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State aid

Lithuanian undertakings are subject to
the European Union state aid regulations
laid down in Articles 87 - 89 of the Treaty
Establishing the European Community
and in the Council Regulation (EC) No
659/1999 of 22 March 1999 laying down
detailed rules for the application of Article
93 of the EC Treaty.

Aid provided in any form by an EU
Member State or from its funds support-
ing certain undertakings and production of
certain goods, distorts or may distort com-
petition and is therefore incompatible with
the common market principles and prohib-
ited, provided that it affects trade between
Member States. State aid may be provided
in different forms, e.g. tax relief, loan, guar-
antee, services, etc. If the EU Member State
violates the EU legal regulations concern-
ing state aid, the European Commission
is entitled to impose strict sanctions
both against the respective EU Member
State, and the recipient of such aid, i.e. an
undertaking.

Liability for actions restricting
competition

In case it is established that undertakings
committed prohibited actions restricting
competition, the Competition Council, pur-
suant to the principles of objectivity and
proportion, has the right to:

1. Obligate the undertakings to terminate
illegal activity, to carry out actions re-
storing the previous situation or elimi-
nating the consequences of the infringe-
ment;

2. Obligate the undertakings or controlling
persons, who have effected concentra-
tion without notifying the Competition
Council or without acquiring its per-
mission, to carry out actions restoring
the previous situation or eliminating the
consequences of the concentration;

3. Impose fines on undertakings, e.g. up
to10% of aggregate annual income
during the last year for prohibited
agreements, abuse of the dominating
position, concentration, subject to noti-
fication, involving violation of the con-
centration conditions laid down by the
Competition Council, or violation of
obligations, and up to 3% of aggregate
annual income during the last year for
actions of unfair competition commit-
ted, etc.

Moreover, undertakings that have com-
mitted a breach of the Competition Law
requirements shall compensate damages

inflicted upon other legal and private per-
sons.

Council Regulation (EC) No 1/2003 of
16 December 2002 on the implementation
of the rules on competition laid down in
Articles 81 and 82 of the Treaty contain
equivalent sanctions applicable to under-
takings.

D. ENVIRONMENTAL LAW
D.I. Legal framework

Principles

The environmental laws of the Republic of
Lithuania enshrine fundamental principles
of modern environmental law, e.g. high
level of environmental protection, prudence
and preventive actions, source of harm, in-
tegration, the polluter pays, sustainable and
consistent development.

Applicable legislation

e Law on Environmental Protection of
the Republic of Lithuania No [-2223 of
21 January 1992 (Official Gazette (Val-
stybes Zinios), 1992, No 5-75);

e Law on Assessing Environmental Im-
pact of Planned Economic Activities of
the Republic of Lithuania of 15 August
1996, new wording of the Law No X-
258 of 21 June 2005 (Official Gazette
(Valstybes Zinios), 2005, No 84-3105);

e Law on State Natural Resources Taxes
of the Republic of Lithuania No I-1163
of 21 March 1991, new wording of the
Law No X-616 of 25 May 2006 (Offi-
cial Gazette (Valstybes Zinios), 2006,
No 65-2382);

e Law on Pollution Tax of the Republic of
Lithuania No VIII-1183 of 13 May 1999
(Official Gazette (Valstybes Zinios),
1999, No 47-1469, 2002, No 13-474);

e Law on Petroleum and Natural Gas Re-
sources of the Republic of Lithuania of 7
October 1992, new wording of the Law
No IX-1564 of 20 May 2003 (Official
Gazette (Valstybes Zinios), 2003, No
51-2253);

e Law on Waste Management of the Re
public of Lithuania No VIII-787 of 16
June 1998 (Official Gazette (Valstybes
Zinios), 1998, No 61-1726, 2002, No
72-3016);

e Law on Management of Packaging and
Packaging Waste of the Republic of
Lithuania No IX-517 of 25 September
2001 (Official Gazette (Valstybes Zini-
0s), 2001, No 85-2968).

Relevant institutions
e Ministry of Environment of the Repub-

lic of Lithuania
e Committee on Environment Protection
of the Parliament of the Republic of
Lithuania
National Control Commission for Prices
and Energy
State Territorial Planning and Construc-
tion Inspectorate
Geological Authority of Lithuania
State Metrology Authority
General Forest Enterprise
State Protected Areas Authority
State Authority for Environment Protec-
tion
Administrations of county governors
Municipalities of towns and districts

Environmental law and the law of the
European Union
The Republic of Lithuania and the European
Union have agreed on the following transi-
tional periods:

o A three-year transitional period (from
2004) for the utilisation of packaging
and packaging waste;

o A four-year transitional period (start-
ing from the end of 2005) for municipal
wastewater treatment according to the
EU specifications;

A four-year transitional period (from

2004) for restricting volatile organic

combination emissions while transport-

ing and storing petroleum;

An eight-year transitional period (from

2008) for restricting emissions of sul-

phur dioxide and nitrogen oxides in

power stations in Vilnius, Kaunas and

Mazeikiai.

D.2. Our Highlights

Taxes on state natural resources

The Government of the Republic of
Lithuania, pursuant to the Law on Taxes
on State Natural Resources, depending on
the type of a natural resource, establishes
a tariff of the tax on the use of state natu-
ral resources. Legal and natural entities
pay taxes at the established rate according
to the quantity and quality of the extracted
or potentially extractable (usable) natural
resources.

Pollution taxes

The Law on Pollution Tax establishes that
tax objects include the following: emis-
sions, certain products specified by the law,
packages with contents specified by the law.
Manufacturers and importers are exempt
from tax on pollution with production and/
or packaging waste for the entire volume
of the products and/or packaging, provided
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that they are carrying out product and pack-
aging waste utilisation assignments given
by the Government, and under the order
established by the Government or another
authorised institution presents documents
supporting the volume of the production or
packaging waste reused, recycled or used
for energy generation.

Activity planning

The Law on Environmental Protection es-
tablishes the basic obligations of the user
of natural resources which are relevant in
developing economic activities, i.e. to as-
sess possible environmental impact of its
economic activities at its own expense, to
implement measures eliminating or reduc-
ing negative environmental impact, to com-
pensate for environmental damage caused
by unlawful activity, etc. According to the
Law on Assessing Environmental Impact
of Planned Economic Activities, environ-
mental impact assessment has to be carried
out when the planned economic activity is
included in the list of the types of economic
activities subject to environmental impact
assessment or when the selection process
reveals that environmental impact assess-
ment shall be mandatory to the planned
economic activity, or when implementa-
tion of the planned economic activity may
impact the territories of European ecologi-
cal net ‘Natura 2000’ and authorised in-
stitution identifies that this impact may be
substantial.

Waste management

The Law on Waste Management establishes
general requirements for waste prevention,
record keeping, collection, storage, trans-
portation, utilisation and disposal to prevent
its negative effects on the environment and
human health as well as provides for main
principles of the organisation and planning
of waste management systems. The Law on
Waste Management provides that the waste
holder, pursuant to the procedure prescribed
by the law as well as other legal acts, has
to manage waste himself or transfer it to a
waste manager. Enterprises, which during
the discharge of their economic-commer-
cial activities generate waste, must sort it
according to the procedure established by
the Government or an institution author-
ised by it. The Law on Waste Management
establishes that enterprises which during
the discharge of their economic-commer-
cial activities generate waste in excess of
the limits established by the Ministry of
Environment and enterprises, which uti-
lise, dispose of or handle waste for a period
of time in excess of the period prescribed

by law, must obtain licenses in accord-
ance with the procedure established by the
Ministry of Environment.

The Law on Management of Packaging and
Packaging Waste which came into force on
1 January 2003 prescribes that producers
and importers must take all the necessary
measures to ensure that empty transport,
grouped and sales packaging as well as its
waste are managed in accordance with the
priorities laid down in the law and that tar-
gets for collection, recycling and reuse of
packaging and packaging waste set by the
Government or an institution authorised
by it are attained. Producers and importers,
which do not meet these requirements, must
pay a tax for pollution of the environment
with product waste pursuant to the proce-
dure established by the law.

E. INTELLECTUAL PROPERTY
E.L. Legal framework

Principles

Protection of copyright and related rights
is granted upon having created (performed)
certain work. Objects of copyright and re-
lated rights are not registered in Lithuania.
Industrial property rights are recognised
and protected only after being registered
according to the procedure prescribed by
laws of the Republic of Lithuania.

All intellectual property rights are exclu-
sive, i.e. other persons do not have the right
to use intellectual property without the con-
sent of the owner of the intellectual proper-
ty rights, unless otherwise provided by the
law. Owners of intellectual property rights
may defend violated rights in court.

Applicable legislation

¢ Civil Code of the Republic of Lithuania
of 18 July 2000 (Official Gazette (Val-
stybes Zinios), 2000, No 74-2262);

o Law on Copyright and Related Rights of
the Republic of Lithuania No VIII-1185
of 18 May 1999 (Official Gazette (Val-
stybes Zinios), 1999, No 50-1598);

o Patent Law of the Republic of Lithuania
No [-372 of 18 January 1994 (Official
Gazette (Valstybes Zinios), 1994, No 8-
120);

e Law on Trade Marks of the Republic of
Lithuania No VIII-1981 of 10 October
2000 (Official Gazette (Valstybes Zini-
0s), 2000, No 92-2844);

e Design Law of the Republic of Lithua-
nia No IX-1181 of 7 November 2002
(Official Gazette (Valstybes Zinios),
2002, No 112-4980);

e Law on the Legal Protection of Topog-
raphies of Semiconductors Products of
the Republic of Lithuania No VIII-791
of 16 June 1998 (Official Gazette (Val-
stybes Zinios), 1998, No 59-1655).

Relevant institutions

e Ministry of Culture of the Republic of
Lithuania

o State Patent Bureau

e Vilnius District Court (the court of first
instance for disputes regarding patent
and trademarks’ property rights)

Intellectual property and the European
Union

Starting from 1 May 2004, the Republic
of Lithuania is subject to the Council
Regulation (EC) No 40/94 of 20 December
1993 on the Community trade mark, pursu-
ant to which subjects of Lithuania are en-
titled to register a Community trade mark
whereas all registered Community trade-
marks cover the Republic of Lithuania.
It should be noted that from 1 May 2004
the validity of Community trademarks
registered up to that date has been auto-
matically extended to cover the Republic of
Lithuania. However in accordance with the
Treaty of Accession, usage of a Community
trade mark registered prior to Lithuania’s
accession to the EU may be prohibited, if
the previous trade mark or another previous
right was legitimately registered, applied or
acquired in the Republic of Lithuania prior
to the accession date, or, in certain cases, if
the priority date is earlier that the date of
accession to the EU.

Lithuania is also subject to the Council
Regulation (EC) No 6/2002 of 12 December
2001 on Community design, according
to which Lithuanian subjects are entitled
to register a Community design, and all
registered Community designs cover the
Republic of Lithuania. Moreover, from 1
May 2004, the validity of registered de-
signs has been automatically extended to
cover Lithuania. It should be noted that
the Treaty of Accession stipulates that the
claimant or bearer of a previous right in a
new Member State may object to usage of
such Community design on the territory the
previous right is protected. Herein, a ‘previ-
ous right’ means a right acquired or applied
for legitimately prior to accession.

The Council Regulation (EC) No 1383/
2003 of 22 July 2003 concerning customs
action against goods suspected of infringing
certain intellectual property rights and the
measures to be taken against goods found
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to have infringed such rights is effective in
the Republic of Lithuania as well.

E.2. Our highlights

International obligations

The Republic of Lithuania has been a
member of WIPO since 30 April 1992. The
Republic of Lithuania is also a signatory to
the main international treaties and conven-
tions in the area of intellectual property.

Copyright and related rights

Copyright is applied to original literary,
scientific and artistic works which are the
result of creative activities of an author
expressed in any objective form. Both au-
thor’s moral rights, which belong only to
the author, and author’s economic rights,
which may be transferred to third parties,
are recognised in Lithuania.

In Lithuania, protection is granted to such
related rights as performers’ economic and
moral rights, rights of producers of phono-
grams, rights of broadcasting organisations
and rights of producers of the first record-
ing of an audiovisual work (film).

Owners of copyright and related rights are
entitled to grant the authorisation for the
exercise of their economic rights to as-
sociations of collective administration of
copyright and related rights established for
this purpose. At present, the following col-
lective administration associations exist in
Lithuania: LATGA-A and AGATA.

Patents

The form of protection of inventions is a
patent granted by the State Patent Bureau.
Only patentable, new and industrially ap-
plicable inventions are registered. The
owner of a patent has the right to prevent
other persons from using, without his au-
thorisation, a patented method of manufac-
turing a product as well as manufacturing,
selling, importing, etc. a patented product
or a product manufactured using a patented
method of manufacture.

It should be noted that on 1 December
2004 the European Patent Convention en-
tered into force, binding for the Republic of
Lithuania. Following this Convention in a
single application for the European Patent
an applicant may designate a number of
the states-parties to the European Patent
Convention where he wishes the patent to
be valid. Such application is examined and
the European patent is obtained through a
unitary procedure.

An application for the European Patent may
be submitted to the European Patent Office
directly or through the State Patent Bureau
of the Republic of Lithuania. It should be
mentioned that the European Patent des-
ignating the Republic of Lithuania affords
to its owner the same rights as the national
patent granted by the State Patent Bureau of
the Republic of Lithuania.

Trademarks

In Lithuania, trademarks are registered with
the Register of Trademarks of the Republic
of Lithuania, administered by the State
Patent Bureau. Only registered trademarks
are protected, unless a trademark has been
recognised as well known by the court. The
laws establish the rights of the owner of a
trademark, including the right to prevent any
third persons from using in the course of a
trade without an authorisation of the owner
any sign which is identical or confusingly
similar to the registered mark in relation to
goods and/or services, which are identical
or similar to those for which the mark is
registered. It is noteworthy that an inter-
national trademark registration where the
Republic of Lithuania is indicated or which
is extended to the Republic of Lithuania is
granted the same protection as a trademark
registered under the Law on Trademarks of
the Republic of Lithuania. As mentioned
above, as of 1 May 2004 Community trade-
marks are effective in Lithuania.

Design

Legal protection is applied to design
registered in the Design Register of the
Republic of Lithuania administered by the
State Patent Bureau. Only new design with
unique features may be registered. The de-
signer who created a design is granted per-
sonal moral rights, as well as the right to
register the design in his name (which may
be transferred to third persons). Moreover,
the owner of a registered design has an ex-
clusive right to use the design, authorise
third persons to use the design or prevent
them from manufacturing, offering, sale,
introduction to market, etc. of products or
parts thereof, which are copies of the de-
sign or are essentially its copies, when
this is intended for commercial purposes,
without an authorisation of the owner of
the designs. As mentioned above, from 1
May 2004, Community design is effective
in Lithuania.

Investment of intellectual property
rights

Authors’ economic rights, ancillary eco-
nomic rights as well as economic rights

to objects of industrial property may be
invested (as a contribution in kind) in un-
dertakings operating or being established in
the Republic of Lithuania.

F. REAL PROPERTY
F.1. Legal framework

Principles

The real property market in the Republic of
Lithuania is regulated following generally
accepted principles of ownership immunity
and protection of rights of a just acquirer
(possessor).

Applicable legislation

e Law of the Republic of Lithuania on
Amendments to Article 47 of the Con-
stitution of the Republic of Lithuania No
IX-1305 of 23 January 2003 (Official
Gazette (Valstybes Zinios), 2003, No
14-540),

Constitutional Law of the Republic of
Lithuania on Implementation of Part 3
of Article 47 of the Constitution of the
Republic of Lithuania No IX-960 of 20
June 2002 (Official Gazette (Valstybes
Zinios), 2002, No 64-1503) (hereinafter -
the Constitutional Law);

Civil Code of the Republic of Lithuania
of 18 July 2000 (Official Gazette (Val-

stybes Zinios), 2000, No 74-2262);

Law of the Republic of Lithuania on
Real Property Register No [-1539 of 24
September 1996 (Official Gazette (Val-
stybes Zinios), 1996, No 100-2261);
Law of the Republic of Lithuania on
Real Property Cadastre No VIII-1764
of 27 June 2000 (Official Gazette (Val-
stybes Zinios), 2000, No 58-1704);

Law of the Republic of Lithuania on
Land No 1-46 of 26 April 1994 (Official
Gazette (Valstybes Zinios), 1994, No 34
- 620);

Provisional Law of the Republic of
Lithuania on Acquisition of Agricultural
Land No IX-1314 of 28 January 2003
(Official Gazette (Valstybes Zinios),
2003, No 15-600), new wording of the
Law No IX-2406 as of 15 July 2004 (Of-
ficial Gazette (Valstybes Zinios), 2004,
No 124-490) (hereinafter - the Provi-
sional Law);

Law of the Republic of Lithuania on
Construction No 1-1240 of 19 March

1996 (Official Gazette (Valstybes Zini-
0s), 1996, No 32-788);

Law of the Republic of Lithuania on
Territorial Planning No 1-1120 of 12
December 1995 (Official Gazette (Val-
stybes Zinios), 1995, No 107-2391);
Law of the Republic of Lithuania on
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Restoration of Rights of Ownership of
Citizens of the Republic of Lithuania to
Existing Real Property No VIII-359 of
1 July 1997 (Official Gazette (Valstybes
Zinios), 1997, No 65-1558);

e Law of the Republic of Lithuania on
Possession, Using and Disposing of
State-Owned and Municipal Property
No VIII-729 of 12 May 1998 (Official
Gazette (Valstybes Zinios), 1998, No
54-1492).

Relevant institutions

o State Enterprise Centre of Registers

* Mortgage Offices

o Heritage Department under the Ministry
of Culture of the Republic of Lithuania

o Administrations of county governors

o Municipalities

F.2. Our highlights

Acquisition of land

In accordance with the Constitutional Law,
persons permanently residing or established
in the EU Member States, OECD, NATO
Member States or countries participating in
the European Economic Area Agreement as
well as Lithuanian subjects have the same
rights to acquire land, inland waters and
forests in Lithuania.

An exception is made to acquisition of
agricultural land and woodland: until the
end of the 7-year transition period stipu-
lated in Lithuania’s Treaty of Accession to
the European Union, foreign subjects (ex-
cept for foreigners permanently residing
in Lithuania and engaged in agricultural
activities for not less than 3 years as well
as foreign legal persons and other organi-
sations with established representative or
branch offices in Lithuania) may not ac-
quire land of the above-mentioned purpose
in Lithuania.

A person may not acquire more than 300
hectares of agricultural land in Lithuania
from the State and more than 500 hec-
tares of agricultural land in Lithuania in
total.

Land owned by the State of the Republic of
Lithuania by the right of exclusive owner-
ship (nationally significant inland waters,
littoral land or land within the territories
of State seaports, etc.) may not be acquired
into private ownership.

Foreign subjects that do not comply with
the selected European and Trans-Atlantic
integration criteria, may lease, use or man-

age land in Lithuania on other grounds pro-
vided for by the law.

Acquisition of structures

Lithuanian and foreign subjects have the
same rights to acquire flats, buildings and
other structures in Lithuania. Structures
owned by the State of the Republic of
Lithuania by the right of exclusive owner-
ship may not be acquired into private own-
ership.

Sale and purchase of a real property
object

According to Article 6.393 of the Civil
Code of the Republic of Lithuania, a sale-
purchase agreement of any real property
object must be concluded in a notarial form,
and failure to meet the said requirement
shall make the agreement null and void.
Please note that the title to the acquired real
property shall pass to the purchaser at the
moment of transfer thereof to the purchaser,
which is to be documented by a statement
of transfer and acceptance signed by the
purchaser and the seller or by any other
document provided for in the agreement. It
should also be emphasised that a notarised
sale-purchase agreement of a real property
object has the power of law to the parties in
question, however, it may only be invoked
against and carry legal implications to third
parties in case the transfer of the title has
been registered with the Real Property
Register according to the procedure pre-
scribed by the laws.

Lease of a real property object

The Civil Code of the Republic of Lithuania
provides for a simple written form for a
lease agreement of real property object.
According to Articles 6.531 and 6.547 of
the Civil Code, a lease of a real property
object may only be invoked against third
parties if it is registered in the Real Property
Register. Thus, upon change of the real
property owner, the new owner acquires
the lessor’s rights and obligations under
the lease registered with the Real Property
Register. On the other hand, upon change
of the real property owner, the lessee is en-
titled to terminate the lease even if it has
been registered with the Real Property
Register.

G. REGIONAL AND UNIVERSAL
INTERNATIONAL TRADE
AGREEMENTS LITHUANIA IS A
SIGNATORY TO

The international trade relations of the
Republic of Lithuania can be described

through the following main sections: firstly,
contractual relations through the EU and
secondly, an individual participation in the
regional and universal international trade
agreements.

As of 1 May 2004, upon Lithuania’s acces-
sion to the EU, Lithuania has taken over
the EU contractual relations with third
countries and international organisations.
Lithuania has terminated all the free trade
agreements concluded before the member-
ship in the EU in order to guarantee imple-
mentation of a unified free trade.

As regards the separate participation in
multilateral international trade agreements,
the Republic of Lithuania has been a mem-
ber of the World Trade Organisation (WTO)
from 31 May 2001.

Lithuania is also a member of the
Organisation for Economic Cooperation
and Development (OECD). From 1998,
Lithuania participated in the Baltic Regional
Program established by the OECD, the pri-
mary aim of which was stimulation of the
economic growth of the Baltic countries.
After the achievement of the main objec-
tives of this program, the BRP was finished
in the year 2005. The future participation of
Lithuania in the OECD should be based on
the implementation of its new Differentiated
Engagement Strategy (DES).

As regards the regional trade agreements,
the Republic of Lithuania takes active
part at the Council of the Baltic Sea States
(CBSS). One of the three working groups
within the CBSS is the Working Group
on Economic Cooperation (WGEC). The
WGEC examines problems related to the
regional economic cooperation and sug-
gests measures for improving the condi-
tions for investment and trade in the Baltic
Sea region.

H. LEGAL REGULATION OF IMPORT
AND EXPORT

H.I. Legal framework

Principles

Membership in the EU, the EU free trade
agreements with third countries, mem-
bership in the World Trade Organisation
prevent the unilateral application of du-
ties or application of other trade barri-
ers, thus ensuring the principle of free
trade.

Applicable legislation
e Council Regulation (EEC) No 2913/92
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erages, processed tobacco, energy products
(including fuel) and electricity.

Export regulation

The European Union does not apply any
duties on goods for export. This encour-
ages the manufacture and export of the
Community goods — an exporter can only
be a company registered in an EU Member
State or a representative office of a foreign
company.

Common agricultural policy

CAP includes agriculture and trade in ag-
ricultural products. The purpose of CAP is
protection of the Community market from
fluctuation of the world prices and low-
price import in order to ensure reasonable
income for Community manufacturers of
agricultural products by pricing of agricul-
tural products in the EU. The legal provi-
sions of CAP were laid down in the Treaty
Establishing the European Community
(Treaty of Rome) of 1957.

Agricultural products include farming, live-
stock, fishery products as well as related
products of the first production stage. Trade
mechanism of goods received as a result of
processing agricultural products applicable
to certain goods is regulated by Council
Regulation (EC) No 3448/93.

Duties payable upon implementation of the
CAP instruments may be classified as fol-
lows:

o Specific customs duties;

o Ad valorem duties;

o Combined or alternative duties;

¢ Countervailing charges;

o Preferential rates of CAP charge;

o Safeguard charges.

As regards application of CAP instruments,
the Customs Department or its authorised
customs agency performs the following
functions related to import of agricultural
and fishery products:

o Verification of and drawing import doc-
uments provided for in the agricultural
trade system (e.g. agricultural products
import licences);

e Customs verification of imported agri-
cultural products;

e Organisation and control of collection of
import duties on agricultural and fishery
products;

¢ Administration of agricultural and fish-
ery products import tariff quotas classi-
fied based on the time of acceptance of a
customs declaration for release of quota
goods for free circulation.

I. EMPLOYMENT AND LABOUR
RELATIONS

L.1. Legal framework

Principles

Labour relations in the Republic of
Lithuania are based on the following prin-
ciples: freedom of association, freedom to
choose one’s field of work, governmental
assistance for individuals in implement-
ing their right to work, equality of subjects
of labour law, ensuring a safe and healthy
work environment, just payment for work
performed, prohibition of forced and man-
datory work of any form, the stability of
labour relations, etc.

Applicable legislation

o Labour Code of the Republic of Lithua-
nia No IX-926 of 4 June 2002 (Official
Gazette (Valstybes Zinios), 2002, No
64-2569);

e Law on Public Service of the Republic
of Lithuania No VIII-1316 of 8 July
1999 (Official Gazette (Valstybes Zini-
0s), 1999, No 66-2130);

e Law on Trade Unions of the Republic
of Lithuania No [-2018 of 21 Novem-
ber 1991 (Official Gazette (Valstybes
Zinios), 1991, No 34-933);

e Law on Labour Councils of the Repub-
lic of Lithuania No IX-2500 of 26 Oc-
tober 2004 (Official Gazette (Valstybes
Zinios), 2004, No 164-5972);

e Law on European Labour Councils of
the Republic of Lithuania No 1X-2031
of 19 February 2004 (Official Gazette
(Valstybes Zinios), 2004, No 39-1271);

e Law on Safety and Health of Employ-
ees of the Republic of Lithuania No
IX-1672 of 1 July 2003 (Official Ga-
zette (Valstybes Zinios), 2003, No 70-
3170);

e Law on State Social Insurance of the
Republic of Lithuania No I-1336 of 21
May 1991 (Official Gazette (Valstybes
Zinios), 1991, No 17-447);

o Law on the Legal Status of Aliens of
the Republic of Lithuania No IX-2206
of 29April 2004 (Official Gazette (Val-
stybes Zinios), 2004, No 73-2539);

e Law on the State Labour Inspectorate of
the Republic of Lithuania No IX-1768 of
14 October 2003 (Official Gazette (Val-
stybes Zinios), 2003, No 102-4585);

e Law On Guarantees For Posted Workers
of the Republic of Lithuania No X-199
of 12 May 2005 (Official Gazette (Val-
stybes Zinios), 2005, No 67-24006);

e Law on Participation of Employees in
Decision Making in European Compa-
nies of the Republic of Lithuania No

X-200 of 12 May 2005 (Official Ga-
zette (Valstybes Zinios), 2005, No 67-
2407.

Relevant institutions

e Ministry of Social Security and Labour
of the Republic of Lithuania

o State Social Insurance Fund Board un-
der the Ministry of Social Security and
Labour

o Lithuanian Labour Exchange under the
Ministry of Social Security and Labour
of the Republic of Lithuania

o State Labour Inspectorate of the Repub-
lic of Lithuania

Employment, labour relations and the
European Union

During the negotiations for accession to
the EU in the area of freedom of move-
ment for persons, the EU asked for a tran-
sitional period ranging from two to seven
years starting from the commencement of
Lithuania’s membership (according to the
2+3+2 formula), during which the Member
States of the EU can limit the free move-
ment of labour force from Lithuania. In
turn, Lithuania also has the right to limit the
free movement of labour force from those
Member States that have imposed limita-
tions on Lithuania. After the accession to
the EU the United Kingdom, Sweden and
Ireland do not impose limitations on free
movement of labour force from Lithuania.
Greece, Island, Spain, Portugal and Finland
do not impose those limitations any more,
as well. Denmark, the Netherlands, Italy
and Norway apply simplified work permits
for the nationals of Lithuania. Lithuania
has the right to negotiate elimination of the
transitional period with the member States
that apply the restriction to free movement
of labour force.

I.2. Our highlights

Employment of foreigners

An alien intending to work in the Republic
of Lithuania is required to obtain a work
permit, unless he/she complies with the
terms that do not require such permit.
Together with the work permit, the alien in-
tending to reside in Lithuania is required to
obtain a permit for temporary or permanent
residence in the Republic of Lithuania.

Regardless of the type of employment
in Lithuania, citizens of the EU Member
States are not required to hold work per-
mits. These citizens are obliged to declare
their place of residence in the Republic of
Lithuania, if they intend to work here at
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be represented and protected by trade un-
ions, or, if there is no trade union in the
company, and the representation function
is not transferred to a respective trade un-
ion of the appropriate sector of economic
activity — by a works council (or in certain
cases — by the European Works Council).
Works councils may be formed and oper-
ate within one entity only. One of the main
functions of an employees’ representative
is negotiation with the employer regarding
the collective agreement, its compliance
control, recommendations to the employer
regarding organisation of work, organising
and managing strikes, etc.

Material liability

The basis for employee’s material liability
is a guilty and illegal act of the employee
who caused damage to the employer, cau-
sality and the link between the damage and
the employee’s work functions. The issue
of compensation for damages can be con-
sidered under the labour legislation if, at the
time of the deed, the parties were in labour
relations, in other cases this issue shall be
considered under the general procedures
prescribed by the civil law.

The law allows an employer to seek com-
pensation for damages equivalent up to the
employee’s three average monthly wages
if there are no grounds for full material li-
ability, i.e. the employee’s intent, criminal
act, an agreement between employer and
employee regarding full material liability,
etc. Damages not exceeding the employee’s
one-month average salary can be deducted
from the employee’s salary by the employ-
er’s written order, while in other cases — fol-
lowing the procedure set for the settlement
of labour disputes.

J. ELEGTRONIG COMMUNICATIONS,
INFORMATION TECHNOLOGIES AND
ELECTRONIC SIGNATURE

J.I. Legal framework

Principles

The legal acts of the Republic of Lithuania
regulating electronic communications ac-
tivities are based on the following prin-
ciples: effective management and use of
limited resources, technological neutrality
and functional equivalence, proportional-
ity, minimum necessary regulation, legal
certainty in dynamic market, economic
development and assurance of efficient
competition, protection of consumer rights,
objectivity of regulation criteria, conditions
and procedures, transparency and non-dis-
crimination.

Applicable legislation

e Law on Electronic Communications of
the Republic of Lithuania No IX-2135
of 15 April 2004 (Official Gazette (Val-
stybes Zinios), 2004, No 69-2382);

e Law on Electronic Signature of the Re
public of Lithuania No VIII-1822 of 11
July 2000 (Official Gazette (Valstybes
Zinios), 2000, No 61-1827);

e Law on Legal Protection of Personal
Data of the Republic of Lithuania No
1-1374 of 11 June 1996, new wording
of the Law (Official Gazette (Valstybes
Zinios), 2003, No 15-597);

e Law on the Provision of Information to
the Public of the Republic of Lithuania
No 1-1418 of 2 July 1996, new wording
of the Law (Official Gazette (Valstybes
Zinios), 2006, No 82-3254);

o Law on the Ratification of the Statutes
of the International Telecommunications
Union and the Convention of the Inter-
national Telecommunications Union of
the Republic of Lithuania No VIII-1340
of 28 September 1999 (Official Gazette
(Valstybes Zinios), 2000, No 5-123).

Relevant institutions

o Government of the Republic of Lithuania

e Ministry of Transport and Communica-
tions of the Republic of Lithuania

o Communications Regulatory Authority
under the Government of the Republic
of Lithuania

¢ Information Society Development Com-
mittee under the Government of the Re-
public of Lithuania

o State Data Protection Inspectorate

o Lithuanian Standards Board

o Competition Council of the Republic of
Lithuania

o Ethics Commission for Journalists and
Publishers Radio and Television Com-
mission of Lithuania Knowledge Soci-
ety Council

J.2. Our highlights

Electronic communications

The Law on Electronic Communications
regulates social relations pertaining to elec-
tronic communications services and net-
works, associated facilities and services,
use of electronic communications resources
as well as social relations pertaining to radio
equipment, terminal equipment and electro-
magnetic compatibility. Undertakings have
the right to engage in electronic communi-
cation activities without any prior consent
of the state and under the requirements of
the Law on Electronic Communications and
regulations adopted by the Communications

Regulatory Authority (which regulate the
general conditions and requirements appli-
cable to electronic communication activi-
ties). However, certain electronic commu-
nications’ activities require an obligatory
notification to be provided to a respective
supervisory institution.

Subjects having substantial influence in
the relevant electronic communications
market, i.e. subjects separately or jointly
with other subjects holding a position con-
sidered as dominating, are subject to addi-
tional requirements of transparency, non-
discrimination, accounting and other man-
agement provided by the Law on Electronic
Communications.

Electronic signature

The Law on Electronic Signature estab-
lishes that a secure electronic signature
created using a secure signature creation
device and confirmed by a valid qualifying
certificate, has the same legal power in the
case of electronic documents as a signature
in written documents and is permissible as
evidence in court. It should be noted that
signature verification data is public. The
above-mentioned law also provides that
certification service providers in Lithuania
issuing qualifying certificates are obliged
to register with the institution responsible
for supervising electronic signatures in ac-
cordance with the procedure established by
the law. Qualifying certificates issued by
foreign certification service providers are
considered to be equally valid in law to the
qualifying certificates issued by Lithuanian
certification service providers.

Protection of personal data

The Law on Legal Protection of Personal
Data is applicable to the management of
personal data if:

o Personal data is managed, as part of its
activities, by a data manager established
and operating in Lithuania;

Personal data is managed by a data man-
ager, established outside Lithuania, but
subject to the laws of Lithuania in ac-
cordance with the international public
law;

Personal data is managed by a data man-
ager established and operating in a state
which is not an EU member state, but
who uses means of automated personal
data management installed in Lithuania,
unless such means are used for sending
data in transit; Pursuant to Lithuania’s
obligations with respect to membership
in the EU, this law also ensures free
movement of personal data.
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Ill. Gompany Law

A. GOMPANIES

A.l. Legal framework

Principles

The principle of personal freedom to en-
gage in economic-commercial activities
means that natural persons in Lithuania
may engage in economic activity with or
without incorporating a company. All the
companies (except for personal companies
and partnerships) are limited liability legal
persons liable for their obligations by the
assets owned by or trusted to the company,
thus ensuring the principle of separation
of the assets of a legal person from the as-
sets of its incorporators and owners. The
principles of freedom of companies to es-
tablish branches and representative offices
and enter into associations are also ensured
in Lithuania. The Civil Code establishes a
prohibition to provide for different rights,
obligations or privileges to certain legal
persons in legal acts for discriminatory pur-
poses, as well as to restrict the capacity of a
legal person other than on the grounds and
under the procedure prescribed by laws,
and eliminates the application of ultra vires
with respect to private legal persons.

Applicable legislation

e Council Regulation (EC) No 1435/2003
of 22 July 2003 on the Statute for a Eu-
ropean Cooperative Society (SCE) (OJ
L 207, 18 August 2003, p. 1-24);

o Council Regulation (EEC) No 2137/85
of 25 July 1985 on the European Eco-
nomic Interest Grouping (EEIG) (OJ
1985 L 199, 1 p.);

o Council Regulation (EC) No 2157/2001
of 8 October 2001 on the Statute of a
European company (SE) (OJ 2001 L
294, 1p.);

e Civil Code of the Republic of Lithuania
of 18 July 2000 (Official Gazette (Val-
stybes Zinios), 2000, No 74-2262);

e Code of Civil Procedure of the Republic
of Lithuania No IX-743 of 28 February
2002 (Official Gazette (Valstybes Zini-
0s), 2002, No 34-1340);

o Law on the Register of Companies of the
Republic of Lithuania No 1X-368 of 12
April 2001 (Official Gazette (Valstybes

Zinios), 2001, No 55-1940);

Law on European Cooperative Socie-
ties of the Republic of Lithuania No X-
696 of 15 June 2006 (Official Gazette
(Valstybés Zinios), 2006, No 73-2764);
Law on the European Economic Interest
Grouping of the Republic of Lithuania
No IX-1939 (Official Gazette (Valstybes
Zinios), 2004, No 4-43);

Law on European Companies of the Re-
public of Lithuania No IX-2199 of 29
April 2004 (Official Gazette (Valstybes
Zinios), 2004, No 78-2710);

Law on Companies of the Republic of
Lithuania of 13 July 2000 (new wording
and subsequent amendments to the Law
No [X-1889 of 11 December 2003 (Of-
ficial Gazette (Valstybes Zinios), 2003,
No 123-5574));

Law on Individual Companies of the
Republic of Lithuania No IX-1805 of 6
November 2003 (Official Gazette (Val-
stybes Zinios), 2003, No 112-4991);
State and Municipal Enterprise Law of
the Republic of Lithuania of 21 Decem-
ber 1994 (new wording and subsequent
amendments to the Law No IX-1895
of 16 December 2003 (Official Gazette
(Valstybes Zinios), 2004, No 4-24);
Law on Partnerships of the Republic of
Lithuania No 1X-1804 of 6 November
2003 (Official Gazette (Valstybes Zini-
0s), 2003, No 112-4990);

Law on the Farmer’s Farm of the Re
public of Lithuania No IX-1250 of 10
December 2002 (Official Gazette (Val-
stybes Zinios), 2002, No 123-5537);
Law on Cooperative Companies (Coop-
eratives) of the Republic of Lithuania of
1 June 1993 (new wording and subse-
quent amendments to the Law No IX-
903 of 28 May 2002 (Official Gazette
(Valstybes Zinios), 2002, No 57-2296);
Law on Agricultural Companies of the
Republic of Lithuania of 16 April 1991
(new wording and subsequent amend-
ments to the Law No IX-330 of 17 May
2001 (Official Gazette (Valstybes Zini-
0s), 2001, No 45-1574);

Law on Associations of the Republic
of Lithuania No IX-1969 of 22 Janu-
ary 2004 (Official Gazette (Valstybes

Zinios), 2004, No 25-745);

e Government Resolution No 1407 of 12
November 2003 On Establishment of the
Register of Legal Persons and Approval
of Its Regulations (Official Gazette (Val-
stybes Zinios), 2003, No 107-4810).

Relevant institutions

o Ministry of Economy of the Republic of
Lithuania

e Ministry of Justice of the Republic of
Lithuania

o State Enterprise Centre of Registers

e Lithuanian Securities Commission

¢ Bank of Lithuania

e Insurance Supervisory Commission

A.2. Our highlights

Types of companies

The following companies with the status of

legal persons may be presently established

in the Republic of Lithuania:

e Public or private limited liability com-
pany;

e Individual (personal) enterprise;

o Partnership (general or limited);

o State enterprise;

e Municipal enterprise;

o Agricultural company;

o Co-operative company;

¢ European company;

o European economic interest grouping

Registration of companies

All companies together with all other le-
gal persons are registered with a unified
Register of Legal Entities of the Republic
of Lithuania administered by the State
Enterprise Centre of Registers. A com-
pany registered with the Register of Legal
Entities is issued a certificate of a legal per-
son of an established form and allocated a
legal person’s code. Companies must notify
the administrator of the Register of Legal
Entities about any changes in their registra-
tion data within 30 days.

Public and private limited liability
companies

Public and private limited liability compa-
nies (hereinafter jointly referred to as the
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in industrial, commercial, craftsmanship
and agricultural activities or provision of
professional or other services in the EU
may incorporate an EEIG. At least two pro-
moters operating in different EU Member
States must establish an EEIG.

The bodies of EEIG are the meeting of
members and the manager.

Branches and representative offices of
enterprises

In Lithuania, enterprises (including foreign
enterprises) may establish their branches
for performing some elected or all func-
tions as well as representative offices which
have the right to represent and protect the
interests of the legal person, to conclude
agreements and perform other actions on
behalf of the company that established the
representative office, to execute export
and import operations, but only between
the representative office and foreign legal
persons or other organisations which estab-
lished the representative office or between
such representative office and enterprises,
institutions or organisations related to it. It
should be noted that neither the branch nor
the representative office has the status of an
independent legal person.

To implement certain aims, several enter-
prises may also join into associations.

B. LICENSING

B.I. Legal framework

Principles

In order to ensure proper supervision and
control of activities related to the national
security, increased threat to human life,
health and the environment, the Republic
of Lithuania has established control mecha-
nisms and higher requirements applicable
to companies engaged in such activities.
Under Lithuanian law, these higher require-
ments, i.e. the requirement to obtain a li-
cence before the commencement of certain
economic activities, may only be granted
according to the principles of expedience,
impartiality, non-discrimination, effective-
ness, proportionality, etc.

Applicable legislation

General provisions on licensing are estab-
lished in the Civil Code as well as in the
Government Resolution specified below:

o Civil Code of the Republic of Lithuania
of 18 July 2000 (Official Gazette (Val-
stybes Zinios), 2000, No 74-2262);

e Government Resolution No 274 of 15
March 2004 On Approval of Methodical

Regulations for Licensing of Economic
Commercial Activities (Official Gazette
(Valstybes Zinios), 2004, No 41-1333).

More specific provisions on licensing are
set forth in separate legal acts establishing
licensing regimes for different types of ac-
tivities, for example:

e Law on Energy of the Republic of
Lithuania No IX-884 of 16 May 2002
(Official Gazette (Valstybes Zinios),
2002, No 56-2224);

o Law on Banks of the Republic of Lithua-
nia No [X-2085 of 30 March 2004 (Of-
ficial Gazette (Valstybes Zinios), 2004,
No 54-1832);

o Law on Financial Institutions of the Re-
public of Lithuania No IX-1068 of 10
September 2002 (Official Gazette (Val-
stybes Zinios), 2002, No 91-3891);

e Law on Alcohol Control of the Repub-
lic of Lithuania No I-857 of 18 October
1995, new wording of the Law No IX-
2052 of 9 March 2004 (Official Gazette
(Valstybes Zinios) 2004, No 47-1548);

e Law on Provision of Information to the
Public of the Republic of Lithuania No
1-1418 as of 2 July 1996, new wording
of the Law No X-752 of 11 July 2006
(Official Gazette (Valstybes Zinios)
2006, No 82-3254);

e Law on Tobacco Control of the Republic
of Lithuania No I-1143 of 20 December
1995(0Official Gazette (Valstybes Zini-
0s), 1996, No 11-281, 2003, No 117-
5317);

e Law on Insurance of the Republic of
Lithuania No IX-1737 of 18 September
2003 (Official Gazette (Valstybes Zini-
0s), 2003, No 94-4246).

B.2. Our highlights

Main economic activities types requiring
licences

A company may engage in any economic
or other activity within the territory of the
Republic of Lithuania as long as the laws of
the Republic of Lithuania or incorporation
documents of the company do not prohibit
it. Specific activity types such as banking,
pharmacy, telecommunications, gambling,
life or property insurance, production and
sale of tobacco, alcohol products or guns,
import and export of petroleum products as
well as other areas of activities related to in-
creased threat to human life, health, the en-
vironment or national security are subject
to licensing. In total there are thirty nine
types of economic activities in Lithuania
for the performance of which the company
is required to acquire a licence. Licensing

is only applicable when it has concrete
grounds and in case the licence is the most
appropriate means for achievement of these
goals. Licensing may not be applicable as
means for restriction of the number of mar-
ket players engaged in certain economic
activity.

Licensing

The licenses are issued by the institutions
or agencies provided for in a law regulat-
ing the respective activity or authorised by
the Government upon the instruction of the
Government of the Republic of Lithuania.
In addition, these institutions perform the
supervision of compliance with the con-
ditions applicable to licensed economic
activity, suspend and cancel the licenses.
Licensing may not be subject to any excep-
tions, advantages or privileges granted to
certain persons seeking to obtain a licence.

A licence is issued for an indefinite pe-
riod of time if the conditions specified in
the licensing regulations are met. Refusal
to issue a licence cannot be grounded on
inexpediency of the activity and has to be
reasoned. A fee for the issue of a licence
cannot exceed the costs of the issue of a
licence issue and the supervision of the li-
censed activity.

G. BANKRUPTCY PROCEEDINGS AND
INSOLVENCY

C.I. Legal framework

Principles

The laws of the Republic of Lithuania ad-
dress the issues of bankruptcy and insol-
vency in accordance with the following
principles: protection of creditors’ econom-
ic rights, priority to restoration of solvency,
priority to satisfaction of economic claims
of employees of a bankrupt enterprise.

Applicable legislation

e Civil Code of the Republic of Lithuania
of 18 July 2000 (Official Gazette (Val-
stybes Zinios), 2000, No 74-2262);
Code of Civil Procedure of the Republic
of Lithuania of 28 February 2002 (Of-
ficial Gazette (Valstybes Zinios), 2002,
No 36-1340);

Enterprise Bankruptcy Law of the Re-
public of Lithuania No IX-216 of 20
March 2001 (Official Gazette (Valstybes
Zinios), 2001, No 31-1010);

Law on Restructuring of Enterprises of
the Republic of Lithuania No [X-218 of
20 March 2001 (Official Gazette (Val-
stybes Zinios), 2001, No 31-1012);

Law on Guarantee Fund of the Repub-
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IV. Taxation

A. INTERNATIONAL ISSUES

Treaties on avoidance of double taxation
Lithuania has concluded 43 applicable
bilateral treaties on avoidance of double
taxation. All the treaties are based on the
OECD/UN model agreement:

ties performed within the zone, from
wholesale of goods warchoused within
the zone or provision of services related
to the activities carried out on the terri-
tory of the zone, the company is granted
exemption from profit tax for the first 6
tax periods (years), whereas in the sub-

Armenia Germany
Azerbaijan Great Britain
Austria Greece
Belarus Hungary
Belgium Iceland
Bulgaria Ireland
Canada Israel

China Italy
Croatia Kazakhstan
Czech Republic Latvia
Denmark Malta
Estonia Moldova
Finland Netherlands
France Norway
Georgia Poland

Portugal
Romania
Russia
Singapore
Slovakia
Slovenia
Spain
Sweden
Switzerland
Turkey
Ukraine
USA
Uzbekistan

Investment and tax benefits

Benefits applicable to foreign investors
During the negotiations concerning EU ac-
cession, tax benefits to foreign investors
were essentially eliminated; therefore, new
investment is not subject to any benefits ex-
cept for benefits applied in free economic
zones.

Free economic zones

Lithuanian and foreign enterprises may
develop their business in free economic
zones. FEZ enterprises may enjoy the fol-
lowing incentives:

o If investments reach the amount of EUR
1 million, and at least 75% of the com-
pany’s income during the tax period that
the limit of EUR 1 million was reached
in consisted of income from manufac-
turing, processing, warchousing activi-

sequent 10 tax periods (years) it is sub-
ject to a 50% reduction in profit tax.

o Exemption from VAT and real estate tax
may be applicable irrespective of the
amount of the investment in a FEZ.

Small enterprises

An enterprise with gross income below
LTL 500,000 (EUR 144,810) during a tax
year and with an average number of em-
ployees not exceeding 10 has the right to
apply a 13% profit tax (the standard rate is
15%), or a company (individual company
or partnership) with an average number of
employees not exceeding 10 and the in-
come not exceeding LTL 1 million (approx.
EUR 289,620) per tax year has a right to
apply zero income tax rate to the amount
of LTL 25,000 (approx. EUR 7,240) and a
15% profit tax rate to the remaining amount
of profit.

Other incentives and relieves

The majority of municipalities in Lithuania
offer land tax relieves and in some cases
provide financial aid to businesses for cre-
ating new job places.

Certain tax incentives are applied in regard
of enterprises, where the owners or em-
ployees are handicapped.

Accounting and audit

Apart from certain exceptions applied to
small and/or unlimited liability enterprises,
accounting must be based on the accrual
principle. The Bank of Lithuania requires
that banks in Lithuania present accounts ac-
cording to the IFRS. From 1 January 2004
the majority of the Business Accounting
Standards (based on IFRS and the EU di-
rectives) came in accounting principles
in the following areas: accounting for de-
ferred taxes, provisions for various assets,
accounting for derivative financial instru-
ments. Consolidation is also being manda-
tory starting from 1 January 2004.

Audit is mandatory for all states and munic-
ipal companies, public companies. Audit is
mandatory for all private companies, gen-
eral partnership and limited partnerships
(provided all general members thereof are
private or public companies) meeting at
least two of the three below criteria:

e Revenues from sales exceed LTL
10,000,000 (EUR 2,896,200) over the
past accounting year.

e Over the accounting year, the average
number of employees on the list of em-
ployees was at least 50.

o Assets on the balance sheet exceed LTL
5,000,000 (EUR 1,448,100).

B. TAX ADMINISTRATION

It is necessary to follow all the applicable
Lithuanian requirements for accounting and
bookkeeping of other enterprise documents.
Documents must be kept in Lithuanian. If
necessary, documents may be kept in two
languages. The form and contents of ac-
counting documents are also regulated. The
documents must contain certain manda-
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tion of qualification, PhD, post—gradu-
ate studies), including tuition paid for
children under 26. If a loan was taken
for that purpose, the amount of loan
returned over a tax period is deducted.
This incentive may also be used by a
foster—parent, brother, sister or spouse;

e One personal computer including soft-
ware acquired within three years for the
amount not exceeding LTL 4,000. If the
purchase agreement contains a provi-
sion that title to the thing is transferred
only subject to final settlement, only the
amount actually paid excluding interest
may be deductible;

o The total deducted amount may not ex-
ceed 25% of the amount calculated by
deducting the below sums:

o tax-exempt income;

e income received from activities con-
ducted under a business certificate;

o allowable deductions related to the re-
ceipt of income from individual activi-
ties;

o the acquisition price of property other
than that related to individual activities
that is sold or otherwise transferred into
ownership during the tax period, as well
as expenses related to the sale or other
transfer into ownership of that property;

o the tax-exempt amount of income and
additional tax-exempt amount of in-
come for the purpose of calculating the
monthly taxable income of the tax pe-
riod, or the annual tax-exempt amount
of income and annual additional tax-
exempt amount of income for the pur-
pose of calculating taxable income
for the tax period, or any part thereof
from the total income derived in the tax
period.

Expenses are deducted only from a per-
manent resident’s personal income while
calculating income tax for the tax period
for the purposes of submitting the annual
income tax return.

Income from property sale

Upon selling or otherwise transferring into
ownership non—individual activity property,
the property acquisition price, commission,
taxes and levies paid that are related to its
acquisition may be subtracted from the pro-
ceeds received from its sale.

Individual activity

Income from individual activity is subject
to a 27% income tax (from 1 January 2008
it will be reduced to 24%), if allowed de-
ductions are made. If a person chooses not
to reduce income by allowed deductions,

income from individual activity is taxed
by a 15% income tax. A person engaged in
individual activity under a business certifi-
cate pays a fixed income tax.

Tax returns and terms

A permanent resident that received income
during a tax period in either category A or
category B must submit an annual income
tax return by the 1st of May of the follow-
ing year. A permanent resident must pay
the difference in income tax between the
amount specified in his/her annual income
tax return and the amount paid (withheld)
during the tax period by the 1st of May of
the following year.

The annual income tax return may be cho-
sen not to be filed by a permanent resident
who:

o Is not going to exercise his/her right to
deduct annual tax exempt amount or ad-
ditional tax exempt amount, and

o Is not going to exercise his/her right to
deduct incurred expenses from income,
and

e Over a tax period received only income
in category A.

A non—permanent Lithuanian resident must
pay the tax and submit his/her income tax
return not later than within 25 days after the
receipt of income.

Until 1 May 2005 permanent residents of
Lithuania will have to declare certain assets
held as of 31 December 2003. Unless a resi-
dent declares the assets held, he/she will not
be able to use these assets to substantiate
the source of acquisition of other assets.

Taxation of inherited property
Inheritance tax is applied to both Lithuanian
and non-Lithuanian residents (unless inter-
national treaties provide otherwise). The tax
object of a Lithuanian permanent resident
is inherited property — movable, immov-
able, securities and cash. The tax object
of a temporary resident is inherited mov-
able property requiring legal registration in
Lithuania or immovable property located in
Lithuania.

The tariff of inheritance tax applied to in-
heritors is 5% when the taxable value is
less than LTL 0.5 million (approx. EUR
144,810) and 10% when the taxable value
exceeds LTL 0.5 million.

Close relatives, such as children, parents,
spouses and certain other persons, may be
exempt from this tax. Inherited property

valued below LTL 10,000 (approx. EUR
2,896) is not subject to tax.

C. IMMIGRATION AND PERMITS

Work permit

Usually, a Lithuanian registered enterprise
may employ a foreigner if he/she has a
valid work permit issued by the Lithuanian
Labour Exchange. Work permits are not
required for citizens of the EU as well as
for foreigners holding a permit for perma-
nent residence. In certain cases the person
holding a temporary residence permit is
also not required to obtain the work per-
mit. The work permit is also not required
for persons who arrive to work as a head
of the company registered in Lithuania as
well as in other cases established by the
legal acts.

Before employing a foreigner, a Lithuanian
registered enterprise must address to the
local labour exchange for a work permit.
When the local labour exchange passes a
positive decision, the required documents
are submitted to the Lithuanian Labour
Exchange; the latter passes a final decision
and issues a work permit to the foreigner.
The consideration of a request for a work
permit may take up to 2 months. A foreigner
is issued a work permit for a period up to 2
years (as a general rule). Based on the work
permit, one may be eligible for a temporary
residence in Lithuania.

Temporary residence permit

A citizen of the EU who comes to live in
Lithuania for over 3 months during a cal-
endar year and fulfills the requirements
specified in the Law on the Legal Status of
Aliens of the Republic of Lithuania should
declare his place of residence in Lithuania.
His family members who are not the citi-
zens of an EU Member State and come to
live in Lithuania for over 3 months dur-
ing a calendar year must receive an EU
residence permit. Other foreigner intending
to work, study or engage in other activi-
ties in Lithuania as well as willing to stay
in Lithuania longer than it is specified by
the legal acts must apply for and receive a
temporary residence permit. Family mem-
bers of non EU citizens who are also non
EU citizens may apply for a temporary resi-
dence permit only on the basis of the family
reunification (their family member should
live in Lithuania for recent 2 years, hold
temporary residence permit for 1 year or
even longer and have a reasonable perspec-
tive to get a right for a permanent residence
in the Republic of Lithuania).
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A. GONTRACT LAW

A.l. Legal framework

Principles

Principle of the freedom of contract is rec-
ognised in Lithuania. However, the parties
may not choose to disregard mandatory
legal norms upon their agreement. Each
party must act in good faith before enter-
ing into contractual relations as well as
having concluded the contract. Contracts
must be interpreted fairly as well, taking
into account the actual intentions of the
parties and not only the letter of the con-
tract. Moreover, the principles of prudence
and justice are also applied in contract
law.

Applicable legislation

o Civil Code of the Republic of Lithuania
of 18 July 2000 (Official Gazette (Val-
stybes Zinios), 2000, No 74-2262);

e Law on Consumer Protection of the
Republic of Lithuania No 1-657 of 10
November 1994 (Official Gazette (Val-
stybes Zinios), 1994, No 94-1833);

e Law on Product Safety of the Republic
of Lithuania No VIII-1206 of 1 June
1999 (Official Gazette (Valstybes Zini-
0s), 1999, No 52-1673);

e Law on Competition of the Republic of
Lithuania No VIII-1099 of 23 March
1999 (Official Gazette (Valstybes Zini-
0s), 1999, No 30-856);

e Law on Land of the Republic of Lithua-
nia No 1-446 of 26 April 1994 (Official
Gazette (Valstybes Zinios), 1994, No
34-620);

e Law on Real Property Register of the
Republic of Lithuania No 1-1539 of 24
September 1996 (Official Gazette (Val-
stybes Zinios), 1996, No 100-2261);

e Law on Real Property Cadastre of
the Republic of Lithuania No VIII-
1764 of 27 June 2000 (Official Ga-
zette (Valstybes Zinios), 2000, No 58-
1704);

o Law on Construction of the Republic of
Lithuania No 1-1240 of 19 March 1996
(Official Gazette (Valstybes Zinios),
1996, No 32-788);

o Other relevant legal acts.

V. Gontract Law

Relevant institutions

e National Consumer Protection Council
e European Consumer Centre

o State Food and Veterinary Service
State Non-Food Products Inspectorate
And other relevant institutions.

A.2. Our highlights

The new Lithuanian contract law system
The new Civil Code of the Republic of
Lithuania of 18 July 2000 introduced im-
portant changes in the area of contract law.
It established new, modern and effective
contract rules, which had to correspond
to the changed economic situation. The
new Civil Code was drafted in accord-
ance with the most recent tendencies of the
European and worldwide unification and
harmonization of contract law. Therefore,
the majority of the new rules correspond to
the provisions of the well-known interna-
tional instruments of contract law, such as
the UNIDROIT Principles of International
Commercial Contracts and the Principles of
the European Contract Law.

The place of contract law in the
Lithuanian legal system

The contract law provisions are divided
into two portions in Book 6 of the Civil
Code — the General Part (arts. 6.154-6.228)
and the Special Part (arts. 6.305-6.1018).
However, due to the systematic nature of
the Civil Code, other books of the Civil
Code are also of great importance in con-
tract law. Moreover, contract law provisions
often have to be applied in conjunction with
the provisions placed in the other legal acts
concerning tax law, accounting law, land
law, construction law, competition law etc.

Definition of contract

A contract is an agreement between two or
more persons to create, change or termi-
nate civil legal relations, when one or few
persons undertake towards another person
or persons to perform certain actions (or
refrain from doing certain actions) and the
latter acquire(s) a claim right. In general,
the following elements shall be sufficient to
render a contract valid: an agreement of le-

gally capable parties, and, when prescribed
by laws, also a form of a contract. In some
specific contracts, additional requirements
may be prescribed by laws to render a con-
tract valid (e.g. price, quantity, quality, type
of activity, term etc.)

Form of contract

Contracts may be concluded verbally, in
writing (in an ordinary written or a no-
tarised form) or by conclusive actions.
Contracts that do not have to be in writ-
ing under the laws or agreement between
the parties may be concluded verbally.
Contracts shall be concluded in an ordi-
nary written form, as well as in a notarised
form, in cases it is required by respective
legal norms or in case the party is will-
ing to conclude the contract in such form.
Contracts to be concluded in an ordinary
written form may be concluded either by
executing one document or by exchang-
ing letters, telegrams, telephonograms,
facsimile messages or other information
transmitted by terminal telecommunication
means, provided that the transmitted text is
secured and the signature of the sender is
identifiable.

Content of contract

The content of contracts is regulated by
the provisions of the Civil Code on sepa-
rate types of contracts (sale-purchase, rent,
service provision for a fee, franchise, com-
missioning, distribution, etc.).

The Civil Code also establishes certain
general provisions applicable to all types of
contracts, i.e. requirements for the types of
contract provisions, the quality of the ob-
ject, price and term.

Types of contract provisions. Contractual
provisions may be either explicitly stated
or implied. Implied contractual provisions
are established considering the essence and
purpose of the contract, the nature of the re-
lations between contractual parties, criteria
of fairness, prudence and justice.

Quality of object. The quality of the object
of a contract shall be in compliance with
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Addendum No 2

KEY ECONOMIC INDICATORS

2002 2003 2004 2005 2006
GDP, million LTL 51971 56804 62587 71200! 81554
Inflation (in comparison to December of previous years), % -1,0 -1,3 2,9 3,0 4,5
Unemployment rate, % 13,8 12,4 11,4 8,3 5,9
Export, billion LTL 19,1 21,3 25,8 32,8 38,84
Import, billion LTL 27,5 29.4 34,4 43,2 52,6
Balance, billion LTL -8,4 -8,1 -8,6 -10,4 -13,8*
Foreign direct investment (at the end of the period), million LTL 10662 13184 13699 16193 23896
Foreign debt (at the end of the period), million LTL 9178 8870 7479 7818! 8664°

! Non-final data

2 First estimate

3 Estimate

* Provisional data

3 30 September 2006
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