PORTUGAL:
MEMORANDUM OF UNDERSTANDING ON
SPECIFIC ECONOMIC POLICY CONDITIONALITY

3 May 2011, 13:40

[With regard to Council Regulation (EU) n° 407/2019 11 May 2010 establishing a
European Financial Stabilisation Mechanism, andparticular Article 3(5) thereof, this
Memorandum of Understanding details the generahenac policy conditions as embedded
in Council Implementing Decision [...] of [...] on gr@mg Union financial assistance to
Portugal. The quarterly disbursement of financiasiatance from the European Financial
Stabilisation Mechanism (EFSMill be subject to quarterly reviews of conditidity for
the duration of the programme. The first reviewl W@ carried out in the third quarter of
2011, and the 12-th and last review in the secamattgr of 2014. Release of the instalments
will be based on observance of quantitative pertoroe criteria, respect for EU Council
Decisions and Recommendations in the context ofeXoessive deficit procedure, and a
positive evaluation of progress made with respeagpdlicy criteria in the Memorandum of
Economic and Financial Policies (MEFP) and in tthhdemorandum of Understanding on
specific economic policy conditionality (MoU), whicspecifies the detailed criteria that will
be assessed for the successive reviews up to thefethe programme. The review taking
place in any given quarter will assess compliandé whe conditions to be met by the end of
the previous quarter.

If targets are missed or expected to be missedtiaddl action will be taken. The authorities
commit to consult with the European Commission,B&® and the IMF on the adoption of
policies that are not consistent with this Memonamd They will also provide the European
Commission, the ECB and the IMF with all informatr@quested that is available to monitor
progress during programme implementation and tockrgahe economic and financial
situation. Prior to the release of the instalmeritse authorities shall provide a compliance
report on the fulfilment of the conditionality.]

lons April 2011, Eurogroup and ECOFIN Ministersuisd a statement clarifying that EU (European Firsnc
Stabilisation Mechanism) and euro-area (Europeararfgial Stability Facility) financial support woulde
provided on the basis of a policy programme sumgbiby strict conditionality and negotiated with the
Portuguese authorities, duly involving the mainitpza! parties, by the Commission in liaison witletECB, and
the IMF.



1. Fiscal policy

Objectives:

Reduce the Government deficit to below EUR 10,06fam (equivalent to 5.9% of GDP
based on current projections) in 2011, EUR 7,64%ani(4.5% of GDP) in 2012 and EUR
5,224 million (3.0% of GDP) in 2013 by means of Higuality permanent measures and
minimising the impact of consolidation on vulneglgiroups; bring the government debt-to-
GDP ratio on a downward path as of 2013; maintaoaf consolidation over the medium
term up to a balanced budgetary position, notaplgdntaining expenditure growth; support
competitiveness by means of a budget-neutral adgrstof the tax structure.

Fiscal policy in 2011

1.1. The Government achieves a general governmafititdof no more than EUR 10,068
millions in 2011[Q4-2011]

1.2. Over the remainder of the year, the governmagfhtrigorously implement the Budget
Law for 2011 and the additional fiscal consolidatimeasures introduced before May 2011.
Progress will be assessed against the (cumulatizedrterly deficit ceilings in the
Memorandum of Economic and Financial Policies (MEFmcluding the Technical
Memorandum of Understanding (TMUR3 and Q4-2011]

Fiscal policy in 2012

1.3.0n the basis of a proposal developed by the tfrthe first review, the 2012 Budget will
include a budget neutral recalibration of the tgstesm with a view to lower labour costs and
boost competitivenes©ftober 2011].

1.4.The government will achieve a general goverrindeficit of no more than EUR 7,645
millions in 2012 [Q4-2012]

1.5. Throughout the year, the government will r@gely implement the Budget Law for
2012. Progress will be assessed against the (ctiv®)lajuarterly deficit ceilings in the
Memorandum of Economic and Financial Policies (MEFmcluding the Technical
Memorandum of Understanding (TMUR1, Q2, Q3 and Q4-2012]

1.6. The following measures will be carried outhntihe 2012 Budget La{fQ4-2011], unless
otherwise specified:

Expenditure

1.7.Improve the working of the central administratby eliminating redundancies, increasing
efficiency, reducing and eliminating services thklat not represent a cost-effective use of
public money. This should yield annual savings wat least EUR 500 million. Detailed
plans will be presented by the Portuguese autberdind will be assesség Q1-2012; the
budgetary impacts will spread to 2014 this end, the government will:

I. reduce the number of services while maintainindityuaf provision;

il. create a single tax office and promoting servisbksiring between different
parts of the general government;



iii. reorganise local governments and the provision @itral administration
services at local level,

iv. regularly assess the value for money of the vanmusic services that are part
of the government sector as defined for nationabants purposes;

V. promote mobility of staff in central, regional alodal administrations;
Vi. reduce transfers from the State to public bodiesather entities;

Vii. revise compensation schemes and fringe benefipgilic bodies and entities
that independently set their own remuneration s&@sm

Viii. reduce subsidies to private producers of goodsandces.

1.8.Reduce costs in the area of education, withaihe of saving EUR 195 million by
rationalising the school network by creating schdosters; lowering staff needs, centralising
procurement; and reducing and rationalising trassf® private schools in association
agreements.

1.9. Ensure that the aggregate public sector waligesta share of GDP decreases in 2012 and
2013 [Q2-2012 for assessmen@Q2-2013 to complete process].

* Limit staff admissions in public administration sxhieve annual decreases in
2012-2014 of 1% per year in the staff of centrahamistration and 2% in local
and regional administratiofiQ3-2011]

* Freeze wages in the government sector in nomimalsten 2012 and 2013 and
constrain promotions.

* Reduce the overall budgetary cost of health benefthemes for government
employees schemes (ADSE, ADM and SAD) lowering tbmployer’s
contribution and adjusting the scope of health benevith savings of EUR 100
million in 2012.

1.10.Control costs in health sector on the basis of ildetaneasures listed below under
'Health-care system’, achieving savings worth EBR faillion;

1.11.Reduce pensions above EUR 1,500 according to thgrgssive rates applied to the
wages of the public sector as of January 2011, thiéhaim of yielding savings of at least
EUR 445 million

1.12.Suspend application of pension indexation rules fnedze pensions, except for the
lowest pensions, in 2012;

1.13.Reform unemployment insurance on the basis of ldetaneasures listed below under
'‘Labour market and education’, yielding medium-teamings of around EUR 150 million;

1.14.Reduce transfers to local and regional authoritiest least EUR 175 million with a
view to having this subsector contributing to fistansolidation;

1.15.Reduce costs in other public bodies and entitieatlbgast EUR 110 million;

1.16.Reduce costs in State-owned enterprises (SOEs)thétraim of saving at least EUR
515 million by means of

I. sustaining an average permanent reduction in apgrepsts by at least 15%;
il. tightening compensation schemes and fringe benefits
iii. rationalisation of investment plans for the mediiemm;



iv. increase their revenues from market activities.

1.17.Permanently reduce capital expenditure by EUR 50ibrrs by prioritising investment
projects and making more intensive use of fundipgootunities provided by EU structural
funds.

Revenue

1.18. Introduction of a standstill rule to all tax expiénre, blocking the creation of new
items of tax expenditure and the enlargement oftexj items. The rule will apply to all

kinds of tax expenditure, of a temporary or pernmamature, at the central, regional or local
level.

1.19. Reduction oftorporatetax deductions and special regimes, with a yiélatéeast EUR
150 million in 2012. Measures include:

i.  abolishing all reduced corporate income tax rates;

ii.  limiting the deductions of losses in previous yeassording to taxable matter and
reducing the carry-forward period to 3-year;

iii.  reducing tax allowances and revoking subjectivesteemptions;

iv.  curbing tax benefits, namely those subjecth® sunset clause of the Tax Benefit
Code, and strengthening company car taxation rules;

v. proposing amendments to the regional finanese ta limit the reduction of
corporate income tax in autonomous regions to aimax of 20% vis-a-vis the
rates applicable in the mainland.

1.20. Reduction opersonal income takenefits and deductions, with a yield of at |dadIR
150 million in 2012. Measures include:

i. capping the maximum deductible tax allowances atingrto tax bracket with
lower caps applied to higher incomes and a zero foaghe highest income
brackets;

ii.  applying separate caps on individual categoriegalpyntroducing a cap on health
expenses; (b) eliminating the deductibility of ngage principal and phasing out
the deductibility of rents and of mortgage intenpayments for owner-occupied
housing; eliminate interest income deductibility feew mortgages (c) reducing
the items eligible for tax deductions and reviding taxation of income in kind;

iii.  proposing amendments to the regional finance lawinat the reduction of
personal income tax in autonomous regions to a maxi of 20% vis-a-vis the
rates applicable in the mainland.

1.21.Apply personal income taxes to all types of cashisddransfers and ensure convergence
of personal income tax deductions applied to perss@nd labour income with the aim of
raising at least EUR 150 million in 2012.

1.22.Changes in property taxation to raise revenue bgagt EUR 250 million by reducing
substantially the temporary exemptions for ownarupeed dwellings. Transfers from the
central to local governments will be reviewed tsuwe that the additional revenues are fully
used for fiscal consolidation

1.23.Raise VAT revenues to achieve a yield of at lea#RE10 million for a full year by
I. reducing VAT exemptions;



il. moving categories of goods and services from tleiged and intermediate
VAT tax rates to higher ones;

iii. proposing amendments to the regional finance lawmd the reduction of
VAT in the autonomous regions to a maximum of 20karvis the rates
applicable in the mainland.

1.24.Increase excise taxes to raise at least EUR 23@mih 2012. In particular by:
I. raising car sales tax and cutting car tax exemgtion
il. raising taxes on tobacco products;
iii. indexing excise taxes to core inflation;
Iv. introducing electricity excise taxes in complianmaéh EU Directive 2003/96.

1.25.Increase efforts to fight tax evasion, fraud anfdrimality to raise revenue by at least
EUR 175 million in 2012.

Fiscal policy in 2013

1.26.The government achieves a general government defianho more than EUR 5,224
million in 2013. ).[Q4-2013]

1.27.Throughout the year, the government will rigoroushplement the Budget Law for
2013. Progress will be assessed against the (ctiv®)lajuarterly deficit ceilings in the
Memorandum of Economic and Financial Policies (MEFmcluding the Technical
Memorandum of Understanding (TMUR1, Q2, Q3 and Q4-2013]

1.28.The following measures will be carried out with tA813 Budget LawQ4-2012],
unless otherwise specified:

Expenditure

1.29.Further deepening of the measures introduced ir2@#2 Budget Law with a view of
reducing expenditure in the area of:

I. central administration functioning: EUR 500 millioBetailed plans will be
presented and assessed before Q3-2012;

ii. education and school network rationalization: EUR million;

iii. wage bill: annual decreases of 1% per year in hmads of central
administration and 2% in local and regional adntraigons;

iv. health benefits schemes for government employdesrses: EUR 100 million.
V. health sector: EUR 375 million;

Vi. transfers to local and regional authorities: EUR fillion;
Vii. reduce further costs in other public bodies andiestand in SOEs: EUR 175
million;
Viil. capital expenditure: EUR 350 million;

iX. maintain the suspension of pension indexation rebesept for the lowest
pensions in 2013.



1.30.In addition, the government will extend the usengfans testing and better target social
support achieving a reduction in social benefiggezxditure of at least EUR 350 million

Revenue

1.31.Further deepening of the measures introduced ir2 Zidget Law, leading to extra
revenue in the following areas:

I. corporate tax bases and reduce tax benefits andldductions: EUR 150
million;

il. personal income tax benefits and tax deduction® EZ5 million;

iii. taxation of all types of cash social transfers aodvergence of personal
income tax deductions for pensions and labour ircdaR 150 million;

iv. excise taxes: EUR 150 million.

1.32.Update the notional property value of real estatedx purposes to raise revenue by at
least EUR 150 million in 2013. Transfers from thenttal to local governments will be
reviewed to ensure that the additional revenuesudlyeused for fiscal consolidation

Fiscal policy in 2014

1.33.The government will aim at achieving a general gonesnt deficit of no more than
EUR 4,521 millions in 2014. The necessary measuitsbe defined in the 2014 Budget
Law. [Q4-2013]

1.34.Throughout the year, the Government will rigoroushplement the Budget Law for
2014. Progress will be assessed against the (ctiv)laguarterly deficit ceilings in the
Memorandum of Economic and Financial Policies (MEFmcluding the Technical
Memorandum of Understanding (TMUR1, Q2, Q3 and Q4-2013]

1.35.With the 2014 Budget Law, the Government will feithdeepen the measures
introduced in the 2012 and 2013 with a view in ipatar to broadening tax bases and
moderating primary expenditure to achieve a daujmatio of government expenditure over
GDP.

2. Financial sector regulation and supervision

Objectives

Preserve financial sector stability; maintain lagjty and support a balanced and orderly
deleveraging in the banking sector; strengthen ipgntegulation and supervision; bring to
closure the Banco Portugués de Negocios case egahgine state-owned Caixa Geral de
Depositos; strengthen the bank resolution frameven#t reinforce the Deposit Guarantee
Fund; reinforce the corporate and household insalyé&ameworks.

Maintaining liquidity in the banking sector
2.1. Subject to approval under EU competition rules, #shhorities are committed to

facilitate the issuance of government guaranteadtt bands for an amount of up to EUR 35
billion, including the existing package of supportasures.



Deleveraging in the banking sector

2.2. Banco de Portugal (BdP) and the ECB, in consultatvgh the European Commission
(EC) and the IMF, will include clear periodic tatgeverage ratios and will ask banks to
devise byend-June 2011 institution-specific medium-term funding plans tcheeve a stable
market-based funding position. Quarterly review#l laé conducted in consultation with the
EC and the IMF, and will examine the feasibility widividual banks’ plans and their
implications for leverage ratios, as well as theact on credit aggregates and the economy as
a whole, and the BdP will then request adjustmentise plans as needed.

Capital buffers

2.3. BdP will direct all banking groups supervised byPBu reach a core Tier 1 capital ratio
of 9 percent bynd-2011 and 10 percent at the latestdnd-2012 and maintain it thereafter.

If needed, using its Pillar 2 powers, the BdP wiBo require some banks, based on their
specific risk profile, to reach these higher cdpig@els on an accelerated schedule, taking
into account the indications of the solvency assess$ framework described below. Banks
will be required to present plans to BdPdmg of June 2011 on how they intend to reach the
new capital requirements through market solutions.

2.4. In the event that banks cannot reach the targetsino@, ensuring higher capital
standards might temporarily require public provis@ equity for the private banks. To that
effect, the authorities will augment the bank sobxesupport facility, in line with EU state
aid rules, with resources of up to EUR 12 billiaimyaded under the programme, that takes
into account the importance of the new capital ireguents and which will be designed in a
way that preserves the control of the managemenhefbanks by their non-state owners
during an initial phase and allow them the optibibwying back the government’s stake. The
banks benefitting from equity injections will bebgected to specific management rules and
restrictions, and to a restructuring process ire liwith EU competition and state aid
requirements, that will provide the incentive teeypriority to market-based solutions.

Caixa Geral de Depositos (CGD)

2.5. The state-owned CGD group will be streamlined twease the capital base of its core
banking arm as needed. The CGD bank is expectedide its capital to the new required
level from internal group resources, and improve dloup's governance. This will include a
more ambitious schedule toward the already annalusedée of the insurance arm of the
group, a program for the gradual disposal of alh-nore subsidiaries, and, if needed a
reduction of activities abroad.

Monitoring of bank solvency and liquidity

2.6. The BdP is stepping up its solvency and delevegagssessment framework for the
system as a whole and for each of the eight lafggsks, and will seek an evaluation of the
enhanced assessment frameworlefy-September 2011 by a joint team of experts from the
EC, the ECB and the IMF.

2.7. By end-June 2011, the BdP will also design a program of speciakia-inspections to
validate the data on assets that banks providen@ds to the solvency assessment, This
program will be part of a capacity building techalicooperation project put in place with the
support of the EC, the ECB, and the IMF that wilin together Portuguese supervisors,
cooperating central banks and/or supervisory agsneixternal auditors and other experts as
needed.



2.8. The BdP will provide quarterly updates of bankstgmial capital needs going forward
and check that their deleveraging process remairtsagk and properly balanced. Whenever
the assessment framework will indicate that a bamkire Tier 1 ratio might fall under 6
percent under a stress scenario over the courtieegbrogram, the BdP, using its Pillar 2
powers, will ask it to take measures to strengitecapital base.

Banking regulation and supervision

2.9. BdP will ensure byhe end of September 2011 that the disclosure of non-performing
loans will be improved by adding a new ratio aligneith international practices to the
current ratio that covers only overdue loan paysieBtP will intensify on-site inspections
and verification of data accuracy with technicaistance from the IMF, in the context of the
data verification exercise for the new solvencyeassent framework. BdP will allocate new
resources to the recruitment of additional spestiddanking supervisors. Close coordination
will be maintained between home and host countpesusors within the EU framework for
cross-border banking supervision.

Banco Portugués de Negdécios

2.10. The authorities are launching a process to selcBd&ortugués de Negdécios (BPN) on
an accelerated schedule and without a minimum pficghis end, a new plan is submitted to
the EC for approval under competition rules. Thgetis to find a buyeby the end of July
2011 at the latest.

2.11.To facilitate the sale, the 3 existing special pggvehicles holding its non-performing
and non-core assets have been separated from BBNnare assets could be transferred into
these vehicles as part of the negotiations witrspeotive buyers. BPN is also launching
another program of more ambitious cost cutting mess with a view to increase its
attractiveness to investors

2.12.0nce a solution has been found, CGD’s state gusedrtlaims on BPN and all related
special purpose vehicles will be taken over bydta¢e according to a timetable to be defined
at that time.

Bank resolution framework

2.13. The authorities will amend legislation concernimgdit institutions in consultation with

the EC, the ECB and the IMF lend-November 2011 to, inter alia, impose early reporting
obligations based on clear triggers and penalBel? will be authorised to take remedial
measures to promote implementation of a recovean.pCredit institutions with systemic
risks will be required to prepare contingency ragoh plans) subject to regular review.

2.14. The amendments will introduce a regime for the ltggm of distressed credit
institutions as a going concern under official cohto promote financial stability and protect
depositors. The regime will set out clear triggersits initiation, and restructuring tools for
the resolution authorities shall include recapztion without shareholder pre-emptive rights,
transfer of assets and liabilities to other credtitutions and a bridge bank.

The Deposit Guarantee Fund

2.15.The authorities will strengthen the legislation thie Deposit Guarantee Fund (FGD)
and on the Guarantee Fund for Mutual Agriculturaledt Institutions (FGCAM), in
consultation with EC, the ECB and the IM#y, end-2011. These funds' functions will be re-



examined to strengthen protection of guaranteedsitps. These funds should however
retain the ability to fund the resolution of distsed credit institutions and in particular the
transfer of guaranteed deposits to another cresiitiition but not to recapitalise them. Such
financial assistance shall be capped at the anmfugiaranteed deposits that would have to
be paid out in liquidation. This should be perntisionly if it does not prejudice their ability
to perform their primary function.

2.16.The Insolvency Law will be amenddxy the end of November 2011 to provide that
guaranteed depositors and/or the funds (eithecttirer through subrogation) will be granted
a higher priority ranking over unsecured crediiarthe insolvent state of a credit institution.

Corporate and household debt restructuring framewor

2.17.To better facilitate effective rescue of viablerfs, the Insolvency Law will be amended
by end November 2011 with technical assistance from the IMF, to, irdéia, introduce fast
track court approval procedures for restructurilamsg.

2.18. General principles on voluntary out of court restaing in line with international best
practices will be issued nd-September 2011.

2.19.The authorities will also take the necessary astitm authorise the tax and social
security administrations to use a wider range efrueturing tools based on clearly defined
criteria in cases where other creditors also afgreestructure their claims, and review the tax
law with a view to removing impediments to voluntaebt restructuring.

2.20.The personal insolvency procedures will be amenddgktter support rehabilitation of
financially responsible individuals, which will lzadce the interests of creditors and debtors.

2.21. The authorities will launch a campaign to raiseljgudnd stakeholder awareness of the
restructuring tools available for early rescue @ble firms through, e.g., training and new
information means.

Monitoring of corporate and household indebtedness

2.22.The authorities will prepare quarterly reports ocorporate and household sectors
including an assessment of their funding pressamd debt refinancing activities. The
authorities will assess guarantee programmes dlyranplace and evaluate market-based
financing alternatives. A task force will be conhdid to prepare contingency plans to
efficiently deal with the challenges posed by higbrporate and household sectors
indebtedness. These enhanced monitoring actiorispuiilbe in place byend-September
2011 in consultation with the EC, the IMF and the ECB.

3. Fiscal-structural measures

Objectives

Improve the efficiency of the public administratiby eliminating redundancies, simplifying
procedures and reorganising services; regulatectbation and functioning of all public
entities (e.g. enterprises, foundations, assoaigfjctreamline the budgetary process through
the newly approved legal framework, including byapiihg accordingly the local and
regional financial legal frameworks; strengtherskrmanagement, accountability, reporting
and monitoring.



Public Financial Management framework

To strengthen the public financial management fraonk the Government will take the
following measures:

Reporting
3.1. Approve a standard definition of arrears and commaitts [Q2-2011]

3.2. Conduct and publish a comprehensive survey of reavering all categories of
expenditure payables as at the end of March 2Qll eneral government entities and SOEs
classified outside the general government will tveeced by this surveyQ3-2011]

3.3. Enhance the existing monthly reporting on budge&xgcution on a cash basis for the
general government, including on a consolidatedsbafhe monthly reporting perimeter

currently includes the State, Other public bodied antities, Social Security, regional and
local governments and it will be progressively exgieed to include all SOEs and PPPs
reclassified within the general government andllgoaernments[Q3-2011]

3.4. The existing annual report on tax expenditures belimproved, starting with the 2012
budget, in line with international best practic€he report will cover central, regional and
local administrations. Technical assistance magrbeided if necessaryQ3-2011]

3.5. Develop intra-annual targets, and corrective measur case of deviation from targets,
for [Q3-2011]:

i. internal monthly cash balance, expenditure, reveiangets for the general
government as defined in national accounts;

ii.  public quarterly balance targets for the generalegoment as defined in
national accounts.

3.6. Implement any changes to the budget execution arndsprocedures necessary to align
with the standard definition of arrears and comreitts. Meanwhile, existing commitment
control procedures will be enforced for all type$ expenditure across the general
government. Technical assistance may be provideeaéssarjQ4-2011]

3.7. Following the survey, prepare a consolidated mgntéport on arrears for the general
government sector. The general government perinaglidoe defined as in national accounts.
[Q3-2011]

3.8. Publish quarterly accounts for State-Owned Enteegri(SOES) at the latest 45 days
after the end of the quarter. It should start wvifith 30 largest SOEs that are consolidated in
the general government but as a general rule aEsS€hould follow the same reporting
standards[Q4-2011]

3.9. Publish information on: number of general governtr&aff on a quarterly basis (no
later than 30 days after the end of the quartdg¢kSand flows over the relevant period per
Ministry or employment entity (i.e. new hiring, irement flows, and exit to other
government service, private sector or unemploymeatlerage wage, allowances and
bonuses[Q1-2012]

Monitoring
3.10.Approve a standard definition of contingent liaies.[ Q2-2011]

3.11.Publish a comprehensive report on fiscal risks gaar as part of the budget, starting
with the 2012 budget. The report should outlineegahfiscal risks and specific contingent
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liabilities to which the Government may be exposed|uding those arising from Public-
Private Partnerships (PPPs), SOEs and explicitgtees to the bank$3-2011]

Budgetary framework

3.12.Publish a fiscal strategy document for the geneg@tlernment byJuly 2011 and
annually thereafter in April for the Stability Pragnme. The document will specify 4-year
medium-term economic and fiscal forecasts and 4-gests of new policy decisions. Budgets
will include a reconciliation of revisions to theyéar fiscal forecasts attributable to policy
decisions and parameter revisions e.g. policy asw@s changes in the macroeconomic
environment.

3.13.Ensure full implementation of the Budgetary Framdwbaw adopting the necessary
legal changes, including to the regional and ldcaince laws{Q3-2011]

i.  The general government perimeter will cover theteSt®ther public bodies
and entities, Social Security, SOEs and PPPs mefitas within the general
government and local and regional administrations.

ii. Define in detail the proposed characteristics & thedium-term budgetary
framework, including medium-term fiscal strategyecion-making and
prioritisation process, carry over rules, commitineontrols; and appropriate
contingency reserves and related access [@)&s2011]

3.14.A proposal to revise the local and regional finalawes will be submitted to Parliament
in order to fully adapt the local and regional ficang framework to the principles and rules
adopted by the recently revised Budgetary Framewaxk, namely in what concerns (i) the
inclusion of all relevant public entities in therjpeeter of local and regional government; (ii)
the multi-annual framework with expenditure, budpatance and indebtedness rules, and
programme budgeting; and (iii) the interaction witle function of the Fiscal CoundiQ4-
2011].

3.15.The forecast underpinning the preparation of thdget and of the fiscal strategy
document should be published, including supporanglysis and underlying assumptions.
[Q3-2011]

3.16.Adopt the Statutes of the Fiscal Council, basedhenworking group report of 6 April
2011. The Council will be operational in time foet2012 budgefQ3-2011]

Public Private Partnerships
The Government will:

3.17.Avoid engaging in any new PPP agreement beforectimpletion of the reviews on
existing PPPs and the legal and institutional refoproposed (see below)Ongoing]

3.18.Perform with the technical assistance from EC dnedIMF, an initial assessment of at
least the 20 most significant PPP contracts, inolythe majorEstradas de PortugaPPPs,
covering a wide range of sectoj®3-2011]

3.19.The Government will recruit a top tier internatib@ecounting firm to undertake a
more detailed study of PPPs in consultation withe IBnd the Ministry of Finance. The
review will identify and, where practicable, quayntmajor contingent liabilities and any
related amounts that may be payable by the Govarnniewill assess the probability of any
payments by Government in relation to the contingiabilities and quantify such amounts.
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The study will assess the feasibility to renegetiahy PPP or concession contract to reduce
the Government financial obligations. All PPPs andcession contracts will be available for
these reviewd.Q4-2011]

3.20.Put in place a strengthened legal and institutidraahework, within the Ministry of
Finance, for assessing fiscal risks-anteof engaging into PPP, concessions and other public
investments, as well as for monitoring their exeout The Court of Auditors must be
informed of this ex-ante risk assessment. Techagsistance may be provided if necessary.
[Q1-2012]

3.21.Enhance the annual PPP and concessions reportrgdemathe Ministry of Finance in
July with a comprehensive assessment of the fisiskis stemming from PPPs and
concessions. The report will provide informatiord aanalysis at sectoral level. The annual
review of PPPs and concessions should be acconmb#&ryiean analysis of credit flows
channelled to PPPs through banks (loans and sesustiher than shares) by industry and an
impact assessment on credit allocation and crowdung effects. This particular element
should be done in liaison with the Bank of Portuf@PR-2012]

State-owned enterprises?

3.22.Prepare a comprehensive assessment of the taufftiste of State-owned enterprises
(SOEs) to reduce the degree of subsidisation. Rethe level of service provisions of SOEs.
[Q3-2011]

3.23.Review ongoing plans to reduce operational costhéyend of 2011 by at least 15% on
average compared with 2009, proposing company fepexits that are consistent with a
realistic economic and financial assessmjgpd-2011]

3.24.Apply tighter debt ceilings to SOEs from 2012 onagafQ3-2011]

3.25.Prepare a plan to strengthen governance of SOBsciordance with international best
practices. The plan will review the existing shalder approach, giving the Ministry of
Finance a decisive role in financial matters ofeéhterpriseq.Q4-2011]

3.26.Prepare a report reviewing the operations and fieamf SOEs at central, regional and
local government levels. The report will assesséh@mpanies’ business financial prospects,
the potential exposure of the government and staparderly privatisation. The Government
will adopt the necessary legal changes to fulig ttequirementTechnical assistance will be
provided.[Q1-2012]

3.27.No additional SOEs at central government level Wwal created until this review is
completed. Given the financial impact of these sleas, the Government will submit to
Parliament a draft law so that this limitation walko be applicable to local authorities. The
Government will promote the initiatives needed Isat the same objective is achieved by the
regions.[Q1-2012]

3.28.The Government will submit to Parliament a draft e regulate the creation and the
functioning of SOEs at the central and local levdlse law will enhance the monitoring
powers of the central administration over all SOEsaddition, the timing and content of
financial and operational reporting will be definddhe decisions adopted at central level to
improve the efficiency of the enterprises while veidg their financial burden will be
implemented at all SOEs, taking into account thepecificities. The Government will

2 State-owned enterprises comprise those pertatniogntral, local and regional administration.
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promote the initiatives needed so that the samectia¢ is achieved by the region§Q1-
2012]

3.29.The annual SOEs report prepared by the MaoF July 2011 will include a
comprehensive fiscal risk report detailing and gsiag all liabilities (explicit and implicit) of
SOEs.

Privatisation

3.30.The Government will accelerate its privatisationroggamme. The existing plan,
elaborated through 2013, covers transport (Aerogode Portugal, TAP, and freight branch
of CP), energy (GALP, EDP, and REN), communicatig@®rreios de Portugal), and
insurance (Caixa Seguros), as well as a numbenalier firms. The plan targets front-loaded
proceeds of about €[5.5] billion through the endhaf program, with only partial divestment
envisaged for all large firms. The Government cotanw go even further, by pursuing a
rapid full divestment of public sector shares inFEBnd REN, and is hopeful that market
conditions will permit sale of these two companias,well as of TAP, by thend of the
2011. The Government will identify, by the time of teecond review, two additional large
enterprises for privatisation by end-2012. An updagprivatisation plan will be prepared by
March 2012.

3.31.Prepare an inventory of assets, including realt@stawned by municipalities and
regional governments, examining the scope for gaaton.[Q2-2012]

Revenue administration

3.32.The Government will merge the tax administrationstoms administration and the
information technology service DGITA in a singletign [Q1-2012] and study the costs and
benefits of including the revenue collection urdtsthe social security administration in the
merge[Q3-2011]. It will proceed with the broader merge if theessnent is favourab[€1-
2012];

3.33.Further comprehensive reform plans will be prepdrgdOctober 2011, including the
following elements[Q4-2011]

i.  Establishing special chambers within the tax trddsnspecialized to handle
large cases and assisted by a specialised teclsta¢bpool;[Q1-2012]

ii.  Reducing the number of municipal offices by at 123 % per year in 2012
and 2013Q4-2012 and Q4-2013]

iii. Increase in the resources devoted to auditing éntélx administration to at
least 30% of the total staff, mostly through reeditons of staff within the tax
administration and other parts of the public adstmation. The threshold
should be attained b94-2012.

3.34.The Government will address the bottlenecks intaikeappeal system by:

I.  Reviewing the assessment of audit performance basdmbth qualitative and
quantitative indicator4Q3-2011]

ii.  Applying interest charges on the outstanding debt the whole appeal period
using an interest rate above market levels. Impospecial statutory interest
on non-compliance with a tax court decisip@3-2011]
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iii.  Implement the new tax arbitration law [3-2011]

iv.  Establishing an integrated IT system between themge administration and
the tax courtsfQ4-2011]

v. Setting up a temporary task force of judges Q#2011 to clear cases worth
above EUR 1 million byQ4-2012];

3.35.The Government will submit to Parliament a law toesgthen the auditing and

enforcement powers of the central tax administratio exercise control over the whole
territory of the Republic of Portugal including oemtly exempt tax regimes and to reserve to
the central administration the power to issue priative rulings on taxes with national

scope in order to ensure its uniform applicat{€¥-2011]

3.36.Prepare a report assessing the current state ofnfbamation systems in the tax
administration and proposing refornjQ3-2011]

3.37.The tax administration will prepare a comprehensivategic plan for 2012-2014. The
plan will include concrete actions to combat teuft and evasion, to strengthen audit and
enforce collection based on risk management teclesifQ4-2011]

Public administration

The Government will take the following measuresitorease the efficiency and cost-
effectiveness of the public administration:

Central, regional and local administration

3.38.Reduce management positions and administratives lnyitat least 15% in the central
administration][Q4-2011]

3.39.In view of improving the efficiency of the centratiministration and rationalising the
use of resources, implement a second phase of uwbécpadministration restructuring
programme (PRACE 2007Q4-2011]

3.40.In view of improving the efficiency of local admstration and rationalising the use of
resources, the Government will submit to Parlianemraft law byQ4-2011 so that each
municipality will have to present its plan to attdhe target of reducing their management
positions and administrative units by at least 1&%dhe end of 2012.Q2-2012] In what
concerns regions, the Government will promote titgatives neede@iQ4-2011] so that each
region will present its plan to attain the samegeéar

3.41.In conjunction with the review of SOEs (see aboyggpare a detailed cost/benefit
analysis of all public and quasi-public entities;luding foundations, associations and other
bodies, across all levels of governmdQ4-2011] Based on the results of this analysis, the
administration (central, regional or local) respblesfor the public entity will decide to close
or to maintain it in respect of the law (see beld@R-2012]

3.42.Regulate by law the creation and the functioningfafndations, associations, and
similar bodies by the central and local adminigtrat This law, which will also facilitate the
closure of existing entities when warranted, wal prepared in coordination with a similar
framework to be defined for SOEs. The law will defithe monitoring and reporting
mechanisms and evaluation performance. In additibe, Government will promote the
initiatives needeQ4-2011] so that the same objective is achieved by the@nsgi
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3.43.Reorganise local government administration. There aurrently around 308
municipalities and 4,259 parish&y July 2012, the governmenwill develop a consolidation
plan to reorganize and significantly reduce the naimof such entities. The Government will
implement these plans based on agreement with BQCMiA staff. These changes, which will
come into effect by the beginning of the next loedction cycle, will enhance service
delivery, improve efficiency, and reduce costs.

3.44.Carry out a study to identify potential duplicatiohactivities and other inefficiencies
between the central administration, local admiatgin and locally-based central
administration service$Q4-2011] Based on this analysis, reform the existing franmé&wo
eliminate the identified inefficienciefQ2-2012]

Shared services

3.45.Develop the use of shared services in the centialrastration by fully implementing
the ongoing projects and by regularly assessing¢bpe for further integration:

i.  Fully implement the strategy of shared servicesthia area of financial
(GeRFIP) and human resources (GeRH[P2-2012]

ii. Rationalise the use of IT resources within the ranadministration by
implementing shared services and reducing the nunobelT entities in
individual Ministries or other public entitieg4-2012]

3.46.Reduce the number of local branches of line mieistfe.g. tax, social security, justice).
The services should be merged in citizens’ shopgraoy a greater geographical area and
developing further the e-administration over theation of the programm@Q4-2013]

Human resources

3.47.Prepare a comprehensive plan to promote flexibiitiaptability and mobility of human
resources across the administration, including floyiding training where appropriatpQ4-
2011]

3.48.Limit staff admissions in public administration &zhieve annual decreases in 2012-
2014 of 1% per year in the staff of central adntiaison and 2% in local and regional
administrations. The Government will submit to IRanent a draft law to implement this
measure at local administration level and will podenthe initiatives needed so that each
region will present its plan to achieve the samgetia] Q3-2011]

Health care system

Objectives

Improve efficiency and effectiveness in the healthe system, inducing a more rational use
of services and control of expenditures; generalditianal savings in the area of
pharmaceuticals to reduce the public spending @mnpaceutical to 1.25 per cent of GDP by
end 2012 and to about 1 per cent of GDP in 2013lifi@ with EU average); generate
additional savings in hospital operating costs.
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The Government will take the following measureseimrm the health system:

Financing
3.49.Review and increase overall NHS moderating féasaé moderadorgghrough:

i. a substantial revision of existing exemption categ) including stricter
means-testing in cooperation with Minister of laband social affairsfQ3-
2011]

il.  increase of moderating fees in certain servicesevdnsuring that primary care
moderating fees are lower than those for outpasgetialist care visits and
lower than emergency visitgQ3-2011]

iii. legislate automatic indexation to inflation of NiH®derating fee§Q4-2011]

3.50.Cut substantially (by two thirds overall) tax allamces for healthcare, including private
insurance[Q3-2011]

3.51. To achieve a self sustainable model for healtrebesnschemes for civil servants, the
overall budgetary cost of existing schemes — ADSEBM (Armed Forces) and SAD (Police
Services) - will be reduced by 30% in 2012 andréhtr 20% in 2013, at all levels of general
government. Further reductions at a similar padefellow in the subsequent years towards
having them self-financed by 2016. The budgetastsof these schemes will be reduced by
lowering the employer’s contribution and adjustihg scope of health benefifQ4-2011]

3.52.Produce a medium-term health care budgetary framewovering at least 3 to 5 years.
[Q4-2011]

Pricing and reimbursement of pharmaceuticals

3.53.Set the maximum price of the first generic introglidn the market to 60% of the
branded product with similar active substai8-2011]

3.54.Revise the existing reference-pricing system basethternational prices by changing
the countries of reference to the three EU countngh the lowest price levels or countries
with comparable GDP per capita levg@4-2011]

Prescription and monitoring of prescription

3.55.Make electronic prescription for medicines and dasiic covered by public
reimbursement fully compulsory for physicians inttbéhe public and private sectdQ3-
2011]

3.56.Improve the monitoring system of prescription ofdicenes and diagnostic and set in
place a systematic assessment by individual dootterms of volume and value, vis-a-vis
prescription guidelines and peers. Feedback ietprbvided to each physician on a regular
basis (e.g. quarterly), in particular on prescoptiof costliest and most used medicines,
starting fromQ4-2011. The assessment will be done through a dedicabgdunder the
Ministry of Health such as the Centro de Confer&rdg Facturas. Sanctions and penalties
will be envisaged and enforced as a follow up eaksessmerjQ3-2011]

3.57.Induce physicians at all levels of the system, buotiblic and private, to prescribe
generic medicines and the less costly availabled®d productfQ3-2011]
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3.58.Establish clear rules for the prescription of dragsl the realisation of complementary
diagnostic exams (prescription guidelines for ptigsis) on the basis of international
prescription guideline$Q4-2011]

3.59.Remove all effective entry barriers for generic mees, in particular by reducing
administrative/legal hurdles in order to speed lp tise reimbursement of generip@4-
2011]

Pharmacies sector
3.60.Effectively implement the existing legislation régfing pharmacie§Q4-2011]

3.61.Change the calculation of profit margin into a esgive mark-up and a flat fee for
wholesale companies and pharmacies on the basie @xperience in other Member States.
The new system should ensure a reduction in pupiending on pharmaceuticals and
encourage the sales of less expensive pharmadsutidee aim is that lower profits will
contribute at least EUR 50 million to the reductiorpublic expense with drugs distribution.
[Q4-2011]

3.62.If the new system of calculation of profit marginllwmot produce the expected savings
in the distribution profits, introduce a contrilartiin the form of an average rebate (pay-back)
which will be calculated on the mark-up. The rebatk reduce the mark-up by at least 3
percentage points. The rebate will be collectetheyGovernment on a monthly basis through
the Conference Center of Invoices, preserving tioétpbility of small pharmacies in remote
areas with low turnovefQ1 -2012]

Centralised purchasing and procurement

3.63.Set up the legislative and administrative framewéwk a centralised procurement
system for the purchase of medical goods in the N@§uipments, appliances,
pharmaceuticals), through the recently createdr@eRtirchasing Authority (SPMS), in order
to reduce costs through price-volume agreementdigimdwaste [Q3-2011]

3.64.Finalise the uniform coding system and a commoristigg for medical supplies
developed by the INFARMED and SPMS based on intemmal experience. Regularly
update the registryQ4-2011]

3.65. Take measures to increase competition among prppatviders and reduce by at least
10 per cent the overall spending (including feéghe NHS with private providers delivering
diagnostic and therapeutical services to the NH®rxy 2011 and by an additional 10% by
end 2012[Q4-2011]

3.66.Implement the centralised purchasing of medicaldgothrough the recently created
Central Purchasing Authority (SPMS), using the ammif coding system for medical supplies
and pharmaceuticalgQ1-2012]

3.67.Introduce a regular revision (at least every twargg of the fees paid to private
providers with the aim of reducing the cost of monature diagnostic and therapeutical
services[Q1-2012]

3.68.Assess compliance with European competition rufehe provision of services in the
private healthcare sector and guarantee increasimgetition among private providef§)1-
2012]
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Primary care services

3.69.The Government proceeds with the reinforcement rohgry care services so as to
further reduce unnecessary visits to specialistd amergencies and to improve care
coordination through:

i. increasing the number of USRUi{idades de Saude Familiajesunits
contracting with regional authorities (ARSs) usiagmix of salary and
performance-related payments as currently the ddak&e sure that the new
system leads to reduction in costs and more efegiovision;]Q3-2011]

ii. set-up a mechanism to guarantee the presence dlfy fdottors in needed
areas to induce a more even distribution of farddgtors across the country.
[Q4-2011]

Hospital services

3.70.Set out a binding and ambitious timetable to clelrarrears (accounts payable to
domestic suppliers past due date by 90 days) amatluce standardized commitment control
procedures for all entities to prevent the re-emecg of arrear$Q3-2011]

3.71.Provide detailed description of measures aimedchiesing a reduction of EUR 200
million in the operational costs of hospitals iINL2AEUR 100 million in 2012 in addition to
savings of over EUR 100 million already in 201Xj¢cluding reduction in the number of
management staff, as a result of concentratiorratnahalisation in state hospitals and health
centres[Q3-2011]

3.72.Continue the publication of clinical guidelines aset in place an auditing system of
their implementation.Q3-2011]

3.73.Improve selection criteria and adopt measures soirena more transparent selection of
the chairs and members of hospital boards. Membdirbe required by law to be persons of
recognised standing in health, management andhhaahinistrationfQ4-2011]

3.74.Set up a system for comparing hospital performgheachmarking) on the basis of a
comprehensive set of indicators and produce regaerual reports, the first one to be
published by end 2012Q1-2012]

3.75.Ensure full interoperability of IT systems in hasfi in order for the ACSS to gather
real time information on hospital activities andpi@duce monthly reports to the Ministry of
Health and Ministry of Financ§Q1-2012]

3.76.Continue with the reorganisation and rationalisatad the hospital network through
specialisation and concentration of hospital anergency services and joint management
(building on the Decree-Law 30/2011) joint operatmf hospitals. These improvements will
deliver additional cuts in operating costs by astes per cent in 2013. A detailed action plan
is published by 30 November 2012 and its implentemtais finalised by the first quarter
2013.[Q2-2012]

3.77.Move some hospital outpatient services to primaing ainits (USF).Q2-2012]

3.78.Annually update the inventory of all practising tlws by specialty, age, region, health
centre and hospital, public and private sector sota be able to identify practising,
professional and licensed physicians and current fanure staff needs by the above
categories[Q3-2011]

18



3.79.Prepare regular annual reports, the first to beighdd by the end of March 2012,
presenting plans for the allocation of human resesiin the period up to 2014. The Report
specifies plans to reallocate qualified and supgiaff within the NHS[Q3-2011]

3.80.Introduce rules to increase mobility of healthcaraff (including doctors) within and
across health regionadopt for all staff (including doctors) flexiblentie arrangements, with
a view of reducing by at least 10% spending on towercompensation in 2012 and another
10% in 2013. Implement a stricter control of workihours and activities of staff in the
hospital. [Q1-2012]

Cross services
3.81.Finalise the set-up of a system of patient eleatroredical records (2-2012]

3.82.Reduce costs for patient transportation by onel tiip3-2011]

4. Labour market and education

Labour market

Objectives:

Revise the unemployment insurance system to retheeisk of long-term unemployment
while strengthening social safety nets; reform ewplent protection legislation to tackle
labour market segmentation, foster job creatiord ease the transition of workers across
occupations, firms, and sectors; ease working tarrangements to contain employment
fluctuations over the cycle, better accommodatéeifices in work patterns across sectors
and firms, and enhance firms’ competitiveness; mtentabour cost developments consistent
with job creation and enhanced competitivenessurengood practices and appropriate
resources to Active Labour Market Policies to inyerahe employability of the young and
disadvantaged categories and ease labour markeiatcises.

Address early school leaving and improve the qualitsecondary education and vocational
education and training, with a view to raise thaly of human capital and facilitate labour
market matching.

Reforms in labour and social security legislatioil e implemented after consultation of
social partners, taking into account possible d¢triginal implications, and in respect of EU
Directives and Core Labour Standards.

Unemployment benefits

4.1. The Government will prepare 1§y4-2011 an action plan to reform along the following
lines the unemployment insurance system, with avvie reduce the risk of long-term
unemployment and strengthen social safety nets:

i. reducing the maximum duration of unemployment iasae benefits to no
more than 18 months. The reform will not concewsthcurrently unemployed
and will not reduce accrued-to-date rights of empés;

ii.  capping unemployment benefits at 2.5 times theassapport index (IAS) and
introducing a declining profile of benefits overetinemployment spell after
six months of unemployment (a reduction of at 1ed8% in the benefit
amount). The reform will concern those becoming nupleyed after the
reform;
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iii.  reducing the necessary contributory period to acoeemployment insurance
from 15 to 12 months;

iv. presenting a proposal for extending eligibilitytnemployment insurance to
clearly-defined categories of self-employed workan®viding their services to
a single firm on a regular basis. The proposal takke into account the risks of
possible abuses and will contain an assessmenheffiscal impact of
extending benefits under several scenarios comwprmiigibility criteria
(namely the involuntary character of unemploymeantyd requirements for
increased social security contributions for firmsaking use of these
arrangements.

4.2. This plan will lead to draft legislation to be adeg by the Government y1-2012.

Employment protection legislation

4.3. The Government will carry out reforms in the emph@nt protection system aimed at
tackling labour market segmentation, fostering @bation, and easing adjustment in the
labour market:

4.4. Severance payments.

i. The Government will submitby Q3-2011 legislation to Parliament to
implement a reform in the severance payments for Imees in line with the
March 2001 Tripartite Agreement. Severance paymasftsopen-ended
contracts will be aligned with those of fixed-tenontracts. The reform will
re-design the system for severance payment enétiesras follows:

o total severance payments for new open ended cositvatt be reduced
from 30 to 10 days per year of tenure (with 10 addal days to be paid
by an employers’ financed fund) with a cap of 12nthe and elimination
of the 3 months of pay irrespective of tenure;

o total severance payments for fixed-term contraclisbe reduced from 36
to 10 days per year of tenure for contracts shai@n 6 months and from
24 to 10 days for longer contracts (with 10 adddlodays to be paid by an
employers’ financed fund);

o implementation of the fund agreed in the March drtigpe Agreement to
partly finance the cost of dismissals for new hires

ii. By Q4-2011, the Government will present a proposal to aligvesance
payment entitlements for current employees in g the reform for new
hires, (taking into account the revised link betweatitiement and seniority
and the cap to total entitlements) without reduciagcrued-to-date
entittements. This plan will lead to draft legistet to be submitted to

Parliament by(Q1-2012].

ii. By Q1-2012, the Government will prepare a proposal aiming at:

o aligning the level of severance payments to thavgiling on average in
the EU;

o allowing the severance pay entitlements financechfthe fund agreed in
the Tripartite agreement to be transferable tcedaiit employers by means
of the creation of notional individual accounts.

On the basis of this proposal, draft legislatiofi i submitted to Parliament

no later tharQ3-2012.
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4.5. Definition of dismissals. The Government will prepdy Q4-2011 a reform proposal
aimed at introducing adjustments to the casesdwriridividual dismissals contemplated in
the Labour Code with a view to fighting labour netrlsegmentation and raise the use of
open-ended contracts. This proposal will lead taftdfegislation to be submitted to
Parliament byQ1-2012.

iv. Individual dismissals linked to unsuitability ofehworker should become
possible even without the introduction of new temlbgies or other changes to
the workplace (art. 373-380, 385 Labour Code).rlate, a new reason can be
added regarding situations where the worker haseagwith the employer
specific delivery objectives and does not fulfileth, for reasons deriving
exclusively from the workers’ responsibility;

v. Individual dismissals linked to the extinction ook positions should not
necessarily follow a pre-defined seniority ordemibre than one worker is
assigned to identical functions (art. 368 Labourd€o The predefined
seniority order is not necessary provided that ¢neployer establishes a
relevant and non- discriminatory alternative cragin line with what already
happens in the case of collective dismissals);

vi. Individual dismissals for the above reasons shautl be subject to the
obligation to attempt a transfer for a possiblaahié position (art. 368, 375
Labour Code). As a rule, whenever there are workitijpns available that
match the qualifications of the worker, dismissdisuld be avoided.

Working time arrangements

4.6. The Government will carry out reforms in workinghg arrangements with a view to
contain employment fluctuations over the cycle tdreaccommodate differences in work
patterns across sectors and firms, and enhancg ftompetitiveness.

i. The Government will prepare an assessment regartiaguse made of
increased flexibility elements by the social parsnassociated with the 2009
Labour Code revision and prepare an action plgrdmote the use of flexible
working time arrangements, including on modalities permitting the
adoption of “bank of hours” working arrangement ioytual agreement of
employers and employees negotiated at plant.ld-2011]

ii.  Draft legislation will be submitted to Parliaméat Q1-2012 on the following
aspects:

o implementation of the commitments agreed in the ddafripartite
Agreement regarding working time arrangements dmitgime working
schemes in cases of industrial crisis, by easiageuirements employers
have to fulfil to introduce and renew these measure

o revision of the minimum additional pay for overtinastablished in the
Labour Code: (i) reduction to maximum 50% (fromreat 50% for the
first overtime hour worked, 75% for additional heuf00% for overtime
during holydays); (ii) elimination of the compermat time off equal to
25% of overtime hours worked. These norms can bised, upwards or
downwards, by collective agreement.
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Wage setting and competitiveness

4.7. The Government will promote wage developments sbast with the objectives of
fostering job creation and improving firms’ compiegness with a view to correct
macroeconomic imbalances. To that purpose, the @mant will:

i.  commit that, over the programme period, any in@dasthe minimum wage
will take place only if justified by economic atebour market developments
and agreed in the framework of the programme review

ii.  define clear criteria to be followed for the extiensof collective agreements
and commit to them. The representativeness of #gotrating organisations
and the implications of the extension for the cotipe position of non-
affiliated firms will have to be among these ciigierThe representativeness of
negotiating organisations will be assessed on dsestof both quantitative and
qualitative indicators. To that purpose, the Gowent will charge the
national statistical authority to do a survey tolled data on the
representativeness of social partners on both sidieslustry. Draft legislation
defining criteria for extension and modalities tbeir implementation will be
prepared by2-2012;

lii.  prepare an independent review®£-2012 on:

o how the tripartite concertation on wages can hevigorated with the view
to define norms for overall wage developments thké into account the
evolution of the competitive position of the econpomend a system for
monitoring compliance with such norms

o the desirability of shortening the survival (sobhgéncia) of contracts that
are expired but not renewed (art 501 of the Lalitnde).

4.8. The Government will promote wage adjustments ie hvith productivity at the firm
level. To that purpose, it wil[Q4-2011]

i. implement the commitments in the Tripartite Agreamef March 2011
concerning the "organised decentralisation”, ngtabbncerning: (i) the
possibility for works councils to negotiate functad and geographical
mobility conditions and working time arrangemen@isy the creation of a
Labour Relations Centre supporting social dialogitk improved information
and providing technical assistance to partieslirain negotiations; (iii) the
lowering of the firm size threshold above which krcouncils can conclude
firm-level agreements to 250 employees. Action tfeg implementation of
these measures will have to be takgrQ4-2011;

ii. promote the inclusion in sectoral collective agreata of conditions under
which works councils can conclude firm-level agreaits without the
delegation of unions. An action plan will have ®droduced bpy Q4-2011.

iii. By Q1-2012 the Government will present a proposateduce the firm size
threshold for works councils to conclude agreeméeieow 250 employees,
with a view to adoption by Q2-2012.

Draft legislation will be submitted to Parliamemnt @1-2012.

Active labour market policies

4.9. The Government will ensure good practices and &nieft amount of resources to
activation policies to strengthen job search eftoytthe unemployed and to other Active
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Labour Market Policies (ALMPs) to improve the emability of the young and
disadvantaged categories and ease labour marketataises. The Government will present
by [Q4-2011]:

i. areport on the effectivenestcurrent activation policies and other ALMPs in
tackling long-term unemployment, improving the eayalbility of the young
and disadvantaged categories, and easing labolketmarsmatch;

ii. an action plan for possible improvements and furthetion on activation
policies and other ALMPs, including the role of RalEmployment Services.

Education and training

4.10.The Government will continue action to tackle lodueation attainment and early
school leaving and to improve the quality of se@gdeducation and vocational education
and training, with a view to increase efficiencythe education sector, raise the quality of
human capital and facilitate labour market matchirgthis purpose, the Government will:

i. Set up an analysis, monitoring, assessment andtirgpaystem in order to
accurately evaluate the results and impacts ofattucand training policies,
notably plans already implemented (notably concgymiost saving measures,
vocational education and training and policiesnpriove school results and
contain early school leavindQ4-2011]

ii. Present of an action plan to improve the qualitysetondary education
services including via: (i) the generalization nfst agreements between the
Government and public schools, establishing widéoraamy, a simple
formula-based funding framework comprising perfonce evolution criteria,
and accountability; (i) a simple result-orientéidancing framework for
professional and private schools in associatioeegents based on fixed per-
class funding plus incentives linked to performandteria; (iv) a reinforced
supervisory role of the General Inspectorff¥l-2012]

iii. Present an action plan aimed at (i) ensuring tality, attractiveness and
labour market relevance of vocational education draning through
partnerships with companies or other stakeholdérps;enhancing career
guidance mechanisms for prospective students inatim@l educational
training.[Q1-2012]

5. Goods and services markets

Energy markets

Objectives

Complete the liberalisation of the electricity agabs markets; ensure that the reduction of the
energy dependence and the promotion of renewalelgies is made in a way that limits the
additional costs associated with the productiorlettricity under the ordinary and special
(co-generation and renewables) regimes; ensureistensy of the overall energy policy,
reviewing existing instruments. Continue promot@npetition in energy markets and to
further integrate the Iberian market for electyi@nd gas (MIBEL and MIBGAS).
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Liberalisation of electricity and gas markets

5.1. Regulated electricity tariffs will be phased daytJanuary 1, 2013 at the latest. Present
a roadmap for the phasing out following a stepveisproach byluly 2011. The provisions
should specify:

i.  The timeline and criteria to liberalise the remagregulated segments, such
as pre-determined conditions relating to the degfeffective competition in
the relevant market;

ii.  The methods to ensure that during the phasing-eribg market prices and
regulated tariffs will not diverge significantly @no avoid cross-subsidisation
between consumers segments;

iii.  The definition of vulnerable consumers and the raa@m to protect them.

5.2. Transpose the Third EU Energy Package by the eddié 2011. This will ensure the
National Regulator Authority’s independence andaliers foreseen in the package.

5.3. In the gas market, the Government will take meastoeccelerate the establishment of
a functioning Iberian market for natural gas (MIBSA in particular through regulatory
convergence. Take up political initiatives with 8Sig& authorities with the aim of eliminating
the double tariff[Q3-2011]

5.4. Regulated gas tariffs are to be phased ouldmyary 1, 2013 at the latest.

5.5. Review in a report the reasons for lack of entrytle gas market, despite the
availability of spare capacity, and the reasonstlierlack of diversification of gas sources.
The report will also propose possible measuresitiness the identified problenif4-2011]

Additional costs associated with electricity proton under the ordinary
regime

5.6. Take measures in order to limit the additional cstociated with the production of
electricity under the ordinary regime, in particullorough renegotiation or downward
revision of the guaranteed compensation mechan@BWEC) paid to producers under the
ordinary regime and the remaining long-term powatchase agreements (PPAS)4-2011]

Support schemes for production of energy under gpecial regime (co-
generation and renewables)

5.7. Review the efficiency of support schemes for coegation and propose possible
options for adjusting downward the feed-in tariffed in co-generation (reduce the implicit
subsidy)[Q4-2011]

5.8. Review in a report the efficiency of support schen@ renewables, covering their
rationale, their levels, and other relevant desigment§Q4-2011]

5.9. For existing contracts in renewables, assess iepart the possibility of agreeing a
renegotiation of the contracts in view of a loweed-in tariff.[Q4-2011]

5.10. For new contracts in renewables, revise downwaeddhd-in tariffs and ensure that the
tariffs do not over-compensate producers for tlweists and they continue to provide an
incentive to reduce costs further, through digressariffs. For more mature technologies
develop alternative mechanisms (such as feed-imipras). Reports on action taken will be
provided annually iQ3-2011, Q3-2012 andQ3-2013.
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5.11. Decisions on future investments in renewablesantiqular in less mature technologies,
will be based on a rigorous analysis in terms ®tdsts and consequences for energy prices.
International benchmarks should be used for thdysisaand an independent evaluation
should be carried out. Reports on action taken bellprovided annually iQ3-2011, Q3-
2012 andQ3-2013.

5.12. Reduce the delays and uncertainty surrounding pignauthorisation and certification
procedures and improve the transparency of admati requirements and charges for
renewable energy producers (in line with Article &3 14 of EU Directive 2009/28/EC).
Provide evidence of the measures taken to this[€7H2011]

Energy policy instruments and taxation

5.13.Review existing energy related instruments, inglgdiaxation and energy efficiency
incentives. In particular, evaluate the risk of &eping or inconsistent instrument®3-
2011].

5.14.Based on the results of the review, modify energjicp instruments to ensure that they
provide incentives for rational use, energy saviags emission reductiong4-2011]

5.15.Increase VAT tax rate in electricity and gas (pntlseat 6%) as well as excises for
electricity (presently below the minima requiredBy legislation)[Q4-2011]

Telecommunications and postal services

Objectives
Increase competition in the market by lowering enbarriers; guarantee access to
network/infrastructure; strengthen power of theid\tel Regulator Authority.

Telecommunications:
The Government will;

5.16. Ensure more effective competition in the sectoimglementing the new Directive on
EU electronic communications regulatory framewdBetter Regulation Directive”), which
will (among others) enhance independence of theoNatRegulator Authority{Q2-2011]

5.17. Facilitate market-entry by awarding new playersrigbkt to use ‘new’ radio frequencies
(i.e. auction of spectrum) for broadband wirelesseas[Q3-2011] and lowering mobile
termination rate§Q3-2011].

5.18.Ensure that the provision on universal service giegion and the incumbent’s
concession contract are non-discriminatory: re-tiatgp the concession contract with the
undertaking currently providing the universal seevand launch a new tender for designation
of universal service provider)3-2011]

5.19. Adopt measures to increase competition in the figechmunications market by: i)
alleviating restrictions on mobility of consumerg teducing costs faced when deciding on
provider along the lines proposed by the Competithuthority (such as standardized
contracts, explicit right to free cancellation dadilitating price comparison)Q3-2011]; ii)
reviewing barriers on entry and adopting measwesduce then[Q1-2012]
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Postal services
The Government will:
5.20. Further liberalise the postal sector by transposiveg Third Postal Directive ensuring

that powers and independence of the National Regufauthority are appropriate in view of
its increased role in monitoring prices and c3-2011].

5.21. Eliminate VAT exemption for products within the iversal servicgQ3-2011]

Transport

Objectives

Adopt a strategic plan to: rationalise networkd anprove mobility and logistic conditions
in Portugal; improve energy efficiency and reduogimnmental impact;) reduce transport
costs and ensure financial sustainability of thenganies; strengthen competition in the
railways sector and attract more traffic; integnatets into the overall logistic and transport
system, and make them more competitive.

The Government will take the following measureghie transport sector:

Strategic Plan for Transport:
5.22. Present a Strategic Plan for Transport, which shspeécifically includgQ3-2011]

i.  An in-depth analysis of the transport system iniclgdan assessment of
existing capacity, forecast demand, and projectdtid flows;

ii.  Measures to integrate rail, port and air transpenvices into the overall
logistic and transport system, notably by improviogmpetition in these
transport modes;

lii.  Measures to facilitate entry for low-cost airlinengpanies, making use of the
existing infrastructure;

iv. A set of priorities for investment with an estimatethe financial needs and
the foreseen sources of financing as well as afggreavings.

Measures will be concrete, including the exactruments used to achieve them. Measures
will be chosen based on criteria of cost-effectass(comparing savings/costs).

Railways sector
5.23. Transpose the EU Railway Packages and in partid@é&2011]
I. Strengthen the rail regulator independence and etanpes including by

strengthening its administrative capacity in terofsdecision and execution
powers and staffing;

ii. Ensure full independence of the state-owned raile@srator CP from the State;

lii. Balance the infrastructure manager’s revenues apenelitures on the basis of a
multi-annual contract with the infrastructure masagf a duration of at least
three years and concrete commitments on Statecenand performance;

iv. Carry-out a rationalisation of the network and efifee incentives for the
infrastructure manager to reduce its costs, whetbbyregulatory body will be
given a monitoring role;
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v. Revise the existing Public Service Obligations (BB@h rail passenger transport,
including the legal basis and administrative cdpaicir stepwise introduction of
competitive tendering for PSOs;

vi. Revise the infrastructure charging scheme to intceda performance scheme,
permitting operators to introduce yield managemantickets, in particular to
raise ticket prices;

vii.  Privatise the freight branch of the state-ownetl gperator and some suburban
lines.

Ports[Q4-2011]

5.24.Define a strategy to integrate ports into the oVvdaomistic and transport system.
Specify the objectives, scope and priorities ofdtrategy, and the link to the overall Strategic
Plan for the Transport sector.

5.25.Develop a legal framework to facilitate the implertsion of the strategy and to
improve the governance model of the ports systempdrticular, define the necessary
measures to ensure the separation of regulatonyitgcport management and commercial
activities.

5.26. Specify in a report the objectives, the instrumemd the estimated efficiency gains of
initiatives such as the interconnection between @i#go and Ex-Port, the Port Single
Window and Logistic Single Window.

5.27.Revise the legal framework governing port work take it more flexible, including
narrowing the definition of what constitutes podnk, bringing the legal framework closer to
the provisions of the Labour code.

Other services sector

Objectives

Eliminate entry barriers in order to increase cotitipa in the services sector; soften existing
authorisation requirements that hinder adjustmepacity and labour mobility; reduce
administrative burden that imposes unnecessarys asstfirms and hamper their ability to
react to market conditions.

Sector-specific legislation of Services

5.28. Adopt the remaining necessary amendments to therssgecific legislation to fully
implement the Services Directive, easing the reguants related to establishment
and reducing the number of requirements to whiosssborder providers are subject.
Amendments will b@resented to the Parliamd@3-2011] and adopted byQ4-2011].

5.29.In case unjustified restrictions remain followirgetnotification to the Commission of
the recently adopted sector-specific amendmentsdarareas of construction and real estate,
review and modify them accordingly. This includeaking less burdensome the requirements
applying to cross-border providers, both for camgion and real estate activities, and
reviewing obstacles to the establishment of senpeceviders such as restrictions on
subcontracting (for construction) and on excesdigeidity obligations and physical
establishment (for real estatpp4-2011]
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Professional qualifications

5.30.Improve the recognition framework on professionabldications by adopting the
remaining legislation complementing the Portuguesgy 9/2009 on the recognition of
professional qualifications in compliance with thealifications directive. Adopt the law
concerning professions not regulated by Parliarfi@8t2011] and present to Parliament the
law for those regulated by Parliamé@3-2011] to be approved byQ1-2012].

Regulated professions

5.31.Eliminate restrictions to the use of commercial ommication (advertising) in
regulated professions, as required by the Serbaestive [Q3-2011].

5.32.Review and reduce the number of regulated professand in particular eliminate
reserves of activities on regulated professions dh@ no longer justified. Adopt the law for
professions not regulated by Parliam¢@B-2011] and present to Parliament the law for
those regulated by ParliameQ3-2011] to be approved byQ1-2012].

5.33. Adopt measures to liberalize the access and exemisregulated professions by
professionals qualified and established in the pe@ao Union. Adopt the law for professions
not regulated by Parliame[®3-2011] and present to Parliament the law for those le¢gd
by Parliamen{Q3-2011] to be approved bjQ1-2012].

5.34.Further improve the functioning of the regulatedofpssions sector (such as
accountants, lawyers, notaries) by carrying outomprehensive review of requirements
affecting the exercise of activity and eliminategt not justified or proportiongdQ4-2011]

Administrative burden
5.35. Continue the simplification reform effort by:
I. making the Points of Single Contact (PSC) more-trsemdly and responsive to
SMEs needs, extending on-line procedures to atbsecovered by the Services

Directive [Q4-2011] and adapt the content and information availablhatPSC
to the new legislation to be adop{&al-2012];

ii. making fully operational the “Zero authorisation”rofect that abolish
authorisations/licensing and substitute them witlealaration to the PSC for the
wholesale and retail sector and restaurants arsl[@dr2011]. The project shall
include all levels of administration, including atlunicipalities] Q2-2012];

iii. extending PSC to services not covered by the Ses\Irectivg Q1-2013];

Iv. extending the Zero authorisation project to othestas of the economjQ1-
2013].

6. Housing market

Objectives

Improve households’ access to housing; foster labuoability; improve the quality of
housing and make better use of the housing st@tkjce the incentives for households to
build up debt.
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Rental market

6.1. The Government will present measures to amend #ve Brban Lease Act Law 6/2006
to ensure balanced rights and obligations of laiidl@and tenants, considering the socially
vulnerable[Q3-2011] This plan will lead to draft legislation to be suitted to Parliament by
[Q4-2011]. In particular, the reform plan will introduce nse@es to: i) broaden the conditions
under which renegotiation of open-ended residetggdes can take place, including to limit
the possibility of transmitting the contract tosfidegree relatives; ii) introduce a framework
to improve households' access to housing by phasug rent control mechanisms,
considering the socially vulnerable; iii) reduce tbrior notice for termination of leases for
landlords; iv) provide for an extrajudicial eviatiprocedure for breach of contract, aiming at
shortening the eviction time to three months; andstvengthen the use of the existing
extrajudicial procedures for cases of divisionrdfarited property.

Administrative procedures for renovation

6.2. The Government will adopt legislation to simplifydrainistrative procedures for
renovation.[Q3-2011] In particular, the specific measures will: i) siifyp administrative
procedures for renovation works, safety requiresyeaaithorisation to use and formalities for
innovations that benefit and enhance the buildiogiality and value (such as energy savings
measures). The majority of apartment owners wildbéned as representing the majority of
the total value of the building; ii) simplify rule®r the temporary relocation of tenants of
building subject to rehabilitation works with dusgard of tenants needs and respect of their
living conditions; iii) grant landlords the possityi to ask for termination of the lease
contract for major renovation works (affecting 8teucture and stability of the building) with
a maximum 6 months of prior notice; iv) standardise rules determining the level of
conservation status of property and the conditfonghe demolition of buildings in ruin.

Property taxation

6.3. The Government will review the framework for thduaion of the housing stock and
land for tax purposes and present measures tagyre that by end 2012 the taxable value of
all property is close to the market value andpipperty valuation is updated regularly (every
year for commercial real estate and once everyetlyears for residential real estate as
foreseen in the law). These measures could incadbéling municipal officers, in addition to
tax officers, to evaluate the taxable value of propand the use of statistical methods to
monitor and update valuatiorj3-2011]

6.4. The Government will modify property taxation withvéew to level incentives for
renting versus acquiring housinfQ4-2011] In particular, the Government will: i) limit
income tax deductibility of rents and mortgage ries¢ payments as of 01.01.2012, except for
low income households. Principal payments will et deductible as of 01.01.2012; ii)
rebalance gradually property taxation towards #®ument real estate tax (IMI) and away
from the transfer tax (IMT), while considering tbecially vulnerable. Temporary exemptions
of IMI for owner-occupied dwellings will be considbly reduced and the opportunity cost of
vacant or non-rented property will be significantigreased.

6.5. The Government will undertake a comprehensive vewié the functioning of the
housing market with the support of internationabyputed expert$Q2-2013]
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7. Framework conditions

Judicial system

Improve the functioning of the judicial system, walhiis essential for the proper and fair
functioning of the economy, through: (i) ensurinffeetive and timely enforcement of
contracts and competition rules; (ii) increasinficefncy by restructuring the court system,
and adopting new court management models; (iijuced) slowness of the system by
eliminating backlog of courts cases and by fadifigaout-of-court settlement mechanisms.

The Government will:

Court backlog

7.1. Intensify implementation of proposed measures untier Judicial Reform Map.
Conduct an audit of the backlog cases in ordeettebtarget measur§2011Q2]. Eliminate
court backlogs by2013Q2]

7.2. Based on the audit, better target existing measamedsassess the need for additional
measures to expedite the resolution of the back8d10Q2]. Additional measures to be
considered include, among others: (i) establistsegarate Chambers or Teams (solely)
directed towards resolving the backlog, (ii) restiming court record-keeping so that cases
can be taken off the books; (iii) merging similamadl debt enforcement cases; (iv)
strengthening and enforcing existing regulatiohswahg dormant cases to be removed from
the court register; (v) imposing additional costd @enalties against non-cooperative debtors
in enforcement cases; (vi) introducing a stagge@dt fee structure for extended litigation
prompted by litigating parties without manifest sauy and (vii) assigning special court
managers to manage the court agenda/hearings agjgudges to focus on the cases.

Management of courts

7.3. Expedite the implementation of the Judicial Refdvlap creating 39 court units, with
added management support for each unit, entiraBntied through expenditure savings and
gains of efficiency 2012Q4]. This measure is part of the rationalisation effcn order to
improve efficiency in the management of infrastanes and public services. Prepare a
roadmap on this reform identifying key quarterlyi@atones[2011Q3]

7.4. Adopt new court management methods for two courayrts, including Lisbon.
[2011Q4]

7.5. Develop a personnel management plan that perndtsi@h specialisation and mobility
of court officials.[2011Q4]

Alternative dispute resolution for out-of-courttssmhent

7.6. The Government will present a Law on Arbitrationdoy-September 2011 and make
arbitration fordebt enforcemerdases fully operational bgnd-February 2012 to facilitate
resolution of backlog cases and out of court satl.

7.7. Optimize the regime for Justices for the Peacentoease its capacity to handle small
claim caseq.2012 Q1]
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7.8. Adopt measures to give priority to alternative digpresolution enforcement cases in
the courts[2011 Q4]

Civil cases in the courts
7.9. Extent the new experimental civil procedure regimé courts[2011Q3]

7.10. Assess in a report whether the experimental cihatedure regime should be applied to
all courts.[2011Q4]

7.11.Make specialized courts on Competition and on let&lal Property Rights fully
operational[2012Q1]

7.12. Assess the need for separate Chambers within then@ecial Courts with specialized
judges for insolvency casd20110Q4]

7.13. The Government will present to Parliament a draft ko review the Code of Civil
Procedure and prepare a proposal identifying tlyeakeas for refinement, including reducing
the administrative burdens for judges, consolidpiegislation for all aspects of all cases
before the court, giving the judge powers to exigedases, and enforcing statutory deadlines
to expedite the resolution of cases in the co{2611Q4]

7.14. Adopt specific measures for an orderly and efficiemesolution of outstanding tax
cases including (also covered under revenue adimatics):

I. taking necessary steps to implement the Tax AtiminaLaw (to enable an
effective out of court resolution of tax claimg911 Q3]

il.  assessing measures to expedite the resolutiox cbtes such as: i) creating a
special procedure for high value cases; ii) esthblg criteria for prioritizing;
lii) extending statutory interests for the entirlee tcourt proceeding; iv)
imposing a special statutory interest payment ¢@ t@mpliance with a tax
court decision[2011Q4]

Budget and allocation or resources

7.15. Standardize court fees and introduce special deesg for certain categories of cases
and procedures with the aim of boosting revenuedssidcentivizing spurious civil litigation.
[2011Q3]

7.16.Develop an annual workplan on the allocation obueses based on court by court
performance data, which will be published annuatiythe internet .

7.17.Conduct a workload/staffing assessment for the psiat courts under the Judicial
Reform Map, as well as for the specialist co{2@12 Q1]

7.18. Publish quarterly reports on recovery rates, donaéind costs of corporate insolvency
and tax cases, publishing the first repor{2311Q3]

Competition, public procurement and business environment

Objectives

Ensure a level playing field and minimise rent-segk behaviour by strengthening
competition and sectoral regulators; eliminate gpeghts of the state in private companies
(golden shares); reduce administrative burdensoampanies; ensure fair public procurement
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processes; improve effectiveness of existing imsémis dealing with export promotion and
access to finance and support the reallocatiorswurces towards the tradable sector.

Competition and sectoral regulators

8.1. The Government will eliminate "golden shares" alidbther special rights established
by law or in the statutes of publicly quoted coniparthat give special rights to the state
(July 2011).

8.2. Take measures to improve the speed and effecegersd competition rules’
enforcement. In particular:

I. Establish a specialised court in the context ofréierms of the judicial system
[2012Q1].

il. Propose a revision of the competition law, makirgsiautonomous as possible
from the Administrative Law and the Penal Proceduraw and more
harmonized with the European Union competition lleffamework, in
particular:[2011Q4]

= simplify the law, separating clearly the rules ommpetition
enforcement procedures from the rules on penakpiges with a view
to ensure effective enforcement of competition law;

= rationalize the conditions that determine the opgrmf investigations,
allowing the competition authority to make an assemnt of the
relevance of the claims;

= establish the necessary procedures for a greatgmnant between
Portuguese law on merger control and the EU MeRegulation,
namely with regard to the criteria to make compuylsihe ex ante
notification of a concentration operation.;

= ensure more clarity and legal certainty in the @ggibn of Procedural
Administrative law in merger control.

= evaluate the appeal process and adjust it wheressary to increase
fairness and efficiency in terms of due process #@mtliness of
proceedings.

iii. Ensure that the Portuguese Competition Authority kafficient and stable
financial means to guarantee its effective andasustl operatio{2011Q4]

8.3. Ensure that the national regulator authorities (NRAve the necessary independence
and resources to exercise their responsibilif32Q1] In order to achieve this:

i.  provide an independent report (by internationadigognised specialists) on the
responsibilities, resources and characteristicserdehing the level of
independence of the main NRAs. The report will benark nomination
practices, responsibilities, independence and ressuof each NRA with
respect to best international practice. It willoatsover scope of operation of
sectoral regulators, their powers of interventias well as the mechanisms of
coordination with the Competition Authoritj2011Q4]
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ii. based on the report, present a proposal to implethenbest international
practices identified to reinforce the independerafe regulators where
necessary, and in full compliance with EU 1§2011Q4]

Public procurement

The Government will modify the national public ppoement legal framework and improve
award practices to ensure a more transparent amgpeatdive business environment and
improve efficiency of public spending. In particyla will:

8.4. Eliminate, with regard to public foundations as seit in Law n.° 62/2007, all
exemptions permitting the direct award of publiattacts above the Public Procurement
Directives thresholds to ensure full compliancehwiiite Directive$2011Q3]

8.5. Eliminate all special, permanent or temporary ex@song, permitting the direct award
of public contracts below the Public ProcurementeBlives thresholds to ensure full
compliance with the principles of the TFERD11Q3]

8.6. Amend the Portuguese Public Procurement Code poogison errors and omissions
and additional works/services in accordance witle fublic Procurement Directives.
[2011Q4]

8.7. Implement appropriate measures to address thentiyrexisting problems with regard
to direct awards for additional works/services aad ensure that such awards occur
exclusively under strict conditions foreseen byEheectives.[2011Q4]

8.8. Take measures to render contracting authoritiegsiradtrators financially responsible
for lack of compliance with public procurement silas recommended by the Portuguese
Court of Auditors[2011Q4]

8.9. Ensure ex-ante auditing/checks on public procuréntgnthe appropriate national
bodies (most notably the Portuguese Court of Ausljitas a tool to prevent and counteract the
practice of illegal award of additional works/sees and increase transparerj@®11Q3]

8.10. Upgrade the national Public Procurement Portal¢Bhased on Resolution n® 17/2010
of the National Parliament in order to improve sparency of award proceduf@911Q4]

8.11.Modify Art. 42 (7) (8) (9) of the Public Procurente€ode, which sets out a
requirement for investment in R&D projects on albpc contracts worth more than EUR 25
million, to ensure full compliance with the PubRcocurement directives, in particular by: i)
eliminating the condition for the R&D project to lwarried out in national territory; ii)
requiring the R&D investments to be directly relet/for the performance of the contract; and
iii) ensuring that all amounts to be spent on R&Djgcts are linked and justified by the
subject-matter of the contra¢f011Q4]

Business environment

8.12. Adopt the “Simplex Exports” programme, including asares to accelerate the
procedures for requesting VAT exemption for expaytifirms and simplify procedures
associated with indirect expori2011Q4]

8.13. Reinforce measures to facilitate access to finamckexport markets for companies, in
particular for SMEs. This will include a review tfe overall consistency and effectiveness of
existing measure$2011Q4]
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8.14.Promote liquidity conditions for business by timeiypplementing the New Late
Payments Directivg2013Q1]

8.15.Reduce administrative burdens by including munidiea and all levels of public
administration within the scope of the Simplex Pamgme [2013Q1]
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