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In the periodAugust-September 2007the wide front of reform activities
was mainted by the Government and it continuednfgdement the goals set
by the programs. Same as in the entire first ydafuonctioning of the
Government of Macedonia in its current compositias, well as in this
analyzed period, most of its program activitieshe analyzed areas were
realized entirely and with relatively quick dynasiic

The activities already started in all sectors hasaimed — current projects
and in this period new activities were derived frova Program for work of

the Government of the Republic of Macedonia imi@ndate period 2006-
2010.

By continuing the reforms already in place, the &ament of the Republic
of Macedonia, among other things, has emphasizedadtermination for

their planning. The first set of reforms of the @aovment of the Republic of
Macedonia already produce the initial results, &gking the Republic of

Macedonia on the"4place of the Doing Business Study of the World IBan
This was especially concerning the implementatiotao reforms.

With these measures and activities, as well as thighseries of measures
and activities that the Government of the ReputiliMacedonia undertook

in the recent period, especially in the area afdigolicy, the economic

environment in the country has significantly chahgad the realization of

positive results in the economy has started.

However, the overall reforms in the Republic of Mdonia has been
significantly hurdled and inhibited with the scalwles events in the
Parliament of Macedonia (on 25.09.2007) when thesese conflicts
between the MPs from DUI, DPA and PDP that endethieats to the
politicians and physical attacks on the journaliSisese unpleasant events
happened exactly in the period when political cosss was being built for
election of the remaining five members of the JiadliCouncil.

The events that occurred in the Parliament andttaeks on the journalists
did not provide for good perception on functionofghe democratic system
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and protection of the media freedom, which areittiqgortant condition for
Euro-Atlantic integrations. In the future it is mssary to exclude any
possibility for repetition of such events and specare must be put on the
inviolability of the media freedoms, whose indepemck is the key for
functioning of all democratic systems.

The political turbulences that are taking place tba political stage in

Macedonia, caused by the scandalous events indtii@fent, have caused
slowdown of the reforms and of the accession potesEU and NATO.

These events also caused slow down of the Parliametvity so the

consideration and adoption of the reforms has beestponed for the
upcoming period.

In the area offiscal and monetary policy the reduced taxes, increased
financial audits and implementation of the remagniadministrative-
technical and audit activities of the Public Revenwffice (PRO) have
resulted in significantly increased flow of funds the Treasury Budget,
above the projections.

This enabled smooth realization not only of thegpaonmed activities but
also undertaking of other activities of the Goveemtnof the Republic of
Macedonia in the various areas of economic policythe same time such
yields enabled smooth start of the significantlyiaes process of fiscal
decentralization in the Republic of Macedonia.

All the above, together with the maintained maaror®mic stability of the
country, will enable realization of the planneceraf economic growth of 5-
5,5% in 2007 and create solid basis to project enmere dynamic economic
growth in 2008. In order to realize such determamait will be necessary
for the Government of the Republic of Macedoniapty very serious
attention on the present risks which, if not reduce removed, could
seriously threaten and even stop the successfigagan of the final goal:
implementation of strong economic reforms accomgzhnwith permanent
and accelerated economic growth.

In the trade policythe reduction of fees in the institutions for
standardization and accreditation and the Bureawtfetrology, as well as
the subsidies for the farmers are to be commended.
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In the area of industrial policy there is slow pegs in the activities of
BERIS' Project of the World Bank and the institutionaivelepment of
industrial policy but on the other side there apsifive shifts in the cluster
mergers as well as in the development of SMEs (samal medium sized
enterprises) through the incubators, which is adgastrument for dialogue
on central-local level.

The Government advocates for increased investmeme cin the
infrastructure, first in the energy and telecomnoations sector and in the
next year investments are expected in the roadssiméicture.

We can summarize in the areat@dde, industrial and investment policy
that the successful set of reforms was succesdhdlysed on the following:
introduction of flat rate tax; simplification and aking cheaper the
administrative formalities and reduction of therogtion.

In this period, the sectors fdinancial and pension systemhave drafted
several Laws which some of them are already addpydtie Parliament of
the Republic of Macedonia and entered into forag ssme of them are in
the Government procedure and have to be adoptex vary short time
period. The Law on Payment Operations was adoptetl @ending in

Parliamentary procedure is the Law on Changes ameémdiments of the
Law on Pension and Disability Insurance. Pending Government
procedure are the Law on Changes and AmendmentdheofLaw on

Emission of Bonds of the Republic of Macedonia Bxnationalization,
Law on Changes and Amendments of the Law on StatitALaw on

National Bank of the Republic of Macedonia, Law Q@hanges and
Amendments of the Law on Securities, new Law orestment Funds, etc.
All these activities are in the service of implenation of reforms to
improve the economic situation in the Republic cidddonia.

The Government undertook several steps towardsemmghtation of the
foreseen activities related to the increase of aditipeness of the
Macedonia economy by supporting its adaptationht newKnowledge
Economy, which were foreseen in the Government Progran2@®6-2010.

! Project: Business Environment Reform And Institnél Strengthening3ERIS)
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As one of the most important steps in this directis the Government
decision at the end of August — VAT was reducedctumputers, computer
parts and computer software from 18% to 5%. Thissighificant step
towards improved access of the citizens and corepatui the computers,
which are the main tools for the new knowledge econ

The Government institutions also implemented thkodong activities:
reduction of the VAT for computers, start of ink#bn of the 100.000
computers procured from Haier Company, adoptiothefStrategy for IT
for the Judiciary in Macedonia, implementation loé ttender for wireless
internet regional licenses, development of NatidRedjistry for regulations,
licenses, permits and approvals.

The main attention in the area eflucation in this period was focused
towards finalization of activities related to thew school year in the
elementary and secondary schools. There werelisitizcesses in the plan
for introduction of nine-year compulsory elementa&gucation and some
novelties related to that, foreseen in the “Relbmth00 Steps” Program and
in the Government Program. With regards to secgnéducation, the main
challenge was to resolve the problem with passinfye state Matura. The
educational authorities continue to face the chgkeof continuation and
intensifying of the multi-year efforts to introdudbe state Matura as
internationally accepted mechanism for control enedease of quality in the
education. The rules according which the state Mashould be passed
need to be familiar for the students and their migren the moment of
entering in High School, and not during the enthefschool.

In the area of higher education, there were sevsmpbrtant activities but
still the Law on Higher Education is not adoptedickhfurther postpones
the deeper reforms in this area. The last versidheoLaw for High School
was severely criticized by the University professawhereas the students
didn't have chance to see it. The Law should ndbroeight without being
viewed the remarks of those which this is meant to.

The most neglected area in this period remaindxgktihe scientific research.
There are no visible steps for faster progress emtelgration of the
Macedonian science into the higher education of BHueopean higher
education and research area — European Credit féraigy/stem and
Knowledge Based Europe.
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In the last two months (August and September), rddg@ monitoring of
reforms of the Government of the Republic of Magedadn the area of
sports and physical culture having the Agency for Youth and Sports as
implementing authority, the realization of projeist$aking process with full
speed and new projects were also started. Theraatieh of sport halls is
taking place in accordance with the planned dynaraia there is some full
realization already — two sporting halls were cosswined and put into use
which provides additional stimulation in realizatioAlso started is the
process of construction of 50 (fifty) football filsl all over Macedonia.

The changes and amendments of the Law on Sporis #re Parliamentary
procedure. Draft version of the proposed Program Development of

Sports in the Republic of Macedonia in the upconfing years period has
been developed. The project for selection of naligports anthem is taking
place successfully.

In the area ofagriculture and agricultural policy the specific level of
progress continues in a sense of stimulation ofeldgment of the
agricultural production and support for export gfrieulture products by
developing strategy for development of agriculturegulation of the
ownership title of the land, greater and more tpansnt budget support for
the farms, creation of conditions for favorableditiag of the agriculture as
well as improvement of the conditions for produstiof biofood. Finally,
the goal is to have improved infrastructure in teems of irrigation and
systems for control of floods. Unfortunately, thesestill no progress in the
terms of adoption of the necessary law and natistrategy for agriculture
and rural development.

The foreign-political priorities have mainly suféel negative impact
because of the incident in the Parliament of theuRkc of Macedonia
which also included the members of Parliament (M&&) the media were
also attacked. This attack was strongly condemnethé& EU and NATO.
Other important moments in the period in the afeforeign affairs is the
recognition of the constitutional name of MacedobyaCanada — NATO
and G8 member country as well as the start of i&General Assembly of
the United Nations whose member is the former Maocith Minister of
Foreign Affairs and Ambassador, Mr.Srgjan Kerim.
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In the area ofudiciary , the reforms of the judiciary system have contthue
Intensive activities have started in the new esthbd Academy for
Training of judges and public prosecutors. The lfawpublic prosecution
still is not brought, so the election of the pragecs will be done in
accordance with the old one. The Judiciary Coungds not yet
constitutated.

In the area ointernal affairs the reforms in police are being implemented
in accordance with the Law on Police and reformthaintegrated border
management. The will to cope with the problemsvislent as well as the
measures undertaken by the Ministry of Internab&# and the Ministry of
Justice and their respective organizational umitthe area of fight against
organized forms of corruptive behavior and crimiaelivities that damage
the foundations of any social and economic system.

The campaign fofree health examscontinues, now supplemented with
mammography and PAP testing. Frothdf September the VAT for drugs
has been reduced to 13% which in reality meansth®ateduction for the
drugs is around 10%; additional reduction of 20%expected with the
announcement of new international tender as wetlagsnent of drugs with
scale profit margin.

In the upcoming period funds will be invested tgonove the equipment
status of hospitals. The sum goes more than fmediabove the previous
investments in the health sector (in the last Jats)eand the equipment will
be selected on international tender. Currently arggare the competitions
for selection of new steering bodies of the healttsfitutions that will be

recruited from professionals that successfully pdgbe test following the
course for managers. The medical map is still béasged on the basis of
recommendations received from Globesalud.

The Ministry of Health continues the field reseaffon identification of
current problems for he new concessionaires in piizate health
institutions. The frequently asked questions imtieh to privatization are
published and constantly updated on the websiteeoMinistry of Health

The main packet of services in stomatology is bglihg debated and it will
be published at the beginning of December.
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The expert debate regarding the new method of palymehe hospitals, by
introducing diagnostically related groups (DRGsgxpected to commence
in October.

In the area otransport and communications the continued activities of
the current projects have resumed. Also some nejegis have started with
implementation. The energy and consistency dematestr by the

Government of the Republic of Macedonia for intrcttn of reforms in

realization of the planned projects and achieviogitpre results is every
evident.

However, beside the determination by the Governmergome projects the
activities are progressing slowly than the temporefbrms which the
Government implements very quickly. On the othdesthere are activities
taking place in accordance with the plan.

Other activities that can be noted as importanthm last period are the
following. The work of the third mobile operator I®’ has started. This
improved the conditions for the citizens in thesapé mobile telephony. The
construction works on the belt road around Skopgebaing intensified after
the main problems related to expropriation of thedl were resolved. The
sales for construction of one thousand social aparts in 14 cities have
started by laying the foundations in Gjorche Pef{@kopje). The project for
reconstruction of bridges on the M-1 highway, settKatlanovo-Veles
already started with implementation and it is expecthat soon it will
finish. The reforms in the Cadastre, beside the nsemholidays, have
resumed with full speed where the prices for sewssibas been drastically
reduced by half which will produce greater benkiitthe citizens.
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1.1. Activities implemented in the reporting period

1.1.1.FIscAL poLICY

The activities of Macedonian Government in the qebAugust-September
2007 in the area of fiscal policy were mainly otehin three directions:

Further reforms of taxes, mainly by reducing the raes for VAT

for specific goods and services from 18% to 5%. Téduced tax
rates in the past period, the improved financialditsu and

implementation of other administrative-technicatl audit activities

of the Public Revenues office (PRO) have resulteckalization of

significantly increased inflow of revenues in theedsury Budget
compared to what was projected. There were evetetanes for

realization of suficit in the Treasury Budget whishunwanted and
threating considering the current phase of devetpnmof the

Macedonian economy. It seems that the GovernmethieoRepublic

of Macedonia undertook the following measures activities that

limit, and in certain area reduce, the inflow ohdig in the Treasury
Budget. One part of this Budget is also used faxdpctive and

social purposes;

The VAT tax rate was reduced from 18% to 5% forugdr and
medical accessories; public bus transport; intr-@il passenger
traffic; computers and computer software and fon fmystems
(collectors). This reduction of the VAT will meaask appropriate
flow of funds in the central budget and the sante;ancreased
liquidity of specific economic entities;

Gradually, starting from *1of September 2007, the Government o
the Republic of Macedonia will start increasing gaaries of the
public administration staff and the pensions (frtme 1 January
2008) by 10%, meaning that it will increase theilabde mass for
personal consumption.
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These measures will have direct effect on the asmeof financial offer

which will, in turn, increase the total consumptionthe country. It is

expected that this will “force” the economic em#ito increase the offer of
goods and services by increasing their productieityby increasing the
investments in particular areas and in particutops which will enable

creation of new jobs.

1. The administrative-technical strengthening of tfREOPresumed in
this analyzed period. The main highlights are:

) Improved and facilitated system of payment of taxgshe large
taxpayers by introducing and improving the eleat®ystem for filing of
tax returns (70,44% in August i.e. 62,08% of thereturns in September)
and efficient responses to the inquires by theeldexpayers. In order to
realize collective professional cooperation with tArge taxpayers, the PRO
developed draft plan to establish a Board of Largepayers;

b) Increased direct contacts with the taxpayers redult retaining
the high percentage (92,86% in August i.e. 92,58%eptember) of the
requests for VAT refunds to be realized within kbxgal deadline of 30 days;

c) The PRO campaign for installation of cash registeith the
taxpayers, supplemented by increased audits teemmgt the Law on Cash
Payment has also resumed in the period August-@dyate2007. During
August, a total of 410 such audits were implememmedhe basis of which
73 decisions to close shops because of non-issfingsh register receipts
when providing specific goods or services;

d) Previously undertaken and the new measures uneéertiak the
PRO resulted in increased collection of public esifrom legal entities and
the citizens. The collected public revenues ingagod January-September
2007 were 44,14 billion denars which is 3,67% mtran the amount
planned for that period of the year. Only in Segiemthese revenues
resulted up to 5,02 billion denars which is 14,60%re than the amount
planned for that month of the year.

2. On the basis of the proposal raised by the Comanssgihich
evaluates the realization of the legal criteria foogress of the local self-
government units in the second phase of fiscal dealezation, 42 local
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self-government units (from the total of 85) reeslvapproval by the
Government of the Republic of Macedonia to enterdbcond phase of this
process. The remaining 42 municipalities and thiy G6f Skopje did not
submit requests or do not entirely meet the cateecessary to progress in
the second phase of fiscal decentralization. Thaluation whether the
criteria were met for eventual progress of thesallself-government units
in the second phase of this process will contimuté upcoming period.

The effective start of this decentralization phlegun on 01.10.2007. This
was the day when the process of transfer of fisoatpetencies from the
central to local government has started. This isualfinancing of the

salaries, rents and other allowances of the stathé state schools, public
kindergartens, cultural institutions, public spoitsstitutions and other
similar public local institutions by using blockamts from the National
Budget. The municipalities that received the lieente progress in the
second phase of fiscal decentralization were odlige rebalance their
respective budgets. In order to have smooth imphkatien of the new

undertaken activities related to the transfer otvmusly stipulated

competencies, the Ministry of Finance developediqadar instructions that

were distributed to the municipalities and the vate Ministries developed
the methodologies for identification of the amowamd allocation of the

funds from earmarked grants per individual budgetdficiaries.

1.1.2M ONETARY POLICY

The realization of the main goals of the monetaoiicy have resumed in
the monitored period:

a) Maintenance of the price stability;

b) Increased efficiency of the banking system lyreasing
the audits in the banks.

The main characteristics of the monetary policythe period August-
September 2007 were the following:

a) The stability of the prices was maintained. By gsihe existing
strategy of fixed exchange rate of the denar (te #uro) and other
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macroeconomic factors, and without making any ckaimgthe monetary
instruments, the inflation rate in the period Jay&eptember reached up to
1,4%. Greater part of this increase happened di8emiember 2007 when
the retail prices have increased by 0,9% as atreftthe mainly increased
prices of some of the foodstuff (agriculture praducooking oil, eggs, etc.)
and increase of the prices for heating and elégtri¢his conditions new
correction of the planned annual inflation ratenirthe previous 1,5% to
2%. However, general comment is that the priceilgtaln the country has
been still strongly maintained,;

b) The modest reduction of the active interest ratiethe banks
(interest rates on loans) continued. In Septemiey tvere at the rate of
10,1% annually (10,20% in the first seven month®07). The average
interest margin of the banks has been reduced %d0P6 to 4,9%;

c) The increased use of bank loans for housing neasisdntinued
in the monitored period. This tendency was eviderthe entire period of
2007. The strongest reason for this increase a&reattnactive interest rates
on which these loans are approved (5,5% annualiyhd banks;

d) In order to increase the efficiency of the banksygtem and in
accordance with the new Law on Banks, the Nati@=zealk of the Republic
of Macedonia adopted several and drafted many atberational decisions
(it is expected that the Council of the NationalnBaof the Republic of
Macedonia will adopt these by the middle of OctoB@07) which would
mean improved audit and supervision actions byN&gonal Bank in order
to protect the security and stability of the bagkaystem in the country.

1. 2.What remains to be implemented (activities not yeimplemented
or not yet finished)

The program activities of the Government of the iRdgc of Macedonia in
the area of fiscal and monetary policy are beinglémented with the
dynamics planned. This is especially concerningatigvities in the fiscal
policy where the majority of program activities aveing realized with
quicker dynamics than what was planned so the ®ovent of the
Republic of Macedonia has started to implementrotheasures that will
provide additional reform boost in that area of th@croeconomic policy of
the country.
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However, the need for inter-agency harmonizationtlué standpoints
regarding the condition of particular legal actsl ather regulations as well
as their harmonization with the IMF conditionalitieas caused that one part
of the planned activities was not implemented ie ftbreseen timeframe.
This is mainly about the adoption of the Laws ontibveal Bank of the
Republic of Macedonia; Foreign Exchange Operatidmsyw on PRO,;
Customs Code; Law on Changes and Amendments ol dlae on Tax
Procedure and the Law on Registration of Cash Patgnéll these and
some other laws that regulate the financial mateesdrafted and currently
in the procedure of adoption. However, due to theva stated reasons, the
period to use annual holidays and the period of-working of the
Parliament of the Republic of Macedonia has postdotihe adoption of
these laws for later.

Other activities that were planned but not impletednin the realized

deadlines is the postponing of harmonization oftthse for payment of the
social insurance contributions and personal incéaxe This process has
been postponed for 2008 and it will be implemeiteitiree phases, starting
from 1 of April 2008.

What remains for the upcoming period is the drgftamd adoption (both to
be done by the Council of the National Bank of Republic of Macedonia)
of several bylaws that will entirely replace therremt decisions that
regulate the supervisory and audit function of Negtional Bank of the
Republic of Macedonia, harmonized with the requeata from the new
Law on Banks and especially with the auditing Balst¢andards.

1.3. Evaluation of potential risks from (non) implementdion of
particular procedures or from non- quality implementation

The above mentioned activities of the Governmentthaf Republic of
Macedonia will condition, in most part, positivdests on the economy in
the country. However, on the road towards their ifaplementation there
could be specific risks that could endanger thelizagon of the

programmed goals. These risks are the following:

) Increased inflow of public revenues could causetinaation of
already existing tendencies of surplus in the TugasBudget. This
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phenomena, on the present level of developmeriteo€duntry, is unwanted
and unpleasantly threatening. It will “suck up” thigquidity from the
economy, reduce the monetary offer, reduce thesinwents, reduce the
consumption (thus reducing the GDP as well), irmedaunemployment
and, finally, deflation with all negative aspedi€duld have on the present
level of economic development of country. In orderprevent this from
happening, the government should resume with gietsvthat are similar to
previously undertaken activities that will rever$gs process: reduce the
inflow in the Treasury Budget and spend one pait &r productive and
social goals.

b) Maintenance of the price stability, as program goélthe
Government of the Republic of Macedonia is flawliesdone at the
moment. However, this could hide eventual riskd twuld endanger the
realization of the final goal — accelerated ecorogriowth of 6-8% per
year. The low inflation rate is maintained withatlely low financial offer
which, on the other hand, does not provide roonmfore intensive increase
of the industrial production and offer of goods a®avices in the country
and abroad. It is one of the main reasons (togetitarthe fixed exchange
rate of the denar) for creation of high foreigrderaeficit which, by 3% of
August, reached 921,6 million dollars and which, toe other side, has
constraining impact on realization of more sigafit growth rates of the
GDP;

c) The fiscal decentralization process has startettiénRepublic of
Macedonia. There is no doubt that this process rbesfinalized. The
reasons are political, economical and social. H@auewo matter how
significant these reasons are, no rush is necessdiyalize this process —
instead, careful approach is advised in order toicaeventual difficult
negative consequences. In the realization of trogsgss it is necessary to
follow the qualification provided by the Europeanrmission which said
that “the decentralization in the Republic of Mageid must be
implemented cautiously and carefully”;

d) Serious risk for implementation of the program\atis of the
Government of the Republic of Macedonia are thén lpgces of energy
derivates (oil and imported electricity). These &he risks which the
Government of the Republic of Macedonia should lvesm the upcoming
period (if it is not possible to eliminate them)hi§ will create more
favorable conditions for economic activity in 2008.
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1.4. Overall evaluation by the expert for the reportingperiod

The measures and activities planned in the aremaetary and fiscal
policy were entirely realized in the reporting peki Furthermore, in this
period the Government of the Republic of Macedoaitpted specific
measures that were not planned but conditions fiteencurrent economic
situations and tendencies in the countries thail vabult in further
improvement in the work of the economic entitiestithese measures and
activities, as well as with the series of measwuaed activities that the
Government of Macedonia undertook in the previoeisod, especially in
the area of fiscal policy, the economic environmantthe country has
significantly changed and positive results in tlmeremy have started to
emerge. This was presented to the world in the iB@usiness” Report by
the World Bank which ranks Macedonia on tffepssition in dynamics and
efficiency of the economic reforms during 2007.

The strong reforms in the fiscal area will enalfle planned increase of
GDP in 2007 by around 5-5,5%. On this road, the éamwent of the
Republic of Macedonia will face numerous challengdsgch will require
additional efforts to be resolved. In this regdred most serious threat could
be the accelerate inflow of funds in the Treasunddet and creation of
budget surplus which, in the existing phase of bgreent of the
Macedonian economy, could be negative.

Another serious risk could be the start of the sdcphase of fiscal
decentralization, especially the uncertainty regaydhe total fiscal capacity
that the municipalities in the Republic of Macedohave.
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2.1. Activities implemented in the reporting period

The most significant events in this area are tHewang:
The first Conference of CEFTA was held in Septenmib&hrid;
Subsidies for the agricultural products were setufi@m the
Budget for 2008;
The Government adopted a decision to reduce tlsegpfor services
in the institutions for standardization, accredatand the Bureau
for Metrology which provides better access to thaliy standards
and better presence of the Macedonian productie@mternational
market.

In the meantime, the implementation of the Progifam Stimulation of

Investments in the Republic of Macedonia for theiqae 2007-2010 has
started. In this manner, from the (conditionallgaking) preparatory part of
drafting of strategies and documents we are mowiwgards operational
realization and implementation such as, for examptalization of the
program matrix for stimulation of investments. Giioative Body was
established that will summarize the measures ghliar implementation in
all institutions included in the program.

In the area of development of industrial policy gmdctical implementation
of the BERIS project of the World Bank it seemsr¢his some slowdown of
the activities. The study for measurement of theetition indicators of the
Macedonian economy will take place in the first teiaof 2008 (instead
having it at the end of 2007 as it was planned)e dkvelopment of the
strategy for industrial policy will take place irhet middle of 2008.
Considering the activities related to selectiorafisultants and the scope of
activities (collection of information, processingstablish a methodology,
sector analysis, etc.) it is possible that thisddea will be further
prolonged. However, presently there is a processelgfction of consultants
that will develop the indicators which will be useasis for the strategy.
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In the sector activities, funds were secured froneign donors — USAID —
for printing of the second issue of the Steel InduBulletin of the Republic
of Macedonia for 2008. Also announced was the agadinfor development
of Action Plan for adoption of measures for resuuiag of the textile

industry — gradual departure from loan work andeased of production of
brand products, thus contributing to the economaevth of this industry.

The Strategy for Tourism will be finished by thedeof this year and
currently work is being done on the Macedonianagé project, following
conclusions by the Government. The competitiond®esign is about to be
announced and in the first quarter of 2008 it Wwédkcome part of the Urban
Plan of the local self-government unit Kaposi twat create conditions for
realization of this project. Promotional tourismterals were done and the
printing company was selected. This selection wgsugned by the second-
instance committee that decide in favor of the camypinitially selected.
The Macedonian Embassies are waiting for theserrastas well as tourist
organizations of HOTAM and ATAM. Open Call for déspment of tourist
guideline in the Republic of Macedonia was annodretethe beginning of
October.

The Government supports the cluster instrumenhasfecient instrument of
the industrial policy by developing a Program fapBort and Development
of Clustering. Clusters were established for adiucal mechanism and tools
as well as for the automobile industry. The Ministaf Economy offers
annual program for 2008 where the clusters will dide to apply with
programs and it will also coordinate and delivairtings as well as focus the
donations and foreign assistance. The Macedoniasterk will benefit from
foreign assistance in a form of computers for nekweith the regional and
EU clusters.

In order to reduce the transaction costs, the $dotoEconomic Support
and regulatory reforms has finished the second ehafs regulatory
guillotine and by the end of the year it is expddteat the Government will
establish the Uniwue Electronic Records of Regoiteti(EEEP) following
proposal by the Sector (although it was announocedséptember). In the
area of market entry the success is complete bkingmwith the Central
Registry but there is also a progress in the afeaxid from the market
through insolvencies for education and passingxaiimes for bankruptcy
trustees. Chamber was established, licensing iglate as well as
development of guidelines and bulletin.
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In the area of small and medium sized enterpribesiNationational Strategy
for Development of the Small and Medium Sized Hrises is being
implemented in accordance with the annual programsooperation with

the Agency for Support of Entrepreneurship of trepliblic of Macedonia
(APPRM) and the local self-government. Two new batiors were
established in Skopje and Bitola with foreign assise. Public call was
announced for establishment of three business rseimteéhe municipalities
where such centers do not exist (the local seleguwment units will apply).

2.2. What remains to be implemented (not yet impleented or not yet
finished)

Regarding all these documents, it is a must thay thre accessible to
everyone interested (internet), even in draft w&rsi It should not be a
problem to put the latest version at the end ofdidne on the internet. In this
respect, we must praise and commend the move b@ffical Gazette that
made it possible to download their products freecbéarge from their
website.

It remains to see the implementation of the actiptens for strategic
documents and programs and tlexmpostevaluation.

It is expected that the business will undertake ritfle of initiators and
creators of functioning of the markets within tilies that will be set by the
Government. In this direction, greater initiatiseexpected from the local
government and greater coordination between therateand the local
government.

In order to have efficient market economy is esgcimportant to reduce
the level of corruption and bureaucracy and furthght against these
phenomena is expected to continue.

2.3. Evaluation of potential risks from (non)implenentation of
particular procedures or from non-quality implementation

The same risks from the previous reporting pereaain. There is a risk
that the Government, by imposing its ideas and authmaking a cost-
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benefit analysis, could start realization of certaleas that could have an
element of interventionism.

The risk is that the private initiative could beu§med out”, create lack of
trust in the business community to the Governmert fnally having a

situation where the Government will be doing thesibess and not the
companies themselves. Establishment of partnensigiion towards the
business community is especially important, pastnigr with the as well as
appropriate analysis before the implementatiordeés.

The implementation of the ideas should be jusyddrsucceed. — it should
be a finale after the evaluation of the successrisid from implementation
of such idea(s). This does not mean that the idmaming from the
Government are not good i.e. that they do not fhedfieient results on the
Macedonian economy, but there is a risk on the anpéinitiatives from
the businesses and citizens on a longer term.

It is necessary to strengthen the monitoring araluation of the budget
realization with outcome performance. By doing s$le coordination
between the Ministries will be improved and thecticee ofad-hocchange
in priorities will be resolved.

2.4. Overall evaluation by the expert for the repating period

The evaluation is that the Government moves froomddionally speaking)

preparatory part of development of strategies asmliohents to operational
realization and implementation through developetibacplans where the
accountability and the target dates are clearlntiied. It was also started
to create and environment for regulation of theketrin Macedonia which
is especially important in order to remove any iigon and obstacles in
the market economy.
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3.1. Activities implemented during the reported peiod

Adopted and published in the Official Gazette @ BRepublic of Macedonia
No0.113/07 was théaw on Payment Operations This Law arranges the
payment operations in the country, the relationtsvben the carriers of the
payment operations and participants in the payropeatations, the relations
between the carriers of the payment operationgfamdlational Bank of the
Republic of Macedonia in the area of payment opmratas well as the
payment systems, reconciliation of payments, igswihelectronic money
and supervision over the payment operations. This Is also harmonized
with the EU Directives that regulate this area.

The following was implemented in the Sector for gien systems in the
Republic of Macedonia. A proposal for adoption ¢ Law on Volunteer

Capital Financial Insurance has been prepared. diready adopted by the
Government of the Republic of Macedonia and isesuty in Parliamentary

procedure.

The primary goal of the volunteer capitally finadggension insurance in
the Republic of Macedonia is:

Secure greater revenues after the retirement ofnteres which are
already insured in the single-pillar or secondgpikystem, who would
like (and are able to) allocate additional fundorder to enjoy greater
material security or maintain higher standard ofin after the

retirement;

Securing pension for persons that are not includethe compulsory
health insurance. This includes unemployed spoudesg-term
unemployed, employees in projects or working irefgn missions, etc;

Provide preconditions for introduction of professb pension schemes
in the process of harmonization of the social welfaystem of
Macedonia with the European Union system.

The Law is based on the following principles:
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Securing of additional funds in a case of older, age

Membership in pension fund on a volunteer basis;

Volunteer capitally financed pension insurance daea defined

contributions;

Provision of funds for material security of persans the basis of
capitalization of funds;

Investments of the funds on the basis of secuditygrsification of

the risk and liquidity, and

Transparency.

The adoption of the Law will enable developmentha colunteer pension
insurance, on the basis of appropriate legislasiod involvement of good
supervision and audit. The volunteer pension insteavill enable inclusion
of larger group of the Macedonian population. Thisables additional
saving for old age. By regulating the volunteer g9@n insurance we also
establish a legal framework for organization of fpssional pension
schemes and harmonization with the European trehlds accepts the
reasons of the European Parliament Directives i;drea which say that,
since the social insurance systems are under pegsshich pressure will
increase, the professional pensions in the futullteware and more play the
role of supplemental.

Key directives in this area are the Council Direet®d8/49/ C dated 29 June
1998 for protection of the right to additional pemsfor employed and self-
employed persons that are moving in the Communmnity the Directive of
the European Parliament for pension funds if thee@ive 2003/41EC of
the European Parliament and the Council that aesrlje activities and
supervision of the institutions for provision ofis@ons through professional
pension schemes. Since one part of the third puldir be included in
securing of pensions through professional schentesret will be
harmonization with this Directive.

In the volunteer capitally financed pension insgrait is prohibited to do
any discrimination of the members per gender, rakm color, language,
religion, political or other affiliation, nationabr social background,
belonging to national or ethnic minority or on thasis of assets, family,
health status and age.
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Regarding the access to volunteer capitally findrension insurance, the
company for management with pension funds canejettr membership of
a person in the volunteer pension fund which isimirm 19 years of age
and maximum 70 years of age. A member of volunpsgrsion fund can
move and become member in another volunteer petiigiah (except in a
period when he/ she is employed or is a membemsfiree) and from
existing volunteer pension fund in other futurewdeer pension fund. If
the member of volunteer pension fund that has weemindividual account
stops paying the contributions in the volunteer soam fund before
retirement, he continues to be member of the parfsiod until he/ she dies,
until transfer into another fund or until retirenieand this person has the
same rights as other members of that fund, in a@ecme with this Law.

It is expected that this Law will be adopted by tRarliament of the
Republic of Macedonia until the end of 2007.

In organization of the Regional Office of the Colireé Europe in Skopje
(SISP program) on 27 August 2007 Conference was heldafeareness
raising among relevant institutions in the areasotial security. The
National Report for the Social Security System ke tRepublic of
Macedonia was presented as well as the RegionairRigp Social Security
in the Western Balkans. Both reports provide owewviof the bitter
problems in this area and pinpoint the issues wileeefuture activities
should be focused on.

The Law on Changes and Amendments of the Law onsi®enand
Disability Insurancés on the agenda of the ‘6 8ession of the Parliament of
the Republic of Macedonia and discussion is pendihg Law should be in
force from £' January 2008.

3.2. What remains to be implemented (not yet impleented or not yet
finished)

A Law was drafted for changes in the Law on Emissid Bonds of the
Republic of Macedonia for Denationalizatiofihis Law was adopted in
order to extend the deadline for issuing of borelated to denatlization
from 6 to 8 years so that the denationalizatiorcgss could finish i.e. the

2 SISP - Social Institution Support Programme
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proposed changes will enable to produce two adwditiemissions of bonds
for denatlization. This Law has been submittedh® televant institutions
for their feedback.

Currently in the Parliamentary procedure is the L Changes and
Amendments of the Law on State AudiThis Law foresees the
establishment of auditing authority as part of Drecentralized system for
management of the European Union funds, for retedizeof audits of the

IPA funds (Instrument for Preaccession AssistancH)e draft law

integrates provisions that enable verificationred efficiency in functioning

of the system for management and audit of the EAJAEnds and the
authenticity of the accounting transactions andrimition submitted to the
European Commission. The Law proposal includesigians that provide
efficient and effective delivery of the functionstbis auditing authority as
well as harmonization with the Council of Europgukation No. 1085/2006
dated 1% June 2006 and the EU criteria.

Currently in drafting process is th@aw on National Bank of the Republic
of Macedonia. Changes that are being made in thedra related towards
harmonization of this Law with the statute of ESCGBid the Protocol of
ESCB and ECBin order to properly define the functions, authations
and independency of the National Bank of the RapuflMacedonia.

The Law on Changes and Amendments of the Law onribies has been
submitted to the Government of the Republic of Miacea. According to
this Law, the banks and brokerage companies willpbmvided with an
opportunity to provide an additional activity toeth clients — keeping of
securities which mean open and manage accounsgcarities for clients in
depositary and other services with securities ughemt request (payment of
dividend and/ or interest, notification for sharkeless assembly, etc.). The
Law also does changes and amendments in relatidtmet€ommission for
Securities in order to strengthen its position agesvisory body on the
capital market. The position of commissioners hasenb fully
professionalized and criteria are established &emnination of the amount
of allowances that the Commission for Securitiel$ pay.

- European System of Banks
- European Central Bank
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Drafted and sent to the relevant state institutiforsfeedback is the new
Law on Investment Funds. This Law regulates in mdegails the
establishment and works of the companies for managewith investment
funds and provides an opportunity for the foreigmpanies to manage the
investment funds by opening their subsidiarieshwitevious endorsement
by the Commission for Securities. The provisionstlog Law will also
regulate the work of the investment funds, the thtions of their
investments in order to reduce the risk from evankosses from too risky
investments, which could endanger the interestslaoje number of
investors in the Fund.

The drafting of the new Law on Investment Funds wviasorder to

implement the European Union Directives related cmmpanies for
collective investment in transferable securitiebisTLaw is supposed to
facilitate and stimulate the establishment of firstestment fund in the
Republic of Macedonia that will contribute towardsovement of the
Macedonian economy by investing the money colleties®curities that are
being traded on the Macedonian Stock Exchange.

Regarding the pension system, soon it is expebggdite Law on Volunteer
Capitally Financed Pension Insurance as well asggmand amendments
of the Law on Pension and Disability Insuramak be adopted

3.3. Evaluation of potencial risk from (non)implematation of
particular procedure or from non-quality implementation

The Government has maintained the speed of adopfioew laws as well
as changes and amendments in the old laws. Theggeban some laws
obviously did not prove to be efficient so therdlvide new changes or
drafting of new laws. It is very positive that th@tizens can also
democratically say their opinion, either positive reegative, on the draft
versions of the laws adopted by the Ministry ofdfice.

3.4. Overall evaluation by the expert for the repating period

There are a lot of reforms that will take placethese sectors. However,
Macedonia is still in a period of industrial tramghation. This period is still
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in its primary phase, with weak average GPigh unemployment rate and
high structural trade deficit.

One of the reform steps to commend is the incre&salaries in the public
administration by 10% in each of the following targears; change in the
formular for indexing of pensions to 50% accordiaghe salaries and 50%
according to the inflation in consumer prices, whiwill increase the

pensions; selective reduction of the VAT, increasspending for

agriculture; spending for procurement of computansl construction of

sport halls. These are announced to supplemergxikéng plans to reduce
the rates of personal income tax and profit taxtiercompanies to 10%.

For the first time Macedonia was rated by the JapanCredit Rating
Agency (JCR) regarding long-term debt in foreignrency BB+ with stable
changes and long-term debt in local currency BBBh stable changes.
This credit rating that was awarded is mainly doeetlie continuous
economic and fiscal stability, support by prudeobreomic and fiscal
policy, and implementation of structural reformsvesl as being awarded
with the European Union candidate country status.

SGDP-Gross Domestic Product
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4.1. Activities implemented during the reporting peiod

The Program for Work of the Government 2006-201dsethe following
issues regarding support in adaptation of Macedtinthe new knowledge
economy:

Increased amount of budget funds for science, relseand
development

Improved flow of knowledge between universities dhd private
sector

Establishment of Center for Education of Managers
Establishment of the Lifelong Learning concept

Establishment of Ministry for IT Society

Wireless installations for internet on the entegitory

Interim use of internet

Massive basic IT courses

Full computerization of the schools

Promotion of the cashless payments, paymeiiisiness and-
Government

During August and September 2007 many things happdéned that go in
favor of implementation of the above-said policéesl measures. So far, the
progress in this area can be evaluated as good.

At the end of August the Government reduced the MAT computers,

computer parts and computer software from 18% to B%s is a step

towards better access to computers by the citiaadscompanies which are
the basic tool of the knowledge based economy. Alicg to specific

findings, the reduction of the VAT for these prottucesulted in practical
reduction of the sale prices. This measure willnigantly reduce the

efforts of the state to implement in practice thghts on intellectual

property of the software companies.

By signing the Agreement for procurement and ifstiah of computers
between the Ministry of Education and Science aatgtHCompany on 31
August, the installation of 100.000 computers foadddonian schools has
started. According to the plan, the installatiotl funish by the end of Marc
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next year. The Haier Company bid was greater byilBomeuros than the
funs initially planned. The difference was covewmth the rebalancing of
the Budget that was adopted by the Parliament @sdame day.

On the 13 of August, the Government adopted a strategyTdethnology

for the Judiciary system in Macedonia. The purpafsenis Strategy, which
is supposed to be implemented by 2010, is for ttieeas, the general and
expert public in Macedonia to have clear and traresut picture on the
entire judiciary system which will enable much &ado measure the
efficiency and transparency. In this manner, thievidies of the judiciary

system will be closer to the citizens and the axdesinformation will be

significantly facilitated.

In the second half of August tender was implemerte@ward regional
licenses for broadband wireless internet. BY @80August a total of 30 bids
with complete documentation were submitted to tigemcy for Electronic
Communication. The Agency, in accordance with teadér that was
published, was supposed to award three licensesafdr of the six regions
in the country. In combination with the alreadyesétd national provider,
the regional providers selected are supposed tblenhe achievement of
the Government Program “Wireless Internet instalfet all over the
country”.

In the second half of September, the Sector forn&euc Policy and
regulatory reform in the frames of the General 8ecrat of the
Government of the Republic of Macedonia, in coopanawith USAID,
started to develop the National Registry of regolke, licenses, permits and
approvals. It is planned that this Registry will fodly operational by the
middle of 2008.

As a continuation of activity which was reportedlive previous Report, the
Ministry of economy successfully implemented thdiran applying for
accommodation places in the student dormitories using automatic
scoring. By doing so, the Government automatedabitiee services offered
by the state administration which was a source@dtgproblems in the past.
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4.2. What remains to be implemented (activities notet implemented or
not yet finished)

Areas where no activities were undertaken are ttlewing: “Increased

allocation of Budget funds for science, developmamd research”,
“Improved knowledge flow between the universitiesl dhe private sector”
and “Establishment of Center for Education of Masray This is

understandable because the implementation of tinet&s in these areas is
a long-term activity. More attention should be paotthese areas in the
future.

By the end of the year the initial shape of thegpams for introduction of
the Lifelong Learning concept will be visible aslwas the shape of the
program for mass training of the population in gstiomputers.

4.3. Evaluation of potential risks from (non)implenentation of
particular procedures or from non-quality implementation

In the period August-September 2007 there was gveater slowdown of
the activities in development of the Strategy fodustrial Policy of the
Republic of Macedonia, which is significantly impamt for stimulation of
development of the knowledge based economy. Inromeformulate a
success industrial policy, the Ministry of Econon8gctor for Economic
Policy and regulatory reform in the General Seciataas well as top
Government officials should dedicate greater atento this issue, secure
appropriate consultancy assistance and assist withre intensive
involvement and dedication. For this purpose itl viie necessary to
establish more intensive and more structured dieddzetween the state and
the private sector, which is something that is mgs The funds for
development of the Strategy for Industrial Poliag grovided from the
World Bank BERIS Project.

In order to have more intensive adaptation of tt@nemy of the Republic
of Macedonia to the new knowledge based economg itecessary to
promote more the e-business. In this regard we nmghasize the
recommendation to reconsider the existing legaltswi for the “electronic
signature” institution.
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As it was already mentioned, in the future it ol necessary to work more
intensively on improvement of the knowledge flovivioeen the universities

and the private sector as well as establish a Cdiote management

education.

4.4. Overall evaluation by the expert for the repating period

The Government resumes its intensive work for immaetation of the
Government Program 2006-2010 in the “knowledge daseonomy”
chapter. We can ascertain that the activities &mesfor implementation
within year, to year and a half, are currently geimplemented with full
speed.

The Government is in the process of preparatioactbities from the long-

term and more complex area. More focused activdresnecessary in the
area of “improvement of the knowledge flow betwekea universities and

the private sector”.

For this purpose it will be necessary to developranoomprehensive
program that would take into account possibilinéered by the EU to the
Republic of Macedonia as a candidate country. Gatéopm for this can be
the new strategy for industrial policy that is deyped by the Ministry of
Economy.

If this direction is selected, greater involvemenll be necessary in the
process of formulation of industrial policy in tlaeea of science from the
Ministry of Education and Science as well as higimstances in the
Government.
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5.1. Activities implemented during the reporting peiod

The analyzed period is a very specific one. Thst fiimonth was holiday
month so the overall level of activities was redljaspecially in the area of
education. The main operational activities in tpisriod were focused
towards finalization of the projects in the “Rehiih 100 Steps” program
that are currently in place at the beginning of tlew school year —
especially the successful start of nine-year cosgyl elementary
education, introduction of English language in fhst grade, etc. In the
second analyzed month (September) the attentionthef education
authorities was mainly focused on the protests l®y gecondary school
students (those in the fourth-final year of secop@aucation) related to the
state Matura.

From the aspect of legal initiatives in this perisd can emphasize
the Proposal for Rebalancing of the Budget in orttersecure
additional funds for increased salaries and pen$&worthe public

administration employees. It is about extremelyitpas and timely

initiated and implemented legal project. In theesat monitoring

report we warned about the high risk of raisingiaoand trade
union movements as a consequence of the wave i&aised prices
at the end of August and beginning of Septembee @art of this

prognosis came true. The Trade Union of the emg®ye

education, science and culture (SONK) in the midofileAugust

announced a general strike as a consequence dfiatedy the

Ministry of Culture for selective increase of saar for only 8

cultural institutions

The realization of the announced general strike l&vampede a lot of

educational projects of the Government. From tkseat, the Government
efficiently resolved this challenge. The Governmegmbposed to the
Parliament the solution (Rebalancing of the Budggtich not only met the

requests from SONK but also increased the pensingnplementing this

solution at the very beginning of the school yda Government secured
friendlier environment for realization of other edtional projects
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Especially important achievement in the area ofcatian in the same
period is the adoption of the Law on Establishn@ntational Agency for
European Educational Programs and Mobility. Thigates legal and
institutional basis for realization of the EuropeBrograms for Lifelong
Learning and Youth in Action

In the area of investments and novelties in edondatie main focus
during the analyzed period where the activitieatszl to compulsory
nine-years education and the related projects tt@rRebirth in 100
Steps Program — specifically, introduction of thegksh language as
compulsory subject in the first grade, introductioh the IT as
separate teaching subject and introduction of imlgeducation

The Government was successful with regards to tret fwo
projects. The first generations of nine-year corspryl elementary
education pupils are already attending the teaclpirggects. The
greatest hurdles are successfully resolved. Thikzezl some of the
promises from the Rebirth in 100 Steps Program. &bepted
teaching plan and activities related to its implatagon the promise
was introduction of the English language as congylsubject in
the first grade was met, the introduction of ITcaspulsory subject
in elementary education as well as the introducobrrompulsory
teaching subject of ethics and religious educationaccordance
with the legal solutions, the teaching subjectstimcs and religious
education will be realized at the beginning of tleet school year.

Another promise that was realized was the pronetsted to securing free
of charge textbooks for all students whose parargsunable to afford new
textbooks.

At the beginning of the new school the “ComputerBeery Child” project
was officially launched. This started the implenagioin of the 100.000
computers in the schools in Macedonia.

We can conclude that, beside the specifics in plisod, it finalized the
activities for realization of the above said proesisn the program.

Improved quality of the educatiom this area the main attention
of the Leadership Monitoring was attracted by thanmer in
which the educational authorities cope with the destrations
and protests of the students in the final yearssedondary
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education in relation to passing of the state Matiihis issue is
an important element in the Rebirth in 100 Stejpg@m as well
as in the Program for work of the Government, thaistry and
other institutions in the area of education. Thetuvkis one of
the conditions to realize the goal for improved lgyaof
education by introducing national standardizedirigstin this
regard, although it seems that the issue of passirgstate
Matura is not fully closed, the educational authesi following
their initial lack of orientation in the new sitimt are now
tackling the issue properly so solution is expectedn. The
solution can not be in additional postponing of stede Matura

Increased competition in the area of educationthis area, in
the analyzed period, there were final activitiestlod initially
started project for realization of the program gdal support of
opening of the private secondary schools and usites,
attraction of reputed foreign universities, openin§ state
university in the Eastern part of Macedonia.

In this period the activities for establishmentefv University in Shtip are
successfully finalized. The University startedvitsrk

Regarding the goal to stimulate the competitiothm higher education, the
activities related to support of the private unsiges continued. The
clearest step in this direct was the preparationthef competition and
conditions for awarding of scholarships (240) fardents that study on the
private universities and faculties in the Republidvlacedonialt should be
taken in consideration that a real competition dibesxist, as long as the
same professors are competition for themselveshiteg on the private and
state Universities.

In this context we need to point out on two decisicadopted by the
Government. The first decision is regarding sclsblgas for 500 IT students
and the second was about scholarships for studepisst-graduate studies
in the areas regarding European Union i.e. Europh@an economy, Union
policies and multidisciplinary studies. Encouragingre the open
competitions from the Ministries, where there isagen call for the best
graduates to invest their knowledge in function foe development of
Macedonia.
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5.2. What remains to be implemented (activities noget implemented or
not yet finished)

What remains is to adopt and implement the Law dmar@es and
Amendments of the Law on Higher Education this timganormative
institutional basis to improve the situation in thegher education,
introduction of the European credit transfer systamd inclusion of
Macedonia in the European Area of Knowledge.

The adoption of this law is related to improvemehthe overall material

and staffing situation on the public universitiesthe country, which is an
area where no sufficient efforts were made. If ¢hisrnot an approval for
employment at the University, there exists a certdanger of creating a
vacuum in the staff potential. There is a needwoek of the Board for

accreditation to be reexamined, in sense of resgedhe criteria for

establishing higheducational institutions, espéciibm the staff point of

view.

The activities for computerization of the elemeptand secondary schools
will also resume.

In the area of increased competition in educatloa activities related to
stimulation of the private initiative in elementarsecondary and higher
education remain to be finished. It is especiattportant for this goal to be
built and realized as part of the efforts to inseahe quality of the
education process. What remains is the challenganwbduction of

European standards between the competitors in Bdnca

In this Report, same as in the previous one, weasaertain that there is
lack of significant initiative in the area of fineing ofscientific-reasearch
activities. The Rebirth in 100 Steps Program fogesthat by 2007 the
faculties will be turned into scientific centersptroduce common
international projects, etc. No significant aciest were registered in this
analyzed period — we can not treat as such thel lanod bilateral

competitions which were not fully realized untivmo
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5.3. Evaluation of potential risks from (non)implenentation of
particular procedures or from non-quality implementation

Beside the general risk factors such as the irfiengiof problems between
the central and local governmenh the context of the overall
decentralization process and the overall defocusihgattention from
educational to security issues because of the gvienthe vicinity and
region, there are no other risks in sight that Wauohpede the started and
planned activities in the area of education. Then&al postponing of
adoption of the new Law on Higher Education wilceragain postpone the
so much expected changes in that area and withgupublic universities in
unfavorable condition compared to the private ursies. Some solutions
from the Law should be reexamined, especially thiekded with financing,
as well as the election of the chancellor and tend.

5.4. Overall evaluation by the expert for the repating period

The reform activities of the educational authositier realization of the
goals set in the programs have continued in thisoge same as in the
previous period. In this period, especially in flist month, these activities
had lower intensity while in the second month there raised to a higher
level and their tempo was intensified. If we leasde the events in the
Parliament we can conclude that, thanks to theitie8 implemented by the
Government and other educational authorities, S&pte was the month in
which the educational topics dominated in the pulifie in the country.

Significant legal undertakings were achieved ins tperiod; the strong
tempo of introduction of educational novelties waaintained; the steps to
improve the educational quality resumed and theapei initiatives were
supported.

Also in this period the main focus was on the eletawy and secondary
education. Here we have the most important edutatiachievements. In
the area of higher education, especially the pudaiecation, we continue to
have the inherited negative material and staffdsen

Other area in which there are no visible activitiethe project financing of
higher education which is one of the more imporgudls in the Rebirth in
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100 Steps program. Related to this, are the siositin the area of
scientific-research work and scientific-researobjguts. In this we have no
deviation from the negative situation inherited.

In order to change the situation first it is neeegdo increase the funds
dedicated for scientific-research projects; secpndle should have
transparency in the allocation of the funds avé#labnd thirdly it is
necessary to respect the integrity and work ofsthentific-research staff in
the country. As an example for the last problemwile mention the latest
decision of the appropriate bodies in the MinistfyEducation to cancel
them competition for awarding of funds for reali@atof scientific-research
projects in 2006. The cancellation of this compmiit even after the
competition for 2007 was announced, shows thaeffats of the bidders
for the last year projects were treated in an aossrmanner, without any
dignitity. This attitude towards the modest sciécviesearch resources on
national levels are not in compliance with the gasdt for this area in the
Rebirth in 100 Steps Program. This Government rmh&hge the practice of
nontransparent making decisions for projects, itéerfrom the previous
Government, the delay of reporting for the acceptgetcted projects, the
influence on the politics in deciding.
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6.1. Activities implemented during the reporting peiod

During the reporting period in the area of sportcén be noticed the
following activities:

- “Construction of 35 Sport Halls” Project — acdogl to the plans of the
Government and Agency for Youth and Sports, thiggat continues as
planned.

Two (2) sport halls are already put into use, m¢hies of Valandovo (Filip
Il the Macedonia) and Pehchevo (Jane SandanskéselTlare two out of
eight sport halls shoe construction started in @ mandate of the
Government composed of VMRO-DPMNE, DPA and coalitjpartners.
These we built up to carbine levels and their aoietibn stopped due to
political reasons during the four years mandat8[DEM. By the end of this
year it is foreseen to commission the remainingspiort halls.

In this period (August-September) construction $tasted of four new sport
halls in the following populated areas: villageZbferovjane (Municipality
of Bogovinje), village of Poroj (Municipality of Tevo), Municipality of
Kisela Voda (Skopje) and the Municipality of Saf@kopje). The location
for construction of sport halls are in the elemgntschools in the above
mentioned municipalities.

- “Construction of 50 auxiliary football fields” Bject — The Project for
construction of 50 football fields has started aodtinued with the closure
of the public procurements procedure and signinth@fcontraction contract
with the selected bidder — Macedonian-Croatian edinsn that will be
building the football fields.

These football fields will be of grass-type, witim&nsions 120x80 meters,
fenced, well lit, with changing rooms and mountstgnds.

By the end of 2007 it is planned to lay the fourateg of 12 football fields
and the finalization of construction of the firstotball fields will happen
during 2008. The realization of the entire projeatl cost around 7,7
million euros.

- Changes and amendments in the Law on Spdkfter the procedure has
ended the changes and amendments in the Law onsSpere added as
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item No.13 for discussion on the "6%ession of the Parliament of the
Republic of Macedonia.

The purpose of these changes is to make a distimdbetween the
sportsmen — professionals and amateurs which adilifate the specific
regulation in the existing Law on Sports and imgrdg performances. This
is supposed to contribute towards further develognod sports in the
Republic of Macedonia.

The new Law on Sport is foreseen to be adoptethégind of 2008.

- Draft Program for Development of Sports in the&dic of Macedonia in
the period 2007-2012- The development of the draft Program for
Development of Sports in the Republic of Maceddnidghe period 2007-
2012 is almost finished (the draft version).

The development of this proposed program is sumpasecontribute in
defining the directions for development of the $pan the Republic of
Macedonia as well as target the sporting goalsatesupposed to be met.

- “Selection of sports anthem” ProjeetAfter this project started in July
2007, implemented by the Agency for Youth and Spoirt cooperation
with the Union of Sporting Federation, the Septemtmmmpetition which
had more than 30 (thirty) songs, ended. Total o$driys were selected. The
selection of the anthem will be in October, live A TV which is the
media sponsor and the selection of the best sonlg®evonly with SMS
voting.

The most popular performers on the Macedonian nac&ne are composers
and also performers of all 12 candidate anthems.

- Support in organization of international competis in the Republic of
Macedonia— Financial assistance and support in the orgadaizaif the
World Handball Competition for juniors (held in Awst in Ohrid) where
the Macedonian team was ranked amongst the tajeaems in the world.
Assistance was also provided in organization ofBatkan Championship
in Caratttee for juniors and cadets (28-29 Septermb&kopje). This is the
second time (the first time was in 2003 in Skoppjere the Caratttee
Federation of Macedonia is the organizer of suchsneaent.

- Awarding — Pursuant to the Regulation for Awarding and tlavLlon
Sports, the Macedonian Junior Handball Team wasdegawith 10.000
euros for qualifying among top ten teams in thelevgrank 10) on the
World Handball Cup.
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6.2. What remains to be implemented (activities not yeimplemented or
not yet finished)

According to the present Law on Sports, only orfciaf federation can

exist for one sport. Unfortunately, there is albtorafrom the Law in reality

since there are two Carattee federations for sewears already. It is

necessary to resolve this deviation from the Lapeeslly because the Law
is very clear. It is a fact that this is not a taskhis establishment but this
problem needs to be resolved.

Pursuant to the Law on Sports and Regulation foradmg, beside the
awards for sportsmen (there are three categoriepaftsmen: sportsmen
from world, international and state category thatehthe right on financial
awards) there are also awards for their trainemg-fome financial award in
the amount of 40% from the annual sum foreseethfdrsportsman.).

It is important to note that so far there are nceaments signed with sport
trainers for award and total of 36 sportsmen werarded so far.

6.3. Evaluation of potential risks from (non)implementaton of
particular procedures or from non-quality implementation

As main risk factors in implemenation of the cutrand projected activities
in the area of sports we emphasize the following:

Late adoption of the draft Program for DevelopmehiSports in the

Republic of Macedonia for the upcoming five-yeaesipd. This could

cause problems in identifying goals ad directianshie sports thus not
being able to keep up with the progressive devetopmin the sports;

There is a danger that the timelines for the raibn of the foreseen
activities could be postponed because of too amustplans;

The weather conditions, especially in winter tisaaihead of us (the end
of construction season) which could eventually qmgl the
implementation deadlines;
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Beside the fact that in the period 2002-2006 neament was signed to
award the sportsmen that have achieved interndtiesalts, the coming
of the new Government of VMRO-DPMNE and “For Better
Macedonia” coalition and DPA, so far 36 such agresis) were signed.
However, we must take into account that the spatsthat make us
proud on international level and have properly espnted Macedonia
(European and World competitions, Olympics), soneeisnworking on
daily basis and takes care about their sportingeldgment. In the
interest of the overall sports in the Republic dddddonia it is necessary
to properly award them, in accordance with the lléganework, and it
will stimulate them for further sporting engagemesta prompt solution
iS necessary;

The prolonged resolution of some of difficult issubat do not comply
to the La on Sports could have “contagious” effautl cause divisions
in other situations (beside the carattee). In te@uRlic of Macedonia
there are two carattee organizations: Caratteer&iole of Macedonia
(KFM) who is member of Balkan Carattee FederatiBGK), European
(ECF) and World (WCF) and Traditional Carattee KFatien of
Macedonia (TKFM), member of the International Ttehal Carattee
Federation (ITCF). Another thing is that, in ac@nrde with the rules
for awarding sportsmen — in order for an internalaesult achieved by
the sportsman to be awarded it is necessary on Bhepean
Competition to participate minimum 22 countries améhimum 44
countries to participate on world competition. Wieole case is now on
a second instance Government Commission pendingluteEs for
longer time already. Although prompt solution ic@ssary the situation
is still status quo.

6.4. Overall evaluation by the expert for the reportingperiod

In the last two-months monitoring (August-Septem®@07), in accordance
with the dynamics planned and activities agendthefGovernment of the
Republic of Macedonia and the Agency for Youth &mbts, we can point
out that all current activities have been realized.

The Project started for Construction of 35 spofishas one of the key and
largest projects in the area of sports, is progngssuccessfully and in
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accordance with the plans. Foundations were lard4fmew sport halls
which mean that construction of 7 sport halls hagexd.

Even more important for success of the overall gubjs that two of the
sport halls are already put into use (from a tota sport halls started in the
previous month).

The initial positive results should an additionabtive towards realization
of the foreseen goal for 2007 (put into use eigpors halls) thus
implementing towards full implementation of the jexd for construction of
sport halls. Loosing of momentum of this projedtemthe initial positive
results, must not be allowed since it can be aoredsr criticism in the
public and threat to the success of the project.

The second important project of the Government led Republic of

Macedonia and the Agency for Youth and Sports Hae atarted its

implementation — construction of 50 (fifty) footbéields. The start of this
project, in fact, expresses the decisiveness ofaibxernment to realize its
election program and promises included within te titizens, as well s to
express its strong determination for true focusihthe young people to the
sports.

It is good to notice that the Government has tgigsped the power and
importance of the sports — not only the massive d&agb the top i.e.
professional sport for the country. Indicator foistare the efforts to change
the existing law (which will significantly improvihe performances of the
law) and there is a development of the draft Pnogfar Development of
Sports in the Republic of Macedonia for the per2@d7-2012, support in
organization of international competitions in thepRblic of Macedonia
(which contributes towards affirmation of our coyrand we must continue
doing so in the future). Equally important are th#orts of current
resolution of the issue of awarding the sportsmeat aichieved notable
results on international competitions. As we sdidve, it is necessary to
identify means to resolve the problem with awardihg sport trainers as
well so that the success in realization of the mpygoals is complete.

The idea for the “Selection of National Sports Aattif Project proved to be
true move of the Agency for Youth and Sports — @deaithat waited for
longer time for realization. This idea was not oabcepted by the fans but
it was strongly supported by the most popular ssmgad groups in the
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Republic of Macedonia such as: the late Toshe Rrokarolina Gocheva,
Kristina Arnaudova, Dani, Superhiks, Nokaut, etcrelmains to make the
selection and the sporting anthem to become inheaad recognizable
image of our sportsmen and fans.
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7.1. Activities implemented during the reporting period
7.1.1. Development of production and stimulation of the eports

In this area, in the period analyzed (August-Sepam2007) several key
activities were implemented.

Important for the agriculture in this area, as veslifor the overall economy,
is the entry into force of the new expanded CEFTAreement that

regulates the trade relations between the SoutbEaBiropean countries.
The multilateral agreement for free trade will la¢,the moment, applied
between Macedonia, Croatia, Albania, Kosovo progindontenegro and
Moldova since Bosnia and Hercegovina and Serbia et ratified this

agreement in their Parliaments. CEFTA is suppogedrhove large number
of trade barriers that existed in the individuatesmgnents for free trade
between the countries-signatories. The eventugutes in the future will

be resolved by a Joint Board in accordance witkestablished procedure,
supported by the CEFTA Secretariat located in Baigss

From the aspect of the promised company for expamts promotion of
agricultural products, no significant steps weralena the reporting period,
except for the information on potential investors this area. Beside
“Agrokor” from Croatia, there are also several otfogeign companies that
are interested to invest on the Agricultural Exg@nThere are several
Greek companies interested for Bitola region and tsmaeli company is
interested for the Polog region. This company élss to invest in Resen
with plans to establish a point for purchase oftétuAccording to the bids
provided by the companies they are ready to inueste than 10 million
euros in cooling equipment and construction of hess premises and
warehouse space. It is still unknown when and hbe Agricultural
Exchange will function. It was mentioned by the Miny of Agriculture
that locations were identified to house the purehasints and the coolers,
funds are secured for equipping and they are hophag) this will start
functioning by the end of the year. The Governmeéentified the locations
for the purchase warehouses. The ownership tittessbme of these
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locations are already resolved and the tender dotireg units has been
published.

The “Govl Ltd” company from Vizbegovo near Skopjeened the biodiesel
factory that will produce 10.000 tons of this fyer year. This investment
costs three million euros. This is foreign-domegiint venture in the sector
in the reporting period. This company plans to stwedditional 1.3 million

euros by the New Year in order to increase the yotion volume up to

30.000 tons. The factory hires 20 people.

The production of milk and diary products in theuostty became very
attractive business for the foreign investors. Neikk factory is being built
in the village of Petrovec, near Skopje, suppotigdSwedish capital; the
Dutch company “Danube Food” bought the milk facttByichen Kozjak”

and there are several interested buyers for th& fadtory in Bitola.

Macedonia produces around 70 tons of surplus natkday. The local milk
factories do not what to do with it. The foreignesay that the milk
production has bright future even without incendiveince the milk in
Macedonia is of good quality. In their opinion, tipeoblem is in the
production of own live stock food and this will Heeir next step after the
investments in the milk factories.

The “Zegin” winery started to purchase the graféss is domestic-foreign
joint venture in the wine sector. “Zegin” investddmillion euros in the
winery, hired 260 people and its capacity is 24liamlliters of wine. It is

planned to buy 3.500 wagons of grapes from 4.5@pextives from the
regions of Veles and Tikvesh. In order to finalitee whole process,
“Zegin” recently bought the cooler from “Makpetrakhich was owned by
the former agricultural giant “Lozar”, same as wiaery. The intentions are
that medical wine will be produced from the graped distribution for such
wine is already secured on the markets in the EUStandinavia.

7.1. 2. Regulation of the ownership title over thiand

During the reporting period the activities of th€ddastre of Immovable
Assets and Registration” Project were implementé&tis project is

implemented by the State Authority for Geodetic W#or Skopje (DZGR).
These activities, more or less, are implemented thi¢ foreseen dynamics.
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During the reporting period a total of 117.388 hees of state owned land
were allocated. The Ministry of Agriculture signd@6 agreements with
physical persons and legal entities for use ofesgagricultural land. The
former agricultural cooperatives signed 98 agreamfam use of land in the
total surface of 87.968 hectares. Total of 388 fieiaeies received 29.407
hectares for use through a competition. The awatitied out by the State
Agricultural Inspectorate showed that almost hélihe contracts signed for
use of the land are not respected.

This resulted in submission of 181 proposals fonce#lation of the
agreements in the total surface of 35.762 hectdr@sof the total leased
land).

7.1.3. Budget support

The most important novelty for the agricultural teecin this reporting
period is the Government decision to allocate 48ioni euros from the
National Budget for support in 2008, 70 million esirfor support in 2009
and 100 million euros in 2010. This trend is sumggb$ continue in the
future years. This money for agriculture will becseed from the National
Budget and they do not include the funds cominghftbe EU preaccession
process. In 2003 the National Budget allocatednd|Bon euros, in 2004 —
6,2 million euros, in 2005 - 6,6 million euros amd2006 - 22,4 million
euros. This year, the total Budget support for dgeculture will be 24,9
million euros.

During this reporting period the farmers will regeithe subsidies for the
wheat, sunflower, oilseed rape, soya, greenhousduption, alternative
culture, curative, aromatic and spicy plants ad a®lsubsidies for raising
new vineyards and fruit plantations. Subsidies Ww#l also paid for the
branded livestock, for ostriches and snails. Theary 5.500 denars per
hectare for wheat will be paid instead of the #tigi planned 4.500 denars
per hectare because of the drought. Accordingltulzdions the support for
bread wheat will be around 2 denars per kilogranchis twice more than
the last year. The subsidies for branded livestbecause of the current
situation with livestock good, are increased by %08nd now they are
2.000 denars per animal. For the sunflower, oilsege and soya, which
were not on the financial support last year, th@pcers will receive 5.000
denars per hectare which is 1.000 denars more ttiemnitial projection.

The breeding of vineyards will be stimulated wit®.@0 denars per
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hectares instead of 60.000 as it was initially pth The raising of fruit

plantations will be supported with 50.000 denatdad of 45.000 denars.
The asparagus will be supported with 9.000 denardectare, the curative,
aromatic and spicy plants with 5.000 denars, the&n@ of alternative fruit

plantations will be supported with 50.000 denars lpctare, the ostriches
with 1.500 denars per animal and snails with 30d@&fars her hectare.

The criteria to award subsidies in the rural andeundeveloped areas are
lower by 50% - the farmers will receive 10% greatabsidies. A total of
22.000 farmers will received subsidies for this mhodhe funds for wheat
include 19.830 hectares.

There are greater problems in the area of reabaatf the Program for
Rural development which is supposed to teach tbhdymers how to apply
and use the European funds. A total of 75 millienats were allocated this
year for this Program which can be used to buy mashand equipment
and the small companies dealing with processing waiso receive
assistance. The “first come-first saved” principi#l be used to award the
money. Only 522 legal and physical entities apptedeceive money from
the Program for Rural Development, mainly the fasrfeom Sveti Nikole
and Prilep. For example, the farmers in Kriva Pdaand in Rankovce will
not receive financial assistance from the statessien in the Program for
rural development because they are not registédatly two farmers are
registered in these two municipalities.

7.1.4. Favorable conditions for crediting

The Credit Fund of 13, 3 million euros dedicated farmers is still
unavailable for them. From The Ministry of Finarare informing that this
is administrative problem and they hope that thislve resolved very soon.
According to the Ministry of Finance, the funds aezured and wait in the
National Bank but the World Bank opinion and thenmer of re-allocation
of funds are being awaited.

The farmers are revolted because the Governmeuhtiisai the money will

become operational in one month from the day obanoements and more
than two months have passed since. In a situatloerevthere were floods
and droughts funds from short-term credits are sy and the Fund is a
very important mean to ease the consequencesthatfunds necessary for
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the upcoming autumn sowing time for procurementuef, seed materials
and livestock food.

After the increase of subsidies and reduction ef WAT this is the third
major measure to support the agriculture but il not being realized in
accordance with the dynamics planned.

7.1.5. Irrigation and control of floods

The transformation of water enterprises should detaly finish by the end
of this year. There are four minor water econorfeéisfor restructuring that
are supposed to be liquidated in the upcoming gefibe money is secured
from a World Bank loan. After the old enterprise® diquidated new
companies will be established in accordance with ldgal changes. The
Director of the Authority for Water Economy, Slaxesovski, says that the
enterprises in Strumica, Ohrid, Gevgelija and Keg&anPole remain to be
liquidated. We are talking about 350 employeesafbich 7,5 million euros
will be spent, including the liquidation procesays Mr.Arsovski. In his
words, larger enterprises such as “Bregalnica’kV@&sh” and “Polog” are
already restructured and 13 enterprises are litgdddour of the new water
companies, although established, have not yeestaotwok because of the
lack of funds. Among them are the water econommdsumanovo, Dojran,
Strumica and Radovish. We hope that these wilt gtair work next season
and that money will be secured, says Mr.Arsovski.

Due to illegal cutting of wood for heating purposks state looses around
10 million euros per year and the environmental @igenis immense. More
than 1/3 of the annual needs for heating woodtidguhe poachers, even in
the protected areas such as the national parks.daheage they do by
devastating the green areas and causing erosiadheofoil can not be
calculated in money because it takes decades iar dal create woods
consisted of quality trees which are good for agitiThe official statistics
say that Macedonia consumes one million one hundnedsand cubic
meters of wood per year. In the warehouses the m@iiavoods is 2.100 to
2.600 denars per cubic meter, depending whethiertiimult or oak tree.
lllegally these can be bought for 1.600 to 1.800adle for cubic meter. Our
market consumes heating wood from three sourcesdgltite year. Most of
the quantities come from “Makedonski Shumi” pubBaterprise with
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around 600.000 cubic meters, around 100.000 cubiens is coming from
public parks and from private cutting and 35.00@hedfrom the National
Parks. The remaining balance of almost 1/3 of meatwood is supplied
from illegal cutting of wood and arrives in the hesrillegally.

The model that will be chosen to restructure theblipuenterprise
“Makedonski Shumi” will be selected next month. Aating to the latest
information from the relevant Ministry the totalldeof this company is 37
million euros — 32 million is unpaid VAT and thestes liabilities for
salaries and contributions for the staff. The griee has around 2.200
employees which did not have salaries and contdbstfor longer period
of time.

The Ministry of agricutlrue says that, due to thereased number of cases
of stealing of wood for heating purposes it is pkah to additionally man
the forest policy with one hundred people that Wwélp the existing forest
policemen in coping with the illegal cutting.

7.1.6. Organic food

The National Strategy with Action Plan for Develogmh of Organic
Agriculture in the Republic of Macedonia was addpte the reporting
period. This document was developed by a workingugrof domestic
experts in cooperation with experts for organiariizag from international
institutions (FIBL) — all supported by the Swisgject for SDC for Organic
farming in Macedonia. The process of drafting a$ thocument involved all
relevant government institutions and NGOs as welsame international
projects in the Republic of Macedonia. This documeill significantly
improve the overall improvement of situation in thgriculture sector as
well as international recognition of the efforts pRblic of Macedonia
undertakes in order to come closer to the higheofgan and international
standards for sustainable development.

The Government shall stimulate the production afqube of organic good.
11 million denars are allocated for this purposeth® next year. Most of
these funds are supposed to be spent for converdiche land from
conventional into suitable for organic productididso secured is financial
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support for the costs related to control and dediion of organic
production, incentives to open organic farms asl vesl support for
realization of scientific-research projects andoimement in international
projects.

In the last three years the areas where organid feoproduced have
increased from 250 to more than 1.500 hectares.

7.2. What remains to be implemented (activities noget implemented or
not yet finished)

For the following period several issues are to balized related to
implementation of the Government Program in tha afeagriculture.

The expectations regarding development and stimoualatf experts are still
only on expectations level. In the upcoming pefmaneed to pay attention
to promote the specific national brands of agrigalt products and their
promotion on foreign markets.

Regarding the allocation of farming land, speciéérgion must be paid in
the upcoming period on the control of the signectagpents.

The hurdles around the Credit Fund should be resola the upcoming
period in order to enable successful use of faverans for the farmers.

7.3. Evaluation of potential risks from (non)implenmentation of
particular procedures or from non-quality implementation

The implementation of the tasks from the “100 Stgp®gram of in the
area of agriculture has two dimensions. The firgt & political — the non-
implementation of the promised activities will haae impact on the rating
and capacities of those that adopt it and implenitenthe other one is
economic dimension which is important for all cgis in the country. Since
the population that deals directly with agricultoe is indirectly concerned
by it) is around 190.000 families, in accordancéhwhe latest census, the
non-implementation of policies in this sector i®arsocial and economic
risk.
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During the reporting period, the activities implerted by the Government
provide hope that the policy set is being impleradnt

One of the key risks that can now be seen is tietineely harmonization
with the Common EU Agricultural Policy. For exampiee largest chapter
in the questionnaire, which is in the same timentiost sensitive area in the
EU accession negotiations, is agriculture. Thigamplicated issue, with
many regulations and recommendations, subsidy messlimitations of
the free market, etc.

7.4. Overall evaluation by the expert for the repating period

From the overall perspective, the Government dwwiin the area of
agriculture, compared to the previous Governmentbésng improved
continuously. The measures undertake in this pdobow the tendency of
progress. Worth to commend is the announced buggetapport for
agriculture in the upcoming years of around 213iomleuros by 2010. This
is huge progress in comparison with previous yHathe Government is
persistent in this move, the advantages and bsnkefitn these activities
will be felt significantly in this sector.

Regarding subsides for agricultural production imgression is that the
Program for Support and Development of Agricultisrbeing implemented
but there are certain gaps in the implementatioin®fiPARD Program and
the Rural Development Program. The reasons foetgaps are the criteria
that are concerning registration of producers (&ashso they can start
using these funds. The successful implementatiothede programs is the
key factor for European integration of the agriotdt of the Republic of
Macedonia in the Common Agricultural Policy of theropean Union.

The Macedonian farmer has still a long way to goorder to become
beneficiary of the European preaccession funds. l&igest hurdle in this
process is the state administration. Macedonia doekave the capacity to
meet the conditions imposed by the European Unecedonia has laws
that are not implemented because they are notiZethiwith bylaws. The
Law on Agriculture is not yet adopted which is adiof Constitution for
this sector and without it no changes can be inited. Beside the legal
solutions the state administration must be refornmeduding the Ministry
of Agriculture as a guiding institution. One of tlegest gaps in the whole
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system is the hiring of people on the contract gmwices rendered basis
which does not motivate the people to push Macedtowards EU. The
Law on Agriculture along with minimum 150 bylawseahe key documents
that will define the reforms of the agricultural ligy, institutions and
regulations. The institutional reforms are the nuifficult issue that none
dares to raise for more than 10 years.

During the reporting period very little was donetle areas of institutional
and human resources development: starting frontithleservants through
agricultural advisors, companies in the sector eamding with the farmers.
The Government should pay greater attention to ifsge and utilize the
preaccession funds that we have available in otdestrengthen the
institutions and the human resources area

The issue of distribution and organized access tarkets for our
agricultural products remains. In the reportingiquér beside the optimistic
announcements for entry of foreign capital, theeere significant changes
in this area. We refer here to the functioninghsd Agricultural Exchange.
According to analysis by the Ministry of Agriculeyralthough the export of
farming products has been increased by 19.000 yba (20 million
dollars), the trade balances are disrupted fromnieds for intervention
import of wheat and corn.

The increased imports of foodstuff will have vergdbeffect on the trade
deficit of the country. In July this deficit was 8inillion dollars and at the
end of this year it will reach the record 1.5 bitlidollars.
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8.1. Activities implemented during the reporting peiod in the area of
foreign affairs

The active diplomatic activity has continued instlperiod, although with
some lower intensity. The Minister of Foreign Affaiof the Republic of
Macedonia, Mr.Antonio Miloshoski, participated dretfinal session of the
informal meeting of the Ministers of Foreign Affaiof EU member states
in Portugal and in Sofia and Plovdiv he particigab® the informal meeting
of the Ministers from SouthEastern Europe of thentner countries of the
Process for Cooperation in the Southeastern Eurdpe. Minister also
visited Spain. Skopje was visited by the MinistefsForeign Affairs of
Bosnia and Herzegovina and Lithuania, the Presidektontenegro as well
as delegation of the Ministry of Foreign Affairslafionesia.

On the margins of the Congress of Christian-Sddidbn of Germany the

Prime Minister Nikola Gruevski met the German claloc Angela merkel

while the Macedonian President Branko Crvenkovskit e Secretary
General of the United Nations Ban Ki-Moon in Newrkas well as with

the special envoy for negotiations between Macedamid Greece on the
differences on the name, Mathew Nimitz.

After the general elections in Greece, the issgardng the name is current
again. Macedonia was recognized under its conistitat name by Canada —
NATO and G8 member country and the coming of NATUnmiit which
will decide on acception of the new member stateseases the need to
resolve the name dispute. The mediator Nimitz tzatl new meeting of the
two parties could take place soon and he couldsalbmit new proposal for
resolution of the name dispute. After the earlyhdraw of the head of the
Liasion Office of the Republic of Greece, the newe€k Ambassador,
Aleksandra Papadopulou arrives in Skopje from th&tipn deputy head of
the permanent representative of Greece in the diN&dions.

In order to realize the commitment to expand thdodnatic network, the
Ministry of Foreign Affairs announced that it wdpen new diplomatic and
consular representations i.e. Embassy in PragueCandulates in Munich,
Melbourne and Venice.
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The Government appointed the former Macedonian asauir in
Washington, Nikola Dimitrov, as a special envoythhe European Union
and NATO in Brussels, which will strengthen the Mdonian diplomatic
activity aiming to achieve the priorities for memsdp in the two
organizations. In order to improve the conditiooswork and functionality
of the diplomacy, the Government allocated 40 omlleuros to purchase
sites in 15 countries in order to construct Macéaloembassies or purchase
existing buildings.

The NATO integration is taking place with contingodynamics. The
Annual National Program for preparation for membgrsn NATO for the
period 2007-2008, which marks the start of implematon of the §
shortened cycle of the Action Plan for NATO memh@grs There were
meetings between the representatives from the NAMidstries of Defense
as well as with the Partnership for Peace. Gernaedggdtion, headed by the
German Minister of Defense D-r. Franz Josef Jumsited the Macedonian
Ministry of Defense; there was also a visit frone tinister of Defense of
the Czech Republic, Mrs. Vlasta Parkanova; frommtfiéary forces of the
Republic of Serbia and there was also a meetinig tvié Kingdom of Spain
ambassador in NATO, Mr.Pablo Benavites.

Macedonia will take the chairing role in the seanett for political-military
steering committee of multinational peace keepimgcd and the
Coordinative Committee for cooperation in the avédefense between the
Southeastern Europe countries. Macedonia also dhdiséeEight Interallied
Confederation of Reserve Officers Language AcadefMNATO which was
taking place for the first time in a candidate doyunThe patrticipation of
Macedonia in the Afghanistan mission continues teale will be further
increase in the number of Macedonian soldiers is ithission in the near
future.

The harmonization of legislation as preconditioasnteet the criteria for
European Union membership continues with the fenesg#ynamics. The
laws necessary to realize this task are being adoipt the Parliament on
regular basis. The Government Secretariat for ErappAffairs resumts the
campaigns “Learning for the EU” and “Moving Locdllyith a purpose to

acquaint the student population with the EU histamg structure as well as
to include the citizens in the European integragoocess. IN the area of
facilitation of the visa regime, Romania has ali@i the visa taxes. In
Brussels, Macedonia and EU signed the AgreemenEdgailitation of the
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Visa Regime for individual categories of citizeiibe public support for EU
membership remains high.

As part of the necessary reforms for EU and NATOminership, the
Academy for Judges and Prosecutors will start askwn September. It is
expected that the process of strengthening of tigependence and
efficiency of the judiciary system will be improveBeside the publicly
announced will, no new members of the Judicial Cdwrere selected. The
completion of this institution remains among thp foiorities to be met for
NATO membership and start of accession negotiatiatisthe EU.

Regarding the profesionalization of diplomacy, Bevernment agreed,
following proposal by the President, to man theava@mbassador positions
with professional diplomats. It is expected thas tissue will be entirely

resolved in the upcoming months thus resolving gbeeral months crisis
regarding the appointment of heads in the diplocransular missions.

The continuous fight against corruption and orgedizrime is also among
the key priorities towards EU and NATO Integratiofhe results from
Government activities in this area are shown ingdragress of the State by
being ranked on the B4position on the scale for corruption perception
which is a jump for 21 positions in relation to B0O

8.2. What remains to be implemented (activities notet implemented or
not yet finished)

The situation regarding good neighbor relationshwiterbia and Greece
remain on unsatisfactory level. They are in thedshaof determination of
Kosov status as well as the name dispute. Thiatsiu could be eventually
resolved at the beginning of 2008 when there isodppity that the

solutions for these two issues will be more evident

Same as in the previous period, the finalizatiomedérms in the judiciary

and fight against corruption are the keys for eataun of the progress of the
state on its path towards EU and NATO so these bristhplemented with

full dedication by the relevant institutions. Alsthe consent in the

appointment of new ambassadors and the closut@soissue must be done
as soon as possible.
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The credits for recognition of the constitutionanme by Canada in good
part go to the Macedonian immigrant community iis tountry. Therefore,
additional attention and care of the country fagseh people is needed but
also care for the Macedonians living in the neighigp countries. The
refusal to register the political party of ethnicadédonians in Bulgaria,
OMO llinden — Pirin had reaction by the Macedonmedia but not by the
Macedonian Government. This policy of ignoranttatte regarding the
situation of Macedonians in Bulgaria must be chdnganediately and the
Government should provide greater care for reatimadf the commitments
for appropriate care o the Macedonians that livethan territories of the
neighboring countries. There was only one everthis area in the recent
period — football tournament was organized withtipgoration of teams of
immigrants from Macedonia and teams composed ofellagian national
minorities in the Balkan countries.

8.3. Evaluation of potential risks from (non)implenentation of
particular procedures or from non-quality implementation

The risk from slow implementation of the judiciargforms has been
reduced in relation to the previous period, busistill there. Its increase
will be proportional to the eventual disruptiontbg inter-institutional and
inter-party relations so consensus is necessaig/the key word for smooth
functioning of the political system institutions iwwh is the key for

realization of the foreign political priorities. &hdialogue will help advance
the Judiciary reforms.

The relations with some of the neighboring coustnéll most probably
remain bad by the end of this year but it is expegdbat these will start
moving in a positive direction in the first half thfe next year.

Beside the opportunities for its full eliminatiotinere is still risk that the
new ambassadors will not be appointed thus missing of the key
elements in the foreign policy — diplomatic and suar missions. The
politics for recruiting Ambassadors, Consuls, antheo diplomatic
representatives must be reexamined based on thg @dteria and to
establish meritocracy in this area. It's hard toabeepted as professionals
former Ministries. The mechanisms of electing Andaaiors are not easy,
because they require coordination between twotirns.
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8.4. Overall evaluation by the expert for the repating period

Macedonia is expecting the Progress Report in 2087 will be developed
by the European Commission and its recommendatwitisbe of key

importance to determine the start of EU memberstagotiations. In the
upcoming period, the standpoints of the individbdBATO member states
will be shaped for support of accession of new memmbHowever, the
political elites did not manage to find force itm& in order to achieve
consensus on the priorities which means that #mé et negotiations will be
postponed and the NATO membership, to a certainreggegcould be
threatened.

The acceptance for NATO membership for Macedon@euits temporary
name would mean acceptance of the illogical saluiocepted for the UN
membership. On the other side, this step wouldcdcatioeé eventual Greek
veto for Macedonia’s NATO membership. The accessioNATO, even

under the provisional name, will deprive the Greksn the arguments in
the dispute — threat for veto for membership irnmational organizations,
although that is against the Interim Agreement fro®®5 principles. The
EU membership is, at the moment, more distant gdath will happen

several years after NATO membership. Maybe in tresod the dispute
with Greece will be resolved and the veto threatilbdoecome obsolete.
Therefore, great caution is needed when approadhiegssue for NATO

membership.

The increased budget for purchasing and construatib buildings for

diplomatic-consular missions, as well as the annemrent for opening of
new representative offices, are significant stepa positive direction. This
continues the commitments for financial improvemehthe diplomacy as
well as raises the level of diplomatic activitidhis goal would be finally
met when new ambassadors are appointed which issae which has to
deal with the improved cohabitation between the é€oment and the
President.
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9.1. Activities implemented during the reporting peiod

9.1.1. Justice — Public administration reform — improvemen of the
administrative procedure — democracy and the rule tlaw

In order to improve the administrative procedurd arovide easier access
for the citizens to the state administration aatsivities are currently taking
place in drafting of new legislation and changeshef already existing one
in the area of administrative law. The new adopta?r on Administrative
Inspection — changes and amendnfefugher specifies the procedure that
will be used by the advisors-inspectors.

The Law on Acting upon Objections and Proposal, remity in
Parliamentary procedure, will regulate the procedbat will be used by the
state institutions upon presented Objections angd&als by the citizens as
their legal right guaranteed by the Constitution.

Currently in drafting phase is the Law on Changes$ Amendments of the
Law on General Administrative Procedure (currenity Government
procedure) and Analysis of Work of the Committeéshe Government of
the Republic of Macedonia for resolution in secamgtance administrative
procedure for particular administrative areas ire tperiod January-
December 2007. For this purpose inspection audg earied out in all
Committees in the Government of the Republic of &étlomia for resolution
in second-instance administrative procedure fottipdar administrative
areas by the State Administrative Inspectorate.

In order to provide better implementation of thewLan General
Administrative Procedure, supported by the OSCEsimisin Skopje, the
“First National Conference on the Law on Generahwstrative Support
and competencies of the State Administrative Ingpate and
Municipalities” was held with representatives frath municipalities in the
Republic of Macedonia.
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The capacities of the State Administrative Inspettowere strengthen by
hiring a total of 17 persons. All employees werevmted with PCs and
telecommunication technology as well as with thgiskation necessary to
perform the supervision. In order to improve therkwvof the inspectorate
staff, IT training was delivered with the loan sappfrom the World Bank.

However, the parties' keys are waiting to be sqghssddominant criteria
while recruiting the administration on the centaald local level. Reforms
will not exist without good qualified administratio

9. 1. 2. Judiciary and fundamental human rights

In the area of freedoms and human rights, in Sepéer@007 the Parliament
of the Republic of Macedonia adopted the Law on r€inu Religious
Communities and Religious GrodpsThis Law was one of the Laws for
which the Republic of Macedonia was under the lehghe European
Commission. This is a Law that regulates sensig@gment in the area of
human rights guaranteed with international treaties

Efforts were made in the reporting period to finalthe Judicial Council of
the Republic of Macedonia (hereinafter: the Coynahich is the basis for
reforms in the judicial bodies as well as the b&sistrengthen the judicial
independence as one of the key reforms of the Rigpob Macedonia

towards its Euro-Atlantic integration process. Tioeeseen deadline to
finalize the Judicial Council was the end of Segiemwhich is in the time
of finalization of the reporting period in this @p

Following the clear message from the internatioo@ammunity on the
importance for full completion of the Council imsking that the Republic
of Macedonia could receive negative remarks in Eneopean Union
Commission Report, and following the message froem\dS Ambassadors,
Mrs.Milovanovic, that the completion of the Counsilnecessary for NATO
alliance membership, the position and oppositiordenafforts to resolve
this situation. The long correspondence in writibgtween the Prime
Minister and the President of the Republic of Maxed ended with the
proposal by the President to select the five remgimembers by using the
principle of negative elimination from the joinstithat will be drafted by
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the position of opposition. After this proposal vaamounced, meeting was
held between leaders of the Parliamentary politipatties where the
political party DUI did not say their opinion abdbe proposal.

At the end of September, the Committee for appa@ntnand elections in
the Parliament of the Republic of Macedonia prodosiee following

candidates for Council members: Lina Petrovska, aBupabriu and
Ljubomir Bogeski. The President Crvenkovski agamemphasized the
proposals for Abdulselam Kanzovski and Mentor Kjaai candidates for
the Council which were not voted on the last Paréatary session in
December 2006.

After its establishment (January 2007), the Counby the end of
September 2007 initiated 16 procedures for incoergetind improper
realization of the judicial council for dismissdltavo judges from the court
function. Eight from these sixteen procedures vimiteated in the reporting
period. The Ministry of Finance endorsed the regjte@sadditional staffing
in the Judicial Council of the Republic of Macedor@nd procedure was
started to hire 6 new persons. Activities are icplfor refurbishment and
adaptation of the premises of the Judicial Couuilrently in development
phase is the Regulation for Evaluation and Momitgprof Work of the
Judges. In accordance with the new Law on Couhts, Regulation for
Internal Relations in the Court Police was adopted.

In order to strengthen the institutional capacitiesthe courts two new
hirings were done.

In order to timely implement the provisions frometmew Rules and
Proceduresof the Court, which foresee that by th&df January 2008 all
records in all the courts will be done electroricand the Program for
Training of the court administration was adoptdd (ealization started on
the 4" September 2007).

The Law on Salaries of the Judyéss been adopted. It includes the latest
international standard on the status of the judged adheres to the
principles established in the international actt theat the independency of
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the judiciary. This Law was adopted in order toabbsh a system of
salaries for the judges that will protect them frpressures and influences
in their decision making, thus strengthening theidependence and
impartiality. The main essence of the Law are theimum principles on
which the basis for rule of law and independencthefjudiciary should be
built, and the judges should receive salaries agmkipns appropriate to
their status, dignity and responsibility.

According to statistical information received frothe basic courts, the
percentage of closed cases in the first six moottZ007, in relation to the
first six months of 2006, has been increased b$e8a8id the number of
undecided cases in the first six months of 2007#glation to the first six
months of 2006 has been reduced by 11,6% which snibarm the courts are
more efficient in the realization of their judicyaiunction.

In order to strengthen the system for training afiges and public
prosecutors, the Steering Committee of the Acadimyraining of Judges
and Public Prosecutors (hereinafter: the Acaderngtyl several sessions in
the reporting period where they considered reguiati working programs
and issues related to enrollment exams for thealniraining in the
Academy. Good number of regulatithsand program’s were adopted,
necessary for the functioning of the Academy.

Numerous activities were realized as a conditiostéot the initial training:
the Committee for qualifications and enrollmenttioé candidates for the
Academy has been established. On the basis offigaabn test and
enrollment exam, selection was made from the catelsdthat applied for
enrollment in the Academy.

The Initial training for the first generation of radidates for judges and
public prosecutors started on 17 September 2007.

Besides the initial training of the future judgemsdaprosecutors, the
Academy does occasional trainings of the alreadyoiaped judges and
prosecutors. On 31 August 2007 the Steering Coreenitf the Academy
adopted the Calendar of trainings planned for paenavocational training
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(September-December 2007) as well as the Regul&tiobBelivery of the

Programs for Permanent Vocational Training on theademy. The
trainings calendar was developed in a manner whiokides for the judges
and public prosecutors with the ability to meet flegally established
minimum of hours which must be met on annual ldseleach and every
judge and public prosecutor.

In the frames of the Twinning Project “Approximatiof the Competitive
Policy Legislation and Administrative Capacity Rlilg of the Authority
for Competition Protection, Competition Right anali®y” numerous
seminars were delivered.

The Academy provides accommodation and participafar judges and
public prosecutors for trainings abroad.

Regarding the staffing and strengthening of theiattnative capacities of
the Academy during 2007, 3 new hirings were maden(fthe total of 5

new foreseen positions). In order to maintain theacities of the Academy
as well as for training of all target groups, thealemy foresees
engagement of volunteers, in accordance with the da Labor Relations
(Labor Code).

In order to efficiently implement the Law on Medat'* premises and

technical equipment were secured for the work ef@hamber of Mediators
of the Republic of Macedonia which officially st its work on the 15
August. The total number of mediators in the Rejoulifi Macedonia, by the
end of the reporting period, was 98 mediators.mdldiators have licenses
and seals to perform the mediation. There wereethreeetings with

managers of companies where they were acquaintédtiae principles of

the mediation and its benefit in resolving the hasg disputes. The first
mediation procedures in the area of education aledtdmmunication have
started at the end of August and beginning of Sepée 2007.

The implementation of the Law on State Attortiayhich entered into force
on 20.07.2007 and started with implementation or©2@007. This Law
regulates the legal status of the public attorngeyaa independent state
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authority that will represent and protect and prgpaghts and interests of
the Republic of Macedonia.

On 30 July 2007 the Government of the Republic aicktlonia adopted a
Strategy for Information-Communication Technologythe judiciary sector

in order to establish and develop modern and autorpaliciary as well as

increase the overall efficiency of the system ircomdance with the

European and international standards. The SectolTfdechnologies has
started to operate within the Ministry of Justis@ffed with 10 IT persons
and is fully operational.

Good number of regulatiofs and prograntS were adopted for
implementation of the Law on Execution of the Sems.

In the frames of the Program for Financing of Cangton, Refurbishment,
Maintenance of Premises and Equipping of the Pataiy and
Correctional institutions for 2007, the constructiworks for adaptation and
upgrade of the premises of the Prison in Kumanaelstarted. Design has
been developed for an open section in Strumica twisc supposed to
transform into Prison. In the frames of the CARDI®@ projects contracts
were signed for improvement of the infrastructuréndividual penitentiary
and correctional institutions, as follows: 1.Agrestnfor adaptation of the
Prison in Prilep with an investment of 760.000 sur@d.Agreement for
adaptation of the Prison in Shtip into penitentiapyrectional institution
with investments in the amount of 633,169,00 euans} 3. Agreement for
equipping of the Prison in Idrizovo with an investm of 206,659,00
euros).

The fight againstorruption remains priority in the Government program
in the reporting period. In order to yield more i@lnt fight against
corruption, the Government of the Republic of Mawed promoted the
National Campaign “Corruption Free Macedonia” inS2ptember 2007.
This means that the existing 199 hotline in theistiy of Interior becomes
national telephone number where the citizens wéll dile to declare all
cases of corruptive behavior. It is project of @@vernment of the Republic
of Macedonia, implemented mainly by the Ministry Jofstice, Ministry of
Interior and the Ministry of Finance. Until the enfithe reporting period
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there were dozens of calls from citizens to reportuption on this hotline.
The 199 hotline was also used twice by the opposparliamentary parties
when they have doubts that there is corruptive W@ehaby the
representatives of the current Government, maibhbuaithe “Selling of the
Land behind Ramstore” and “Okta” cases.

In favor of the Government commitments for fightaagt corruption is the
engagement of the Minister of Justice of Romanianiida Makovey as
advisor of the Government of the Republic of Macedan the fight against
corruption. The engagement of Makovey, which islwebven fighter

against corruption in the European Union institation the basis of the
excellent results achieved in this area while shs the Minister of Justice
of Romania, is sponsored by the Government of driimgdom.

Another thing in favor of the Government commitnsefir fight against
corruption is the improved rating of the RepublidMacedonia on the list of
countries subject to corruptive behavior from Trarency International (21
places up — from 105 to 84) which is, by not douwbsult of the existing
engagements of the Government.

During the reporting period several investigatiomsre initiated in the
frames of the fight against corruption on the badigustified leads for
corruption activities in the performing of officialuties, such as: “tobacco
reserves” and “spare parts for tanks”. In the “epgaarts for tanks” case, the
Parliament of the Republic of Macedonia initiated the second tinté in
the Parliamentary history of Macedonia the procedar depriving of MP
immunity for a current depute and former Prime Idier.

At the end of the reporting period activities wergdertaken to clarify one
more affair related to construction where singlearapents were sold
multiple times to different buyers (in some casgsaiseven times).

9.1.3. Police reforms

The basis for police reforms is the Law on Pdficevhich start its
implementation November this year. Its implemeptatirequires entire

18| the first time, the Parliament of the Repulnlidlacedonia decided to deprive the MP
immunity of the than-MP Mr.Ljube Boshkovski for theashtanski Lozja” case.
" «Official Gazette of the Republic of Macedonia” Nt14/06
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redefining of the existing and development of nexabs that derive from
its provisions. In order to have timely implemerat of this Law, the
Sector for Legal and Staff Issues (SKPR) in the iMig of Interior
developed an Action Plan for realization of the\aités related to drafting
of legislation for the period 2006 and 2007. Thetid«wc Plan foresees
activities for adjustment and harmonization of légngal framework for work
of the Ministry of Interior in three segments, afidws: a) development of
the bylaws that derive from the Law on Police; byelopment of bylaws
that derive from the process of harmonization @& kbgislation with the
European standards and regulations and c) develtpofebylaws that
derive from finalization of the process of poliefarms.

a)

b)

With regards to the first segment for full implertegion of the Law
on Police, its provisions require adoption of 64alms. By the end
of the reporting period total of 2such bylaws were adopted. The
remaining 12 bylaws the Ministry was unable to adop the
foreseen deadline. However, until the start of Bnpéntation of this
Law in November this year, the Ministry still hame to finalize
these bylaws.

With regards from the 55 laws and bylaws that angpesed to be
harmonized with the EU Acquits, 41 were adoptedhim foreseen
deadline and the remaining 10 are currently in phecedure of
adoption. From these 10 bylaws, 5 are supposed tmbpted by the
Ministry of Transport and Communications because ktlaw on
Roads Safety was transferred under the umbrellnisfMinistry.
There are 5 bylaws remaining to be adopted by theisky of
Interior. This group of laws also includes the la¥vat were directly
related to adaptation of several laws importanttifierissuing of the
biometric passports and other personal documents.

The SPKR Sector was least active in the adoptiotheflaws and
bylaws regarding the third segment (item c) — ttlea af finalization
of the process of police reforms — 70 laws andwglavere planned
and only 10 were adopted. However, it is importantinention that
majority of them are planned to be adopted in theosd half of
2007 and during 2008. During the reporting pertbd, SPKR Sector
was active in adoption of 12 additional laws andaiwg that were
not foreseen in the above Action Plan.

18 |n the interest of the space we will not mentioa large number of laws and bylaws
adopted.
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The fight against organized crime and corruptiomams priority for the
Ministry of Interior. The Report mentions above el operational actions
against organized crime that were undertaken byMimestry of Interior in
cooperation and coordination with other instituone. Strategy for
Development of the Department for Organized Criore2007/2008 and the
memorandums for cooperation for fight against oighcrime signed with
other Ministries and institutions who are also naxge to tackle this modern
evil: the Ministry of Finance; Customs Authorityulftic Revenues Office,
Directorate for Prevention of Money Laundering éimel Financial Police.

The Sector for Border Issues finalizes the legaamiwork for
implementation of the Integrated Border managemiBuoimerous bylaws
were adopted and currently in implementation phessehe Standard
Operational Procedure, majority of which are harineth with the
Schengen Agreement standards. These will start withlementation
together with the postponed entry into force of tasv on Aliens at the
beginning of 2008. The Agreement for Facilitatidrttee Visa Regime with
the European Union has been signed. For the ndetle dorder Policy
currently in installation phase is the TETRA comrneation system,
implemented by Siemens Company who won the tendeowaced by the
CARDS Program.

The problems which the Sector for Administrativesulss faced in the
issuing of biometric passports were long queuddeagassport application
which continued to happen to some extent in oné pfathe reporting
period. Since the middle of August, the MinistryInferior opened a Call
Center for all citizens that would like to apply feassport.

Since the middle of September, the Sector for Adstrative Issues in the
Ministry of Interior started to issue driving licegs and 1.D.s with biometric
protection (and this happens within the foreseeadliige) which meet the
international standards for protection of the peas@ocuments.

When it comes to the security situation in the Réiplof Macedonia during
the reporting period it is interesting to mentiomme events that deserve
certain attention.
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It is also worth to mention the efforts to destakilthe area (villages) in the
Skopska Crna Gora region as well as the Lipkova.afbese events were
preluded by escapes of two prisons (Shiti and Jakgm Dubrava Prison
in Kosovo and the escape of one of the former mesnbE paramilitary
formation ONA (Djemail Iseni alias “Jamie Shey” finahe Idrizovo Prison.
After several days Iseni was arrested by the police

As a consequence of these events, the PresideriheofRepublic of
Macedonia convened a session of the National Sgdbdauncil which took
place on 23.08.2007. The session considered therityea@aspects in the
country and the eventual consequences from theusced possibility of
partition of Kosovo by the three-member delegatadnthe international
community in charge for monitoring of the Kosovatss negotiations. The
Prime Minister and the President had joint standgsoithat they both
support the Marti Ahtisaari Plan and they opposergwhange of the
borders, which is one of the principles of the nradaternational law and
UN Charter principle.

Information which goes in favor of the efforts tg and destabilize the state
is that some employee of the intelligence ageneed state security
agencies handed over the list of intelligence efficof the Republic of
Macedonia to the intelligence services of the Répub Bulgaria. This was
followed with a request by the President of Macealdo respond to this
speculation and the news was later denied by hifytiads in the Ministry
of Interior.

9.2. What remains to be implemented (activities notet implemented
ornot yet finished)

In the area of adjustment and harmonization of legislation with the
Euro-Atlantic norms and standards, which is thehpat the Republic of
Macedonia, the Ministry of Justice drafted and send Parliamentary
procedure the following legal projects: The Law Baoblic Prosecutors
Council; Law on Public Prosecution; Law on Extraigation Procedure;
Law on Changes and Amendments of the Law on Caowigrevention;
Law on Changes and Amendments of the Law on Olnbigsit Law on
Sports; Law on Changes and Amendments of the La®rgianization and
Work of the State Administration Bodies; Law on @Gpas and
Amendments of the Law on Enforcement; Law on Acliygpn Objections
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and Proposals; Law on Changes and Amendments oCtineinal Code;
Law on Changes and Amendments of the Law on Crinfinacedure; Law
on Changes and Amendments of the Election Code; &iawhanges and
Amendments of the Law on Political Parties; Law Management with
Confiscated Property, Asset Benefits and Confistdtiems and Goods in
Criminal Procedure; Law on Changes and Amendmehtthe Law on
Courts; Law on the Committee for Relations betwdba Minorities,
currently in Government procedure is the Law on IC&ervice and large
number of laws and bylaws related to the previoaslgpted laws and the
above mentioned in the Parliamentary procedure

9.3. Evaluation of potential risks from (non)implementaion of
particular procedures or from non-quality implementation

The late completion of the Judicial Council, whighs not completed in the
deadline set by the Government (end of Septemlxeryédar) could impact
the overall reforms of the country on its road todga Euro-Atlantic

integrations. In other words, the European Commissbuld give negative
report on implementation of the reforms. The lai@igial reforms, which is
direct product of the lack of cooperation betwedr tposition and
opposition parliamentary political parties aboué testablishment of the
Council was, and still is, one of the core objetsioof the European
Commission and NATO which is manifested through asence of
dialogue between the Government and oppositiontledack of good will

to implement the necessary reforms.

Worth to commend is the initiative by the Governireemd the authorities in
charge to prosecute the most difficult criminal gegrators — mainly the
organized forms of corruptive and economic crimeetk, which resulted in
ranking Macedonia on 21 position on the list of moes prone to
corruption.

9.4. Overall evaluation by the expert for the reportingperiod

The results of Government activities (i.e. its vel® Ministries and
institutions in charge to implement the activitiasthe area of justice and
security i.e. internal affairs) during the repogtiperiod, as well as the
progress of the Republic of Macedonia by movingRte up the list of the
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countries prone to corruptive behavior of the csérvants and officers,
developed by the international organization Trarspey International. In
favor of positive evaluation of the success in iempéntation of the reforms
of these two Ministries on global scale is the hifhposition on the list of
countries that implemented reforms.

These institutions show high motivation and reasn& undertaken the
reform process in the areas of their competencresheir road towards
European integration processes. Most of the foresaetivities are

implemented in the foreseen timeframes, excepthfercompletion of the
Judicial Council which is a key moment in furthefarms of the judiciary.

Considering the importance of this issue, the Guwent shows its will to

discuss with the opposition on completion of theu@wl and resolve this
problem.
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10.1.Activities implemented during the reporting period

On the regional meeting of the World Health Orgatian (WHO) which
took place 17-20 September in Belgrade, Republi€arbia, the Republic
of Macedonia was for the first time elected as anfver of the Permanent
Committee of the WHO for Europe. The Minister of dith, Mr.Imer
Selmani awarded the official candidacy to the dgpinister, D-r.Viadimir
Lazarevic who was elected in a competition of repngatives from 9
countries. This is excellent success and additiosapport for the
Government to maintain the reform processes ittestabut also an
additional responsibility. The Permanent Commitiseconsisted of 9
countries from the European region and has a manafaB years. This
Committee is directly involved in the drafting asdbmission of project
proposals to the Regional Committee, develops gendas for the WHO
meetings and does other functions delegated frenReégional Committee.

New two-year Memorandum for Cooperation was sigrkdaing the
Conference between the Ministry of Health and tlegi&nal Office of the
World Health Organization in Europe. The main pties for cooperation
are defined in the area of improvement of the hesstem, control of non-
contagious diseases, mental disorders, injuriesvasidnce, promotion of
healthy lifestules, control of the contagious dss=aas well as environment
protection with focus on promotion of job health.

10.1.1. Quality of services

The Program task to improve the quality of servicetudes improvement

of the rights of the patients, special care forltheaf particular population

groups, standardization in treatment of the diseastart of the process of
publishing of medical mistakes and their reasons iamprovement of the

conditions in the hospital rooms and waiting rooms.

The Government of the Republic of Macedonia adoptéécision to invest
40 million euros to improve the equipping of thespitals. This amount
goes way beyond the existing investments in thétthesactor i.e. it is five
times more than the total investments in the laétygars. The new
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equipment is dedicated for the general and spdéwiapitals in the entire
country; the new equipment is supposed to contildotvards ten-time
increase of the capacities of the public healthitutgon in provision of
magnetic resonance that will indirectly have an actpon the increase of
quality of the health services. International tend@s announced and the
distribution of the equipment will take place in\Wwonber and December. It
is unclear whether the period until the new equipini®e put into use will be
used to train the health professionals that shbaldsing it or this training
will be delivered afterwards.

The action for preventive health exams “HealthAdt started on 2 July in

Skopje and resumes until October in all larger peed areas in the
Republic of Macedonia. The response by the citizesmore than

satisfactory and it is expected that representatif@mation on prevalence
of most common chronic diseases will be received population from

different regions and different age groups.

The Parliament of the Republic of Macedonia, or6it8 session, adopted
the Law on Security in Blood Donations. This Lawsigoposed to provide
guarantees that there will be constant supply witbod and blood

transfusion as well as blood products on natiomal, quality and security
of the blood and blood products in accordance thi¢hEU standards as well
as reorganization of the system that will securemp@ent control of the
blood and blood components quality — from donordramsfusion in the

patients.

Currently ongoing is the campaign for free mammpgyaand PAP testing
for all non-insured women in the Republic of Maceido This campaign
started in the second half of September and wit lantil the foreseen
number of exams has been met.

Since September 2007 the Government adopted aiatedis reduce the
VAT for drugs by 13% which in reality means thae treduction for the
drugs is around 10%. The reduction of the VAT wdle around 5 million
euros from the Health Fund Budget used to procumgsdand use this
money to improve the supplies of the health ingths. One more
reduction of the prices by around 20% is expectid the announcement of
the new international tender that is currently ime tpipeline. From
September, the methodology used to calculate tyengats made to the
pharmacies cooperating with the Health Fund wilirge. On other words,
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instead of 15 denars for recipe the drugs will &gl pn scaled margin. This
measure would mean one more reduction of the caapay for the drugs
from the positive list.

10.1.2. Modernization, management and prevention

The competitions for selections of management [sodighe public health
institutions are still being implemented in mosttioé health institutions in
Macedonia. Right to apply on these competitionseh2&4 candidates (119
economists/ lawyers and 165 doctors/ pharmaces)titstat passed the
trainings in health management and successfulighfed the final exam in
the Agency for State Servants. The fourth coursenfanagers of health
institutions is supposed to start at the beginrohdOctober and will be
implemented by the Medical Faculty in Skopje.

The medical map that developed with a grant donddgdthe Dutch
Embassy in Macedonia, based on GIS technologyuigeiatly in testing
phase by the domestic experts following the feeklbareived to the
additional questions by Globesalud.

10.1.3.Health insurance

In cooperation with Oxford Policy Management asoeeign consultancy
company, financial analysis of the basic packageeaith services is being
done in the period July-December. The researchbailiimplemented by the
Center for research and policy creation togethén witeam of local experts.
The primary visit of the experts was in July, megsi were held with all

stakeholders as well as consultations with thellpegtner — organization
for implementation of the research. Also finalizegdre the instruments for
collection of information, representative sample swaeveloped of

institution/ services and the research plan was Beting August the

relevant secondary sources of information weretified, the instruments

were trialed in 2 institutions thus starting theogess of information

collection. The information collected on the pricéservices that are not in
the OPU were analyzed and presented to the WolGnogip for OPU and

the Minister of Health.
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10.1.4.Primary health

In the context of starting of the complete privatian of the private health
institutions (PZZ) from the ®1 January 2007, and in order to resolve the
problems that the new concessionaires face on 8a#ys, the Ministry of
Health implemented a series of field surveys andbéished direct contacts
with the doctors- concessionaires in order to ifienhe current problems
and provide directions for their resolution. The @# regarding
privatization are published on the website of thieisMry of Health.

10.1.7. Stomatology
The basic package of stomatology services issibiject to debate and will
be announced at the beginning of October.

10.1.8. New generation of hospitals

The expert debate about the new method of payneettiet hospitals, by
introducing diagnostically related groups (DRGs)edgected to start in
October.

New equipment in the value of 40 million euros ¥pected to modernize
the existing services provided by the hospitalsjuce the time for
diagnostics and treatment of majority of diseasewell as train the health
professionals on the latest health trends.

10.1.9. Private health

The Law on Changes and Amendments of the Law oritiH&aotection,
adopted in September 2005 (Official Gazette NoBy@/Provided the
opportunity to transform by renting the entire remaining parf o
stomatology in the public health and the overalin@ry health care,
excluding the activities mentioned in the Law (prewe health protection
of the children, urgent medical assistance and @#ge) the privatization
was implemented in its entirety for all doctorsnrahe private health
institutions since % January 2007. The practitioner offices are givaedeu
concession to providers of private health instiutiservices that sign
agreements with the Health Insurance Fund.
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10.2. What remains to be implemented (activities noyet implemented
or not yet finished)

Same as in the previous report, the same activitmain to be
implemented in the upcoming period:
The rest of the free medical exams;
The selection of hospital managers that will fumcton the basis of
bind signatures;
Finalize the discussion regarding the adoptionhef ltasic package
of health services;
Decentralization of the Clinical center, and
Introduction of new payment system in the hospitals

However, most of these activities are key reforrdartakings which must
not be rushed in implementation because the resultse visible on a
longer term.

10.3. Evaluation of potential risks from (non)implenentation of
particular procedures or from non-quality implementation

Although the Government allocated and approved nfirg of then
preventive programs in the amount of 10 millionasyrthere are obstacles
in their implementation. Beside the problems relate procurement of
drugs for particular contagious disease that wedyaed in the previous
report, the lack of information among the populatmn the right to have
free exam resulted in the screening of only 10%hefplanned quantum of
exams so that in the future period campaign ac&/inust be implement in
order to realize the foreseen numbers and evaligeresults from the
activities, as well as secure funds for the sanigiaes in the next year.

The international tender for drugs procurementvibich the expectations
were that it will realistically reduce the price$ the drugs resulted in
numerous problems that must be addressed and avoidinhe future. In
other words, the best bids for procurement of dgtass resulted in series of
reactions by the health sector professionals wiooirgt out that the drugs
were not certified in the EU countries and requestéditional trial of the
drugs before being used on the patients.
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Under the public pressure, the Ministry of Heal#tdhio send its experts in
the countries where these drugs were produced whdihectly resulted in
increased costs and unnecessary prolonging ofriieegure. In the future
these unpleasant events could and should be avdigeapplying strict
requirements in the tenders.

The ascertainment remains that the Government inusédiately adopt the
basic package of health services; risky factors Wexe identified was the
postponing of the private health services for 2@8;inability to harmonize
the negative list of services, underestimate oftthe costs for the private
health institution services, breaching the deadiinadopt the required legal
framework and inability to resolve the existing tieb

10.4. Overall evaluation by the expert for the repding period

Although the activities that are subject to analyithis report were during
the summer holidays, the general conclusion is tt&tMinistry of Health,
as the main carrier of the reform process in thgnsent of the Republic of
Macedonia, is successfully maintaining the coufsealization of the goals
set.
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11.1. Activities implemented during the reporting @riod

11.1.1. Construction

Roads— Almost for a year now the realization of the tfighase of the
Project “Reconstruction of the Budges on the M-178 highway, section
Katlanovo-Veles (south section of the road) hasimesi. In accordance
with the dynamics planned and obtained licenserédirecting of the
traffic along the northern direction of the highwbd+1 (E-75), section:
Veles-Katlanovo, the works are supposed to finig8110.2007.

Developed and submitted into Parliamentary proaeduoe the proposals for
adoption, changes and amendments in the Law oncPRbads in order to
achieve better approximation to the EU Acquis. Wwek on development
of the study for transformation of the roads seatbrthe Republic of

Macedonia resumed and soon there will be new Lawulic Roads. The
new Law on Public Roads should respond to the nmodeeds and high
European standards in the travel area. This lawbasg drafted in

cooperation with the European Agency for Reconsitsac

Consultant was selected on international tender wiladevelop all phases
of the process of concession of the roads withtpkgollection. It is one of
the most reputed consultancy companies — Louis 8e8#\S from France
which is supposed to offer to the Republic of Mawed full consultancy
services for roads concession with collections ftbe pay tolls, including
determination of the subject to concession fromhnemal, financial and
legal aspects, develop pre-feasibility study foloremmic justification,
propose and amend the existing Laws and other aggont that will
regulate the concessioning of the roads in the Blepwf Macedonia,
provide recommendations for improvement of legaihfework, be involved
in the drafting of decision for initiation of the@mcession process, prepare
the tender documentation, animate the future cemesires and develop
draft concession agreement for awarding concessabriee roads in the
Republic of Macedonia.
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National Strategy for Road Transport has been deeel. It provides
retrospective view on the situation with the roafilastructure and provides
guality evaluation of the existing status of thad®s. The National Strategy
also defines the directions and priorities for depment of the road
infrastructure in Macedonia.

After resolving the main problems related to expiatjon, the construction
of the ring road around Skopje as part of the ttdPsn-European Corridor
8 there was accelerated tempo in the last periadi®construction which is
expected to finish within 6-8 months. This projecli be implemented in

two section: the first one from Hippodrome to Orizgosting around 36,5
million euros) and the second one from Orizari &rap (which will cost

around 48,8 million euros). The total value of therks is 85,3 million

euros. The funds for construction are secured filoenEuropean Bank for
Reconstruction and Development (EBRD) — 72% andfthe European
Investment Bank (EIB) — 29%. The funds necessaryekpropriation and
supervision over the construction works are secureth the National

Budget of the Republic of Macedonia.

Railways- One more phase of transformation of the public Emnise
“Macedonian Railways” was finished at the beginnimig August, using
World Bank funds. Two separate legal entities weggstered in the Central
Registry that emerged from the transformation oafddonian Railways” —
public enterprise “Macedonian Railways — Infrastuwe) and the public
enterprise “Macedonia Railways — Transport” (whieli00% state capital).
According to the division balance, the “Macedonidailways -—
Infrastructure” received the full railway infrastture and the “Macedonia
Railways — Transport”, owned by the State, receitrezl transport means
(everything on wheels). The development of therimaksystematization of
the two new emerged legal entities is still notisived and is currently
ongoing.

The entire transformation should be based on ftudiss, as follows: 1.
Study for Privatization (concerning the “MacedoRailways — Transport”,
currently there is procedure of evaluation of thdsbreceived from 21
company and 6 will be selected that will be giveithva project task, and
finally only one will be selected); 2. Study forl#tic Services (this study is
about the transport of passengers); 3.Study foesscdo the railway
infrastructure (this Study will further elaborateetliberalization of the
market i.e. infrastructure) and 4. Cost-efficien&tudy (study for
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rationalization of the costs and the number offstdahe second, third and
the fourth study are related to the two new esthbll companies. The
procedures for selection of consultancy companiesaleady finished and
the contracts were signed. The second study wildéeeloped by Scot
Wilson (UK) and the third and fourth studies wilé [Weveloped by the
French Company “Sistra”.

Spatial and urban planning The realization of the Project for construction
of 1.000 dwelling units for social assistance bmmfies has started in 14
cities all over Macedonia. This project is initidtey the Government of the
Republic of Macedonia. According to the agendas tlyear social
apartments will start to be built in Makedonska Kaica, Kavadarci and
Kochani and starting from the next year in the neing 10 cities. It is
important to emphasize that the construction woakgady started in
Gjorche Petrov municipality (Skopje) and these dimglunits should be
finished after one and a half year. They will becdted to the beneficiaries
electronically.

The State Authority for Geodetic Works resumectugent projects during
the summer period..

A new Law on Cadastre was developed. It is alre@dp Government
procedure. This new Law will significantly shortdre procedures.

Tender was announced for development of new cergchtadastre system.
It will be realized from self-financing (in the amomat of around 400.000
euros).

Important change in the Cadastre is the reducticail dhe services fees by
50%.

11.1.2. Transport

The Government of the Republic of Macedonia annedna tender for
selection of Consultancy Company who will develde tStudy on the
concession model for development of the “Alexantier Great” airport in
Skopje and the “St.Paul the Apostole” airport inri@hlt decided that the
Dutch consultancy company NACO BV had the best Bitk contract for
consultancy services was signed between the RepubliMacedonia,
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Ministry of Transport and Communications and th&eded consultancy
company on 9 September 2007.

The draft statute of “Makedonski Aerodromi” joirtbek company, owned
by the State, has been submitted to the Ministry traihsport and
Communication and the Secretariat for Legislatibthe Government of the
Republic of Macedonia and their feedback and conmsneme already
integrated in the statute. Authorized Appraisor leagaged in order to
ascertain the evaluated value of the capital.

By the end of September 2007, compared to the pamead in 2006 there is
an increase of commercial flights and transpompassengers by 15,2% on
the “Alexander the Great” Airport in Skopje. This the largest increase
from all airports in the region.

11.1.3. Telecommunications

The third mobile operator (VIP, member of Mobilcdkastria Group) has
started its work in Macedonia. We can now say thatcompetition in the
mobile telephone has indeed started.

After the national WiMax licenses were awarded wwm tcompanies, the
Agency for Electronic Communications (AEK) decidedaward regional
WiMax licenses to five companies.

11.2.What remains to be implemented (activities not yeimplemented
or not yet finished)

The following activities are unfinished or not fulimplemented in the last
two months:
There is lack of continuity in the fight that watarsed in the
urbanism thus leaving an impression that it is teragy and not
continuous activity;
Although, according to tender conditions, the twampanies that
were awarded with WiMax licenses were supposedtdaa sheir
work in September they have not yet submitted ewendetailed
design for the plan they submitted in the offer &miection for
national WiMax license;
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Adoption and implementation of the Law on Publica®e (that will
correspond to the modern tendencies in this ardandhfollow the
European standards). It regulates all gaps andsoonis of the old
law.;

Development of Study for Restructuring of the rosekctor in
Macedonia and transformation of the system for rgameent with
the roads;

Initiation of the project for modernization and irogement of the
collection of pay tolls and the collection servicgsllowing the
weaknesses identified in the present system fdecan of the pay
toll fee, a project was announced in cooperatioth wihhe World
Bank for modernization and improvement of the sygie

Fourth mobile operator (although immediately after contract with
the third mobile operator was signed it was annednihat public
call will follow for selection of the fourth mobileperator, so far this
idea is not realized).

11.3.Evaluation of potential risks from (non)implementaion of
particular procedures or from non-quality implementation

There are numerous important risks in the impleatent of the already
started and planned future program activities ef@overnment in the area
of transport and communications, which is a setttat requires numerous
significant reforms. The impact of these factordividually, or jointly
through integration, could be the reason for evaniack of success of the
reforms. Some of these risks are the following:

Because of the overambitious plans in implemematibsome
of the project and the short timeframe for real@atof the
planned activities, there could by partial or namlgy
realization;

Prolonged implementation or late implementation ibfe
activities (mainly about adoption of the changesd an
amendments in the existing law or adoption of a fzaw;
Consistency in the efforts for reforms and realm@atof the
projects (for example, introduction of advanced tays of
collection of the pay tolls);
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Resistance to the reforms because of unclear fanodear from
being sacked, in the institutions where reformd Wwé taking
place;

Because of the existing political oppositions betwethe
government and opposition it is possible that thei# be
conflict situations in the relations between thatcad and local
government, especially where there is position-gpjmm
relation;

Little time dedicated to lobbying which could begyeblem in
trying to obtain support from some internationatitutions for
realization of particular projects such the recardion of
bridges (second phase), receiving funds for furtimrstruction
of the Corridor 10, etc;

Inadequate people in the positions.

11.4. Overall evaluation by the expert for the repding period

By selecting the new option (right side of the \@ardRiver) for the M-1
road (internationally known as E-75) which is owykroad artery, the
Government of the Republic of Macedonia demonglirétte determination
for finalization of Corridor 10 taking into accouit$ geostrategic, political
and economic importance for the Republic of Macé&alon

The project for refurbishment o the M-1 highwaytémmationally known as
E-75) on the Katlanovo-Veles section, financed YT, is taking place
according to the plan. Currently only unforeseerativer conditions could
delay the completion of the deadline (31.10.200Hpwever, another
guestion raises — why this opportunity of closing highway (and this is for
the first time that in Macedonia we have closechhigy section) was not
used to simultaneously upgrade the road itseliias necessary to evaluate
the situation and manners and funds were suppasdze tidentified for
rehabilitation of the road. This would have resillte cost-efficient, safer
and quicker solution (working without traffic). Thealization of asphalt
works “under traffic” is significantly more expensij less safe and slower.
The second closure of the traffic on this sectidlhagain cause problems in
the traffic and produce losses from uncollected todlg (according to some
estimates, because of non-collection of pay tallshis section the National
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Budget lost over 2 million euros only in the periddnuary-September
2007).

The transformation of the public enterprise “Maceda Railways”
continues. One more phase of this transformatios fwashed with the
division and registration of the two new publicemptises (public enterprise
“Macedonian Railways — Infrastructure” and publiterprise “Macedonian
Railways — Transport” joint stock company, ownedtly state). So far this
transformation takes place without significant peots but the resistance to
change should be expected when the Study for Gfisieacy and
reduction of the number staff is developed, esfigorhen it comes to its
implementation.

The continuous introduction of changes in the woirkhe State Authority
for Geodetic Works (DZGR) started to become its mgature. This
Authority reduced its prices by half, it continuds improve its
performances by increasing the accuracy (more &@@0 cases from the
backlog were resolved in the first 9 months) arelnbw Law on Cadastre
has been developed. In accordance with the latesids, tender was
announced for development of new centralized Ceaslasystem where
every citizen will be able to access all data andaise through the internet if
he/ she filed a request as well as check its a=atd of ownership (by
entering his data and the personal identificatiomber).

During the reporting period the third mobile opera¥IP started its work.

This operator provided significantly better moltiédephony services from
the existing ones (prepaid service). There was ptaeaction by the other
two mobile operators so the citizens were ablestd the advantages from
the competition.

In the last 9 months there was an increase in timeber of passengers on
the “Alexander the Great” airport in Skopje by 15%mpared to the last
year. It is important to mention that other airgarthis region does not have
such perceptual increase if we know that in therafperange of 200

kilometers there are seven competitive airportswéier, there are still

comments about the services provided to the passength the existing

capacities. The terminal building is small, thelkgpag place is small, etc. If

we aim for the “Alexander the Great” airport in Pk® to become

significant airport in the region we must providglter level of services to
the users.
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Very important for the further success of the Goweent Program for

realization of reforms is the administrative capadio implement the

activities set. Political will is necessary as wadl involvement of the wider
political front — joint actions by the position an@position. It is necessary
that the Government and the Agency for Civil Setsagstablish working

group that will include also experts from the oppos for implementation

of the administration reforms. The administratioeforms should be

managed and owned by the Government, not by fogzigjects.

The relevant bodies should resolve the main prolleemh happens on the
road of the fiscal decentralization process in Republic of Macedonia —
How can we make the fiscal decentralization be ist&st with the financial

consolidation of the municipalities? This meang tha municipalities must
be sufficiently strong and financially capable tow that they have better
capacities from the central government to realzeldcal needs. In order to
verify the fiscal strength of the municipalitiesetrelevant institutions in the
upcoming period must carry out overall evaluatidérine real effects from

the decentralization so far — on consolidated I¢oeInational level) and on
individual level (for each and every municipalityepsrately). The

Government should be able to act for adequatelfsmasolidation of the

municipalities and their empowering for realizatiaf the remaining

segments in the decentralization process — buildl @evelop the total

capacities of the municipalities, facilitation dfeir mutual cooperation and
their preparedness for the EU standards.

The initial actions of the governments should beuged towards changes
and adjustment of the laws that regulate the wadrkthe local self-
government units to the modern systems for fisegledtralization as well
as towards gradual departure from the system a@néimg of the public
local institutions with the so called block grafrism the National Budget.
Here we are speaking about changes in the: LawropeRy Tax, Law on
Communal Tax, Law on Personal Income Tax, Law @Gty of Skopje,
etc.

Since the manner of allocation of the dedicated 88 the National
Budget of the Republic of Macedonia for recondiiat of differences
between the municipalities proves to be incorrect @ounterproductive due
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to several reasons, it is necessary for the retemsathorities to identify

alternative manner for more efficient realizatidrttos objective. Finally, it

is necessary in realizaty to realize as soon asilgesthe issuing of
municipal bonds as a manner of securing funds tanfie capital

investments in the local self-government units abering the fact that there
is no local self-government unit in the Republidwdcedonia that would be
capable to implement more serious investment preygbout taking loans

or without issuing bonds. The alternative solutionrealization of this goal
is to improve the public-private partnership sysfemnvestments.

In the area ofndustrial policy, the Government should regularly monitor
the implementation and realization of the deadlin@s the Program matrix
for stimulation of the investments. From, condidty speaking,
preparatory part of development of strategies amclichents it can be felt
that progress is made in moving towards operatiaealization and
implementation through developed action plans widlgarly identify the
responsibility and the target dates (such as, fample, the Program for
stimulation of investments).

Macedonia still needs some time to achieve fulliamofor the securities
market, combined with sustainable fiscal disciplarel long-term political
stability, enabling the country to achieve investimating. The good rating
will attract foreign investments that will additialty improve the economic
climate in the country and improve theancial system of the Republic of
Macedonia

The recommendation in the areakabwledge based economig that much

more attention must be paid to increase the butigeds available for
science, development and research. Very imporgarhe second half of
2007 since the budget process for 2008 is in fagksl. If the intention is to
increase the Budget allocation for these activities Ministry of Education
and Science and the Ministry of Economy would hevelevelop specific
programs and the Ministry of Finance approve funds.

In this regard, in order to have maximum use offtimels from the Seventh
Framework Program for Research of the EU it is ss@g to implement
campaign that will be focused on the companiesgnsific-educational
institutions, associations of citizens and thezeitis that will inform them
about the opportunities provided by this progrard parocedures to apply
for finances in the frames of this Program.
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Since extremely important for successful use offthls of this program
will be the cooperation with institutions, companiand associations with
the EU member states and other candidate counsigport is needed in
the realization of this cooperation by the MinistfyEducation and Science.

The Government of the Republic of Macedonia shosden identify
mechanisms that would stop the agony of postpooiragloption of the new
Law on Higher Education. If this is not done asrsas possible than once
again the changes in the area of education thaavaagted so much will be
postponed and the public universities will continaée in a less favorable
position compared to the private universities.

The lack of coordination between the Ministry ofugdtion and Science
and the local government will intensify in the uptng period the problems
between the central and local government. This aailitinue to be reflected
in the further drop of quality of the elementaryla®condary education.

In the area of improvement of quality of educatibis also necessary to
have consistency in the implementation of actigitieat have been started
regarding external assessment and introductiontate sMatura. In this
regard it is very important to implement campaign promotion of the
importance and effects from education, focused tdsvgarents, teaching
staff, students and public. It seems that the alesehthese activities is one
of the reasons because of the current resistamaads introduction of the
state Matura and other innovations in the education

In the area ohgriculture it is necessary to adopt the law and the national
strategy for agriculture and rural development @snsas possible because
these are the key documents for implementatiomefagricultural reforms
that will bring Macedonia closer to the Europeanddnand enable use of
funds from the preaccession funds.

As a candidate country, Macedonia should do anlohé area of agriculture
to harmonize with the EU agricultural policy. Besithe laws it must reform
the state administration, including the Ministry Adriculture as a leading
institution.

Regarding the allocation of agricultural land ire thpcoming period it is
necessary to pay special attention on the conftriieocontracts signed. The
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slowdown of the Credit Fund should be resolvedhm tpcoming period in
order to successfully use favorable loans for #menérs.

In the area oforeign affairs to receive invitation for NATO membership in
2008, maximum lobby efforts are necessary, achieternal political
consensus on the reforms as well as additionaktefio the process of
resolution of the name dispute with Greece befareision is made for
invitation to Macedonia to join NATO, which can bee of the obstacles
for such invitation.

In the same time, the Republic of Macedonia mustioae the fight against
terrorism which can be one of the key factors feergual invitation for
NATO membership.

The Government o the Republic of Macedonia shoubshticue its
constructive policy in the process of resolution tbé Kosovo status,
continue to support the plan of Marti Ahtisari aadi/ocate that it is against
any withdraw of the borders, which is one of thengple of the modern
international law and UN Charter principle. Pledpitis not enough, but a
demand of hard guaranties for not changing thedysrd

Since the Government is ready to discuss with thy@osition in trying to
resolve the reform barriers in thediciary , mechanisms must be identified
and resume the discussions and negotiations ir tdaalize the Judicial
Council.

The late judicial reforms are direct product of romoperation between
position and opposition parliamentary political tps regarding the
establishment of the Council. It was, and stillasg of the key remarks of
the European Commission and NATO. We need to tate account and
consider very seriously that this situation is nfested as a lack of dialogue
between the Government and opposition and the &ickood will to
implement the necessary reforms.

In the area ohealth it is urgently needed to start the implementatibthe
reform activities in the stomatology: as it wasealty said, no activities
were undertaken in this area so it is not posdiblevaluate the risk from
implementation/ non-implementation of these adtsit
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In the context of drugs, in the field of pharmadesiit might happend the
Health Fund to compensate the lack of co-finanéomgirugs with increase
of the co-financing for the more expensive drugs.

It is unknown whether the Ministry of Health hasygslan for training of
the health professionals that would be operatirgettpuipment expected to
arrive in the hospitals in the upcoming period.

In the area ofransport and communicationsit is evident that there is no
greater investments in basic assets in the publitos For example, the
financial structure for construction of the ringadoaround Skopje: from the
total funds necessary, 72% came from the Europeank Bfor
Reconstruction and Development (EBRD) and 28% fr&@uaropean
Investment Bank (EIB). The funds necessary for eppation and
supervision over the construction works are secureth the National
Budget of the Republic of Macedonia.

All Governments so far were committed to finalihe toad infrastructure in
the Republic of Macedonia by using the concessiodehbut this was only
through declarations, expecting that they will reeeroads but invest no
money. However, after scanning the complex condltimr concession they
immediately withdrew. The current Government shous#® the previous
lessons of omissions made from the former Govertsremd make positive
step that will be applied in the approach to thecessionaires.
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Annex 1 Methodology and purpose of this Report

In order to include the most significant achievetaesf the Government in
the above mentioned areas we monitored the aesvitindertaken by
several institutionsthe Government of the Republic of Macedonia, the
appropriate Ministries, various government servjclegreaus, government
agencies, state enterprises, the Parliament ofRepublic of Macedonia,
etc.

This report, same as the previous two reports, aomgrovide an overall
picture on the reforms planned and realized by Geeernment through
constructive and comparative analysis of the Acktan of the Government
and the implemented activities. The main ideaas the citizens continue to
be informed in details about the political initis and activities of the
Government, against the analysis published.

We hope that this two-month Report, in which aduded expert analysis
of the work of the Government and the Ministriesll werve as usefull
cognizance for reexaming its work and for its imymment.

This two-month report continues to monitor the pesg in implementation
of the programs and reforms of the coalition Gowsnt of the Republic of
Macedonia by evaluating the risks from insufficient non-quality

implementation of each of the areas included inRbport.

The third Report for the “Leadership Monitoring”opect of the OHRID
Institute for Economic Strategies and InternatioRalations includes the
time period August-September 2007 (these are thethmoin which the
Government of the Primer Minister, Mr.Nikola Grukwsis exactly one
year in power).

In this Report the basis to evaluate the perforrasrad the Government is
the Program for Work of the Government of the Réiputit Macedoni&’,
developed in September 2006. Most of the contetttisfProgram is related
to the steps necessary in the election program NR®@-DPMNE -
“Rebirth in 100 Steps” but there are also additifnasn the pre-election
programs from other coalition partners. This pragia the basis platform
for work of the Government in its four-year mandate

9 This program is the basic action platform of thev@ament it ins four-year mandate period
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The monitoring is carried out by the followung h@dlependent experts that
covered their respective areas of proven expertise:

- Tome Nenovski, PhD, Fiscal and monetary policy

- Marjan Nikolov, MA, Trade and industrial policy

- Snezana Mojsoska, MA, Knowledge economy

- llo Trajkovski, PhD, education

- Ljupco Toshev, MA, Agriculture

- Vasko Naumovski, MA, Foreign affairs

- Dushko Stojanovski, PhD, Internal affairs

- Jaroslav Karandzinski, MA, Health

- Goran Mijoski, MA, Transport and communications +
Sport

The expected outcomes and benefits from the "LshgeMonitoring"
Project for the Macedonian society are multuples ain expectation is
that the Government accountability towards the igubill be increased, its
measurement and evaluation and also making suréhh&overnment uses
this reports as a tool for greater developmentmndress. Overall, the
monitoring reports are expected to contribute fttdy democratic climate
and improvement in Macedonia.
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Annex 2: Methodology

This Report is based on the approach and analyftiaalework that were
elaborated in the previous two reports for monitgrof performances of the
Government of the Republic of Macedonia in the srliareas. The expert
reports were developed on the basis of the generathodological
framework set in the “Leadership Monitoring” Prdjewhere the main
purpose of the Project is to monitor the reformghef Government of the
Republic of Macedonia. This report is result of threowledge acquired
from monitoring the activities undertaken by the v&mment of the
Republic of Macedonia in particular areas in the-twonth period August-
September 2007.

In accordance with the previous two Reports, thisitReport is structured
so that it is focused on the following:

Activities implemented during the reporting period;

Providing answer to the question: what remainsetarplemented
i.e. what is not yet implemented or not yet finidhe

Evaluation of the risk from non-implementation afrfcular
procedures is non-quality implementation; and

General expert ealution for the reporting period.

These are the main components of the expert repoatstructural sense.
The general Report of this project starts with gieaw and ends with
specific/ general recommendations.

The third Report is also focused on the activiteslized in the monitored
and analyzed period as well as on the activities tieed to be realized. At
the end each of the experts that developed therRppvided their opinion

for the issues realized and what remains to bézeshby providing specific

recommendations for the area.

The methodology used to develop the third repothéssame methodology
that was used to develop the first and the secepdrts. It is general and
unified methodology embedded in all reports produitethe “Leadership
Monitoring” project. It includes the following elents, tools and
procedures:
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Development of System Matrix for performance baseditoring;
Identification of initiatives planned which, accorg to the System
matrix, should be in the process of implementatiothe reporting
period;

Development of Questionnaire for collection of imf@tion on the
level of implementation of the initiatives planned;

Interviews with representatives from the publicivate and NGO
sector;

Analysis of information collected;

Development of Risk Assessment from insufficienhon-quality
implementation;

Development of Progress Repotr regarding the imetaation of
what was planned.

The ascertainments and assessments are based iofothwtion collected
from consideration of the available written matksriand documents but also
from interviews with experts and responsible ofiisiin the respective
institutions.

Before starting to measure the Government perfocemnn the period

August-September 2007, the experts were using Peaftce Based System
Matrix that was also used for the firs report, ially developed by the

OHRID Institute team. As a base for the Matrix, teperts used the
Government Program but also the election prograintkeopolitical parties

now members of the Government coalition. These irestrare powerful

instruments to evaluate the performances of pyistigects. They are being
successfully used by many countries in the world.

") $%%8& 93



Picture 1: Format of the Perfmance Based System Matrix
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Picture 2: The questionnaire

Picture 3: Form used to assess the risk from insufficienhomn-
quality implementation for one of the sectors.

*+,-./0 $%%& 1,2345

)

$%%&

95



96



Leadership Monitoring: Report from the performamaluation of
the Government of the Republic of Macedonia forghgod August —
September 2007

Published by: The OHRID Institute for Economic $tpes and
International Affairs

Address:

Dimitrie Tucovic 24
Skopje,

Macedonia

Tel: +389 2 322 44 57
Fax: +389 2 322 44 57
Web: www.oi.org.mk
E-mail: info@oi.org.mk

Opinions expressed in the written or electroniclmations do not
necessarily represent those of the Balkan TrusD&Emocracy, the German
Marshall Fund, or its partners.

B $%%& 97



