acts stating that the person who sells goods or offers services on the Internet must inform the SRS about this activity; similarly as currently taxpayer's brunches are registered.


	01.01.2011
	MoF, SRS
	Transactions in electronic commerce sector are regulated. Identification of participants of electronic transactions is simplified, proving of such transactions, determination of the transaction value, transaction location and time.

Amendments to the Law on Taxes and Duties and the AVC.
	
	Within the scope of allocated state budget resources
	Supports
	

	25.
	Review legislation in accordance with OECD guidelines on application of transfer prices, its justification with documents and, in accordance with best practice – extend the possible audited period to five years.  To incorporate in normative acts the possibility for merchants to contact the SRS prior to the transaction to check transfer price compliance with the law (the issue is not subject to further reviews within the tax audit).
	01.06.2011
	MoF, SRS
	Reduced administrative burden on the SRS, as well as on taxpayers, because confusion of the transfer pricing procedure is resolved.

Amendments to the Law on Taxes and Duties.
	
	Within the scope of allocated state budget resources
	Supports
	

	26.
	Determine an obligation to the Enterprise Register prior to registering or renewing registration to the enterprise to examine the legal basis for the domicile specified in the application by merchant asking to submit documents verifying that, as well as checking, whether the legal person in accordance with the information available in the Population Register has a declared place of residence.
	01.01.2011
	MoF, MoT
	Reduced possibilities to register "fictitious" companies as a result possibilities to create fraudulent schemes are limited. The SRS saves resources because finding these persons, elimination of schemes is very labour intense process.
Identified the necessity for amendments in legislative acts.
	
	Within the scope of allocated state budget resources
	Supports
	

	27.
	Evaluate the possibility to adjust the size of state duty to prevent manipulations with the sales value of the real estate and avoidance of state duty payment.
	01.08.2011
	MoJ, MoF, SRS
	Arranged real estate market, ensured “transparency” of transactions and reduced possibilities of tax avoidance.

Developed policy paper and submitted to the CoM.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Development of Normative Acts



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	28.
	Prepare guidelines to determine the basic principles for drafting normative acts, ensuring their gradual codification and simplification.
	01.06.2011
	SC in cooperation with MoJ, MoF and other ministries
	Wherever possible, normative acts of the same area are combined to ensure their transparency, their application is simplified because fragmentation of normative acts is reduced to minimum (one regulation is not set in several Cabinet regulations or even several laws). Guidelines developed.
	
	Within the scope of allocated state budget resources
	Supports
	

	29.
	Explain to the society the essence and application of normative acts and publish these explanations before new normative acts come into force. Improve public awareness of EU normative acts and their impact on the Latvian legislation.
	Continuously 
	All ministries
	Reduces uncertainty in the application of new laws and regulations, thereby reducing the error rate as well as different interpretations of certain provisions of laws and regulations. The nature and essence of the laws are more understandable to the public, hence also reduced impression that activities performed by the state are distant and unclear.

Normative acts are timely and clearly explained to the society.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Penalty Policy



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	30.
	Report on applied administrative penalties’ structure, frequency and size of the applied penalties of all controlling institutions:

- what penalties;

- how often are applied;

- how big penalty is applied (the maximum, minimum);

- development of the particular offense. 
	Ministries provide information to the MoJ by

01.01.2011.

MoJ submits informative report to the CoM by 01.04.2011.
	MoJ,

 all ministries
	It would allow revision of current penalty system to comply with the following principles:

· Avoid doubling of penalties set in different normative acts; 

· Ensure the proportionality between penalty and violation;

· Increase sanctions which in the penalty system are too low therefore they do not reach the goal;

· Increase the threshold of penalties for violations where analysis indicates the penalty is too low.

Developed informative report.
	
	Within the scope of allocated state budget resources
	Supports
	

	31.
	Controlling institutions have to develop publicly available internal guidelines on application principles of administrative penalties, where the penalty is applied based on its proportionality to the offense.
	01.06.2011
	MoJ, All ministries to which controlling institutions are subordinated
	Eliminate cases when similar penalty sanctions are applied to breaches of different severity.

Disproportionate penalty is not applied to negligible breaches.

Developed guidelines.
	
	Within the scope of allocated state budget resources
	Supports
	

	32.
	To evaluate the current situation with regard to the normative acts determining the issuance of various permits (licenses) - whether they stipulate that the permits (licenses) are annulled if a person has committed significant offenses.
	01.01.2011
	MoE, all ministries
	Entrepreneurs who require permissions (licences) to perform their economic activities would be more responsible to their duties and liabilities against the state, otherwise their options to perform particular activities would be limited.

Developed informative report.
	
	Within the scope of allocated state budget resources
	Supports
	

	33.
	Extend and consolidate the period for which the employer is expected to be liable for the unpaid mandatory tax payments for employing a staff member unofficially (currently the period specified in the Law "On State Social Insurance" is one month, but in the Labour Law - 3 months).
	01.01.2011
	MoW, MoF
	Will discourage part of employers to employ unregistered staff. Will also benefit to unregistered workers, because they would have legal basis to go to court against an employer for unpaid salary for a longer period. Creates a situation where the employer and the employee is no longer interested in concealing unregistered employment, because it threatens the employer to substantial penalties, but not the employee.
Prepared draft regulation of the CoM.
	
	Within the scope of allocated state budget resources
	Supports 
	

	34.
	Organize a discussion to assess the opportunities to simplify and accelerate the criminal procedure and legal proceedings in cases of tax violations. 
	01.01.2012
	MoJ, MoF
	Fast and objective criminal proceedings in the tax field. 

Organised discussion and identified directions of further activities.
	
	Within the scope of allocated state budget resources
	Supports
	

	35.
	In the Public Procurement and the allocation of EU funds to impose civil liability on general contractor for tax payment and employment violations of subcontractor.
	01.06.2011
	MoF
	The formation of enterprise chains is prevented when the main company operates with integrity to get the orders, while to reduce costs a range of violations are made at the subcontractor level. The main beneficiary is pressed to influence its subcontractors to work within law

Prepared draft regulation of the Cabinet of Ministers..
	During the development of action plan for the reduction of unregistered employment 2010-2013 it was decided to remove from the action plan measures imposing administrative responsibility on general contractors which, in order to win the tender, have signed contracts with subcontractors who employ unregistered staff because the administrative penalty may be applied exclusively in cases of non-compliance stipulated in external normative acts.
	
	Supports
	

	
	Direction of actions to achieve the goal
	Work with the Public


	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	36.
	Publish the positive examples – employers’ and employees’ information on why they pay taxes.
	Continuously
	MoF, SRS
	Compliance with the tax regulations is facilitated.
Information is published online and updated on a regular basis.
	
	Within the scope of allocated state budget resources
	Supports
	

	37.
	Publish negative examples not only on the detected major violations, but also on the violations that occur on a daily basis.
	Continuously
	MoF, SRS, MoE, SLI, MoA, FVS


	The society is clearly showed the consequences of tax evasion.
Updated information in the websites of controlling authorities.
	
	Within the scope of allocated state budget resources
	Supports
	

	38.
	Implement and coordinate communication activities to educate the society on tax payments and reduction of shadow economy. 
	Continuously
	MoF, SC
	Main goal – in a simple and demonstrative way to inform the society about the utilization of taxes paid to the state budget, the link of the quality of public services with the amount of tax revenues, the need to pay taxes avoiding participation in the shadow economy.

Ensured coordination among communication activities of ministries and other responsible institutions.
	Included in the draft Public Administration Communication and Coordination Action Plan 2010-2012 which was promulgated in the SSM.
	
	Supports
	

	39.
	Clearly indicate how taxpayers contribute to the municipality infrastructure development and provision of services.
	Continuously
	 MoRDLG
	Facilitates tax revenue because the society sees that the taxes paid are used also to improve its daily life.
Regularly updated online information about municipality expenditures.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Reduction of Shadow Economy in Construction Sector



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	40.
	Enhanced cooperation and information exchange between the SRS and the MoE in order to exclude dishonest merchants from the Construction Merchants Register.
	01.01.2011


	MoE
	Reduced market distortion and unfair competition.
	
	Within the scope of allocated state budget resources
	Supports


	

	
	Direction of actions to achieve the goal
	Reduction of Shadow Economy in the Area of Gambling and Lotteries



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	41.
	Determine that the LGSI has the right to instruct Internet providers to block the access to unauthorized gambling organizers’ addresses.
	01.07.2011
	MoF, LGSI, MoT
	Activities of illegal gambling organizers are limited preventing the uncontrolled flow of funds and involvement of unregistered players in gambling. 

Amendments made to the Law on Lotteries and Gambling, AVC, Electronic Communication Law and respective normative acts.
	
	Within the scope of allocated state budget resources
	Supports
	

	42.
	Establish that the LGSI provides information to the FCMC on illegal internet gambling organizers, so that it can prohibit payments to the accounts of unlicensed gambling organizers.
	01.07.2011


	MoF, LGSI, SRS, FCMC
	Activities of illegal gambling organizers are limited preventing the uncontrolled flow of funds and involvement of unregistered players in gambling. 

Amendments made to the Law on Lotteries and Gambling, Law on Credit Institutions, and respective normative acts.
	
	Within the scope of allocated state budget resources
	Supports
	

	43.
	In case of identified violation the LGSI has a right to confiscate the gambling equipment.
	01.07.2011


	MoF, LGSI
	In case of identified violation the illegal activity is immediately suspended.

Amendments made to the Advertising Law, AVC, Law on Lotteries and Gambling, as well as respective normative acts.
	
	Within the scope of allocated state budget resources
	Supports
	

	44.
	Establish that the LGSI is authorized to review the cases of distributing advertisements for unlicensed gambling, and increase the penalty for violation of gambling advertisement distribution.
	01.07.2011
	MoF, LGSI, MoE, CRPC, MoJ
	Equal circumstances are ensured and foreign gambling organizers, as well as between different types of gambling games. Amendments made to the Advertising Law, AVC, Law on Lotteries and Gambling, as well as other respective normative acts.


	
	Within the scope of allocated state budget resources
	Supports
	

	45.
	Specify the requirements for organizing TV and SMS games, and the restrictions for showing and advertising gambling on television.


	01.07.2011
	MoF, LGSI
	Arranged organisation of different games by phone, on TV and Internet applying especially high rates on SMS.  

Amendments to the Law on Lotteries and Gambling
	
	Within the scope of allocated state budget resources
	Supports
	

	46.
	Develop a concept paper for gambling equipment connection to a common network.  The process has to consist of two parts. In the first stage by 01.01.2012 transition has to be made to the use of electronic counters (by abolishing the use of mechanical counter). Second stage – to engage gambling equipment into a single network by 01.01.2015 taking into consideration the cost of developing and maintaining the system.
	01.07.2011


	MoF, LGSI
	Facilitates the supervision and transparency of revenue flow.

Developed concept paper.
	
	Within the scope of allocated state budget resources
	Supports
	

	47.
	Reduce the tax rate for interactive games from 10% to 5% of revenue, so that it is more aligned to the rate in other countries, thus making it attractive for organizers from the low-tax countries and other countries currently operating illegally to request and receive Internet gambling organization license in Latvia.
	01.07.2011
	MoF, LGSI
	Currently the tax is not collected at all because there are no legally operating organisers. Correction of tax rate would create pre-conditions for licence requests. Amendments to the Law on Lotteries and Gambling Tax and Duty
 
	
	Within the scope of allocated state budget resources
	Supports
	

	48.
	Foresee regulation for organization of poker tournaments and establish a separate tax rate for the organizers of poker tournaments.
	01.07.2011
	MoF, LGSI
	Organisation of illegal poker tournaments in entertainment places using opaque settlement methods and converting virtual Internet money into real money is prevented.

Currently, the existing rate on the card table in classic casino is not appropriate to poker tournaments, so it encourage the organisation of illegal tournament. By making these changes it would ensure that poker games and tournaments will take place in licensed gaming sites, taking into consideration other gambling organization-specific requirements.

Amendments to the Law on Lotteries and Gambling, On Lotteries and Gambling Tax and Duty, CoM Regulation „Joint accounting procedure for lotteries and gambling organisations”, CoM Regulation „Lotteries and gambling organisations and maintenance supervision and control procedures” and other respective normative acts
	
	Within the scope of allocated state budget resources
	Supports
	

	49.
	Review the calculation method of raffle tax determining that the tax has to be recalculated for the year.
	01.07.2011
	MoF, LGSI, SRS
	The amount of payable tax is determined more accurately. Amendments to the Law on Lotteries and Gambling Tax and Duty.   
	
	Within the scope of allocated state budget resources
	Supports
	

	50.
	Establish that for lotteries and gambling tax the late payment penalty is 0.05% per day as it is for other taxes.
	01.07.2011
	MoF, SRS, LGSI
	Unified late payment calculation procedure.

Amendments to the Law on Lotteries and Gambling Tax and Duty. 
	
	Within the scope of allocated state budget resources
	Supports
	

	51.
	Withdraw the state duty for issuing the label respectively increasing tax rate for gambling equipment.
	01.07.2011
	FM, IAUI
	The administrative burden is reduced.

Amendments to the Law on Lotteries and Gambling, On Lotteries and Gambling Tax and Duty, CoM Regulation “Joint accounting procedure for lotteries and gambling organisations”, CoM Regulation “Lotteries and gambling organisations and maintenance supervision and control procedures” and other respective normative acts 
	
	Within the scope of allocated state budget resources
	Supports
	

	52.
	To evaluate the PIT payment procedure for the amounts of winnings paid out/ received.
	01.01.2011
	FM, IAUI 
	The number of cases decreases when the winning is hidden in order to avoid tax payment.

Developed policy paper and submitted in the CoM.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Reduction of Shadow Economy in the Transport Sector



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	53.
	Prepare and publish an explanation to SRS Customs authorities and entrepreneurs about the use of direct representation in customs area, which also contains an explanation about the rights and responsibilities of the representative and the represented person.
	01.01.2011
	MoF
	Resolved disagreements between the SRS, companies and courts.
Information is prepared and distributed among relevant stakeholders.
	
	Within the scope of allocated state budget resources
	Supports
	

	54.
	To reduce illegal transportation of passengers, by supplementing the Cabinet of Ministers Regulation No.665, 18.08.2008., ”Road transportation control order” with provision for transportation control of inland passengers, i.e. establishing detailed procedures for passenger transportation control process, for example determining that an inspector of the Road Transport Inspectorate, when controlling vehicles used for passenger transportation, make a control purchase of a ticket to check the ticket issuance, as well as the rights to carry out the post duties without a recognizable uniform.
	01.01.2011
	MoT, Road Transport Inspectorate
	Improved passenger transport compliance with the rules, as well as regular and irregular, international and long distance traffic control.

Amendments to the Cabinet Regulation No 665 of August 18, 2008 “Road Transport Control Procedures”.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Reduction of Shadow Economy in the Sectors of Agriculture, Fisheries, Forestry



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	55.
	Improve reporting procedure for recruitment of seasonal workers.


	01.01.2011


	MoA, MoW, MoF
	Reduces administrative burden and reduces inaccuracies in the information provided.
Developed proposals for reporting procedure improvement.
	
	Within the scope of allocated state budget resources
	Supports
	

	56.
	Assess the need to supplement the Article 134 of the Law on Value Added Tax with merchants operating in the fisheries sector, determining the products, which would qualify for special VAT payment and pre-tax deduction arrangement.
	01.01.2011
	MoF, MoA
	Facilitates industries operations. 

Developed informative report.
Researched the necessity for amendments.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Reduction of Shadow Economy in the Retail Sector



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	57.
	Develop proposals for cash registers and cash registers system software monitoring in cases where there has been an illegal interference in cash registers and/or cash register software.

	01.01.2011
	MoF, SRS
	Opportunities to detect and limit fraudulent activities with cash registers and cash register software resulting in hidden or reduced taxable income substantially increases.

Developed concept paper.
	
	Within the scope of allocated resources
	Supports
	

	58.
	To strengthen liability for not keeping the control tapes of cash registers and cash register systems. Particularly necessary, until the problem mentioned in the 57. task is solved.
	01.02.2011
	SRS, MoF
	Reduced possibility for tax avoidance.

Amendment to the AVC.
	
	Within the scope of allocated state budget resources
	Supports
	

	59.
	Organize a discussion about options for reducing opportunities for fraud in ticket sales.
	01.01.2011


	MoC, MoE, MoF, SRS, MoJ
	The procedure to monitor revenues from ticket sales according to the number of tickets sold is improved. Responsibilities of event organizers and ticket dealers are established.

Agreement on further actions.
	
	Within the scope of allocated state budget resources
	Supports
	

	
	Direction of actions to achieve the goal
	Reduction of Shadow Economy in Metal Working Sector



	
	Measures to achieve the goal
	Time framework
	Responsible institution and involved institutions
	Performance results and indicators
	Alternative activity or proposal
	Planned financing and it sources
	Working Group
	CoM

	60.
	Implement a reverse VAT application procedure to the collection and processing of scrap metal.


	01.07.2011


	MoF
	Prevent chains of fraudulent activities in scrap buying stage. Amendments to the Law on Value Added Tax.
	
	Within the scope of allocated state budget resources
	Supports
	

	61.
	Revise the PIT payment procedure and the rate for a first-time collection of scrap metal from individuals.
	01.01.2011


	MoF
	PIT payment at scrap buying stage is encouraged and administratively simplified.

Amendments to the Law on Personal Income Tax.
	
	Within the scope of allocated state budget resources
	Supports
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