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ABBREVIATIONS

ATEA Additional taxTexempt amount

CAP Common agricultural policy

CcC Civil Code

CCP Code of Civil Procedure

CN Combined nomenclatures

CSDL or Central Depository T Central Securities Depository of Lithuania
EC European Community

EEIG European Economic Interest Grouping

EFTA European Free Trade Association

EU European Union

FBF Financial brokerage yrm or specialised ynancial brokerage units of banks
FEZ Free economic zones

GDP Gross domestic product

IFRS International Financial Reporting Standards

ISC Insurance Supervisory Commission

LC Labour Code

OECD  Organisation for Economic Cooperation and Development
S Securities

SC Securities Commission

TEA TaxTexempt amount

VAT Value added tax
WIPO World Intellectual Property Organisation
WTO World Trade Organisation
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Introduction

GEOGRAPHY

Lithuania is located on the eastern coast
of the Baltic Sea with an area of 65,303
km?. In the north, it borders with Latvia
(610 km), in the east and south it borders
with Belarus (724 km) and Poland (110
km), while in the southwest it shares a
border with the Kaliningrad Region of
the Russian Federation (303 km). The
geographical centre of Europe is 24 km to
the north of Vilnius, which is the capital of
Lithuania.

The climate in Lithuania is sea/continental.
The average annual temperature is +6.1AC,
the average temperature in January is
T4.9AC, the average temperature in July is
+17.0AC.

POPULATION AND LANGUAGE

Lithuaniads population is about 3.44 million.
81.8 % are Lithuanians, 8.1% are Russians,
6.9% are Polish, and 3.2% T other.

The ofycial language is Lithuanian.

USEFUL ADDRESSES AND
TELEPHONE NUMBERS

The list of useful addresses and telephone
numbers is provided in Addendum No. 1.

STATE HOLIDAYS

New Year

Day of Re-establishment of the State of Lithuania
Day of the Re-establishment of Lithuaniads Independence
Easter and Easter Monday

International Labour Day

Motherts Day

Midsummer Day

Day of the State (Coronation of King Mindaugas)
Assumption Day

All Saintso Day

Christmas days

1 January

16 February

11 March

27 and 28 March
1 May

1 May

24 June

6 July

15 August

1 November

25 and 26 December

DOING BUSINESS IN LITHUANIA

4



JUREVICIUS, BALCIONAS & BARTKUS

|. Governmental Structure
And Economic Climate

A. GOVERNMENTAL STRUCTURE

The Republic of Lithuania is an independ-
ent democratic state. The legal system
of the Republic of Lithuania is based on
its Constitution adopted in 1992 by a
referendum. Pursuant to the Constitution,
sovereignty shall be vested in the People
and shall be exercised either directly
or through their democratically elected
representatives. In Lithuania, the powers
of the State are exercised by the Seimas
(Parliament), the President of the Republic,
the Government, and the Judiciary.

The supreme legislative power is ex-
ercised by the oneTchamber Seimas
(Parliament); its 141 members are elected
for a fourTyear term by universal, equal,
direct suffrage and a secret ballot. The
current Seimas was elected in October
2004.

The President of the Republic of Lithuania
is the head of the state. He represents
the Lithuanian state and performs the
functions prescribed to him by the
Constitution and laws. The citizens of the
Republic of Lithuania elect the President
of the Republic for a yveTyear term by
universal, equal and direct suffrage, by
means of a secret ballot. The current
President of the Republic of Lithuania,
H.E. Valdas Adamkus, was elected in
June 2004.

In Lithuania, the supreme executive power
is vested in the Government. It is comprised
of the Prime Minister and ministers. Upon
the approval of the Seimas, the President
of the Republic of Lithuania appoints
and dismisses the Prime Minister. Upon
the proposal of the Prime Minister, the
President of the Republic of Lithuania ap-
points and dismisses ministers. The present
Government is made up of the coalition
of Social Democratic, Social Liberal and
Labour parties as well as the union of
Peasantsd and the New Democratic parties
and headed by Prime Minister Algirdas
Brazauskas.

On 1 May 2004 Lithuania was accepted as
full member of the European Union, and on
29 March 2004 Lithuania joined NATO.

B. ECONOMY
Bl. Type of Economy

After the restoration of independence on
11 March 1990, consistent and longTterm
reforms related to economic liberalisa-
tion and privatisation transformed Lithua-
niads economy from a planned economy
to a market economy. Because of those
economic reforms, Lithuanials economy
is now one of the fastestigrowing econo-
mies in Central and Eastern Europe, with
Lithuaniats private sector producing about
80% of the gross domestic product.

Lithuaniads geographical position in the
region enables the country to be active both
from the north to the south and from the
west to the east directions, and to use the
advantages provided by its geographical
position to the maximum extent possible.
The Baltic region is a very important in-
tersection point for both transport and trade
roads in the middle of the European con-
tinent. Lithuaniads geographical position
is convenient for transit; two recognised
transport corridors of continental impor-
tance cross the countrygs territory. The fact
that Lithuania is a sea state with an iceTfree
Klaipeda port that has a modern container
terminal is also very important for the
development of transit. The Republic of
Lithuania has a wide network of motor-
ways with a high quality maintenance and
repair system.

Lithuaniats strategic objective to ensure the
endurance of its achievements made during
the independence period has been achieved
by joining the European Union and NATO.
In the Baltic Sea region, Lithuania is
establishing its role as one of the leaders
in the region, in particular by facilitating
EU and NATO policyTmaking in regard
to its eastern neighbours, thus enhanc-
ing the security and stability in the entire
region.

B2. Key economic indicators

Lithuaniats economy saw further growth
in 2003. In 2003, if compared with 2002,
itss actual gross domestic product (GDP)
increased by 9% (in 2002, its increase
was 6.8%). In 2003, the export of goods
increased by 8.7% (in 2002 T 10.7%)
while the import of goods rose by 4.9%
(in T 12.4%). If compared to the previous
year, in 2003 the extracting and processing
industry produced and sold 13.9% more
products (in 2002, the increase amounted to
2.7%). The production of power increased
by 23.4% if compared to the previous year
(in 2002, it rose by 19.9%). This was affect-
ed by a substantially higher power export.
In 2003, the turnover of retail enterprises,
if compared to the previous year, increased
by 14.3% (in 2002, the ygure was 7.4%).
2003 saw a decreasing unemployment rate
T in January, the unemployment rate was
12.1% while at the end of December the
ygure was 9.8% (in December 2002, it was
10.9%). During 2003 the generated Gross
National Product amounted to LTL 55,737
million. The most signiycant GDP growth
occurred in the 4th quarter of 2003 (10.6%)
compared to the 4th quarter of 2002. GDP
growth was inpuenced by almost all activi-
ties, however the most signiycant impact
on GDP growth was made by the added
value created in manufacturing, construc-
tion, wholesale and retail trade.

In 2003, Lithuania experienced depation,
and prices of consumer goods and services
decreased by 1.3% during the year. This
was the second recorded annual depation
over the past 13 years of independence (in
2002, a 1% price decrease was registered).
Cheaper food products, nonTalcoholic bev-
erages, clothing, footwear, communication
services, recreation and culture, miscel-
laneous goods and services mainly caused
the general price decrease.

According to the data of the Department
of Statistics, foreign direct investment
amounted to LTL 13,290.5 million as of
1 October 2003. Compared to 1 January
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2003, it increased by 0.8%. As of 1 October
2003, foreign direct investment per capita
amounted to LTL 3,852. The largest invest-
ment was made in the processing industry
T18.6%, transport and communication
services T 17.4%, ynancial intermediation
enterprises T 15.7%. The major inves-
tor countries are the following: Denmark
T LTL 2,312.1 million (17.4% of all di-
rect foreign investments), Sweden T LTL
2,059.8 million (15.5%), Germany T LTL
1,356.9 million (10.2%), the USA T LTL
1,139.3 million (8.6%), Finland T LTL
1,135.0 million (8.5%), Estonia TLTL
1,022.4 million (7.7%), Russia T LTL 667.3
million (5%), the United Kingdom T LTL
662.0 million (5%).

Some of the key economic indicators are
presented in the Addendum No 2.

In 2003, Lithuania continued to improve its
legislation based on the recommendations
made by the European Commission in the
areas of free movement of capital, goods
and services, and industrial policy as well
as in other areas for creating preconditions
for a better investment climate.

B3. The main industries

In Lithuania, the main and bestideveloped
industries include energy (power gen-
eration, oil production and reyning), tim-
ber processing, furniture manufacturing,
chemical production of chemical products,
manufacturing of electrical equipment and
machinery, metal processing, production of
construction materials, production of food
and beverages, and light industry, while
transport and services sectors are also no-
tably strong.

In 2003, like in the previous year, there was
a substantial growth in the sales of industri-
al production of companies engaged in the
production of timber and timber products
(the increase amounted to 23.9%), produc-
tion of furniture (24.2%), rubber and plastic
products (55.4%), electrical machinery and
equipment (57.9%). Sales of hiTtech indus-
tries increased substantially (sales of radio,
television and communications equipment
increased by 35.5%, in absolute terms T the
television set production scope increased
almost twice, television tubes T 13%).

The production and sales of construction
materials have also gained momentum. The
general realisation of production within
this sector increased by 32.6%. In absolute
terms, production of assembled construc-

tion components increased by 12.3%.
Compared to 2002, development of food
and beverage industry (the increase in prod-
uct sales in 2002 was 6%, whereas in 2003
it was 10.1%), as well as was of garment
industry (increase in sales of the compa-
nies engaged in garment production and
fur skins industry increased by 6.5% and
11.7% respectively). Compared to 2002,
sales of textile products and production of
leather wear continued to decrease.

In 2003, companies of the majority of the
industrial sectors exported over 70% of
their production. The enterprises producing
food and beverages, construction materials,
and ceramics focus mostly on the internal
market. The bulk of Lithuanian export
was to the western markets. In 2002, its
exports to EU Member States, EU candi-
date countries and the European Free Trade
Association (EFTA) countries increased by
16.6% and amounted to 82% of the total
exports (in 2002, the ygure was 81%).

C. FINANCIAL SYSTEM
CI. The central bank and the
commercial bank sector

The Bank of Lithuania is the central bank
of the Republic of Lithuania. Its main
purpose is ensuring price stability. The
Bank of Lithuania is independent from the
Government of the Republic of Lithuania
and other state institutions. The Bank of
Lithuania performs the following func-
tions: it issues the money of the Republic
of Lithuania; deynes and implements
monetary policy; establishes a regulatory
system for the litas exchange rate and an-
nounces the ofycial litas exchange rate;
manages and uses foreign reserves of the
Bank of Lithuania and disposes of them;
performs the functions of the states treas-
urer; issues and cancels licences to credit
institutions of the Republic of Lithuania,
as well as issues and withdraws permits
for establishing branches and representa-
tive ofyces of foreign credit institutions,
supervises their activities and establishes
the principles of ynancial accounting
and accounting procedures applicable to
them; creates and manages the interrbank
transfer system and establishes require-
ments for the participants of the intertbank
transfer system; collects data on money
in circulation and banks, payment bal-
ance, Lithuaniads ynances and related
statistics, implements standards applicable
to the collection, accountability and avail-
ability of such statistics, and prepares the

payment balance of the Republic of
Lithuania.

At the end of 2003, 10 commercial banks
held licences from the Bank of Lithuania,
3 foreign bank branches, 3 representative
ofyces of foreign banks, Central Credit
Union of Lithuania and 57 credit unions
were operating in Lithuania.

Over the year, the capital market share
of the three largest Lithuanian banks de-
creased from 74% to 71.1%, with their
lost market share taken by smaller banks
and branches of foreign banks. In 2003,
the Bank of Lithuania in compliance with
all the prudential requirements and ratios
established all the national commercial
banks and branches of foreign banks in
Lithuania. Last year saw extremely rapid
development of banking activities. Four
banks increased their statutory capital; a
few banks strengthened their capital base
with subordinated loans. Consequently, the
banksb statutory capital increased by 11%,
and the shareholdersé equity by 21.7%. The
increase in the assets of commercial banks
constituted 27.9% and as of the end of 2003
equalled to LTL 22 billion. Branches of
foreign banks were very active in develop-
ing their activities. The asset share under
their management increased to 8.7% of all
the assets held in the banking system. The
share capital of Lithuanian banks under
the management of foreign investors has
remained constant in the recent years and
as of 1 January 2004 equalled to 89%. This
is mainly due to the ynalised privatisation
process of banks. It should be noted that
Lithuanian banking system is dominated by
Scandinavian capital.

In 2003 the banks reacted actively to the in-
creased borrowing needs. It was inpuenced
by rapid economic development, privatisa-
tion of large companies and lower interest
rates. At the yeartend the loans issued by
the banks amounted to LTL 12.1 billion.
Loans granted to individual clients dou-
bled T at the yearTend they equalled to one
yfth of the entire loan portfolio. Housing
acquisition loans constituted 82.4% of all
the longrterm loans extended to individu-
als. During the year the volume of deposits
held in banks increased by 16.2% and at the
yeartend amounted to LTL 13.6 billion.

According to the data of the audited y-
nancial statements for 2003 submitted by
the banks, ten banks and one branch of
a foreign bank were operating proytably
and generated LTL 235.4 million in proyt,
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two branches of foreign banks (AB Kredyt
Bank S.A. Vilnius branch and Nordea
Bank Finland Pic Lithuanian branch) in-
curred a loss of LTL 1.7 million during
the same period. The total audited result
of Lithuanian banks in 2003 T the proyt of
LTL 233.7 million T is the best result of the
Lithuanian banking system activities since
the restoration of independence. As a com-
parison, during 2002 the Lithuanian bank-
ing system generated a proyt of LTL 146.8
million.

Last year saw successful development of
credit union activities. At the end of 2003
the assets of credit unions equalled LTL
123 million. During the year the amount of
loans extended by credit unions increased
1.9, and the amount of deposits 1.7 times.
At the end of 2003 loans amounted to LTL
86.9 million, whereas the deposits to LTL
95.5 million. In 2003, compared to 2002,
credit unions generated almost double as
much proyt T LTL 820.9 thousand.

C2. Securities market and the
regulatory institution for securities

In Lithuania, the securities market consists
of the following:

1) NSE T a stock company established for
centralising supply and demand of se-
curities and providing a possibility for
all the market players to timely make
transactions through intermediaries
of public trading according to the ex-
change rate repecting the actual struc-
ture of the securities market.

2) Intermediaries of public trading in se-
curities T brokerage yrms or specialised
brokerage units within banks (hereinaf-
ter T BF), investment management and
consulting yrms.

3) Central Securities Depository of Lithu-
ania (CSDL or Central Depository).

4) Clearing Bank T an institution ensuring
the fulylment of monetary settlements
for transactions in securities between
BF and banks according to the set-
tlement instructions received from
the Central Depository. The Central
Depository and the Clearing Bank (cur-
rently T the Settlements Centre of the
Bank of Lithuania) ensure the delivery
Versus payment.

5) Issuers T natural or legal persons (in-
cluding the Ministry of Finance and
the Bank of Lithuania), which offer to
issue securities in their name in order to
attract available investment funds.

6) Investors T natural or legal persons that

own, in their name, at least one security
in any company.

7) Clients T natural or legal persons, which
make use of BF services while trading
in securities on the stock exchange or
overTtheTcounter, obtain counselling
on investment, authorise brokers to
administer or manage their securities
portfolio, and have a securities account
with a brokerage yrm.

8) Securities Commission (SC) T a state
institution supervising and controlling
the securities market, protecting the
interests of investors and performing
other functions prescribed to it by the
Law on the Securities Market of the
Republic of Lithuania.

The Securities Commission of the Republic
of Lithuania is a supervisory institution for
the securities market, which was estab-
lished on 3 September 1992 by a Resolu-
tion of the Government of the Republic
of Lithuania. In September 1996, the
Securities Commission of the Republic of
Lithuania became a member of 10SCO,
the International Organisation of Securities
Commissions. The main objectives of the
Securities Commission are the following:
to monitor compliance with the rules of fair
trade in the public trading of securities; to
take measures assuring effective function-
ing of the securities market and protect the
interests of investors; to shape the econom-
ic policy of the state, which would promote
the development of the securities market;
spread knowledge about the principles
of the securities market functioning; take
other measures to implement the Law on
the Securities Market as well as other legal
acts concerning the securities market.

Though trade on the National Stock
Exchange during 2003 did not exceed the
turnover volumes of 2002, other market
processes had a signiycant effect on its
qualitative growth. The general turnover
of the Stock Exchange in 2003 was LTL
1,980 million, i.e. only 2.2% lower than in
2002, whereas the general Stock Exchange
capitalisation reached record levels within
the same period T LTL 17,914 million, i.e.
it was almost 40% higher than in 2002.
Capitalisation of listed securities had an
even higher growth of 70% (from LTL
7,579 million to LTL 12,917 million).
Growth of the index values calculated
the National Stock Exchange was equally
critical. The value of the Litin G index un-
derwent the most signiycant change Tfrom
911.91 points to 1,807.58 points, i.e. by
98.2%.

One of the critical factors that had a posi-
tive effect on market development during
2003 was the approaching EU member-
ship. An equally signiycant factor was
privatisation of strategic energy companies
and distilleries that provided a wide circle
of investors with an opportunity to gain
from speculation transactions. Trust of
investors was built on rapid development
of the economy and constant improvement
of results from corporate activities, which
had a decisive impact on the capital market
growth. The successful start of the pension
reform gives hope that the established pen-
sion funds would soon expand the ranks of
institutional investors and causes a signiy-
cant stir in the Lithuanian capital market,
which in its turn should help resolving the
market liquidity issue.

C3. Insurance and insurance
supervision system

Supervision of the insurance business in
the Republic of Lithuania is exercised
by the ISC of the Republic of Lithuania.
Its main objective is to ensure protection
of the rights and interests of the insured,
beneyciaries and third parties by exercising
supervision of the participants of the insur-
ance market. The ISC reviews documents,
issues licences for insurance activities as
well as permits to insurance companies
and insurance brokers, controls the compli-
ance of the insurance market participants
with laws and other legal acts, regularly
inspects the ynancial capacity of insurance
companies and issues legal acts regulating
the activities and supervision of insurance
companies and insurance brokers.

At the end of 2003, 30 insurance companies
including 9 life insurance and 21 nonTlife
insurance companies were operating in
Lithuania. Insurance development was par-
ticularly rapid in 2003.

During 2003 in the direct insurance system
the insurance premiums underwritten, in-
cluding the reinsurerst share, amounted to
LTL 814.8 million, and the insurance claims
paid to LTL 320.0 million. Compared to
2002, the number of insurance premiums
underwritten increased by 10% and the
number of claims paid by 21.6%. During
the year nonTlife insurance premiums un-
derwritten amounted to LTL 600.5 million,
and the insurance claims paid to LTL 290.7
million. Compared to the data of 2002, the
number of insurance premiums underwrit-
ten decreased by 0.1%, and the claims
paid increased by 31.9%. Life insurance
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premiums underwritten during the period
amounted to LTL 214.3 million, while the
claims paid amounted to LTL 29.3 mil-
lion. Compared to 2002, the number of
insurance policies underwritten increased
by 54%, while the insurance claims paid
dropped by 31.6%.

Reduction of nonTlife insurance market,
compared to the previous year, was mainly
the result of 19.8% reduction in the premi-
ums of mandatory vehicle ownersb civil li-
ability insurance. Apart from the mandatory
civil liability insurance, nonTlife insurance
market growth equalled 13.1%. Based on
the direct insurance premiums underwritten
in 2003, the life insurance market share
was 26.3%, whereas the nontlife insur-
ance market share was 73.7%. A year ago

the market share was 18.8% and 81.2%
respectively.

C4. Currency

The ofycial currency in the Republic of
Lithuania is the Litas (1 Litas is equal to
100 Lithuanian cents). From 1 April 1994
through 1 February 2002, Litas was pegged
to US dollar. Since 2 February 2002, the
Litas is pegged to Euro and the ofycial
exchange rate is 3.4528 Litas for 1 Euro.
The decision to peg the Litas to Euro was
made considering the fact that Lithuaniads
economy is becoming increasingly re-
lated to the economy of the European
Union.

All Litas issued into circulation by the
Bank of Lithuania are backed 100% by

gold and foreign currency reserves of the
Bank of Lithuania. Litas are exchanged to
the anchor currency and the anchor cur-
rency is exchanged to Litas at a yxed rate
without any restrictions.

The Bank of Lithuania exercises an exclu-
sive right to put money into circulation or
withdraw it from circulation. The Bank of
Lithuania establishes the nominal value
of money to be put into circulation, its
identiycation, security and validity marks,
arranges for banknote printing and coin
minting as well as their storage. Banknotes
currently in circulation include 10, 20, 50,
100, 200, and 500 Litas banknotes, while
coins in circulation include 1, 2, and 5
Litas coins as well as 1, 2, 5, 10, 20, and
50 centscoins.
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. Investment Environment

A. INVESTMENT INCENTIVES
A.l. Legal framework

Principles

The legal system of the Republic of
Lithuania recognises generally accepted
principles of the legal regulation of in-
vestments. The principle of equal treat-
ment means that both Lithuanian and
foreign investors are subject to equal
business conditions pursuant to the Law
on Investment as well as other legislation.
The principle of equal protection means
that the laws of the Republic of Lithuania
protect rights and lawful interests of both
local (Lithuanian) and foreign investors.
Attention should also be paid to the fact
that the Republic of Lithuania applies the
principle of free access to all sectors of
economy. Foreign investment is permitted
in all lawful commercialteconomic activi-
ties, subject to the restrictions prescribed
by the laws of the Republic of Lithuania.
The Law on Investment establishes that
foreign investment is prohibited in the ar-
eas guaranteeing state security and defence
(except for the investments from economic
entities compliant with the European and
TransTAtlantic integration criteria selected
by Lithuania, subject to the State Defence
Councilés consent). Certain legal restric-
tions are applied to foreign investment
with regard to acquisition of land into
ownership.

Applicable legislation

A\ Treaty of Accession 2003 (Ofycial Ga-

~ zette (Valstybas Ginios), 2004, No 1 T1).

/\ Constitutional Law of the Republic of
Lithuania on Implementation of Part
3 Article 47 of the Constitution of the
Republic of Lithuania (version of the
Law No IXT1381 as of 20 June 2003
(Ofycial Gazette (Valstyb3s Ginios),
2003, No 34 T 1418) (hereinafter, the

~ Constitutional Law).

A Law on Investment of the Republic of
Lithuania No V11171312 of 7 July 1999
(Ofycial Gazette (Valstybas Ginios),
1999, No 66 T 2127).

! For more information see chapter 2.5, Real
Estate.

2 For more information see Chapter on
Investment and tax Tax beneytsBeneyts,
Taxation.

A Law on the Fundamentals of Free
Economic Zones No 11976 of 28
June 1995 (Ofycial Gazette (Valstybas

~ Ginios), 1995, No 59 T 1462).

A Law on Concessions of the Republic
of Lithuania No 111510 (version of the
Law No IXT1647 as of 24 June 2003
(Ofycial Gazette (Valstybds Ginios),
2003, No 70 T 3136).

Relevant institutions
A Ministry of Economy of the Republic
~ of Lithuania
A Ministry of Foreign Affairs of the
Republic of Lithuania

Investment incentives and

the European Union

During the negotiations for EU accession,
Lithuania achieved a 7Tyear transition
period with respect to the acquisition of
agricultural land by foreigners, and if nec-
essary, this restriction may be extended for
another 3 years. A review of the transition
period instruments is performed in the
third year after the accession. Upon the
Commissionts proposal, the Council may
unanimously resolve to shorten or termi-
nate the transition period.

A.2. Our highlights

International treaties

The Republic of Lithuania has concluded
about 30 bilateral international treaties con-
cerning promotion and mutual protection of
investments. Usually such treaties establish
a more favourable investment treatment on
a mutual basis. It should be noted that most
of the treaties on investment promotion and
protection do not provide for an obligation
of the Republic of Lithuania to expand
treatment, incentives or privileges in re-
spect of regulated investments provided for
in a common market, customs union, eco-
nomic union, free trade zone or a regional
economic development agreement that the
country belongs to or may belong to in the
future, or to expand the provisions of a cur-
rent or future agreement regarding double
taxation with a third country. Moreover, the
Republic of Lithuania has also concluded
about 40 bilateral treaties on avoidance of
double taxation of income and capital and
prevention of tax evasion. These treaties

provide for certain tax beneyts for foreign
investment in the Republic of Lithuania?.

Investment types

The Law on Investment provides for the
following types of foreign investment in
the Republic of Lithuania:

1. Establishment of an undertaking, acqui-
sition of capital or a part thereof of an
undertaking registered in the Republic
of Lithuania.

2. Acquisition of any type of securities.

3. Building, acquisition of yxed assets or
increase of their value.

4. Lending funds or other assets to un-
dertakings where the investor owns a
part of the capital entitling it to control
the undertaking or exert a considerable
inpuence upon it.

5. Conclusion and implementation of con-
cession and leasing contracts.

Investment protection and guarantees
The laws of the Republic of Lithuania pro-
tect investorso rights and lawful interests.
The laws of the Republic of Lithuania
provide that an investor has the right to
manage, use and dispose of the object of
investment and, upon payment of the taxes
prescribed by the laws of the Republic of
Lithuania, to convert the proyt owned by
him into foreign currency and transfer it
abroad without any restrictions. Damage
inpicted upon the investor by unlawful ac-
tions of state or local authorities and their
ofycials are compensated according to the
procedure established by the laws of the
Republic of Lithuania.

Foreign investment is subject to protection
in case of expropriation, i.e. an object of
investment may be seized (expropriated):

1) Only according to the procedure pre-
scribed by laws

2) Only for public needs

3) Only for just compensation.

Foreign investors are granted the right
to legal protection in case of violation of
their rights and lawful interests. Investment
disputes between foreign investors and the
Republic of Lithuania are resolved upon
agreement of both parties, by the courts
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of the Republic of Lithuania, international
arbitration institutions or other institutions.
In case of investment disputes, foreign
investors have the right to directly address
the International Centre for Settlement of
Investment Disputes.

The Law on Investment provides for the
types of investment incentives, however,
such investment incentives are only appli-
cable to the extent they are not in conpict
with the EU legislation regulating state
support.

Free economic zones

The Law on the Fundamentals of FEZ
prescribes the procedure and conditions
of establishment, functioning and liquida-
tion of FEZ in the Republic of Lithuania.
The right to invest in FEZ is granted to
the Republic of Lithuania, foreign states,
and international organisations, legal and
natural persons of both the Republic of
Lithuania and foreign countries.

FEZ may be used for the economictcom-
mercial activities not prohibited by the laws
of the Republic of Lithuania provided for
in the articles of association of an under-
taking. The list of areas of capital invest-
ment and activities prohibited for undertak-
ings in FEZ, as provided for in the Law on
the Fundamentals of Free Economic Zones,
is exhaustive.

The Law on the Fundamentals of FEZ
provides for certain tax beneyts, customs
beneyts, beneyts as regards state levies
and other beneyts for FEZ undertakings.
These beneyts are applied to the extent
they do not contradict the legislative acts of
the EU.

At present, Kaunas FEZ and Klaipeda FEZ
are operating according to the laws of the
Republic of Lithuania. Siauliai FEZ is sub-
ject to the Law on Liquidation of Siauliai
Free Economic Zone.

B. PRIVATISATION
B.l. Legal framework

Principles

Privatisation of state and municipal prop-
erty for money is regulated in detail in the
Republic of Lithuania.

Applicable legislation

A Civil Code of the Republic of Lithuania
of 18 July 2000 (Ofycial Gazette
(Valstybds Ginios), 2000, No 74
T 2262).

ALaw on Securities Market of the
Republic of Lithuania No VIIIT1169
of 16 January 1996 (Ofycial Gazette
(Valstybas Ginios), 1996, No 16 T 412),
new wording of the Law No 1X7655 of
17 December 2001 (Ofycial Gazette
(Valstybas Ginios), 2001, No 85

- T2971).

A Law on Privatisation of StateTOwned
and Municipal Property of the
Republic of Lithuania No VIIIT480
of 4 November 1997 (Ofycial Gazette
(Valstybds Ginios), 1997, No 107

~12688).

A Statute of the Central and Eastern
European Privatisation Network No
V117655 of 12 March 1998 (CEEPN)
(Ofycial Gazette (Valstybds Ginios),

1998, No 38 1 995).

A\ Law on Managing, Using and Disposing
of State Owned and Municipal Property
of the Republic of Lithuania No VIIIT
729 of 12 May 1998 (Ofycial Gazette
(Valstybas Ginios), 1998, No 54 7T
1492).

Relevant institutions
A State Property Fund
A Municipal property funds or other mu-
~ nicipal administrative units
/\ Privatisation Commission
A Municipal property privatisation com-
missions

B.2. Our highlights

Concept

Privatisation means transfer of stateTowned
and municipal property (shares and other
property) to the ownership of potential
buyers under privatisation transactions
concluded in accordance with the proce-
dure established by this Law, also transfer
of state or municipality control in state
or municipality controlled enterprises by
poating a new issue of shares ynanced with
additional contributions.

Subjects of privatisation

In the privatisation process, a buyer may
be a Lithuanian or a foreign natural or legal
person acquiring the privatisation object
according to the law. A buyer may not be
a Lithuanian state or municipal enterprise,
stock company or closed stock company,
bank and insurance company, where more
than 1/2 of voting shares thereof are owned
by the state or municipality, also ofyces
and organisations funded from the state or
municipal budget of Lithuania or a foreign
state. Provided that the buyer may be rec-
ognized as a strategic investor by a resolu-

tion of the Government of the Republic of
Lithuania, it becomes subject to a different
legal regime.

Privatised property

Any property or company shares, which are
publicly owned by the state or municipality
and included in the list of objects offered for
privatisation, drawn up by the Government
of the Republic of Lithuania, may be pri-
vatised. A state/municipalityTcontrolled
enterprise is an enterprise where more than
1/2 of voting shares are owned by the state
or municipality. The property not included
in the list approved by the Government of
Lithuania may not be privatised in accord-
ance with the law.

Methods of privatisation

Privatisation may take the form of any
of the following: public subscription of
shares; public auction; public tender; direct
negotiations; transfer of the state or munici-
pal control at an enterprise controlled by
the state or municipality; lease with option
to purchase.

Public subscription for shares is a method
of selling shares belonging by the right
of ownership to the state or municipality,
where the shares are sold in an open man-
ner, without limiting either the number
of buyers or the number of shares sub-
scribed by them, and where the selling
price of shares is determined according
to the supply and demand ratio. Shares of
private companies may not be sold by the
method of public subscription for shares.
When shares are sold on the National Stock
Exchange, the information on the object
under privatisation is announced in the
Information Bulletin for Privatisation and
in the information newsletter of the Stock
Exchange in accordance with the regula-
tions of the Stock Exchange. In case there
is a possibility of selling a privatisation ob-
ject to a foreign natural or legal person, in-
formation on the privatisation object should
also be announced through foreign press.

A public auction is a method of selling of
a privatisation object where the number of
potential buyers participating in the auction
is not limited and where the privatisation
transaction is concluded with the highest
bidder. If the terms for the privatisation of
the object have been speciyed, they may
not be changed when concluding the priva-
tisation transaction.

A public tender is a transfer of one or sev-
eral privatisation objects to the successful
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