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In the period August-September 2007 the wide front of reform activities was
mainted by the Government and it continued to immglet the goals set by the
programs. Same as in the entire first year of fonaoig of the Government of
Macedonia in its current composition, as well ashis analyzed period, most of its
program activities in the analyzed areas were zedlientirely and with relatively
quick dynamics.

The activities already started in all sectors h@geimed — current projects and in this
period new activities were derived from the Progfamwork of the Government of
the Republic of Macedonia in its mandate periodé2R010.

By continuing the reforms already in place, the &owment of the Republic of
Macedonia, among other things, has emphasizecitsrdination for their planning.
The first set of reforms of the Government of thep&blic of Macedonia already
produce the initial results, by ranking the Repulolii Macedonia on the™place of
the Doing Business Study of the World Bank. Thissvespecially concerning the
implementation of tax reforms.

With these measures and activities, as well as with series of measures and
activities that the Government of the Republic cidddonia undertook in the recent
period, especially in the area of fiscal policye teconomic environment in the
country has significantly changed and the realratof positive results in the
economy has started.

However, the overall reforms in the Republic of Mdonia has been significantly
hurdled and inhibited with the scandalous eventhénParliament of Macedonia (on
25.09.2007) when there were conflicts between ths Niom DUI, DPA and PDP
that ended in threats to the politicians and playsattacks on the journalists. These
unpleasant events happened exactly in the periahgblitical consensus was being
built for election of the remaining five memberstloé Judicial Council.

The events that occurred in the Parliament andatteeks on the journalists did not
provide for good perception on functioning of themibcratic system and protection
of the media freedom, which are the important coowli for Euro-Atlantic
integrations. In the future it is necessary to edel any possibility for repetition of
such events and special care must be put on thelability of the media freedoms,
whose independence is the key for functioning bl@mocratic systems.

The political turbulences that are taking placetloa political stage in Macedonia,
caused by the scandalous events in the Parliarhamt caused slowdown of the
reforms and of the accession process to EU and NAl@se events also caused
slow down of the Parliament activity so the congatien and adoption of the reforms
has been postponed for the upcoming period.

In the area offiscal and monetary policy the reduced taxes, increased financial
audits and implementation of the remaining admiatste-technical and audit



activities of the Public Revenues office (PRO) heasulted in significantly increased
flow of funds in the Treasury Budget, above theggutions.

This enabled smooth realization not only of thegpamnmed activities but also

undertaking of other activities of the Governmeinth@ Republic of Macedonia in the
various areas of economic policy. In the same thmeh yields enabled smooth start
of the significantly serious process of fiscal decalization in the Republic of

Macedonia.

All the above, together with the maintained maaror®mic stability of the country,

will enable realization of the planned rate of emoit growth of 5-5,5% in 2007 and
create solid basis to project even more dynamio@wic growth in 2008. In order to
realize such determination it will be necessarytfie Government of the Republic of
Macedonia to pay very serious attention on thegmessks which, if not reduced or
removed, could seriously threaten and even stoguheessful realization of the final
goal: implementation of strong economic reformsoagganied with permanent and
accelerated economic growth.

In the trade policythe reduction of fees in the institutions for stamtization and
accreditation and the Bureau for Metrology, as wasllthe subsidies for the farmers
are to be commended.

In the area of industrial policy there is slow pesp in the activities of BERIS
Project of the World Bank and the institutional dieypment of industrial policy but
on the other side there are positive shifts in ¢chester mergers as well as in the
development of SMEs (small and medium sized eris&gy through the incubators,
which is a good instrument for dialogue on cenliwakl level.

The Government advocates for increased investmaté @ the infrastructure, first
in the energy and telecommunications sector anthennext year investments are
expected in the roads infrastructure.

We can summarize in the areatrdde, industrial and investment policy that the
successful set of reforms was successfully focusethe following: introduction of
flat rate tax; simplification and making cheapee thdministrative formalities and
reduction of the corruption.

In this period, the sectors fdinancial and pension systemhave drafted several
Laws which some of them are already adopted byPdméiament of the Republic of
Macedonia and entered into force and some of thenmahe Government procedure
and have to be adopted in a very short time pefibé. Law on Payment Operations
was adopted and pending in Parliamentary procesutbe Law on Changes and
Amendments of the Law on Pension and Disabilityutasce. Pending in
Government procedure are the Law on Changes andnédments of the Law on
Emission of Bonds of the Republic of Macedonia Exenationalization, Law on
Changes and Amendments of the Law on State Audiy &n National Bank of the
Republic of Macedonia, Law on Changes and Amendsneinthe Law on Securities,

! Project: Business Environment Reform And Institutionaé®thening BERIS)
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new Law on Investment Funds, etc. All these adtisitare in the service of
implementation of reforms to improve the economication in the Republic of
Macedonia.

The Government undertook several steps towardseimmghtation of the foreseen
activities related to the increase of competitigsnef the Macedonia economy by
supporting its adaptation to the némowledge Economy which were foreseen in

the Government Program for 2006-2010.

As one of the most important steps in this direci®othe Government decision at the
end of August — VAT was reduced for computers, cot@p parts and computer

software from 18% to 5%. This is significant stepvards improved access of the
citizens and companies to the computers, whichtlaeemain tools for the new

knowledge economy.

The Government institutions also implemented tHong activities: reduction of
the VAT for computers, start of installation of theé0.000 computers procured from
Haier Company, adoption of the Strategy for IT fthe Judiciary in Macedonia,
implementation of the tender for wireless interregfional licenses, development of
National Registry for regulations, licenses, pesmaitd approvals.

The main attention in the area eflucation in this period was focused towards
finalization of activities related to the new schoear in the elementary and
secondary schools. There were initial successéiseirplan for introduction of nine-
year compulsory elementary education and some tieseklated to that, foreseen in
the “Rebirth in 100 Steps” Program and in the Goreent Program. With regards to
secondary education, the main challenge was tdveesioe problem with passing of
the state Matura. The educational authorities ooetito face the challenge of
continuation and intensifying of the multi-yearats to introduce the state Matura as
internationally accepted mechanism for control a@ndrease of quality in the
education. The rules according which the state Masiould be passed need to be
familiar for the students and their parents ini@ment of entering in High School,
and not during the end of the school.

In the area of higher education, there were severpbrtant activities but still the
Law on Higher Education is not adopted which furthestpones the deeper reforms
in this area. The last version of the Law for Higbhool was severely criticized by
the University professors, whereas the students'tdidve chance to see it. The Law
should not be brought without being viewed the msi@f those which this is meant
to.

The most neglected area in this period remaindaketthe scientific research. There
are no visible steps for faster progress and iateqr of the Macedonian science into
the higher education of the European higher edmcatnd research area — European
Credit Transfer System and Knowledge Based Europe.

In the last two months (August and September),ro#gg@ monitoring of reforms of
the Government of the Republic of Macedonia in d@nea ofsports and physical
culture, having the Agency for Youth and Sports as impleting authority, the
realization of projects is taking process with feiieed and new projects were also



started. The construction of sport halls is takparce in accordance with the planned
dynamics and there is some full realization alreadywo sporting halls were
commissioned and put into use which provides aulukii stimulation in realization.
Also started is the process of construction of &fly) football fields all over
Macedonia.

The changes and amendments of the Law on Sportsnatbe Parliamentary

procedure. Draft version of the proposed ProgrammDievelopment of Sports in the
Republic of Macedonia in the upcoming five yearsiqee has been developed. The
project for selection of national sports anthertaisng place successfully.

In the area ofagriculture and agricultural policy the specific level of pregs
continues in a sense of stimulation of developnoérihe agricultural production and
support for export of agriculture products by depahg strategy for development of
agriculture, regulation of the ownership title bétland, greater and more transparent
budget support for the farms, creation of condgidar favorable crediting of the
agriculture as well as improvement of the condgidor production of biofood.
Finally, the goal is to have improved infrastruetun the terms of irrigation and
systems for control of floods. Unfortunately, thésestill no progress in the terms of
adoption of the necessary law and national stratkyy agriculture and rural
development.

The foreign-political priorities have mainly suféer negative impact because of the
incident in the Parliament of the Republic of Mameid which also included the
members of Parliament (MPs) and the media were attswked. This attack was
strongly condemned by the EU and NATO. Other imgorarmoments in the period in
the area oforeign affairs is the recognition of the constitutional name ofdd@onia
by Canada — NATO and G8 member country as welhasstart of the 62 General
Assembly of the United Nations whose member igeh@er Macedonian Minister of
Foreign Affairs and Ambassador, Mr.Srgjan Kerim.

In the area ofudiciary , the reforms of the judiciary system have contthuetensive
activities have started in the new established Amadfor Training of judges and
public prosecutors. The Law for public prosecutstifi is not brought, so the election
of the prosecutors will be done in accordance withold one. The Judiciary Council
was not yet constitutated.

In the area ofinternal affairs the reforms in police are being implemented in
accordance with the Law on Police and reforms @énitibegrated border management.
The will to cope with the problems is evident adlvas the measures undertaken by
the Ministry of Internal Affairs and the Ministryf @Justice and their respective
organizational units in the area of fight againgfamized forms of corruptive behavior
and criminal activities that damage the foundati@fisany social and economic
system.

The campaign forfree health exams continues, now supplemented with

mammography and PAP testing. Frofhdf September the VAT for drugs has been
reduced to 13% which in reality means that the c&dn for the drugs is around 10%;

additional reduction of 20% is expected with the@mcement of new international

tender as well as payment of drugs with scale pnadirgin.
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In the upcoming period funds will be invested topmove the equipment status of
hospitals. The sum goes more than five times alblo®egrevious investments in the
health sector (in the last 17 years) and the eceipwill be selected on international
tender. Currently ongoing are the competitionsstdection of new steering bodies of
the healthy institutions that will be recruited rfroprofessionals that successfully
passed the test following the course for managene. medical map is still being

tested on the basis of recommendations received Gmbesalud.

The Ministry of Health continues the field researfcn identification of current
problems for he new concessionaires in the prikiagdth institutions. The frequently
asked questions in relation to privatization arelished and constantly updated on
the website of the Ministry of Health

The main packet of services in stomatology is $iding debated and it will be
published at the beginning of December.

The expert debate regarding the new method of parnre the hospitals, by
introducing diagnostically related groups (DRGSs) egpected to commence in
October.

In the area ofransport and communications the continued activities of the current
projects have resumed. Also some new projects Btarted with implementation.

The energy and consistency demonstrated by the rGmest of the Republic of

Macedonia for introduction of reforms in realizatiof the planned projects and
achieving positive results is every evident.

However, beside the determination by the Governmersome projects the activities

are progressing slowly than the tempo of reformgwkhe Government implements

very quickly. On the other side, there are acegitiaking place in accordance with the
plan.

Other activities that can be noted as importatihénlast period are the following. The
work of the third mobile operator “VIP” has startddhis improved the conditions for

the citizens in the area of mobile telephony. Thestruction works on the belt road
around Skopje are being intensified after the npaoblems related to expropriation

of the land were resolved. The sales for constuctof one thousand social

apartments in 14 cities have started by laying fthendations in Gjorche Petrov

(Skopje). The project for reconstruction of bridges the M-1 highway, section

Katlanovo-Veles already started with implementatiomd it is expected that soon it
will finish. The reforms in the Cadastre, beside fstummer holidays, have resumed
with full speed where the prices for services haenbdrastically reduced by half
which will produce greater benefit for the citizens



1.1.

Activities implemented in the reporting period

1.1.1.FIScAL pPOLICY

The main activities of the Government of of the &aj of Macedonia in the

period October-November 2007 in the area of fipodicy were mainly in the

following:
1) Relaxation (liberalization) of the fiscal policyn@ introduction of

significant elements that designate this policdegelopmental policy.

The reduced tax rates in the previous period,ribeesed financial audits and

implementation of other administrative-technicad aaudit activities by the Public
Revenues Office — PRO (more about this in the tetbw) caused significantly
increased flow of funds in the National Budget canegl to what was planned. We
have tendencies of realization of surplus in thédwal Budget which, in the present
phase of development of the Macedonian economynsanted and unplesantly
threatening pehnomenon. Therefore, the GovernmietiteoRepublic of Macedonia
undertook measures that accelerate the spendingnefpart of this surplus for
educational, productive and social purposes. Ipleanned to allocate around 40
million euros (2,5 billion denars) for different qmoses, the most important of which

are the following:

2 million euros were allocated to buy computersthiy students that
are on the final year of studies in all Universtief the Republic of
Macedonia. For this purposem, the Government of Riepublic of
Macedonia issued 11.000 vouchers that were giveayat® the
students in order to use them to buy computerswiiahelp their IT
education and training but also for better catchipgvith the teaching
programs on the Universities;

The Public Enterprise for City Transport “Skopje’asvgranted 4,4
million euros to purchase 45 to 50 modern bussestHe public
transport needs;

6 million euros were allocated for constructiontieé nothern stand of
the City Stadium in Skopje;

700.000 euros were allocated for reconstruction randernization of
the Zoo Garden in Skopje;

Around 1,2 were allocated for electrification andnstruction of
infrastructure necessary for the industrial zonBitola;

6 million euros were allocated for stimulation @ifsemployment of
the unemployed people (those that want to starh wtiiteir own
business);

3,3 million euros are allocated for finalization dhe “Boris
Trajkovski” spots hall;

1 million euros for construction of faecal drainaystem in Injikovo;
750.000 euros for the needs of construction obteroad (ring road)
around Skopje;

7 %&7



1,6 million euros for construction of the electtyciand computer
network in the schools in the frames of the “Corepuior Every
Child” project;
Around 5 million euros were allocated for constimctof 600 social
appartments.
These measures will increase the total cash flaws thcreasing the total
investments, the demand and consumption of goodssarvices in the
country as well as the number of employees in tunty.

2) During the Reporting period the Public Revenue$ic®factivities for
collection of the public revenues were intensifiettich can be summarized as
follows:

a) The Large Taxpayers Officepromoted the functioervges fro the
taxpayers” for quick and efficient responding tguires asked by the taxpayers and
has improved the electronic system for submissiame tax returns (around 60% of
the total tax returns submitted in the analyzedopigr The Office improved the
collection of taxes by undertaking activiites fasllection of the accumulated tax
arrears (8,9 million denars in September i.e. 8ionildenars in October). It selected
45 new large taxpayers that will be treated aseldaxpaers starting from thé' bf
January 2008 and it started to implement for thet fime “desk audit” of the large
taxpayers;

b) The increased direct contacts with the tax payekied that the high
percentage of realization of the VAT refund requbeappened within the legal
deadline of 30 days (71,81% in October i.e. 96,21%ovember);

c) The PRO Campaign for fiscalization (installatidrcash register machines)
of the taxpayers, supplemented by increased atatitenforcement of the Law on
Cash Payments, has resumed with the same tempalfof 1.074 such audits were
realized in the period September-October and a ¢6td37 decisions were adopted
for closure of the premises because of non-isswihgash register receipt when
selling goods or providing services;

d) The measures undertaken by the PRO caused impratesth collection of
the taxes from companies and citizens. The collieptélic revenues in October 2007
were 6,7 billion denars (41,63% more than what plasned for that month) and in
November 2007 they were 5,1 billion denars (10,84%e than what was planned
for that month);

e) Because of further capacity building of the PRQ ancrease of tis
efficiency in realization of the tax duties, curtlgrin Parliamentary procedure is the
Law on Changes and Amendments of the Law on Taxdelioe and the Law on
Changes and Amendments of the Law Public ReventigseOIn the Government
procedure presently are the proposals for Law ogidRation of Cash Payment and
the Law on Personal Income Tax.

3) Pursuant to the proposal by the Committee thaaates the compliance to
the legal criteria for transfer of the local setfvgrnment units in the second phase of
fiscal decentralization, additional 9 local selivgonment units (in addition to the 42
positively evaluated local self-government unit®rev allowed to enter the second
phase of this process. The remaining 34 municipalind the City of Skopje either
did not submit request to obtaining license of du meet entirely the criteria
necessary to enter the secdon phase of the fiscaintralization. The evaluation on
whether the criteria were met and, eventually, #rgry of these Local Self-
government Units in the second phase will be dartbé upcoming period.



The effective start of that decentralization phass on 1 October 2007. That
was the day when the transfer of sical competentiesh central onto local
governments started. These competencies are relatéidancing of the salaries,
remunerations and other allowances for the empkyedhe state schools, public
kindergartens, cultural institutions and other fampublic local institutions by using
the block grants from the National Budget. For pliepose of smooth realization of
the newly undertaken activities regarding the tiem®f these competencies, the
Ministry of Finance developed Instructions that evdistributed to the municipalities.
Some relevatn Ministries also developed methodekgy determine the amount and
manner of allocation of the block grants per indidal Budget beneficiaries.

However, the realization of this process facedoseridifficulties at the very
beginning, especially the development of plans gayment of the salaries and other
remunerations (contributions) to the staff in tlohaols for September 2007. The
main reason for this problem was the lack of orgamon by the Ministry of
Education and by some of the municipalities thaeed the second phase of the
fiscal decentralization process. However, the weakas were quickly resolved and
the best indicator for that is the smooth paymedrthe salaries for the schools staff
for October 2007.

1.1.2. Monetary Policy

The implementation of the main goals of the mornyepalicy resumed during
the reporting period:
a) Maintenance of the price stability;

b) Increased efficiency of the banking system by iasieg the audit
over the banks.

The main features of the monetary policy in the dbet-November 2007
period were the following:

- The stability of the prices was maintained. By gsihe existing
strategy of fixed exchange rate of the denar (& dbro) and other
macroeconomic factors, and without making any ckaing the
monetary instruments, the inflation rate in the iqubrJanuary-
November reached up to 1,9 %. Greater part ofiticiease happened
during the anbalyuzed period of 2007 when the Irgtaces have
increased by 4,2 % as a result of the mainly irsgdgrices of some
of the foodstuff (agriculture products, cooking, @fgs, milk, breead,
flour, etc.) and increase of the prices for oil aidierivates.

The modest reduction of the active interest ratehebanks (interest
rates on loans) continued. In October they werthatrate of 10 %
annually. The average interest margin of the bdr@lssmaintained on
the same level as in the previous period of 4, 9 %;

The increased use of bank loans for housing neagscbntinued in
the monitored period. This tendency was evidertheentire period
of 2007. The strongest reason for this increase tlage attractive
interest rates on which these loans are approv&do(annually) by
some of the banks;
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In order to increase the efficiency of the banksggtem and in accordance
with the new Law on Banks, the National Bank of tRepublic of
Macedonia adopted many operational decisions whigkluld mean
harmonization of its supervisory role with the neaw on Banks and the
supervisory Basle Il standards that would increéise security and
stability of the banking system in the country.

1.2. What remains to be implemented (activities noyet implemented or
finished)

The program activities of the Government of the i of Macedonia in the
area of fiscal and monetary policy are being im@atad with the dynamics planned.
This is especially concerning the activities in flsgal policy where the majority of
program activities are being realized with quiclgnamics than what was planned so
the Government of the Republic of Macedonia hastestato implement other
measures that will provide additional reform baasthat area of the macroeconomic
policy of the country.

However, the need for inter-agency harmonization tké standpoints
regarding the content of particular legal acts atiter regulations as well as their
harmonization with the IMF conditionalities, as Wwek the slowed work of the
Parliament of the Republic of Macedonia due to rip&rty non-agreements for
particular political issues, has caused that one gfathe planned activities was not
implemented in the foreseen timeframe. This is igaabout the adoption of the Laws
on National Bank of the Republic of Macedonia; FgmeExchange Operations; Law
on PRO; Customs Code; Law on Changes and Amendnoérifse Law on Tax
Procedure and the Law on Registration of Cash Patandll these and some other
laws that regulate the financial matters are ddaéed currently in the procedure of
adoption in the upcoming short-term period.

One of the more important and still not implemeraetivity in the foreseen
deadline is the postponing of harmonization of biase for payment of the social
insurance contributions and personal income tais process has been postponed for
2008 and it will be implemented in three phasestisig from 1st of April 2008.

What remains for the upcoming period (by the en&elfruary 2008 at latest)
is the drafting and adoption (by the Council of National Bank of the Republic of
Macedonia) the remaining decisions that will emfireeplace with new ones the
current decisions that regulate the supervisoryaamtit function of the National Bank
of the Republic of Macedonia, harmonized with thguirements from the new Law
on Banks and especially with the auditing Basktdhdards.
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1.3. Evaluation of eventual risks from (non)implematation of particular
procedure or from low quality implementation

Against the obvious positive effects that the messuand activities
undertaken so far by the Government of the Repuflidlacedonia will have on the
economy in the country, in reality there are certasks that could endanger the
realization of the programmed goals. These riskdts following:

a) Increased inflow of public revenues is greater agater which
strengthened the already existing tendencies gblsirin the National Budget.
Furthermore, these tendencies imposed to need trelollancing of the National
Budget of the Republic of Macedonia for 2007 (toe third time this year) in order to
identify new allocations and spending of this suspl

This phenomena of surplus revenues, on the présesit of development of
the country, is unwanted and unpleasantly threagert will “suck up” the liquidity
from the economy, reduce the monetary offer, redieeinvestments, reduce the
consumption (thus reducing the GDP as well), im@daunemployment and, finally,
deflation with all negative aspects it could have the present level of economic
development of country. In order to prevent thisnifrhappening, the Government
should resume with activities that are similar teyiously undertaken activities that
will reverse this process: accelerated spendinfp@fappropriate part of the Treasury
Budget for productive goals;

b) Beside the increased prices of some goods (oilplpdtread, flour, cooking
oil, milk, etc.) the maintenance of the price difihias one of the program goals of
the Government of the Republic of Macedonia, islengnted flawlessly. However,
this is implemented by using the regime of fixedlenge rate of the denar to the
euro as intermediary goal of the monetary politys lone of the main reasons why
Macedonia has high foreign trade deficit (on 31dDet it was 1.371 billion dollars)
which is constraining the realization of more sigmiat rates of increase of the GDP;

c) Serioes risk in realization of the program acgtof the Government of
the Republic of Macedonia continue to be the highes of the energy sources (oil
and electricity from imports). These are risks fohich the Government of the
Republic of Macedonia must identify solutions owhto reduce or mitigate them (if
they can not be eliminated) in order to avoid tireat on realization of the intensive
undertakings in the economy planned for 2008;

d) The process of fiscal decentralization in the Pipuof Macedonia has
started. In the very beginning there were particeganizational and personal
problems that must be resolved if the intentiotoisave smooth realization.

In the meantime, the authorities should resolve rii@n problem that is
occuring on the road of this process: How to malke fiscal decentralization
consistent with the fiscal consolidation of the neipalities? In other words, the
municipalities, on average, should be sufficiersisong and financially capoable to
manigest that they are better than the central (ovent in realization of the local
needs. However, in this moment there are numerousdmtal and vertical fiscal
differencies between the municipalities that cowich in the future into main hurdle
for finalization of the fiscal decentralization pess in the Republic of Macedonia.
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1.4. General evaluation by the expert for the repting period

The measures and activities planned in the areaomietary and fiscal policy
were entirely realized in the reporting period. tRarmore, in this period the
Government of the Republic of Macedonia adoptediipaneasures that were not
planned but conditions from the current economiaasions and tendencies in the
country, especially in the area of fiscal polidyat will result in further improvement
in the work of the economic entities.

With these measures and activities the economiad@mment in the country
has significantly changed. This was presented ¢owtbrld in the “Doing Business”
Report by the World Bank which ranks Macedonia lom 75" position in the world
(which is improved of 21 positions compared to theking in 2006) in conditions
established for doing business for the companies.

There is no doubt that the implemented measuresaatidities will yield
increased GDP for 2007 by 5-5,5%. On this pathGbgernment of the Republic of
Macedonia will face numerous risks that would haveesolve them. In this regard
the greatest danger is the increased flow of rea®no the National Budget and
creation of Budget surplus which could be a negathing in the existing phase of
development of the Macedonian Economy.

2.1. Activities implemented in the reporting period

The implementation of the Program for Stimulatidrinvestments in the Republic of
Macedonia for the period 2007-2010 has starteds Theans move from the
preparatory part — development and strategies amdindents towards operational
realization and implementation of, for example, gfregram matrix of the Program
for Stimulation of Investments. In this directiaine Government is encouraged to
regularly monitor the implementation and realizataf the deadlines in the program
matrix.

The CEFTA Summit was held in Skopje and Bosnialdedzegovina joined CEFTA.
The Government is increasing the subsidies forcatitiral products. In the area of
non-tariff barriers, the Accreditation Institutieras welcomed as a member to the
European Accreditation on 20 November 2007.

In the area of strategic documents (see the matregordinative body was established
that summarize the measures realized by all instits included in the program for

implementation and this body is about to develoReport. Also adopted were

changes and amendments of the Law on Technololidaktrial Development zones

in order to harmonize with the EU Directives. Thedtcession economic program
PEP 2008-2010.

Regarding development of industrial policy and ficat implementation of the World
Bank BERIS Project, it was slowed down. The stumlymheasurement of competition
indicators of the Macedonian industry/economy anpkd for the first quarter of 2008
(instead at the end of 2007 as it was initiallynplad) and the development of strategy
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for industrial policy will happen by the middle 2008. Positive step is the selection
of consultant that will develop the strategy.

Consultant was selected for development of Actitam For adoption of measures for
restructuring of the textile industry — gradual aepre from the loan work and
increased production of branded products as wdllrdiser economic development of
this industry. It seems that the cluster, as atrungent to increase the competition of
the Macedonian economy is taking roots from thednotup i.e. from the companies.
Special success is the wine cluster that partiegpaind secured EU funds upon their
project application they submitted. On 5 Decemherd was Regional Conference for
Cluster Regional Networking, following the initieé by the Ministry of Economy in
Skopje. There were four countries that participatddo adopted and presented was
the Tourism Strategy.

In the area of reduction of transaction costs, Seetor for Economic Policy and
Regulatory Reforms has finished the second pha#igeaegulatory guillotine and by
the end of this year it is expected that the Gawemt will establish Unique

Electronic Register of Regulations (EEEP) followimgoposal by this Sector
(although this was announced for September). Byetitk of 2007 the expectations
are that the evaluation of the RIA Regulation intpeiti be adopted.

In the area of improvement of investment climateC@ordinative Body for Social
Responsibility of the Companies (OOP) has beenbkstied in the frames of the
Economic and Social Council, in accordance withAlegon Plan of the Program for
Stimulation of Investments 2007-2010. The actisitié this body are supposed to end
by May 2008. Five economic promoters will be sdmbad by the end of 2007.

In the area of small and medium sized enterpriS®8Es) the innovation liaison
center is financed partially from the European Cassion and partially from the
Program for Small and Medium Sized Enterpriseshef Republic of Macedonia. It
will be managed by consortium consisted of the &eof “Sv.Kiril and Metodij”
University, Chamber of Commerce, Agency for SupmdrEntrepreneurship of the
Republic of Macedonia and other institutions. Tlisvery interesting manner to
organize the work where the expectations are teatcountability and ownership of
the Government will increase, as opposed to the@orecause some of the funds
were invested from the National Budget of the Rdéipubf Macedonia and the
management part is left on the beneficiaries (than@ber, the University).

The Agency for Support of Entrepreneurship of tlep@iblic of Macedonia continues
with the voucher system and with the active empleytprogram. A total of 500
business plans were selected that will be awardéud 20000 euros, in cooperation
with the Employment Agency. Currently in preparatis the Conference on the
opportunities to use the CIP Program.

Funds were approved to 34 companies for ISO and AfACertification through the
Program for improvement of the competitivenesshefproducts and services. Funds
were also approved for promotional materials amdést design of a product.

Currently in the pipeline is approving of funds loternet connection, evaluation of
the requests and their approval.
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In the area of stimulation of investments, Macedd@came member of the EURECA
Program in 2007 which created conditions for theneeic entities to apply with
innovative projects in cooperation with member daes of EURECA. Positive fact
is that, according to SEF, Macedonia is ranked igreup of countries whose
competition in the economy is moved from the thteahe efficiency, contrary to the
last years’ ranking in a group of countries tha¢ @ompetitive with the basic
preconditions. Worth to be commended are the tivéa for vouchers for the students
and the campaign to increase the awareness aleowudlie of the knowledge.

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

Regarding all these documents, it is a must thay thre accessible to everyone
interested (internet), even in draft versionshtitdd not be a problem to put the latest
version at the end of the day on the internet.

It remains to see the ex post implementation oftfi®ns plans of the programs.

It is expected that the business will undertakertile of initiators and creators of
functioning of the markets within the rules thatlwe set by the Government. In this
direction, it is necessary to commend the succeligewed by the wine cluster that
managed to secure EU funds for their projects.

In order to have efficient market economy is esgfcimportant to reduce the level
of corruption and bureaucracy and further fightiagfathese phenomena is expected
to continue.

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

The partnership relation towards the business camtsnand the citizens should
continue to be built.

We need to strengthen the outcome performance eniormance Budgeting.

Especially important for the success of the Goveminprogram is the administrative
capacity to implement the activities set. This rhairefers to political will and

involvement of wider political front i.e. involveme both by the position and
opposition. For this purpose, it is necessary fug Deputy Prime Minister for
economic issues and the Agency for Civil Servaatestablish working group that
will also include experts from the opposition fonglementation of administrative
reforms. These administrative reforms should be emlvand managed by the
Government, not by foreign donors or projects. phepose of this reform is not to
reduce the number of staff and/ or the salariescamdributions part in the National
Budget but they should be focused on the outpuis fthe administration work,
satisfaction of the people, transaction costs fosirless and introduction and
functioning of the merit system. The impact frone tincrease of administration
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salaries should be monitored and see the outcofrtbatomeasures, especially in the
area of more efficient work.

2.4. Overall evaluation for the reporting period

The evaluation is that the Government moves froaparatory part — development
and strategies and documents towards operatioadizagon and implementation

through developed Action Plans that clearly idgntife accountability and the final
deadlines. In the future period the expectatioesfar more intensive dialogue with
the business and the citizens as answer to theulstions provided by the

Government of the Republic of Macedonia throughBhdget.

3.1. Activities implemented during the reported peiod
3.1.1. Pension System

On its session on 2 October 2007 the GovernmetiteoRepublic of Macedonia
adopted the Proposal for adoption of the Law onuvtder Capital Financed Pension
Insurance with Law Proposal.

This Law is in the Parliamentary procedure on thenaa of the 78 Session of
the Parliament of the Republic of Macedonia.

The Primary goal of the volunteer capital finangezhsion insurance in the
Republic of Macedonia is the following:

The regulation of the volunteer pension insurandé imtroduce the legal
framework for organization into professional pensigchemes and harmonization
with the European trends. This accepts the Direativthe European Parliament in
this area which says that, because the socialansarsystems are under constantly
increasing pressure, the professional pensionsmalie and more play supplemental
role in the future. Because of these reasonsniecessary to develop the professional
pensions without asking the question of validitytbé pension systems for social
insurance in a sense of reliable, permanent anciesff social insurance that should
guarantee decent standard of living in the old age therefore it should be in the
very essence of the objective for strengtheninthefEuropean social model.

On the meetings held with Mrs. Tamar Manuelan é&stdirector of the
Human Resources Development Sector for Europe antt& Asia in the World
Bank in Washington and the director of the WorldhBaffice in the Republic of
Macedonia, Mr.Markus Repnik, the Minister of Lalamd Social Policy of the
Republic of Macedonia presented the use of furmin the World Bank loan in the
frames of the SPA_Project for implementation of social protectios ithe progress in
the pension system and social protection refortnvgas also discussed about the
project for conditioned financial transfers whishplanned to start from the middle of

2 SISP- Social Institution Support Programme
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2008 as well as for the implementation of the Japargrant that is put for
implementation of this Project.

3.1.2. Financial system

The reporting period (1 October — 1 December) issitered to be very short period
for implementation of some of the previously id&éad goals and these remain to be
implemented in the upcoming reporting period.

3.2. What remains to be implemented (activities noget implemented or finished)

In the area of the financial system the followirngj\dties are not yet
implemented:

The Law on Changes and Amendments of the Law annigf Bonds of the
Republic of Macedonia for Denationalization has rbemibmitted to the
Parliament of the Republic of Macedonia. The adwptf this Law is for the
purpose of extension of the deadline for issuingdsofor denationalization
(from 6 to 8 years) in order to finalize the decalation process. These
changes will enable realization of two additionalmigsions of
denationalization bonds.

Law on Audit was drafted that is currently in Pamientary procedure. It will
harmonize with the Law on Misdemeanors.

The Law on National Bank of the Republic of Macedowas drafted and
submitted to the Secretariat for Legislation inesrtb be harmonized. The
changes are done in order to harmonize the Law th#hESCB Statute and
the ESCB and ECE Protocol in order to define the functions, competes
and independence of the National Bank of the RepobMacedonia.

The Law on Changes and Amendments of the Law onribies is currently
in Parliamentary Procedure. This Law will enable banks and brokerages to
provide additional service for their clients — céwe securities which includes
opening and management of securities accountsligort€ in depositary and
other services related to securities as orderedhby client (payment of
dividend and/or interest, notification of the sheglers assembly, etc.). The
Law also introduced some changes with regards & Gommission for
Securities in order strengthen its position as sagery body on the capital
market. The commissioners were professionalizedcaiteria for introduced
for identification of the amount of fee that willebcollected by the
Commission for Securities.

The new Law on Investment Funds has been submitéte Government of
the Republic of Macedonia. The Law regulates in enatetails the
establishment and work of the these companies fanagement with
investment funds and provides an opportunity fer fitreign companies that
manage investment fund to open their subsidiarfepwing previous
endorsement by the Commission for Securities. Thiw will also regulate
the subject of work of the investment funds and lingtation of their

¥ ESCB- European System of Banks
* ESB- European Central Bank
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investments in order to reduce the risk from evankosses from very risky
investments that could jeopardize the interesiargie number of investors in
the Fund. The drafting of the new Law on InvestmEahds was towards
implementation of the European Union Directived tlegulate the companies
for collective investments in transferable secesitiThis Law is also supposed
to facilitate and stimulate the establishment effirst investment funds in the
Republic of Macedonia that will contribute towardsimulation of the
Macedonian economy through investments of the c@te money into
securities traded on the Macedonian Stock Exchange.

Also drafted was the Law on Changes and Amendmehtthe Law on
Supervision (Audit) of the Insurance. It has begbnsitted to the Government
of the Republic of Macedonia. The adoption of theswv is because it is
necessary to harmonize the Law on Supervisionefrieurance with the third
set of proposals from the regulatory guillotineoret.

The Law on Changes and Amendments of the Law orsi®enand Disability
Insurance with Law Proposal and the Law on ChamgesAmendments of the Law
on Compulsory Capital Financed Pension Insurandk iaw Proposal are still in
Parliamentary procedure (for the "6%nd 7' sessions of the Parliament of the
Republic of Macedonia). It is expected that the laawChanges and Amendments of
the Law on Pension and Disability Insurance withvLRroposal will be adopted by
the end of December.

The soon-to-be implementation of the volunteer tehgdinanced pension insurance
(third pillar) imposes the need for promotion abthystem in order to attract potential
founders of pension companies, beside the locaf@edyn financial institutions.

As a support of these promotional activities, extely important will be
inclusion of Government representatives from theviant sectors, especially from the
following:

Ministry of Economy;

Agency for Foreign Investments;

Ministry of Finance;

Ministry of Foreign Affairs and the economic attéshin the Embassies of the

Republic of Macedonia abroad;

The cabinets of the Ministers without portfoliosttare in charge to attract foreign
investments.

Action plan for promotion of the volunteer capitimanced pension insurance

(Third Pillar)
No. Time and place Time of realization
1. Zagreb, Croatia First week of November

Presentation before the Association of Croatjan
Pension Funds that manage the pension fungds in
cooperation with HANFA (audit/ supervisory
body)

2. Sofia, Bulgaria Second week of November
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Presentation before the Association of the

pension companies that manage the pensipn

funds in cooperation with KFN (audit/
supervisory body) and the Ministry of Labof

Ljubljana, Slovenia
Presentation before the Association of Pensj
Companies that manage the pension funds

well as before the insurance companies, in
in

cooperation with the Macedonian Embassy
Ljubljana.

Third week of November
on
as

Belgrade, Serbia

Presentation before the Association of Pensjon

Companies that manage the pension funds

well as before the insurance companies, in

cooperation with the Macedonian Embassy
Belgrade

Fourth week of Novembe
as

in

Austria, Macedonian Embassy in Vienna

Presentation before Raiffeisen, Erste, Graw

Wiener and other insurance companies, irj
cooperation with the Ministry of Foreign

Affairs and the economic attaché in Austrid

First week of December

-~

Germany, Macedonian Embassy in Berlin

Presentation before the insurance companies, in

cooperation with the Ministry of Foreign
Affairs and the economic attaché

Second week of Decemb

D

Holland, Macedonian Embassy in Amsterda
and presentation before the pension and
insurance companies, as well as in the Natig
Bank of Holland, in cooperation with the

Ministry of Foreign Affairs and the economic

attaché

mThird week of December

nal

Skopje, Macedonia, Ministry of Labor and
Social Policy
Presentation for the foreign Embassies
(Holland, Germany, Austria, Switzerland...)

Second half of November

Skopje, Macedonia
Promotional international Conference, in
cooperation with the USAID BEA Project or
SISP Project of the Council of Europe

First half of December

10.

Agency for Foreign Investments: include
information on the pension funds also

continuous

11.

Ministry of Foreign Affairs, Ministry of

Economy and Ministry of Finance: also inclu

information on the pension funds in their
international contacts

continuous
e

12.

The cabinets of the Ministers without portfol
for attracting foreign investments

o] continuous

13.

Government officials: include in the

international contacts information also abol

continuous

—

pension funds
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According to the conclusion adopted by the Govemmef the Republic of
Macedonia N0.19-5936/1 dated 2.10.2007, the MmiefrLabor and Social Policy
developed the Action Plan for Promoting the volenteapital financed pension
insurance in the country and abroad by including ttelevant Government
institutions.

In this direction, the Ministry of Labor and Sockdlicy, as policy maker of the
pension policy, in the frames of the SPIL Projeit wplement public campaign in
the beginning of December 2007 and during 2008s irtdludes intensive
promotional activities in the country as well asiegtion of the public and its
familiarization with the characteristics, opportiigs and rights from this pension
insurance. In the same time, the Ministry of Lalod Social Policy will dedicate
special attention in its regular activities on gr@stion of the third pillar
internationally, explaining the conditions for ddtshment of pension companies,
management with pension funds and other importamteat in the Law on Volunteer
Capital Financed Pension Insurance.

Starting from the % of April 2008, the PDIF Furtdwill be in charge to collect, audit
and allocate the social contributions to the remnagiriunds, electronically, for each
and every insuree separately. Starting from theflJuly 2007 the health insurance
contribution started to be calculated in the samanmer as the other social
contributions — on the minimum base of 50% from #iverage salary and starting
from the £' July 2008 it will be calculated on 65% from theegage monthly net

salary.

Since August 2007 in Parliamentary procedure agectianges and amendments of
the Law on Pension and Disability Insurance whicbvige the legal basis to the

pension Fund to collect all social contributiondieTharmonization of the Law on

Health Insurance and the Law on Employment and rémme in a Case of

Unemployment are currently in Government proceduRegarding the social

protection reforms, in the pipeline is the adoptioh the new Law on Social

Protection and Social Security which proposes nevormed system of social

protection in order to reduce the poverty.

3.3. Evaluation of potential risks from (non)implermentation of particular
procedures or from non-quality implementation

The implementation with insufficient quality is h@gming in the financial and pension
system. Changes and amendments are made to thieglasvs in a short time period
which is very important step in establishment offga framework for smooth
functioning of the two systems.

3.4. General evaluation by the expert for the repdmng period

In general, the Macedonian financial system maistastable increase but the
dynamics is not the same in all sectors. The firrhmoarket in Macedonia is still

created by the banks, the Macedonian Stock ExchahgeBrokerage companies,
saving houses, insurance companies as well amd¢e@simpanies. The banks are

® Pension and Disability Insurance Fund of the Republic ofeidania
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leading on the market as shown with the latestyaisaby the National Bank. The
interest rates are still very high but we have ewtdincrease in the savings and
crediting. The appearance of the investment funitissteer the capital market even
more and currently the information about them isvery low level.

The steps undertaken by the Government in thesrsecelated to the pension
system, are very evident. The adoption of the Laiv @nable development of
volunteer pension insurance on the basis of apteplegislation and inclusion of
good audit and supervision. The volunteer pensimurance enables inclusion of
large group of people in Macedonia. It enables temtdl saving for retirement. The
regulation of the volunteer pension insurance algo introduce the legal framework
for organization of professional pension schemed &armonization with the
European trends. This will also mean acceptancéhefreasons stipulated in the
European Parliament Directives which say that,esithe social insurance system is
under constantly increasing pressure, the profeakipensions will more and more
have supplemental role in the future.

The evaluation by the World Bank experts aboutglesion system reforms is that
these reforms are one of the most successful reformplemented in this country and
in the region.

For the purpose of better promotion and attraatibforeign funds for the third pillar

of pension insurance, very positive is the campaifithe Ministry of Labor and

Social Policy and the Agency for Supervision of t@apital Financed Pension
Insurance that develop promotional material (roao\wg that will include important

information about the third pillar concept andiitgplementation.

The progress in the pension system reforms is ngoum In August 2007 the three
Funds signed Cooperation Agreement for upgradehef doftware for electronic
collection of the contributions and will exchangé&rmation.

We must point out that great contribution in thevalepment of these reports was
done by the teams for pension and financial systethe Republic of Macedonia, as
part of the Government reforms, and their transparend agility are on a very high
level.

&

4.1. Activities implemented during the reporting peiod

We can identify numerous activities in the Progrion Work of the Government
2006-2010 that are towards support of adaptatidheRepublic of Macedonia to the
new knowledge economy. The following issues arbeeiimplemented or in the
process of implementation:

) Establishment of Ministry for IT Society

) Interim use of internet
) Massive basic IT courses
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) Full computerization of the schools
) Promotion of the cashless payments, paymebtisiness and-Government
) Wireless installations for internet on the entegitory of the country.

Many things happened during October and NovembeO72Q@hat meant
implementation of measures regarding the aboveipsland measures. The progress
in this area can be evaluated as good.

The goal “Establishment of Ministry for IT Societgan be evaluated as met since
there is Minister in the Government who is dedidaselely on that issue and is

successfully functioning in his cabinet. The Goweemt also announced

establishment of Secretariat for IT Technology.

Regarding the interim use of Internet, the progfamprovision of conditions for

interim use of Internet continues. At the beginnafgOctober Internet clubs were
opened in Gevgelija and Kriva Palanka. The next isnplanned to be opened in
Kochani. If this activity proves to be successtbe Government plans to intensify it
in the next year.

Regarding the realization of the goal to incredse wise of computers and their
popularization, the Government implemented activity award vouchers to all

students that are in the final year of studies. Vakie of each voucher is 12.300
denars that can be used to buy computer. This asllext initiative and it should

resume in the future as well. If we take into actdhat the prices for computers in
Macedonia were reduced because the VAT tax waseedinom 18% to 5% and 125
scholarships for IT students were awarded, we @antbhat the Government is
successfully working towards bringing closer thetéthnology to the citizens and
make it more popular to use.

The computerization of the schools resumed as pthnit was harmonized with
“Haier” — the implementing company that won the tcact. The implementation was
smooth and no significant problems were noticed.

With regards to promotion of the cashless paymeantsysiness and e-Government,
the Government undertook numerous activities duBotpber-November 2007:

Acceleration of activities related to developmerit National Registry of

regulations, licenses, permits and approvals. Registry is being developed
in cooperation between the Sector for Economiccdyodind the regulatory
reform in the frames of the General Secretariathef Government of the
Republic of Macedonia, and the USAID. The plansthet this Registry will

become operational by the middle of 2008.

Second successful implementation of the use ofreleic application used for
allocation of transport licenses by the Ministry dfransport and

Communications.

Initiation of implementation of the Strategy for ITechnology for the

Judiciary 2007-2010.
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Adoption of a new Law on Electronic Commerce. Thésv was adopted in
urgent procedure since it was one of the importaws for EU integration.
Still, many experts are reserved regarding its é@mantation in reality.
Because of this it is possible that the Law cowdchanged in the future.

No intensive activities were noticed in the perfddtober-November 2007 regarding
installation of the wireless Internet on the temytof Macedonia.

Very positive event during the reporting perioddmtober-November was the joining
of the Republic of Macedonia to the Program for petition and innovations of the
European Union. Macedonia and Croatia are the dogntries that are not members
of the European Union but they are members of Rincgram. Although from initial
perspective the assistance from this Program weilsimall, it could open important
perspectives for large number of the technologicaitensive companies in the
Republic of Macedonia.

4.2. What remains to be implemented (activities notet implemented or finished)

Activities that should be implemented in the upoagnperiod in the mandate of the
Government are the following:

Increase the Budget allocations for science, rekemnd development
Improved flow of knowledge between the Universitesl the private sector
Establishment of Center for education of managers

Introduction of the lifelong learning

The Budget proposal for 2008 foresees increasextadibn of funds for science,
development and research. The main problem inattda is the insufficient capacity
of the Ministry of Education and Science i.e. tteeSce Department, to administer
the increased funds.

The lack of activities in other areas is becausgr timplementation is a long-term
activity. More attention should be put to theseaara the future.

By the end of the year the initial shape of thegpams for introduction of the
Lifelong Learning concept will be visible as wedl the shape of the program for mass
training of the population in using computers.

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

In this regard, there is a need to implement cagmp#hat will focused towards the

companies, scientific-educational institutions,ilcassociations and the citizens that
will be informed about the opportunities providegthe fourth framework program

of the EU for research as well as the procedureggplications for financing in the

frames of this program. Since very important foccassful use of the funds from this
program will be the cooperation with institutionthe companies, firms and

associations from the EU member states, as wedlloas other candidate countries,
support is required by the state institutions iteorto achieve this cooperation.
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In future it will be necessary to work more intergdy on the improvement of the
knowledge flow between the universities and thegte sector as well as establish the
Center for management education.

4.4. General evaluation by the expert for the repting period

The Government resumes its intensive work for imaetation of the Government
Program 2006-2010 in the “knowledge based econochgpter. We can ascertain
that the activities foreseen for implementationhmtyear, to year and a half, are
currently being implemented with full speed. Whamains in the future is the
implementation of projects that will also requirgnanistrative reform and serious
input by the state administration. In order to sssfully implement these Projects,
the Government would have to work on capacity bogaf the administration and its
motivation to get involved in the efforts for adatn of the Macedonian economy
towards the modern knowledge economy.

5.1. Activities implemented during the reporting peiod

The analyzed period is a very specific one. Comma@dme educational
activities are condensed due to the start of thwacyear in the elementary and
secondary education and the start of academiciye¢he higher education.

Regarding elementary education, the main challevagethe continuation of the
activities related to the start of nine-year edwcatthe introduction of English
language as compulsory in the first grade of el¢argneducation and some other
activities. This complex process was started andimoed successfully without any
visible problems. It is worth to mention that instiperiod some positive effects were
felt from the employment on contract basis for ab00 teachers (around 500 in the
elementary and 200 in the secondary schools) ipr&ous month.

Regarding secondary education in this period (&ilwas especially the case
in the first month) the main attention was focustmvards resolving the
demonstrations of the secondary school studenthédnfourth — final year of the
secondary education because of the state matwiaergent. At the beginning of this
period the educational authorities were faced Wwitbe demonstrations that started in
the previous month. However, at the end of thisoperthe period not only ceased
but, contrary to what was announced, the interesttlie trial state matura was
expressed by huge number of secondary school ggid€his is an indicator for
quality management with the problem.

Similar positive processes were also initiatedhie higher education. The most
important fact here is the decision by the Goveminoé the Republic of Macedonia
to award every student in final year of univers@tydies with voucher of 200 euros
that can be used to by computer. A total of 10@@@chers were awarded that has not
only educational implications but also hasy positive impact on the movement of
the IT technology market in the country. Thankshis campaign, two million euros
that were secured by the Government for this p@@dso mobilized in this economy
sector additional funds that were added by theestisdand their parents to buy
updated computers. It was interesting (and siiltassee the interest in the shops for
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IT equipment that was expressed by the interesteenps and their children assisting
each other in the procurement of computer. Oveghking, this step was welcomed
by the public and it also created expectationghlergenerations of students that will
be in their final year of studies in the next year.

About the plans to raise the IT education and im@rdahe educational
background in order to build Macedonia as IT sgtietorth to mention is the
successful finalization of the scholarship coursmpetition for 125 IT students.

Regarding the legal initiativeso special activities were registered in this paribhe
procedure in the Parliament of the Republic of Miacea for adoption of the Law on
Higher Education has not progressed. This has ivegampact on the realization of
one part of the activities foreseen in the Progodrh00 Steps in relation to the higher
education — its integration in the European Edooati and Research Area.

In the area of investments and novelties in educatibeside the above mentioned
investment of 2 million euros awarded in a formvofichers for the students in the
final year of studies, the Government i.e. the RriMinister himself publicly
promoted the commitment from the Program for Rebimt 100 Steps for realization
of reforms in the education. It was announced thataround 6.5 million denars are
planned to be allocated from the National Budget2f@08 that will be used for two
significantly important and urgent needs of thecadiwnal system: procurement of
new school benches and reconstruction of the saitethe schools.

This initiative was positively welcomed by the pabBeside its program base,
the initiative was supported with quality inforn@ti on the alarming situation in
which most of the schools at the moment are, regguithe situation with the school
furniture and toilets. The State Sanitary Inspettodid some controls were 90% of
the schools have inappropriate toilets. A totaB8® schools were controlled and 280
of them did not meet the basic hygiene conditi@ecause of that, the inspectorate
even issued orders to close several educationtitutisns before the start of the
school year.

Improvement of the educational qualityAs it was mentioned in the previous report
about this issue, the key topic was and remainebdetdhe manner in which the
educational authorities managed the demonstrafisoroe of the students in the final
years of secondary education regarding the stateremalhe passing of the state
matura as proven European mechanism to improve ethecational quality is
important element in the “Rebirth in 100 Steps"gyeon and in the Program for work
of the Government, of the Ministry and other indtdns in the area of education.

From this aspect, the educational authorities undkr measures and
successfully coped with the problem with countdéoma requests by some of the
protestors and by some of the political factorghim country for postponing and even
abolishment of the state matura.

In parallel with this, activities are implementedarder to improve the quality
of education, in accordance with the program gaals$ in the context of the current
needs of the nine-year education. Also undertakeneatensive undertakings for
development of new teaching programs in the subjettthe second development
level (from V" to VI™ grade of elementary education).
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Increased competition in the educationThe new University in the city of Shtip

started to work in the first month of this peridthis achievement is important not
only to increase the competition in the educatiom ib also has great civilization,

social and political values. It is contribution tasds decentralization of the higher
education, contribution towards regional developmef the Eastern part of

Macedonia and also has great positive social iraptins in order to reduce the costs
for studying of many families and young people. Tdgening of the new state

University made the higher education more accesdibllarger number of young

people in Macedonia.

5.2. What remains to be implemented (activities noget implemented or finished)

Special attention must be paid on the adoptibthe new Law on Higher Education.
This will create normative institutional base topiove the situation in this area and
to include Macedonia in the European Area of Knalgke The adoption of this Law
will improve the overall material situation and thiguation with staff on the public

Universities in the country because not much wasedor them. This is condition

without which it will impossible to have quality ecation and to entirely meet the
program commitments to raise the quality of edaratind increase the competition
in this area.

Related to this is the need for important initiatin the area of arrangement and
financing of the scientific-research activitiesiags foreseen in the “Rebirth in 100

Steps!” Program by the end of 2007. Regarding dhisstion especially important to

find appropriate legal solution for the place anénmer of organization of the

scientific institutions and the scientific workgeneral.

Since this is the final Report in 2007 and is depel in time when the Budget for the
next year is planned, it is important to emphasihat what remains to be
implemented are series of other activities stimdaboth in the “Rebirth in 100
Steps!” Program and in the Government Program fankvior the period 2006-2010.
Here we refer to activities related to stimulatioihcompetition in the educational
sector by evaluating and ranking the high educatiamstitutions in the country by
independent body or company; better relations batwee local faculties with the
appropriate faculties and institutions abroad irfoem of international projects,
exchange of students and teachers and similarsfénao project financing of the
higher education and the scientific research, atirg of well known world
Universities to open their offices in Macedoniagation of Academy for Managers;
development of virtual library with free internetcaéss to the most important text
books in the elementary education; etc.

Evaluation of potential risks from (non)implementaton of particular
procedures or from non-quality implementation
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We can recognize several general risk factors énafea of realization of the goals

and activities planned in the area of educatioredsence, they are extra-educational.
For example, we have the intensifying of the protdebetween the central and the
local government, in the context of the generakdéalization process; Secondly, the
overall defocusing of the public interest from #ubucational issues towards security
issues because of the events in the vicinity, eitbevards issues related to the

Europe-Atlantic integration of Macedonia. Besides#, there are no other risk for

implementation of the activities that are alreatyrted and planned in the area of
education.

5.4. General evaluation by the expert for the repding period

The overall evaluation for this two-month periodhat there is continuity of the
reform activities of the educational authorities the purpose of realization of the
program goals and that they are upgraded or impitadewith several innovations. In
this period —because of the specific period of ytear — the educational issues (and
related to them the activities implemented by ttecational authorities) were in the
focus of the public interest — because of the etriknd demonstrations and their
management. The realization of this plan is in edaoce with the program goals and
plans included in the appropriate program documents

From overall perspective, beside the numerous ristiuences, still the strong
tempo of implementation of the promises for accahl# leadership was maintained.
We also had introduction of numerous noveltiesifioprovement of the quality and
competition in the education.

If we assume that the current activities in relatio the planning of the National
Budget of Macedonia for 2008 will finish as it iepned and desired, and if we also
assume that the policies and programs in this éaed the general ones) will be
implemented with higher level of taking into accotime relevancy and resistance to
the change in the environment, we can say thatarlast one year (which is the first
year of this leadership) solid conditions were legthed for full implementation of
the promises from the “Rebirth in 100 Steps!” Pamgrand those included in the
Government Program for the period 2006-2010.

6.1. Activities implemented during the reporting peiod
“Construction of 35 sport halls” Project

The realization of the Project “Construction of 8port halls”, being the
largest project in the area of sports, is takiragelin accordance with the plans of the
responsible institutions (The Government of the idip of Macedonia) and the
Agency for Sports and Youth (AMS).

So far 2 sport halls were commissioned and put us@® and 15 more are in
construction phase.

According to the plans, it is foreseen that sevemate sport halls will be
commissioned and put into use by the end of thas.ye

“Construction of 50 auxiliary football fields” Pregt
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The project for construction of 50 football playifiglds is second by its size
and importance realized by the Agency for Sport$ éauth. The total value of this
Project is around 7,7 million euros.

As on 30" November 2007, the construction works have stastel locations
all over Macedonia (Prilep, Sveti Nikole, Gradskeankovce, Gjorche Petrov,
Gostivar, Bitola, Probishtip and Mogila).

These football fields will be of grass-type, witiménsions 120x80 meters,
fenced, well lit, with changing rooms and mountistgnds and the finalization of
construction of the first football fields is expedtduring 2008.

Changes and amendments in the Law on Sports

The Agency for Sports and Youth submitted an amemdro the changes and
amendments of the Law on Sports. This amendmenipgposed to make regulate the
status of meritorious sportsmen, and also regtifeeawarding of the national sports
recognition and acknowledgments to the meritorgp@rtsmen in a form of financial
award.

These changes and amendments are supposed todiedady the Parliament
of the Republic of Macedonia on its"88ession.

Draft Program for Development of Sports in the R#jouf Macedonia in the
period 2007-2012

The development of the draft Program for Developmein Sports in the
Republic of Macedonia in the period 2007-2012nssfied (the draft version).

“Selection of sports anthem” Project

“Metropolis Arena” on the Skopje Fair was the veniat hosted more than
3.500 visitors, where the National Sports Anthens walected. It was broadcasted
live on the national Al Television and also airgdshtellite on the A1+ channel.

The event itself also had humanitarian dimension.

Support in organization of international competisoin the Republic of
Macedonia

In the period 14-21 September in Salonica (RepublicGreece) the First
Sporting Games of South Eastern Europe were hetdsgortsmen ages up to 18, in
total of 9 Olympic sports (6 in the individual aBdn team competitions).

These First Sports Games of South Eastern Eurdpelgcosted around 100
sportsmen and 40 sports professionals (refereemhes, trainers, etc.) from the
Republic of Macedonia, in 7 sporting disciplines.

Many medals were won (in wrestling and swimming).
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Financial support was provided to the Kick-BoxingdEration of Macedonia
in order to participate on the World Cup in Porfuga

Awarding

Awarded were sport coaches whose sport trainedasvecthcommendable results on
international competitions (won medal on the larggsrting competitions such as
European (EC), World (WC) competitions as well &gn@pic Games

6.2. What remains to be implemented (activities not yetimplemented or
finished)

The problem of having two Federations in one sygonbt yet resolved. This is
contrary to the Law on Sports which says that amg officially registered sports
federation can exist for one sport.

The adoption of the changes and amendments dfaiveon Sports, although
it is topic on Agenda for the 69Session of the Parliament of the Republic of
Macedonia, is not yet done.

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

As main risk factors in implementation of the emtrand projected activities
in the area of sports we emphasize the following:

One of the key reasons for prolonging of the deadlifor implementation of

the current projects in the annual period thathisaa of us (the winter-spring

season) are the weather conditions, especiallyugemming winter period

(because of the end of the construction season);

The projected timeline and deadlines for realizawd the activities planned

(which are quite short because of the ambitiousig)lecauses danger of

breaching the final deadlines for implementation;

The non-adoption of the changes and amendmenkedfaw on Sports could

hurdle the further development of the sports, esid huge efforts invested

by the Government and the Agency for Sports andt.ou

6.4. Overall evaluation by the expert for the repoting period

In the last two-months monitoring (October-NovemB607), in accordance
with the dynamics planned and agenda of activibésthe Government of the
Republic of Macedonia and the Agency for Youth &pbts, we can happily point
out that all activities are being realized in adeaorce with the Plan.

It is important to emphasize the fact that the entrMacedonian Government

(like no other Government before) is very decisivats determination to introduce
fundamental things in the area of sports, undedétgnits great importance, which
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will yield in return important sports achievemeiasd results, not only in the top
(professional) sports but also in the massive @agavnal) sports.

The most important event that happened in thisopewas the successful
realization of the mega project by the Agency fpoi$s and Youth of the Republic of
Macedonia - “Selection of the National Sports Antfie

The Agency for Sports and Youth had excellent agament of the
project. A total of 20.000 euros (and more) weriected through SMS messages and
were dedicated for humanitarian purpose. The cifizgf the Republic of Macedonia
(over 200.000 votes — which is 1/5 of the total ydapon of Macedonia that
participated in the voting) gave their vote for mesProeski and for humanitarian
cause. The financial award for the song was donayettie author of the song, and in
the name of the greatest Balkans pop star Tosteekrdor humanitarian purpose.

In the meantime, the Agency for Sports and Youthligshed audio CD that
included all songs that participated on the seadactit was dedicated to the most
popular Balkan singer Toshe Proseki (he was vetiyeaasportsman in volleyball and
kick-boxing) in total of 165.000 copies that wereem away free of charge. There is
also an idea to develop DVD from this event thulbyftinalizing this incredibly
useful project.

The national sports anthem that was selectedthaafficial promotion on the
international football match for the European Chamghip between the national
team of Macedonia and Croatia. All those that vedale to watch this event (either on
the stadium or at home) could witness how succksiséuwhole project was — over
20.000 fans in a single voice sang the sports amtaed supported their national
team. The Macedonian team beat the Croatian tedmnd.

The undertaking of measures to regulate the stdtogeritorious sportsmen of
the Republic of Macedonia would mean a “step ofesemiles” — something that
lurked somewhere far away in the minds of the spoen. The reaction by the overall
sports public is that this is true move, in reatediion, that deserves to be
commended.

The “Construction of 35 sport halls” Project, a @f the main and largest
undertakings in the area of sports, is implemematinuously and in accordance
with the plan. Two sport halls were commissioned put into use so far and 15 are
currently under construction, which provides suéintly strong motivation for
successful management and realization of the Rrdfée are expected that several
more sport halls will be commissioned and put urde by the end of this year.

The second Project (according to the size) of tbee@ment of the Republic
of Macedonia and the Agency for Sports and Youththe area of sports —
“Construction of 50 auxiliary football fields” isegring up in realization. So far the
construction has started on 9 auxiliary footba#lds all over Macedonia. The first
ones are expected to be finished in 2008.

In the last two months of reporting period the Aggermor Sports and Youth
did a move for the first time in Macedonian Spdtiistory. This valuated the efforts
of the sport coaches and trainers that, togethér thieir sport students, achieved
noticeable international results in the area ofrtspdAccording to the law on Sports
and the Regulation for Awards, beside the awardsgortsmen that are also awards
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for their coaches (one-time financial award in #mount of 40% from the total
annual sum for the sportsman).

This was emphasized as inconsistency in the lgsirr§August-September
2007) in the awarding of all people involved in sports but now we are happy to
ascertain that the Agency for Sports and Youth reasted promptly and corrected
this anomaly that used to exist for many years.

7.1. Activities implemented during the reporting period
7.1.1. Development of production and stimulation of the egorts

Several activities were implemented in this areanduthe reporting period (October-
November 2007).

The managers of the Macedonian companies have agdluhe total economic
situation in September 2007 as more favorable coedp#o the previous month,
according to the survey made by the State Stals@dfice. The evaluation of the
current level of orders for the production is mopimistic compared to the previous
month. According to evaluation by the managers, 4bepe of production in the
companies in the last 3-4 months, as well as thealuation about the expected
volume of production for the upcoming period isdeable while the evaluation for
the total number of staff is less favorable. Thpeetations of the managers show that
in the next period the average procurement pri€éiseoinputs and raw materials will
increase as well as the average sales price diteed products.

During the reporting period the British Fund, thgbu‘Danube Foods” and “Imlek”
from Serbia bought the largest milk factory in Mdaeia — IMB. These days the
Croatian diary industry “Dukat” will acquire thed#al Shipka” milk factory from

Bitola. A new milk factory with Bulgarian funds iseing built in the village of

Bratindol, Bitola region. Its capacity will be pregsing of 120.000 liters of milk per
day. On the other side, the Greek businessmen pémét the milk factory in Prilep
and there is also announcement that the purchasdloin the Pelagonija region will

be also done by the Swedish milk factory in Skopfter the sales of the Bitola milk
factory the management was decisive: the penetragfoforeign capital is a must
because this plant has reached the sealing indtedibly quick development in the
last 12 years. Therefore there is a need for pat@trof strategic partner. According
to the experts the key reason why the foreign ahgtentering in the diary industry
in this region is, above all, the fertile soil oélRgonija region and the agricultural
development because the opportunities for prodactd forage crops open the
opportunities for development of cow breeding besm

There is also over 4.000 milk producers in the [Bitegion — most of them are small
cattle breeders that own 2-3 cows. Rarely somehef dow breeders meet the
European standards — 50 to 100 cows per farm ab aselthe conditions for
modernized production of milk. The milk factory Bitola has around 1.700 partners
while “Ideal Shipka” milk factory has almost 1.500nly two weeks after IMB was
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sold to the foreign investor the purchase pricethef raw milk was increased -
depending on the quality — by 5 to 6 denars per ftitore than previously. However,
the farmers are still not satisfied.

The production of Dutch cheese will soon starthie tity of Delchevo. It will be
produced for export in the EU countries. In theafiphase is the installation of
equipment in the milk factory of “Rudine MM” factpthat owns the farms and other
production and processing plants of the former eoajve (ZIK) “Sandanski”. This
Project is supported by the Dutch Fund for develepimof milk production and
Dutch technology will be used to produce both theese and other diary products in
compliance with the European standards. The capatithe milk factory “Rudine
MM” in Delchevo is 1.5000 tons per month and ithe largest in this region. This
milk factory will obtain secure distribution of theilk not only for the farmers from
Delchevo region but also from neighboring muniaiped of Makedonska Kamenica,
Pehchevo and Berovo.

Speaking about alternative types of agriculturaddpiction in this period there is
export of Mediterranean fruits. A total of 500 tarfskiwis and Japanese apples were
purchased last year and 700 tons this year. Tlee pfithe purchase is from 10 to 12
denars for a kilogram of Japanese apples, deperafintpeir quality and 30 to 40
denars per kilogram for the kiwis. The fruits anstibuted in fresh condition in
Slovakia and Ukraine and one part of the surplushef purchased quantities are
stored for the marked needs before the New Yeathitharea there is no plantation
sowing i.e. the Japanese apple and the kiwis axees$izd individually in the yards of
the individual homes.

7.1.2. Regulating the title of ownership

One of the weaknesses noted in the European CommiBeport for the progress
achieved in 2007 is the slow registration of thacdtural land. During the reporting

period activities resumed of the “Cadastre of Restiate and Registration” Project
which is implemented by the State Authority for @etic Works — Skopje (DZGR).

Their activities are implemented, more or lesshulite expected dynamics.

The greenhouse producers still face problems wiéhState Authority for Geodetic
Works because the green houses are not registeregpegial objects/ premises.

Mr.Cherepnalkovski explains: “The Cadastre does register the green houses as
objects/ premises and if we ask for Ownership itistill say that we own field.
Therefore we can not take loans from the banksusecthey require for collateral
that proves the ownership of the assets. For tygwaes we are trying but we still can
not resolve this, although we have all valid docota®

7.1.3. Support from the National Budget

The following activities were implemented in th@oeting period:

Taking into account the crisis with forage that eaded not only Macedonia but
other countries as well, the Government undertaiee®ral measures that could be
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treated as support from the National Budget. TheeGunent pledged that it will

allocate additional 2 million euros for all categsrof cattle fund. The funds from the
Budget (around 25 million euros) that were allodater support of agriculture for

this year, will be increased to 27 million eurosian the following several weeks
these 2 million euros will be allocated to the lbiers of cattle, lambs, pigs, poultry
and goats. According to the Government, it paysigpattention to the development
of cattle breeding in the underdeveloped areasttaer@fore all dedicated amounts of
Budget support for particular categories of theledtind will be higher by 10% in

these underdeveloped regions of the Republic ofedawcia. In the same time, the
eligibility criteria set for benefiting from Budgeupport for these regions are twice
lower and much more simplified. With the latestakelncing of the National Budget
the Government allocated additional 300 million asnfor procurement of forage for
the national commodity reserves. The tender focymement of 10.000 tons of corns
and 10.000 tons of barley was already publishedeswaéd on 20 November this year.

According to information received from the MacedoniCustoms Authority, the
import duties for wheat were abolished. This decisis in force sine 16 October
2007. This decision, in accordance with the Cust@ude, introduces the measure
for abolishment of the import duties when it con@smports of wheat for the quota
of 30.000 tons (for the period 16 October 2007 Jutie 2008). The allocation of the
wheat quota will be done on “first come first setv/basis.

In addition, the costs for agriculture continuoughpw which results in higher prices
of the final products. These upper trends of theeprof agricultural products are
reflected on the increase of funds allocated fagirttprocurement which makes
significantly more expansive the total costs ofnliy of the people. According to the
latest statistical information the prices of agitigtal products in October increased
by 21,8% in relation to October last year whichlige to the increased input costs in
the agricultural production of 8,2%. Therefore, tBovernment will allocate
additional 60 million denars to compensate for pag of the costs for the fertilizers
procured for the autumn sowing activities impleneenby the farmers. The farmers
that already purchased the fertilizers can usedsh register accounts to refund one
part  of the invested funds.

7.1.4. Favorable conditions for crediting

Very important novelty was adopted during the répgrperiod. The interests for
credits (loans) for crediting of primary productifammers will be at the rate of 4%.
The commercial credits that used to be taken byrdters and processing entities at
the commercial rate of 8-9% will now be taken at i¥erest rate. The difference in
the interest rate will be subsidized by the GoverninThese are interest rates already
agreed through the Ministry of Finance and withltheks in the Republic of
Macedonia — now they are reduced by around 3% atioa to what they used to be
(7-9%) in the banks and in the same time, the gdvouses that used to approve the
funds at the rate of 10-18% have accepted the &8tesst rate for primary agricultural
production i.e. 6,5% for secondary agriculturaldarction.

The announced credit fund did not yet start itskwéirwas five months since it was
announced but until now nothing is happening.

32



7.1.5. Irrigation and control of floods

There are no significant changes in this area coedpi@ the previous report. The
transformation of the water economies (public gartses) shold be fully finished by
the end of this year. There are four smaller watenomies left for transformation
and these are supposed to be liquidated in thewolg month. These funds are
secured by a World Bank loan. After they are liguedl there will be establishment of
new companies in accordance with the legal changes.

7.1.6. Organic good

The organic food is present more and more on theurnéthe Macedonian
consumers although it is 10-30% more expensive tiraiconventional good. From
now on one part of the organic production and petida in conversion from
conventional into organic will be present on theketiunder single label that is
borne by the products produced by the membersedN#tional Union of Organic
Food Producers (the “Organika” logo). It is a ptevkabel of the Union that will be
available only to the products produced by the maEmbf the Union of Organic
Producers “Biosan”. We speak here about 50 produots of which are fresh and
there is also tendency on the market so that gieaessing products will appear. The
producers agree that the Macedonian agriculturaipeetive is exactly in production
of this type of food because it is more expensiwia less present. The greatest
handicap for the organic food to go beyond Macealanthe small quantities
produced and the inability to provide constant $ypp the market.

7.2. What remains to be implemented (activities noget implemented or finished)

For the upcoming reporting period (December 200W+dey 2008) several issues are
to be realized related to implementation of the &@oment Program in the area of
agriculture.

The expectations regarding development and stimoualatf experts are still only on
expectations level. In the upcoming period we rtequhy attention to promote the
specific national brands of agricultural produats gheir promotion on foreign
markets.

Regarding the allocation of farming land, beside@adastre, special attention must
be paid in the upcoming period on the control efsflgned agreements.

The slow-down around the Credit Fund should belvesidn the upcoming period in
order to enable successful use of favorable loanghé farmers.

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

The implementation of the tasks from the “100 Stgpsgram of VMRO-DPMNE
(their Program for the elections in 2006 and noagPam of the Government) in the
area of agriculture has two dimensions. The firs @ political — the non-
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implementation of the promised activities will haar@ impact on the rating and
capacities of those that adopt it and implemerithie other one is economic
dimension which is important for all citizens iretbountry. Since the population that
deals directly with agriculture (or is indirectlgricerned by it) is around 190.000
families, in accordance with the latest censusntireimplementation of policies in
this sector is great social and economic risk.

During the reporting period, the activities implerted by the Government provide
hope that the policy set is being implemented.

One of the key risks that can now be seen is thetinoely harmonization with the
Common EU Agricultural Policy. As a candidate coynMacedonia must do a lot in
the area of agriculture in order to harmonize \lign EU Agricultural Policy. For
example, the largest chapter in the questionnaigh is in the same time the most
sensitive area in the EU accession negotiatioregynsulture. This is complicated
issue, with many regulations and recommendatiarssidy measures, limitations of
the free market, etc.

7.4. General evaluation of the work and recommendains

The measures implemented in this period followtdralency of making progress. In
this regard we need to specially emphasize theressgin the investments in diary
industry both by local and international companies.

About the legal framework the most important is theoption of the Law on
Agriculture and Rural Development.

In the area of subsidizing the agricultural product the impression is that this
Government has special sense and is interestettiteaise the agricultural subsidies.
We need to mention the additionally allocated twilliom euros allocated in the
reporting period for all categories of cattle Fasdwell as the subsidies of 60 million
denars to compensate the procurement of fertilifmrdshe autumns sowing. These
measures are very welcomed and supported by timefar

From global perspective the price increase of thadfis a trend. This trend has
impact on the Macedonian economy as well. The #rgerease of the price index
for plants production (in October 2007, comparetheosame month of 2006) is in the
group (cluster) of vegetables with 50,8%, wheat aod with 42,9%, fruits and
grapes with 27,7%, potatoes with 15,4%, forage @i, wines with 7,8% and
industrial plants with 0,6%. When it comes to eatifeeding, there is increase of the
index in the group of products of animal origin (%) and there is reduction only in
the group of animals for slaughter (4,3%). Accogdia statistics, the prices of input
in the agriculture (procurement prices of the meaesessary for agricultural
products) in October 2007 (compared to October P@@6 increased by 8,2%.

The total price index of the inputs in the agriatdt has been increased as a result of

increase of the prices of the running materialsdusse agriculture by 8,6% and
increase of the price index for means dedicatedifeestments in agriculture by
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1,6%. In the area of input costs there was thetgsearice index increase in October
2007 in the following: seeds (22,5%), cattle fotmtage (16,4%), energy, fuel and
lubricants (10%), maintenance of equipment anddngk (5,9%), means for

protection of plants (3,2%) and mineral fertilize®,3%) and in the group of

veterinary services the price index was reduced B9o. The increase of costs of
living has retained the trend of increase in th& lmonth compared to the month
before (September) when the input prices (compacedseptember 2006) were

increased by 3,8% and the prices of the output feved to September 2006) were
increased by 18,8%. This shows that the agriculagetor has good perspective and
Macedonia must take advantage of it. It needs tabésh climate for investments in

the agriculture but efforts are also necessaryntooduce modern technologies,
increase the productivity and reduce the produatasts.

Finally, about this reporting period we need to tr@nthe insufficient efforts in the

area of agricultural education and implementatidn agsistance and training
programs. Very little was also done in developmehthe advisory services and
scientific-research activity. The financial incem$, the budgetary support, foreign
investments and other measures that are being nmeplied will not yield the desired

effect on the development unless greater atterisopaid on the development of
research and human resources.

8.1. Activities implemented during the reporting peiod in the area of foreign
affairs

The political dialogue was intensified after manpnths of delay. In the
beginning of December adopted were the laws reddoefinalization of the reform
processes. Three new members of the Judicial Cowece elected in October so
now this institution is almost complete (now it Hak out of 15 total members). The
appointment of new ambassadors with joint decidignthe Government and the
President of the State is also contributing towastdbilization of the political stage
and it is also a confirmation of the maturity oé tholitical culture in the country.

The European Commission Report on the progress adellonia for 2006,
developed by the European Commission commendegrtigress in the reforms in
the judiciary, police, fight against corruption a®ll as meeting of the economic
criteria but it also emphasizes the need for furdteps in this are as well as wide
political consensus. The Report does not propast et negotiations for Macedonia
membership in the EU which can be interpreted adimeation of the period of
stagnation of the country towards its EU path.

The Minister of foreign affairs, Mr.Miloshoski, ganpated on the Autumn
Session of the Parliamentary Assembly of the NATarece in Iceland where
meetings were held with the Minister of foreignaaf§ of Iceland as well as with US
Congressmen. Support was received for continuadiothe reforms as well as for
NATO membership. Miloshoski also visited the Unitéidgdom of Great Britain and
Northern Ireland where he met with the British Mier of Europe, with members of
the Parliament and the Minister also delivered a@ule on the London School of
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Economy. Minister Miloshoski also visited HungamydaSlovakia and participate on
the Madrid Summit of the Ministerial Council of OECThe Prime Minister Nikola
Gruevski visited the Republic of Bulgaria wherea®d) neighboring relations were
confirmed as well as the Bulgarian support for Mkrea membership in the EU and
NATO.

In the October-November period Macedonia was \dshig the Ministers of
foreign affairs of Luxembourg and Slovenia as vesllby delegations of Parliaments
from Great Britain, Czech Republic and Estonia. &tlmia was also visited by
Christopher Hill, deputy state secretary of the teohi States and former US
Ambassador in Macedonia. He was awarded with tlieof “8mi Septemvri”.

Skopje was the host of the Parliamentary assentflilyeoFrancophonie where
support was provided by this Organization for Mawed's membership in the EU
and NATO. The Government of the Republic of Macedadopted a decision to
revoke the Macedonian ambassadors in SwitzerladdHaigue, Mr.Mahmut Ibrahimi
and Mrs.Dobrinka Taskovska because of breachelseofules of engagement of the
diplomatic representatives.

The Minister of Defense, Mr.Elenovski, together twitis colleagues from
Croatia and Albania met the American Secretary efebse, Mr.Robert Gates and
during his US visit Mr.Elenovski met with White Heey, Pentagon and State
Department representatives. He also met with theerigan-Jewish Committee and
also visited the Arlington Cemetery. During thigipd the Minister Elenovski had
working meetings with ambassadors from several NATQuntries, including
Germany, France, Holland, Norway and Denmark. Irvédaber the Macedonian
Parliament adopted a decision (with consensus)otld the military presence of
Macedonia in Iraq.

Regarding the European Union integration, in Noverribe Parliament of the
Republic of Macedonia unanimously adopted the Riieol of Priorities for
Accession of the Republic of Macedonia in the Eesp Union and opening of
negotiations for EU membership. The Parliamenthef Republic of Macedonia also
adopted a decision to establish National CounciBEaropean Integration in order to
accelerate the activities and responsibilitieslofedevant institutions involved in the
EU accession process.

Macedonia and the European Union signed the FiabAgreement for the
National Program for 2007 in the frames of the rinsent for Preaccession
Assistance as well as Framework Agreement on tles for cooperation in relation
to the financial aid. Skopje was also host of therth regular session of the Sub-
committee for Justice, Freedom and Security andeldiacia was also visited by a
European Commission delegation leaded by Mr.Markodsleti, General Director of
the General Directorate for Interpretation. The mgpPrime Minister of the
Government, Mrs. Konevska, met with the Minister teuropean Affairs of the
Republic of Bulgaria, Mrs.Gergana Grancharova.

Ohrid was the host of the World Conference on diaébamong religions and
civilizations which included more than 200 spirité@aders and representatives of
religious communities from more than 40 countri#ee Conference ended with
adoption of joint Declaration for improvement ofethdialogue and mutual
understanding between the religions and civilizatidn this occasion, the Minister of
foreign affairs called upon prayer for health oé t@reek Patriarch Christodulous
whose health is in bad condition.

The bilateral dispute regarding the name differertbat Macedonia has with
Greece remains amongst the tope issues of thegfomlicy of the two countries.
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The Macedonian Ministry of Foreign Affairs expressés concerns regarding the
statement by the of the Greek Orthodox Church éontjuering raid towards Bitola”.
Greece did not send its military delegation on $®&venth Session of the Chiefs of
Staffs of the Adriatic Charter members. All othegional countries participated on
this event. Another trivia is that, during the Olyim Games for Youth from
Southeastern Europe in Salonika more than 100 yspogtsmen from Macedonia
were prevented to participate under the internatigrirecognized code “MKD” so
they left the competition.

The mediator in the talks between the two counthes are taking place under
the auspices of the United Nations, Matthew Nimgabmitted a framework for
resolution of the problem which, among other thjnggjuested from Macedonia to
choose another name for bilateral use that willedifrom its constitutional name.
This proposal immediately rejected by the Macedoi@@vernment and it reaffirmed
the standpoint that Macedonia will not accept angnge to its constitutional name
even if it means that Macedonia will not become NAMember. This standpoint was
unanimously supported by all state institutions poltical parties.

The President of the Parliamentary Session of NAM©Zhoze Lelo, during
his visit to Skopje said that the name dispute Wthece is not a problem for NATO
membership. The support of this standpoint by thédd States has been confirmed
on a briefing of the Sub-committee for Europe ia tbongress whereas the Deputy
Secretary for political issues, Mr. Nicholas Bursad that Macedonia will not be
denied the invitation for NATO for no reason unlébat reason is related to the
criteria for membership and also that the US exp&am Greece to adhere to the
Interim Agreement from 1995. The support by US MATO membership was
confirmed many times, especially during the visjt the American Deputy State
Secretary Mrs.Rosemary DiCarlo and by the US Anmdmdmsin NATO, Ms.Victoria
Nuland.

During his visit to Macedonia, the former Italianrffe Minister and present
President of the Foreign Policy Committee of theidn Parliament, Mr.Lamberto
Dini unambiguously said that “for the Italians, ti@me of this country will always be
Republic of Macedonia” and that Greece will be asedl if it tries to block the entry
of Macedonia in NATO. The member of the British IRanent, Mr. Michael Cornati,
during his visit to Skopje, expressed his hope thatEuropean Union will accept the
country as a member under the name of Macedonia.

The Deputy of the NATO Secretary General for paditiissues and security
policy, Mr.Martin Erdman, during his visit to Skepjexpressed the following
conditions that must be met in order to be invimdNATO membership: irreversible
and sustainable process of reforms; implementabbnthe reforms; finalized
implementation of the Ohrid Framework Agreement aalid inter-ethnic relations;
political dialogue and cooperation between thetali parties; long-term guarantee
for political stability of the country, good relatis with all the neighbors; functional
and independent state institutions; decisive arjdatibe (transparent) fight against
corruption and the organized crime.

The security situation is stable, with the excaptid the incident in the region
near the border with Kosovo in October where onkceman was killed and two
were injured. In order to maintain the stabilitytire border region, in November the
Macedonian policy organized an action in the vdlagf Brodec whereas criminal
gang was neutralized. This gang included refugeem fthe Kosovo prison of
“Dubrava”. The professional action which involvedlipemen of different ethnic
background was commended by the international camitsnu
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The Directorate for Immigration in the Ministry oForeign Affairs
implemented two projects for the Macedonian nationiaorities in the neighboring
country and overseas — the “Prespa” newspaper™Biadedonian Small Theater”
and donation was provided in IT equipment for ttigogial of this newspaper.

8.2. What remains to be implemented (activities noget implemented ornot yet
finished)

In the upcoming period it is necessary to imprdwe bilateral relations with
the NATO member states as well as with the cownthat are permanent members of
the United Nations Security Council in order tarehiate any eventuality for pressure
on the country to change its name. In the same tin® necessary to undertake
visible actions in that direction that will re-cammfi the standpoint that Macedonia
wants to be partner and ally with Greece and so¢rmemy. The smooth operation of
the Parliament is essential in order to finalizdéasks that are set and this will enable
to identify the real reasons for eventual postpgroh Macedonia’s membership in
NATO.

Regarding the resolution of Kosovo status it isoremended to continue the
support of the solution that will be supported bg tJS and most of the EU members
and in the same time maintain the good neighbaetations with Serbia but, during
the process, Macedonia should protect its natiartalests and the allied relations
with the US and EU.

The further implementation of projects and suppbihitiatives for protection
of the rights of the Macedonians living in the ridigring countries will definitely
contribute towards improvement of this status dmrtinclusion in the process of
improvement of the good neighboring relations.

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

The possibility for veto by Greece to our NATO marghip should not be
underestimated. The sovereign right of his coutdrplock the enlargement process
can not be denied and the veto threat was alreaahypdstrated with the expansion of
the European Union with the countries from Cendnadl Eastern Europe as well as
from Mediterranean in 2004. Even if that would meésoiation by all member states,
Greece does not exclude this possibility. Aftersthiove, that would breach the
Interim Agreement from 1995, Macedonia will have tight to leave the negotiations
taking place in the United Nations and even unétertaeasures to bring back to the
situation before the signing of the Agreement,teglao the state symbols and some
provisions in the Constitution.

It is expected that the relations with Serbia cogéd worse if Macedonia
recognizes the eventual Kosovo independence. incdse Serbia would manifest its
dissatisfaction by openly supporting Greece inrthme dispute which is something
that is already happening in a latent manner. Btetions would be improved after
the final solution of the status in the contextedlization of joint priorities and goals
for EU membership.

The declaration of independence by the interim @Gawent of Kosovo will
be an opportunity for realization of particularats for destabilization of the border
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regions between Macedonia and this entity that ccdulther jeopardize the key
foreign-political priorities of Macedonia. Theregrcautious approach is advised and
better control on the border towards Kosovo, inrdowtion with NATO and KFOR.

8.4. Overall evaluation by the expert for the repating period

There is not doubt that the invitation for NATO misenship is brought under
guestions by Greece. The blocking of this procedksmean direct breach of the
Interim Agreement from 1995 (where Article 11 clgatipulates that Greece will not
oppose the Macedonian entry in the internationgboizations under the interim
name. In the same time, the Greek Government wldestintensive activities trying
to gain support for its position and the resultsrfrthese efforts must be constantly
monitored. It seems that the Macedonian Governmees pay sufficient attention to
the diplomatic messages coming from the friendiyntoes to withstrain from actions
that could be interpreted by Greece as provocatmnfor manifestation of good
neighboring relation with this country. Macedonasmo opportunities for additional
concessions regarding the name of country and litbei useful if Macedonia re-
affirms the concessions already done in the paamtsy® the EU and NATO member
states. On the other side there are many mannevkialn Macedonia could intensify
the good relations with Greece, even if that waukehn only symbolic improvement
of the relations.

The adoption of the necessary laws and bylaws ke implementation is
process for which there are no alternatives neiteeentuality for postponed
realization. There is a room for further improvemenh the capacity to achieve
consensus in the state institutions and betweepdhigcal elites that will additionally
reaffirm the maturity of the political culture aride wider consensus for foreign-
political priorities.

P #
9.1. Activities implemented during the reporting peiod

9.1.1. Police reforms

The basis for police reforms is the Law on Pdlitet starts with implementation
of the 11" of November this year. For the purpose of its Enméntation full
redefining of the existing and development of ngialws was done. In order to have
its timely implementation, the Sector for Legal &fs and Human Resources (SPKR)
in the Ministry of Interior (MVR) developed ActioRlan for realization of the
activities regarding drafting of the legal framewdor the period 2006 and 2007.

The Action Plans foresees activities for adjustmanthe legal framework that
regulates the work of the Ministry in the followitigree segments:

Drafting of the bylaws that are derived from theM.an Police;
Drafting of the bylaws that are derived from thegass of harmonization
of the legislation with the European standardsragdlations and

® “Official Gazette of the Republic of Macedonia” No 4106
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Drafting of the bylaws that are derived from theafization of the police
reforms process.

Regarding the first segment, in order to fully iemplent the Law on Police there is
a need to adopt 64 bylaws. By 7 November 2007 & &6t55 bylaws were adoptéd.
The remaining9 bylaws were not adopted by the Ministry in theeseen deadline.

Regarding the second segment, from the total ofa®®s and bylaws that are
supposed to be harmonized with the EU legislaté&h,were adopted in the legal
deadline. The remaining 10 are currently in thecedure of developmehtFive out
of 10 bylaws are supposed to be adopted by the skyniof Transport and
Communications because the Law on Safety on thelsRisasupposed to move under
their competency thus remaining with 5 bylaws i@t supposed to be adopted by the
Ministry of Interior. This group of laws includessa those laws that were directly
related to harmonization of several laws import@nstart the issuing of biometric
passports and other personal documents.

The SPKR manifested least activity in the adoptbthe laws and bylaws related
to third segment of the planned activities — fipafion of the reforms police reforms
process — total of 70 laws and bylaws were planamed only 11 were adopted.
However, we need to point out that here the deasllimere met and most of these
laws and bylaws are planned for adoption in thesédhalf of 2007 and during 2008.
The SPKR was active in the reporting period inateption of 12 additional laws and
bylaws that were not foreseen with the above meatdAction Plan.

In order to implement the Law on Police, the Minisof Interior in August
appointed the heads of 8 Sectors for Internal Adfforeseen by the Law. The Law
foresees changes in the manner of appointment efcdtimmanders of the police
stations that are appointed following proposal by Ministry of Interior by several
proposed candidates and their election is donenbyldcal self-government. In this
sense, the procedure for appointment of policeostatommanders was related to the
entry into force of the Law i.e. it started on 1bWember 2007 and is currently in
implementation phase. The first commanders of pdiations were appointed during
the reporting period.

9.1.2. Fight against organized and violent crime and corrption

The fight against organized crime and corruptianams priority for the Ministry
of Interior. During the reporting period, the “Seakye” action was carried out on 19
November 2007. It was investigation against langelner of employees of the Public
Enterprise “Makedonija Pat” (Macedonian NationalaB®®). These people, in the
period between May till 19 November misused the pals in Skopje, Tetovo,
Gostivar and Veles, have misused their officialifpas and have damaged the state
Budget in the amount of 5 million euros. In thestfiday of realization of this action a
total of 29 persons were arrested, including onpute head of the service for
collection, five heads and 21 collection officers.

In cooperation with the Public Prosecutor, the bBiddameras and microphones
were installed on the ramps of the pay tolls ineortb document the corruptive
activities of these officers. Instead of issuingltaegister receipts, they were issuing

" Because of the small space we will not mentionedattye number of adopted laws and bylaws.

8 Three more bylaws were adopted at the end of the repoeiimp(until 30 November, after 11
November 2007 when the Law entered into force)

% In this area the situation is the same as it wasiirpevious report for the period August- September.
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blank pieces of paper thus taking only half of theney that were supposed to be
paid by the vehicles.

Speaking about the special investigation measundsaativities used was also
secret following in order to identify the networkhieh for a longer period of time
misused huge financial amounts that were flowirtg private pockets instead of the
State Budget.

The activity resumed in the following days aftee thrrests of new persons
involved in the criminal corruptive activities. Atal of 33 criminal proceedings
against 41 suspect were initiated most of whictednwlith detentions.

According to the Ministry of Interior, this was th@rgest, longest and the most
massive action of this kind, with tendency to exptre circle of perpetrators.

During the reporting period we witnessed anothell wknned and organized
action of the Ministry of Interior in the fight aigat organized violent crime, which
also started to receive features of destabilizadbthe region in the Shar Planina
mountain villages. It was special organized agtiwt the police force in the night
between 6-7 November 2007 in the village of Brodt®own as “Mountain Storm”.

The action was carried out against a paramilitargnation headed by the escpaed
prisoners from the “Dubrava” prison in Pristhinaa(Radan Shiiti and Lirim Jakupi —
the Nazi). This action lasted between 04:00 inrf@ning until 14:00 there were
harsh skirmishes with the armed group. The epilags#x dead members of the gang
and 13 members were arrested. One member of tlwakpelice forces was hurt
during the operation. Ramadan Shiiti was killed le/hiirim Jakupi managed to
escape from the village together with several np@msons.

Large quantities of heavy and light arms were skizecording to the experts,
these arms could arm around 150 people that coukl rg@sistance in a period of
several months.

The action involved members of the police specatds of mixed ethnicity
which was well accepted by the international comityun

9.1.3. Justice — reforms in the judiciary

The message from the international community abth& importance for
finalization of the Council i.e. the risk that tRepublic of Macedonia is facing to get
negative remarks in the European Union CommissiepoR (which was expected at
the beginning of November), as well as the messageby the US Ambassador, Mrs.
Milovanovic that in order to be member in the NATDiance it is necessary to
finalize the Council, resulted in several meetingshe leaders of the position and
opposition and resolution of this position.

The role of the Council in the implementation ofe tfudiciary reforms is
extremely important, mainly in the appointmentudges in the Administrative and in
the Appeal Court in Gostivar and for resolution tbé judges that deliver their
function in inappropriate manner. No election ofiges was made for more than a
year, only those that met the conditions for reteat were dismissed as well as those
that were in breach of their position. Accordinglie Minister of Justice, Mr.Mihajlo
Manevski, who spoke about the need to finalizeQbencil, around 70 positions for
judges are vacant at the moment and additionali@@ejs are necessary to be elected
in the Administrative Court and in the Appeal CaarGostivar.

According to the Law on Judicial Council, beside tandidates that were elected
on direct elections by the judges in Macedonia lapndheex officiomembers of the
Council, the remaining five members are proposed tbg Committee for
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Appointment and Dismissal of the Parliament of tRepublic of Macedonia
(hereinafter: the Parliament) and the Presidethi®fState.

The Committee for Appointment and Dismissals oflaeliament of the Republic
of Macedonia proposed the candidates Lina PetrovBlgr Sabriu and Ljubomir
Bogeski for Council members. The President Crveskbagain proposed the same
two candidates for Council members: Abdulselam Kaski and Mentor Kjoku.
These two candidates already proposed once butmwe¢reoted by the Parliament in
December 2006.

On the Parliament session that was held on 04.00.20r.Bujar Sabriu was
elected as Council member and the following daytloe same session from the
remaining four candidates elected were Lina Pekayvdjubomir Bogoeski and
Mentor Kjoku, while Abdulselam Kanzoski, proposedthe President, did not have
the required majority.

Efforts were made in the reporting period for atatiof the remaining member of
the Council, proposed by the President, followirige tfailed attempt to elect
Abdulselam Kanzovski. By the end of October, thesRtent Crvenkovski proposed
the judge from the Basic Court Skopje, Nase Hajimg&lovic, as another candidate
for the Council. The proposal by President Crveskovfor election of Haji
Ahmetovic was not accepted by the ruling majorigcéuse of compliance to the
Constitutional Amendment 26, Paragraph 6 accordingvhich the President can
propose only one member that belongs to the miasrih Macedonia thus bringing
into questions the realization of the Badeneteincyple in the Council.

On 29 and 30 October the extended compositioneofbuncil elected 19 judges
for the Administrative Court and 11 judges for #ygpeal Court in Gostivar. On the
same session candidates were nominated for présidéthe courts, as follows: for
the Appeal Court in Skopje, Appeal Court in Gostivadministrative Court and for
the Basic Courts in the cities of Skopje, Strugari@ Resen and Krushevo.

The process of reorganization of the courts i.e.aéttivities for spatial and other
equipping and furnishing with the required admuaiste tools for the Administrative
Court and the Appeal Court in the city of Gostivare in a final phase. The
Administrative Court will start its operation oret8® December 2007 and the Appeal
Court in Gostivar is supposed to start is actisite the 5 December 2007.

During the reporting period proposal was initiafed changes in the Law on
Court Budget whose entry into force is foreseehdppen at the beginning of 2008.
These changes will enable the competency to matiaegunds from the Court
Budget (which was in the hands of the Presidenthef Supreme Court of the
Republic of Macedonia, to be transferred into tlends of the Judicial Budget
Council. According to the Government that propogese changes, the goals is to
achieve establishment of independent judiciary witeater quality of management
with the court funds by providing key role of themagement with funds by the Court
Budget Council, where the Supreme Court will be olwgd only in the
implementation of the Laws by the courts.

According to the proposed changes, members of éwdynestablished Budget
Council will be the following: President of the Jcidl Council, the Minister of
Justice, the Presidents of the Supreme, Adminigtsathe four Appeal Courts, three
presidents of the basic courts and the directdkaafdemy for training of judges and
public prosecutors (hereinafter: the Academy).

% The Council members are elelcted with Badenteur ritgjera total of 18 votes are necessary from
the enthic minorities in the Parliament.
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This proposal was evaluated by the opposition ggaris “elegant” distancing of
the President of the Supreme Court from all impdgremmpetencies.

During the reporting period, the Government advisorthe fight against
corruption, Mrs.Monika Makovei, submitted propogaf judiciary reforms to the
Government, by changing the provisions for retiretra the judges. Mrs. Makovei
proposes that the judges should be retired autoatigtiat the age of 55, following the
Estonian experience were large number of judge® wetired with administrative
decision. The intention of Makovei is to realize fladicial reforms with young staff
that are not subject to pressures instead of tti@geare the most responsible for the
presentation situation of the judiciary system.

This proposal was commented by the judyes a basis for “cleansing” in the
judiciary where the need for replacement of mardg@s in the country would be
problem because the Academy has just started th am it is currently training the
first generation of 27 candidates. On the othee,sttie Judicial Council recently
announced a competition for enrollment of 56 vagamsitions for judges and 9
presidential positions.

The Academy started its initial training on the™1®eptember 2007 for 27
candidates. Starting from $9November 2007 the Academy started the training of
judges for the Administrative Court with duratioh@D hours. In the same time, in
cooperation with OSCE, the academy had severaksyaf lectures in the area of
International Humanitarian Law, mainly for judge®gublic prosecutors in order to
prepare them for undertaking of the four cases fthen International Tribunal for
Crimes in the former Yugoslavia in Hague, that reaqgal in 2001.

The Law on the Council for Public Prosecutors damel ¢hanges in the Law for
Public Prosecution have extreme importance in thilging of independent judiciary
and bodies for criminal prosecution. It is alsoywinportant on the road towards the
European-Atlantic integration. This Law was suppbs$e be adopted during the
reporting period. At the end of november, followipgpposal by the Prime Minister,
efforts were made for meeting of the leaders ofrtfaen political parties in order to
resolve the disputes between the position and appesThese misunderstandings
were mainly about the duration of the mandate efatlected public prosecutors. The
position proposes time limitation of the mandatd #re opposition proposes that the
mandate should be until retirement, unless theme severe breaches of the
competencies in the realization of their function.

During the reporting period, the Ministry of Justiesumed the reforms related to
the Law on Criminal Procedure and the Criminal Cdtlere were mentioned in the
previous Report.

9.1.3. Activities of the Ministry of Justice in the fight against corruption

The Government policy (including here the MinistfyJustice) for zero tolerance
for corruptive behavior continues to take placenwiite same intensity. The campaign
“Corruption Free Macedonia” resumed during the rapg period.

The action plan of the Government for fight agaiostruption 2007-2011 is
supposed to identify the specific problems andrtievant measures and activities
that are supposed to be undertaken by the Mirgstaeministrative bodies and other
state authorities in order to secure overall iriclusn the fight against corruption.
The inter-institutional body for coordination ofetlactivities against corruption has
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regular meetings, strengthening the inter-instidi cooperation and exchange of
information. On 30 October 2007 the Government &etbp Decision to expand the
inter-institutional body to include representativiesm the State Commission for

Corruption Prevention, Directorate for PreventiéiMoney Laundering and the State
Audit Office, taking into account that fact thae#ie institutions have important role in
the fight against corruption. On 6 November 2007kivig meeting of this body was

held in order to discuss the implementation andspgexifics of the resources required
for implementation of the Action Plan for fight agst corruption.

In the period 26 November — 9 December, the Statar@ission for prevention of
corruption will implement the media campaign — intgional Corruption Day. A
Manual for journalists that research in the areaasfuption will be promoted by the
end of the year.

The State Commission for Corruption Prevention Witk five additional persons
in order to strengthen its capacities.

The 34" Plenary Session of GRECO took place in the pefioth 16 to 19
October (these is group of states against cormpgtiothe Council of Europe) that
evaluated the harmonization of the Macedonian leis for anticorruption policy
with the Council of Europe standards in this aidedhe report, GRECO concluded
that the Republic of Macedonia successfully impletee¢ 2/3 of the second
evaluation session recommendations while the otherscurrently in the process of
implementation.

The new Law on Public Procurements was adopteti@d 2’ November 2007. It
will enter into force on the 1 January 2008. Théalw are currently in drafting
phase. It is expected that the new Law will yietéajer transparency in the public
procurements which will indirectly reduce the cqtive activities in the public sector
procurements.

Currently in Parliamentary procedure is the Law Bight Against Money
Laundering and the Law on Management with Confestassets, personal gain and
seized objects in misdemeanor and criminal proedlihe Law on Lobbying is
currently being harmonized between the Ministries.

Another fact in the fight against corruption in tteporting period is the “Snake
Eye” action that was undertaken together by thdi®8vosecutor and the Ministry of
Interior on 19 November 2007. More details abous twill be provided in the
analysis of the work of the Ministry of Interior.

9.2. Evaluation of eventual risks from (non)implementaton of particular
procedure or from low quality implementation

During the reporting period 14 members of the Jatlicouncil were elected. This
Council was not completed in the deadline that plasned by the Government (end
of September this year). There is only memberttethe elected, following proposal
by the President Crvenkovski. His proposal wasctege by the Parliamentary
majority.

In the area of judiciary reforms what remains iglect the Council of Prosecutors
that will again play significant role in these rafes. The hard attitudes for particular
guestions by the position and opposition were hasrdbr the reform processes. The
two sides accused each other for slowing down eéf@ms. In this period there was
evident pressure from the international commuratyeduce these misunderstandings
and the lack of political dialogue.
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9.3. General evaluation by the expert for the reportingperiod

The commitment of the Government i.e. its relevditistries and institutions
in charge to implement the activities in the arégustice and security i.e. internal
affairs, is constant during the reporting periotieTGovernment is faced with serious
task of harmonization of its standpoints with trel@mentary minority regarding the
Law on Council of Public Prosecutors which is stitie of the key tasks in the area of
reforms of the judiciary and criminal prosecutioodtes, related to the process of
European-Atlantic integration.

In the frames of implementation of the Law on Pslinajority of the foreseen legal
acts were adopted. What remains is the electiopabte station commanders in
cooperation between the Ministry of Interior and tbcal self-government.

These institutions manifest high motivation analdiaess to undertake the
reforms process in their respective parts, on thadrtoward European-Atlantic
integration process. Most of the foreseen actwitsge being implemented in the
foreseen deadlines, which is not the case withctimepletion of the Council of Public
Prosecutors, which is important moment for furtteform of the criminal prosecution
bodies and the overal judiciary.
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$# #
10.1. Activities implemented during the reporting period
10.1.1.Modernization, management and prevention

In the reporting period October-November significanogress was achieved in the
activities for strengthening of the policy analygisiction in the Ministry of Health,
thanks to the visit by policy advisor Mr. WolfgaWgeber who visited Macedonia
from 5 to 14 November. The Consultant submitteditiveption Report accompanied
with Draft Plan for its support by the end of 208well as the Plan of Activities of
the Policy Analysis Unit (EAP), established by tMmister. Meeting was held on 26
November between the Minister and the State Segretaorder to properly define
this function and integrate it into the structuféh® Ministry of Health.

The process of election of management bodies mashéd in most of the public
health institutions. In others, this process i stigoing. A total of 284 candidates
were selected to pass the health management tyainioh they successfully passed the
final exam in the Agency for State Servants. Ther$tlay course for managers of
health institutions started at the beginning ofdbet and lectures were organized and
delivered by professors on the Medical Facultykogge.

The public health institutions will be additionallyodernized and they will contribute
towards improved quality of services by procurireyvmedical equipment. After the
procedure for selection of company was implemeiated the endorsement received
by the World Bank, the company that was selectesiiN& ENERGO SYSTEM that
will install GPS system in the emergency medicalsiance and for health care.

10.1.2.Quiality of services

The decision of the Government of the Republic @icktonia (7 July 2007) to invest
40 million euros to improve the equipping of thespitals started its implementation
with announcement of the international tender foocprement of equipment in

accordance with the already developed specificatibie opening of bids and

selection of the best bidder(s) is expected tosfinin December. This greatest
investment so far in the health sector (almostrietiarger than all other investments
so far in the last 17 years) is focused on the iggraad specialized hospitals and is
supposed to contribute towards increase of capadaiti the public health institutions
(through indirect impact on the quality of the lleaervices).

The campaign for preventive free health exams “thefabr All” that started on 2 July
in Skopje, resumed in the month of October. Thallbeek from the citizens was
enormous — it is expected that the information geth will yield a representative
picture for prevalence of the most frequent chratizeases among the people in
different regions and different age groups thatl witlirectly contribute towards
planning and development of prevention program$éoticular target populations. In
the second half of September there was the stararopaign for free mammography
and PAP testing for all women in the Republic ofdgdonia that have no health
insurance, since the foreseen number of 2.000 exeassrealized in the first two
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weeks of implementation. The feedback from thedfigbints out that the need for
exams of this type is enormous and it is necedsatlyink about increase the number
of these exams in the planning of the preventi@g@ams for 2008.

The Project for flat price of drugs all over theuntry has been prolonged for
December. The Drugs Bureau explains that the remstire unfinished international
tender for procurement of drugs that is supposepraewide full insight in the real
prices of the cheap and expensive drugs. Additipnalblem they emphasize is that
the producers submitted prices that include theifigs which was evaluated after the
consideration of the prices done by using 5 pararsethe introduction of flat prices
of drugs will make the drugs available in all phaaoies in the country. For this
purpose a unique banderola will be introduced @nphacking. The prognosis of the
Drugs Bureau is that this system could be introdwtehe beginning of 2008 because
it is necessary to meet the above mentioned conditand it is also necessary to
spend all the existing inventories that are alresidyed in the pharmacies.

The National Center for Pharmaco-Informatics in fin@mes of the Faculty of
Pharmacy in Skopje developed a training plan falwation of information related to
rational use of drugs, on the proofs based mediaitkpharmacy. It is planned that
the training should take place between 29 Novemb&l December 2007 with
participation from 20 people from the Drugs Bur@ad the Health Insurance Fund of
Macedonia.

10.1.3. Health insurance

The contract with Oxford policy management was moéel in November. This
foreign consultancy company was engaged to plaimmplément research of costs for
the health services in the Republic of Macedonkas Tesearch was implemented by
the Center for research and policy developmenttteg with a team of local experts.
As a result of this extension there was additiaaral comprehensive field survey in
November in all health institutions, including thewly established general hospitals,
clinics and the private dental practitioner offiéeghe private health care. The input
of information gathered on the field started in mber and also developed was Plan
for analysis and appropriate presentation thatiigpesed to provide the directions for
creation of the basic package of health servicéZ(D.

Very intensified at the moment is the work done thye Working Group for
identification of the basic package for health s®my, after the meeting and
guidelines received by the Prime Minister and tlevé@nment of the Republic of
Macedonia and the Minister of Health on the keyeéssrelated to present reforms in
the health sector. The work included consideratibthe directions and suggestions
provided by the professional associations of dactorthe Republic of Macedonia
(Doctors Chamber, the Macedonian Association of térsc and some other
associations of doctors). The deadline for submissif proposals was extended in
November so they can finish all the necessary dtatgns and come out with
specific draft projects. Accepted were the suggastfrom the consultants engaged in
the frames of PEK (on topic related to the basickpge of health services) that
support that attitude that the co-financing that ¢itizens are supposed to pay for the
services in the private health sector should remdth the service provider. This
change was introduced accordingly in the changebetaw on Health Protection.
This Law entered in the Government procedure fopadn.
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For the first time in the Republic of Macedonia wave developed English and
Macedonian versions of the “Steering Committeehaf Health Insurance Fund of
Macedonia” Manual which should assist the presemt future members of the

Steering Committee in decision making related ® hialth policy. Also organized

was study visit of the auditors from the head effaf the Health Insurance Fund of
Macedonia to Germany in order to acquire experiefi@ethe mechanisms of audit of
the health services provided by the health insbihst to the beneficiaries and on the
manner of financing of hospitals by using diagrezly related groups (DRG).

The procurement of hardware and software equiprizgrthe Health Insurance Fund
was successfully completed. In October 2007 the MEKROL company was
selected to supply the Health Insurance Fund of edacia with the necessary
equipment in accordance with the contract signext.tRe first time in history, it

enabled communication of the Health Insurance Fafidacedonia head office with
the 30 field offices for exchange of informationelectronic manner. Further training
of the Health Insurance Fund staff is needed foekigpment of the database.

10.1.4. Primary Health Care

In accordance with the Government priorities anadations established in the frames
of the Program Loan for Policy Developmeatrangement by the World Bank, the
Ministry of Health, as beneficiary of the fundsrfrahe Dutch Grant (DTF) provided

to the Ministry of Finance, undertakes obligatiomaccordance with the World Bank
Procedures to engage foreign expert that will afisssWorking Group established by
the Minister in the drafting of the Law on Healthsiitutions by the end of January
2008. For this purpose, the Ministry of Health,idgrNovember 2007, implemented
intensive activities for selection of the approfgiaxpert in this area and currently in
implementation are activities for approval and Bigrof contract with the first ranked

consultant who is supposed to develop the new LaWealth Institutions.

In the context of starting of the overall privatipa in the private health sector from
the 1 January 2007, and in order to resolve thblpnes that the new concessionaires
face on daily basis, the Ministry of Health implenteea series of continuous field
research as well as direct contacts with the dsctoiconcessionaires in order to
identify the current problems and provide direcsidor their resolution. In the last
week of November, the Ministry of Health developgdestionnaire in order to
evaluate the level of satisfaction of the patidnisn the services they receive in the
private health care in order to evaluate the piasibn effects in the private health
care. This research will be implemented in cooniimaand under supervision by the
National Institution for Health Care and the cdlies of information from the field
will be implemented by the ten regional offices faralth protection that will also
have to input the data into specially developedaltde. The analysis of this
information will be done in the first week of Deceen. The final report with
conclusions and recommendations will be availablé® December 2007.

The research results as well as the FAQs in reldatgorivatization will be published
and constantly updated on the Ministry of Healttsies.
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10.1.5. Stomatology

The basic package of stomatology services (destiibenore details in the point 11.3)
is still under debate. The results from costs far basic services in stomatology
protection, as well as the basic package of sesuitat will be made available to the
citizens, will be published together with the oVebasic package of health services.

10.1.6. New generation of hospital

In the frames of the third component to be implet@enn the World Bank loan,
assisted by the consultant, Mr. John Purvis, tlegiam for Organizational Theory
and Development of Business Plans was implemefiteid. Project included seven
pilot health institutions where the management sea®eveloped business plans for
their respective institutions as well as projeapmsals for capital investments. The
Committee for evaluation of the draft plans andjgub proposals for competitive
phase of the granting institution evaluated onliasis of instructions for training for
development of business plan and the evaluatousinbess plans in accordance with
particular examples for business plan as well d@sr@ for evaluation, provided by
the consultant. On the basis of quality of the bess plans developed, they were
ranked. The Committee proposed adoption of 4 pt@jeaposals in competitive phase
of the granting institution and in the frames atially planned Budget. One of the
winners was the Health Institution of Skopje witkeit project for Installation of GPS
system that will serve the needs of emergency rakdsgsistance.

The expert discussion regarding the new methodayiment in the hospitals, by
introducing diagnostically related groups (DRGs)Yarted in October. The
Coordinator from PEK and 10 national auditors ediKalf and Stuttgart in Germany
in order to acquire experience about the audit mweieims of the health services
provided by the health institutions to the benefigs and on the manner of financing
of the hospitals by implementing DRG. The practieaperience acquired in the
context of audit of implementation of the agreegdetyscope and quality of health
services that are provided by the health instihgito the beneficiaries, should be also
implemented in the Republic of Macedonia.

The new equipment in the total value of 40 milleuros is expected to modernize the
existing services provided in the hospitals, redihestime for diagnose and treatment
of majority of the diseases as well as train thatheprofessionals on the latest trends
in health.

10.1.7. Private health

At the end of November Macedonia was visited byT¥lomas Novotny, consultant
for reforms in the public health. He resumes theviies related to audit of the
function, organization and financing of the publealth in the Republic of
Macedonia. For this purpose, series of meeting® Wetd with the Directors of the
National Institution for Health Protection and ésm, in order to finalize the draft
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proposal for reforms in the function and organmatiof the public health in the
country. Developed were the key documents, SWOTysisawas made as well as
benchmarking against similar services in other toesm More advanced
consultations on this topic were made with thedoes of the regional institutions for
health protections in Macedonia, including the itnbn for Health Protection of
Mother and Children who is supposed to get integrat the public health system on
the workshop that took place on 1 December 200Vamrovo. Because of the large
scope of activities approval was received durirgritonth from the World Bank for
temporary extension of the contract with the coasullby the end of February 2008.

10.2. What remains to be implemented (activities rigyet implemented or not yet
finished)

What remains to be implemented by the end of 20@7all the above mentioned
activities that were started:
The remaining free medical exams;
Finalization of the tender for procurement of matiequipment and drugs;
Finalization of the procedure for selection of ngera in the hospitals that
will function on the principles of bind signatures;
Finalization of the debate for adoption of the bamckage of health services;
Finalization of decentralization of the Clinical i@er as well as introduction
of new system for payment in the hospitals.

All these activities are only preparation for urtdking of the key reform
undertakings in the health and the results wilviséble on a longer term.

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

The postponed selection of the best bidder onrttegriational tender for procurement
of drugs (the expectations from which were to redtle prices of the drugs) has
postponed the introduction of order the pharmacabindustry and regulation of the
market. In the context of drugs we need to pointtbe comments of those that know
the pharmaceutical situation — they forecast that Health Insurance Fund will

compensate the situations of lack of co-financiog firugs with increased co-

financing for more expensive drugs.

The establishment of Unit for Policy Analysis iretMinistry of Health should be
done as soon as possible in order to provide acalytunction that will greatly
facilitate the adoption of decisions and plannifignterventions in the health sector.
This body is supposed to replace the existing fqgttesentation of activities of the
Ministry of Health with modern analytical approadris process will facilitate the
proofs based decision making. Special attentiont rnegaid towards integration of
this unit in the structure of the Ministry of Hdalh order to avoid influence from the
so called “cabinet” capacity of the existing sestor the Ministry of Health which
have advisory role at the moment.

Before introducing the DRG as a manner of paymenhé hospitals, it is necessary
to define and introduce manner of audit over thpl@amentation, in order to avoid
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manipulations and misuses (DRG Creep). For thipgse it is necessary to establish
team of experts that know the manner that is swggpde develop a system of
indicators for monitoring and identification of tpeoblems and misuse.

Greater cooperation and coordination is needed detvthe Ministry of Health and

the Health Insurance Fund, especially in the idieation of preventive programs that
are under direct competency of the Ministry of Healnd included in the contracts
that are signed by the concessionaires in the terib@alth care with the Health

Insurance Fund (for example, the preventive progfamtuberculosis is excluded

from the prevention activities of the doctors i tprivate health care for 2008, as
they requested, in order to avoid the practice tisad to be of screening of 1 out of 6
patients registered at the chosen doctor). Thistipea could endanger the control
(especially when it comes to contagious diseaséthpugh the Government/ Ministry

of Health dedicates sufficient funds for impleméiota of activities but they are not

specifically defined and cause reactions both leyddctors and patients.

Greater cooperation is needed with the foreign donand consultants in
identification of projects (especially in relatibmthe EU preaccession Funds) in order
to avoid overlapping and duplication of financimgplementation of activities in one
area (for example, UNICEF cooperates with the Migisf Health in drafting project
that could be financed by the EU IPA funds; thetenhof this project is to a large
extent covered by a World Bank project and will smwnwanted duplication of
efforts in a same area).

10.4. Overall evaluation by the expert for the reprting period

The reporting period was very short in order tolenpent the key undertakings in the
health sector. The conclusions and recommendafiongurther actions are only
actions within which the processes that were stagkould move; the detailed
analysis and evaluation can be made only by amajythie overall processes that were
started, those that are already in implementatiofinshed during 2007. Since most
of the activities are only preparations for a maoat process which will yield results
only after several years, the conclusion remaims there should be no rush with
implementation. It is also necessary to plan wad implementation procedures and
key issue is development of indicators/ paramef@rsnonitoring of the process in
order to provide appropriate recommendations fanges or amendments.
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11.1. Activities implemented during the reporting @riod

11.1.1. Construction

Roads

There was successful end in realization of thest(fshase) of the project for
“Reconstruction of the bridges on the M-1 highwapast of the E-75 international
highway, on the Katlanovo-Veles section (southisaobf the road) and this section
of the highway was again put into use after one yeasiod. A total of 35 bridges
were reconstructed and now there will be secondgbéthe project that is supposed
to start in 2008.

The construction of third traffic lane has starbedthe regional road R-106, on
the section from Gradsko to Prilep. The funds fes tonstruction were secured from
the Government of the Republic of Macedonia, indheunt of 112 million denars
(1,84 million euros) and the total length of thenswuction lane is around 10
kilometers.

The changes and amendments of the Law on PublidReare adopted by
the Parliament of the Republic of Macedonia and tieve already entered into force,
in order to approximate to the EU legislation.

The development of study for transformation of gessenger sector in the
Republic of Macedonia has resumed. The consultaooypany developed a Draft
Report and by the end of 2007 the Second Repoetspscted.

Railways

In the last Report we noted that the total tramsfdion of the Public
Enterprise “Macedonian Railways” (“Makedonski Zlmlei — JP MZ) is
implemented in cooperation with the World Bank #&rid based on the following four
studies:

Study for provision of public services;

Study for access to the railway infrastructure;

Cost-efficiency (rationalization) Study

Study on Privatization

The consultancy companies that develop these stadéeesupposed to submit
the following three Reports: Inception report, Dr@fport and Final report.

In the recent period there was very active workatinthese studies. The
greatest progress was made on the Study for pooviHi public services. Final Report
for this Study was already done. Regarding the y5fied access to the Railway
Inffrastructure only Inception Report was providead Draft Report was developed
for the Cost-Efficiency Study.
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According to the forecasts of the first, second #ndl study that are related
to the two newly established companies (Public gpnige “MZ — Infrastruktura” and
Public Enterprise “MZ — Transport”) should be fimesl by the beginning of 2008 and
the fourth study that deals only with the Publiaddfprise “MZ — Transport” should
be finished by the end of 2008.

Beside the above, in the reporting period we sawinternational tenders for
procurement of basic assets (two diesel electiicabmotives and 80-160 plato
wagons) necessary for the work of the Public EmieegfMZ — Transport”.

Spatial and Urban Planning

The State Authority for Geodetic Works (DZGR) resuhits activities related
to implementation of the program goals during #ygorting period.

Novelty was introduced in the work of the Cadagatthe moment only for
the territory of Skopje and from February 2008 tfue entire Republic of Macedonia)
— the citizens can check via the Internet the stafuthe property. They click on a
special link of the DZGR website an enter the nunddethe property certificate or
the cadastre parcel.

This website started to function since last momtd & served over 14.000
visitors.

Another important thing is that the number of prelseunresolved cases (at
the end of October 2007) was reduced to 10.800scdsEm a total of 21.990 that
were at the end of 2005).

There is also continuation of the constructionh&f hew Cadastre building. It
will be finished in August 2008.

11.1.2. Transport

The Ministry of Transport and Communications, inogeration with USAID,
organized for the second time the electronic atlonaof the CEMT(Conference of
the Ministers of Transport) licenses for the tramggrs. For the first time this year,
the applications were also submitted electronicallife transporters trade union
“Makamtrans” was involved in this process of elentc allocation.

After the tender finished and the consultancy campaas selected to develop the
Study for concession model for development of tAkeXander the Great” Airport in
Skopje and the “St.Paul the Apostole” Airport inr@dh the consultancy company
NACO BV (Holland) started to scan the situation aegelopment of the study.

At the end of November 2007 (compared to NovemBE62there was an increase of
commercial flights and transport of passengershenSkopje Airport “Alexander the
Great” by 19,1%. The cargo transport has also as&@é by 59,7% while on the Ohrid
Airport “St.Paul the Apostole” there was reductionthe transport of passengers by
9,1% and 26,7% reduction of the cargo transport.
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11.1.3. Telecommunications

After the third mobile operator “VIP” started itperation in Macedonia and after the
announcement of the intention to publish tenderfdarth mobile operator, six more
companies expressed their interest.

11.2. What remains to be implemented (activities rioyet implemented or
finished)

The following activities are unfinished or notlfuimplemented in the last two
months:

Start of the project for modernization and improeetnof the collection of the

pay toll and related services (there are weaknessd® current system for

collection of tax for using the highway and theserevnot changed for years.

Project was announced in cooperation with the WBHdk for modernization

of the system and improved efficiency in the worlf)at will contribute,

among other things to reduce the corruption;

The Law on Construction is still pending in thelRanentary procedure;

The adoption of the new Law on Public Roads is lateas planned with the

Annual Program of the Ministry of Transport and Goumications to be

adopted by June 2007;

Development of Study for restructuring of the roadstor in the Republic of

Macedonia and transformation of the system for somdnagement;The two

companies that won the WiMax licenses on the tefdee not yet started

their work, although they were supposed to staBaptember;

The realization of the announcement for fourth rebperator is still lacking

(although it was announced that there will be pubhll for selection of the

fourth mobile operator);

Lack of consistency in the fight against the urbaafia.

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

There are numerous important risks in the impleaté of the already started and
planned future program activities of the Governmienthe area of transport and
communications. The impact of these factors indigity, or jointly through
integration, could be the reason for eventual leickuccess of the reforms. Some of
these risks are the following:
Because of existing political oppositions betwees government and
opposition it is possible that there will be obstron of the reforms by
the opposition;
Prolonged implementation or late activities thatreveplanned for
implementation (for example, adoption of change$ amendments of
the existing law or adoption of a new Law);
The consistency in the efforts for reforms and izedibn of some
projects;
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Resistance to the reforms because of unclear fuance fear from
being sacked, in the institutions where reforms bl taking place;
Because of the overambitious plans in implementatibsome of the
project and the short timeframe for realizatiorthe planned activities,
there could by partial or non-quality realization;

Little time dedicated to lobbying which could berablem in trying to
obtain support from some international institutidos realization of
particular projects.

11.4. General evaluation by the expert for the repting period

After the successful ending of the works for re¢ardion of 35 bridges on
the M-1 highway (E-75) on the Katlanovo-Veles sauti second phase of the
reconstruction of 21 bridges of the M-1 road wallléw, on the section to Bogorodica
(the Greek border), again with financial supportM&TO. The total value of the
entire project (in all three phases) is around 3ian US dollars. The successful
implementation of this project will have multiplenportance for the Republic of
Macedonia before the NATO Summit next year.

Although the project was successfully implementedthe first phase, the
question that still remains is — was it possibleb&tter manage the works and
reconstruct the road along the entire section @filghway (Petrovec-Veles) that was
closed for traffic?

The construction of the third lane on two secti@$ km and 4,2 km) on the
regional road R-106 from Gradsko to Prilep is expeécto improve the road
infrastructure and enable easier and safer commatioic of the local and
international transport. In the same time it widintribute towards quicker economic
development of the Pelagonija region.

The development of the Inception report of the gtiad transformation of the
road sector in the Republic of Macedonia showskthe directions along which the
transformation will be taking place. It is necegstr aim for core changes in this
sector that will contribute towards introduction @bmpetition and increased
efficiency in the work and not just make-up chanlgeschange of names, etc.

In the transformation it is necessary to take imicount all aspects:
organizational, technical, social and legal.

The reforms of the pay toll fee did not happethalgh the Program for work
of the Ministry of Transport and Communication waspublish tender in the first
quarter in 2007 and end the whole procedure d@ty.

The recent events in this service show that thieoelld be any postponing in
modernization of the system for collection of theypoll fee because the existing
system (that has been in place since the pay #@dlintroduced) is obsolete since long
time ago and is prone to manipulations.

The transformation of the Public Enterprise “Mameidn Railways”, now two
separate companies (Public Enterprise “MacedoniaitwRys — Infrastruktura” and
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Public Enterprise “Macedonian Railways — Transgaint Stock Company in state
ownership) continues with the development of stsithe the consultants.

The different approach towards the transformatietwken the current and
previous Government is evident. This Governmentectetl consultants that
developed the studies for transformation and thienéo one, without developing a
Study for Cost Efficiency in the work and reductiohstaff, reduced the number of
staff and then these people claimed their righteuth litigation so the Public
Enterprise “Macedonian Railways” had to pay damages

Like no other government before, this Governmeneiy decisive in the fight
against corruption. The most obvious examplesHat s the electronic allocation of
the CEMT licenses for the transporters, the eleatraallocation of the social
apartments, changes in the practice that used tonpkemented of direct sales of
construction land, etc

The recent introduction of novelties in the worktbe State Authority for
Geodetic Works (DZGR) such as insight in the propestatus via Internet,
contributed to improve the perception that the pedpave towards DZGR — it is now
one of the most reform oriented institutions in tf@sport and communication area.

The start of work of the third mobile operator YIRtroduced tru competition
in the mobile telephony, which was warmly receivgg the users. Although the
Ministry of Transport and Communication said by #wd of this year it has no
intention to announce tender for fourth mobile aper, it is considering the
opportunity for development of 3G technology, tdwet with the Agency for
Electronic Communications, which enables multimediasfer of information.
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Very important for the further success of the Gaweent Program for realization of
reforms is the administrative capacity to impleminat activities set. Political will is

necessary as well as involvement of the wider jgalitfront — joint actions by the

position and opposition. It is necessary that teg€enment and the Agency for Civil
Servants establish working group that will inclualeo experts from the opposition
for implementation of the administration reform$ieTadministration reforms should
be managed and owned by the Government, not bigfopgojects.

The relevant bodies should resolve the main proliteah happens on the road of the
fiscal decentralization process in the Republid/aicedonia — How can we make the
fiscal decentralization be consistent with the ficial consolidation of the
municipalities? This means that the municipalitreast be sufficiently strong and
financially capable to show that they have bettapacities from the central
government to realize the local needs. In ordevenfy the fiscal strength of the
municipalities, the relevant institutions in thecoming period must carry out overall
evaluation of the real effects from the decentedion so far — on consolidated level
(on national level) and on individual level (for ckaand every municipality
separately). The Government should be able tooactdequate fiscal consolidation of
the municipalities and their empowering for redi@a of the remaining segments in
the decentralization process — build and develop thtal capacities of the
municipalities, facilitation of their mutual coopgion and their preparedness for the
EU standards.

The initial actions of the governments should beuf®d towards changes and
adjustment of the laws that regulate the work eflttal self-government units to the
modern systems for fiscal decentralization as agltowards gradual departure from
the system of financing of the public local insites with the so called block grants
from the National Budget. Here we are speaking alotanges in the: Law on
Property Tax, Law on Communal Tax, Law on Perstmadme Tax, Law on the City
of Skopje, etc.

Since the manner of allocation of the dedicatedf@%h the National Budget of the
Republic of Macedonia for reconciliation of diffaces between the municipalities
proves to be incorrect and counterproductive dwset@ral reasons, it is necessary for
the relevant authorities to identify alternativermar for more efficient realization of
this objective. Finally, it is necessary in realjzéo realize as soon as possible the
issuing of municipal bonds as a manner of secufimgds to finance capital
investments in the local self-government units atering the fact that there is no
local self-government unit in the Republic of Mace@ that would be capable to
implement more serious investment project with@kirtg loans or without issuing
bonds. The alternative solution for realizationttus goal is to improve the public-
private partnership system for investments.

In the area ofindustrial policy, the Government should regularly monitor the
implementation and realization of the deadlinesmfrehe Program matrix for

stimulation of the investments. From, conditionafigeaking, preparatory part of
development of strategies and documents it canelietfat progress is made in
moving towards operational realization and impletagon through developed action
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plans which clearly identify the responsibility amide target dates (such as, for
example, the Program for stimulation of investmpents

Macedonia still needs some time to achieve fulliomotfor the securities market,
combined with sustainable fiscal discipline andgi@erm political stability, enabling
the country to achieve investment rating. The goating will attract foreign

investments that will additionally improve the eoaric climate in the country and
improve thdiinancial system of the Republic of Macedonia

The recommendation in the areakwiowledge based economis that much more
attention must be paid to increase the budget famdgable for science, development
and research. Very important is the second ha#f0ff7 since the budget process for
2008 is in full speed. If the intention is to inase the Budget allocation for these
activities, the Ministry of Education and Sciencel dhe Ministry of Economy would
have to develop specific programs and the Ministrifinance approve funds.

In this regard, in order to have maximum use of theds from the Seventh
Framework Program for Research of the EU it is semg to implement campaign
that will be focused on the companies, scientific@tional institutions, associations
of citizens and the citizens that will inform thexbhout the opportunities provided by
this program and procedures to apply for finanoahe frames of this Program.

Since extremely important for successful use offtimels of this program will be the

cooperation with institutions, companies and asgmsis with the EU member states
and other candidate countries, support is needéukeimealization of this cooperation
by the Ministry of Education and Science.

The Government of the Republic of Macedonia shsoloh identify mechanisms that
would stop the agony of postponing of adoptionhaf new Law on Higher Education.
If this is not done as soon as possible than ogegnathe changes in the area of
education that are awaited so much will be postgaral the public universities will
continue to be in a less favorable position comgp#methe private universities.

The lack of coordination between the Ministry ofugdtion and Science and the local
government will intensify in the upcoming periocethroblems between the central
and local government. This will continue to be eefed in the further drop of quality
of the elementary and secondary education.

In the area of improvement of quality of educatibris also necessary to have
consistency in the implementation of activitiesttheave been started regarding
external assessment and introduction of state Matur this regard it is very
important to implement campaign for promotion o# importance and effects from
education, focused towards parents, teaching stafflents and public. It seems that
the absence of these activities is one of the resabecause of the current resistance
towards introduction of the state Matura and otheovations in the education.

In the area o&griculture it is necessary to adopt the law and the natistrategy for
agriculture and rural development as soon as pessibcause these are the key
documents for implementation of the agriculturdbres that will bring Macedonia
closer to the European Union and enable use ofsftnoth the preaccession funds.
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As a candidate country, Macedonia should do anothe area of agriculture to
harmonize with the EU agricultural policy. Beside tlaws it must reform the state
administration, including the Ministry of Agricultelas a leading institution.

Regarding the allocation of agricultural land ie tpcoming period it is necessary to
pay special attention on the control of the congraigned. The slowdown of the
Credit Fund should be resolved in the upcominggaenn order to successfully use
favorable loans for the farmers.

In the area oforeign affairs to receive invitation for NATO membership in 2008,
maximum lobby efforts are necessary, achieve iatepolitical consensus on the
reforms as well as additional efforts in the precesresolution of the name dispute
with Greece before decision is made for invitatioMacedonia to join NATO, which
can be one 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 for eventuatation for NATO membership.

The Government o the Republic of Macedonia shoafdicue its constructive policy
in the process of resolution of the Kosovo statostinue to support the plan of Marti
Ahtisari and advocate that it is against any wighdiof the borders, which is one of
the principle of the modern international law and Gharter principle. Pledging it's
not enough, but a demand of hard guaranties foclmatging the borders.

Since the Government is ready to discuss with fiosition in trying to resolve the
reform barriers in thgudiciary, mechanisms must be identified and resume the
discussions and negotiations in order to finaliee udicial Council.

The late judicial reforms are direct product of remoperation between position and
opposition parliamentary political parties regagdithe establishment of the Council.
It was, and still is, one of the key remarks of Ev@opean Commission and NATO.
We need to take into account and consider veryossgly that this situation is

manifested as a lack of dialogue between the Gavenh and opposition and the lack
of good 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 was alreadiyd,sao activities were undertaken in
this area so it is not possible to evaluate th& firem implementation/ non-
implementation of these activities.

In the context of drugs, in the field of pharmaeesiit might happend the Health
Fund to compensate the lack of co-financing forgdrwvith increase of the co-
financing for the more expensive drugs.

It is unknown whether the Ministry of Health has/grian for training of the health
professionals that would be operating the equipnexpected to arrive in the
hospitals in the upcoming period.
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In the area otransport and communicationsit is evident that there is no greater
investments in basic assets in the public sector.eikample, the financial structure
for construction of the ring road around Skopjenirthe total funds necessary, 72%
came from the European Bank for Reconstruction Bedelopment (EBRD) and
28% from European Investment Bank (EIB). The fundsessary for expropriation
and supervision over the construction works areirgecfrom the National Budget of
the Republic of Macedonia.

All Governments so far were committed to finalizee troad infrastructure in the
Republic of Macedonia by using the concession madelthis was only through

declarations, expecting that they will receive it invest no money. However,
after scanning the complex conditions for concesgiey immediately withdrew. The

current Government should use the previous lessbr@missions made from the
former Governments and make positive step thatheilapplied in the approach to the
concessionaires.
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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 activities unklenteby several institutionghe
Government of the Republic of Macedonia, the appeitgo Ministries, various
government services, bureaus, government agerstés, enterprises, the Parliament
of the Republic of Macedoniaic.

This report, same as the previous two reports, aimwovide an overall picture on
the reforms planned and realized by the Governnterdugh constructive and
comparative analysis of the Action Plan of the Gomeent and the implemented
activities. The main idea is that the citizens oure to be informed in details about
the political initiatives and activities of the Gamwment, against the analysis
published.

We hope that this two-month Report, in which areluided expert analysis of the
work of the Government and the Ministries, will weras usefull cognizance for
reexaming its work and for its improvement.

This two-month report continues to monitor the pesg in implementation of the
programs and reforms of the coalition GovernmenthefRepublic of Macedonia by
evaluating the risks from insufficient or non-qtlimplementation of each of the
areas included in the Report.

The third Report for the “Leadership Monitoring”opect of the OHRID Institute for
Economic Strategies and International Relationdudes the time period August-
September 2007 (these are the months in which ttreei@ment of the Primer
Minister, Mr.Nikola Gruevski, is exactly one yearpower).

In this Report the basis to evaluate the perforrasnaf the Government is the
Program for Work of the Government of the Repubfidlacedoni&’, developed in
September 2006. Most of the content of this Progsamelated to the steps necessary
in the election program of VMRO-DPMNE - “Rebirth IO Steps” but there are
also additions from the pre-election programs frother coalition partners. This
program is the basis platform for work of the Gaweent in its four-year mandate.

The monitoring is carried out by the followung h@lependent 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 po8

12 This program is the basic action platform of thev€&ament it ins four-year mandate petiod
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The expected outcomes and benefits from the "LeageMonitoring” Project for the
Macedonian society are multuple. The main expextasi that the Government
accountability towards the public will be increasisl measurement and evaluation
and also making sure that the Government usesdhists as a tool for greater
development and progress. Overall, the monitoramprts are expected to contribute
for better democratic climate and improvement ircktionia.
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Annex 2: Methodology

This Report is based on the approach and analyt@alework that were elaborated
in the previous two reports for monitoring of perfances of the Government of the
Republic of Macedonia in the focused areas. Theemxgports were developed on
the basis of the general methodological framewetkrsthe “Leadership Monitoring”

Project where the main purpose of the Project isntmitor the reforms of the

Government of the Republic of Macedonia. This reg®mresult of the knowledge

acquired from monitoring the activities undertakby the Government of the

Republic of Macedonia in particular areas in the-twonth period August-September
2007.

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

Activities implemented during the reporting period;

Providing answer to the question: what remainsetariplemented i.e. what is
not yet implemented or not yet finished;

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

General expert ealution for the reporting period.

These are the main components of the expert reppoatstructural sense. The general
Report of this project starts with overview and £mdth specific/ general
recommendations.

The third Report is also focused on the activitiealized in the monitored and
analyzed period as well as on the activities tlegtdnto be realized. At the end each of
the experts that developed the Report provided thgnion for the issues realized
and what remains to be realized by providing speo#icommendations for the area.

The methodology used to develop the third repothéssame methodology that was
used to develop the first and the second repdris.general and unified methodology
embedded in all reports produced in the “Leaderdgmitoring” project. It includes
the following elements, tools and procedures:

Development of System Matrix for performance baseditoring;
Identification of initiatives planned which, accord to the System matrix,
should be in the process of implementation in @perting period;
Development of Questionnaire for collection of imf@tion on the level of
implementation of the initiatives planned;

Interviews with representatives from the publidyate and NGO sector;
Analysis of information collected;

Development of Risk Assessment from insufficienhon-quality
implementation;

Development of Progress Repotr regarding the imeigation of what was
planned.
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The ascertainments and assessments are based amfaitmeation collected from
consideration of the available written materialsd atlocuments but also from
interviews with experts and responsible officialghe respective institutions.

Before starting to measure the Government perfocesnn the period August-
September 2007, the experts were using PerformBased System Matrix that was
also used for the firs report, initially developleg the OHRID Institute team. As a
base for the Matrix, the experts used the GovernrRemgram but also the election
programs of the political parties now members & @overnment coalition. These
matrixes are powerful instruments to evaluate tedopmances of public projects.
They are being successfully used by many countrigse world.

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 insufficient or nonitgual
implementation for one of the sectors.
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