GOVERNMENT OF
THE REPUBLIC OF MACEDONIA

NATIONAL PROGRAMME FOR ADOPTION OF THE ACQUIS COMMUNAUTAIRE

- REVISION 2008 -

Skopje
March 2008



Content

1 POLITICAL CRITERIA ..ottt bbb bbb bbbt bbbttt 7
11 DEMOCRACY AND RULE OF LAW.......ocutiiiiiiiiiiiiet et bbb 7
LULL ASSEMBLY Lottt bbb bR R bR bbb 7
112 GOVERNMENT L.ttt bbb bbb bbbt b bbbt bbbt 7
1.1.3  PUBLIC ADMINISTRATION ..ottt bbb bbb bbb b bbb 8
114 JUDICIARY ottt bbb bbb e bbb R bbb s 10
1.15  ANTI-CORRUPTION POLICY ....oviiiiiiitiiiitiiiett ettt bbb bbb s 11
1.2 HUMAN RIGHTS AND PROTECTION OF MINORITIES.......cooiitiiiiiitict s 12
121 HUMAN RIGHTS ..ot b bbbt bbbt b e s 12
1,22 MINORITY RIGHTS ..ottt bbb bbb bbb bbbt s 15
1.3 REGIONAL ISSUES AND INTERNATIONAL OBLIGATIONS ..ottt s 15
2 ECONOMIC CRITERIA ..ottt bbb bbb bbbt b bbb bbbtk 19
2.1 EXISTENCE OF A FUNCTIONAL MARKET ECONOMY ..ottt s 19
2.2 CAPACITY TO COPE WITH COMPETITIVE PRESSURE AND MARKET FORCESWITHIN THE EU ......coovviiiiiiiccc 24
3 CAPACITY FOR ASSUMING THE OBLIGATIONS FROM THE EUMEMBERSHIP .........cccooviiiiiiiiic s 34
3.1 FREE MOVEMENT OF GOODS ...ttt bbb 34
3.11 GENERAL PRINCIPLES ......oooiii bbb bbb bbb 34
3.1.2  HORIZONTAL MEASURES..... ..ottt bbb bbb bbb 34
3.1.3  OLD APPROACH PRODUCTS LEGISLATION ......cciiiiiiiiiiiiiit bbb s 39
3.1.4  NEW AND GLOBAL APPROACH PRODUCTS LEGISLATION ....cciiiiiiiiiiiiiriiiii e 43
3.1.5  PROCEDURAL MEASURES........ciitiiiiiiict bbb bbb bbb 45
3.2 FREEDOM OF MOVEMENT FORWORKERS..........cciiiiiiiiiii s 48
3.21 ACCESS TO THE LABOUR MARKET (GENERAL PRINCIPLES) - EURES .......cccceosiiiiiinniieirisnneeieis e 48
322 BURES ... bbb e 49
3.23  COORDINATION OF THE SOCIAL SECURITY SYSTEMS.... ..ottt 49
3.24  EUROPEAN HEALTHCARE INSURANCE CARD ......ccciiiiiiiiiiiit i 50
3.3 RIGHT OF ESTABLISHMENT AND FREEDOM TO PROVIDE SERVICES ...........coooiiiiiiiii s 52
3.3. 1 RIGHT OF ESTABLISHMENT ..ottt bbb bbb bbb 52
3.32 FREEDOM TO PROVIDE SERVICES .........cociiiiiiiiiii bbb 52
3.3.3  POSTAL SERVICES. ... .ottt bbb bbb bbb bbb 54
3.4 FREE MOVEMENT OF CAPITAL ..ottt bbb bbb bbb 57
341  MOVEMENT OF CAPITAL AND PAYMENTS ..ottt b s enenenenenenas 57
342 PAYMENT SYSTEMS ...ttt h b b s bbb bbb bbb bbb bbb bbb b bbb b b e b bbb e b b e b erebenenerenenene 58
3.43  PREVENTION OF MONEY LAUNDERING........cceitirititirerireieieiet e 59
35 PUBLIC PROCUREMENT ..ottt 62
3.5.1  GENERAL PRINCIPLES .......cocoitititititititeteter et eseh b s s s s s s es s s s s bbb bbb bbb bbb b bbb beb bbb ebebenererenen b enenena 62
3.5.2 CONCESSIONS AND OTHER TYPES OF PUBLIC-PRIVATE PARTNERSHIP ........cccoviiiiiriireeeeerereereerererenerenenenenenenas 62
3.5.3  AWARDING PUBLIC CONTRACTS .....oititititererererirererereseres s s s s s s es s s s s s s s s s bbb s es s bbb bbb b s bbb b bbb ebererenerenerenenerenas 63
354 LEGAL REMEDIES........c.coitititititititetit ettt b s bbb s s s bbb bbb bbb bbb bbb bbb bbb bbb bbb e b b eb b bbb b enerenas 64
3.6 COMPANY LAW ..ottt ettt s s s b b s s bbb bbb b8 b bbb b h bbb b bbb b e h e b b eh b b e b e b e b ebeb b e b e b eb b b e b b eb e b b ebererenenes 66
3.6. 1 COMPANY LAW ..ottt ittt ettt b bbb bbb 66
3.6.2  ACCOUNTING AND AUDIT ...ovtirirerirerererererererer s s s s eses s s s s s s s s s s s s s s s s s s s s s s s s bbb ebesebesesesebesesenebenebererenerenenerenenenanas 67
3.7 INTELLECTUAL PROPERTY LAW ...ttt 70
3.7.1  COPYRIGHT AND RELATED RIGHTS......coitititititititeteieisis s 70
3.7.2  INDUSTRIAL PROPERTY RIGHTS.......coititititititiriieieiet s 71
3.7.3  IMPLEMENTATION .....oititititititetet ettt s er e b b s s b s b s b s s s s b s b b s bbb R bbb b bbb bbb b ereheheh e b e b eberebererebererenerenes 72
3.8 COMPETITION. ...t ttttet ettt b e b s s s s b s b bR s b h bR h bbb b bR bbb e b bR b e R R b e b e R e b e b eb b ererenenererererenenenas 75
3.8.1  ANTITRUST, INCLUDING MERGERS.........ccititiriririririierirerererer s en s en s en e enenen s en e nenenenenenenenenenana 75
3.8.2  STATE AID ...ttt 76
3.8.3  LIBERALISATION ... .ccitititirererererererererer s s s s s s s s s s s s s s s s s s s s s s s s s s s es s h s s R s e s esehehehehehereh R e R eRererereberererererenerererenerererenas 77
3.9 FINANCIAL SERVICES ..ottt 78
3.9.1 BANKS AND FINANCIAL CONGLOMERATES........cociiriririririrerirerer e n s en s en s s nenen e nenenenenenanas 78
3.9.2  INSURANCE AND PROFESSIONAL PENSION INSURANCE .......cciriririririrerererererererererererer s nenenenenenenenas 79
3.9.3  FINANCIAL MARKETS INFRASTRUCTURE ......coctitiiitirircieierereeee e 81
3.9.4  SECURITIES MARKET AND INVESTMENT SERVICES.........c.coiiiiiiiierrererereree e 82
310  INFORMATION SOCIETY AND MEDIA ..ottt 84
3101 ELECTRONIC COMMUNICATIONS AND INFORMATION TECHNOLOGY ..ottt 84
3.10.2 INFORMATION SOCIETY SERVICES ..o 87
3.10.3 AUDIO VISUAL POLICY ...ttt 91



3.11  AGRICULTURE AND RURAL DEVELOPMENT ......octiiiiiiitiiiiiict ittt bbb 96

3111 HORIZONTAL ISSUES. ... .ot bbb bbb e 96
3.11.2 COMMON MARKETS ORGANISATION. ..ottt bbb 98
3.11.3 RURAL DEVELOPMENT ..ottt bbb bbb 100
3.11.4 ORGANIC AGRICULTURAL PRODUCTION ..ottt 102
3.11.5 QUALITY POLICY ...ttt bbb bbbt n e 103
3.12  FOOD SAFETY, VETERINARY AND PHYTOSANITARY POLICY .....cociiiiiiiiiiicti et 105
3121 GENERAL. ...ttt bbb bbb 105
3.12.2 VETERINARY POLICY ...ttt bbb bbb 105
3.12.3 PLACING ON THE MARKET OF FOOD AND FEED .......ccoioiiiiiiiiiic e 107
3.12.4 FOOD SAFETY RULES ..ottt bbb bbb 107
3.12.5 SPECIFIC RULES FOR FEED.........coiciiiiiiiiiiiiii bbb 110
3.12.6 PHYTOSANITARY POLICY ..ottt bbb s 110
3A3 FISHERIES ... 114
3131 RESOURCE AND FLEET MANAGEMENT, INSPECTION AND CONTROL.......ccccoiviiiiiriiitiinrceersee s 114
3.13.2 STRUCTURAL ACTIVITIES. ..ottt bbb bbb 114
3.13.3 MARKET POLICY ...ttt bbb bbb bbbt 115
314 TRANSPORT POLICY ..ottt bbb bbb bbb bbb 116
3.14.1 ROAD TRANSPORT ...ttt bbb bbb bbbt b bbb 116
3.14.2 RAIL TRANSPORT ...t bbb b bbb bbbt 118
3.14.3 INLAND WATERWAYS TRANSPORT ..ottt bbb 121
3.14.4 COMBINED TRANSPORT ..ottt bbb bbb bbb 122
3.14.5 AIR TRANSPORT ..ottt bbb bbb bbb bbb bbbt b e 122
3.14.6 1.1.6 MARITIME TRANSPORT ..ottt bbb 125
3.14.7 117 STATE AID oottt bbb bbb bbb 125
3.14.8 1.1.8 SATELLITE NAVIGATION ..ottt bbb bbb 125
315 ENERGY iR b bR bbb 126
3.15.1 SECURITY OF SUPPLY ...ttt bbb bbb bbb 126
3.15.2 INTERNAL ENERGY MARKET ..ottt bbb bbb 127
3.15.3 STATE AID ..o b bbb 129
3.15.4 RENEWABLE ENERGY ..ottt 130
3.15.5 ENERGY EFFICIENCY ..ottt 132
3.15.6 NUCLEAR ENERGY ..ottt bbb 134
3.15.7 NUCLEAR SAFETY AND RADIATION PROTECTION ..ottt 134
3168 TAXATION L.ttt h 8RR 137
3161 INDIRECT TAXATION ..ottt 137
3.16.2 DIRECT TAXATION ..ottt 139
3.16.3 ADMINISTRATIVE COOPERATION AND MUTUAL ASSISTANCE ..ottt 140
3.16.4 OPERATIONAL CAPACITY AND COMPUTERISATION .....coivivirerirereiererererererer s s es s s s esen s s enenenesesenenenenenenas 141
3.17  ECONOMIC AND MONETARY UNION....cciuiuiuiuiuiiiriiirimisisiseiesesesesesssesessseses s s eses s ses s 144
3171 MONETARY POLICY ...ttt 144
3.17.2 ECONOMIC POLICY ...ttt 146
318 STATISTICS. .ottt 149
3181 STATISTICAL INFRASTRUCTURE ..ottt nen e nen e enennas 149
3.18.2 CLASSIFICATION AND REGISTERS ..ottt 153
3183 SECTORIAL STATISTICS ...ttt ettt r b h bbb s s bbb bbb bbb bbb bbb er bbb erererenenererenenas 154
3.19  SOCIAL POLICY AND EMPLOYMENT .....ctuttittiittiietiitietieiiesieeeesess e ssss sttt 161
3191 LABOUR LAW.....c.oiitittitit sttt 161
3.19.2 EMPLOYMENT POLICY AND EUROPEAN SOCIAL FUND .......cccoviiiiiiriititntetee ettt 165
3193 SOCIAL INCLUSION ...ttt er s s s s s s s s s s s s s s s s r s s s b er s s r b renererenerererenenerenenenas 168
3.19.4 SOCIAL PROTECTION .....cvvrerererererererererereser s s eses s s s s s s s s s s s s s s s s s s s s es s s s s s s s s esererenesererererenererererenerenenenenenana 170
3.195 ANTIDISCRIMINATION AND EQUAL OPPORTUNITIES ..ottt 172
3.20  ENTERPRISE AND INDUSTRIAL POLICY ....utuitiititiiiieieiiieriseeesisssesieisi s 175
3.20.1 PRINCIPLES OF ENTERPRISE AND INDUSTRIAL POLICY ..c.oviiiiiirirt ettt 175
3.20.2 INSTRUMENTS OF ENTERPRISE AND INDUSTRIAL POLICY ...c.oiiiiiititreeere e 176
3.20.3 POLICIES BY SECTORS ..ottt 178
321 TRANS-EUROPEAN NETWORKS ..ottt sttt sttt 181
3211 TRANSPORT NETWORKS ... ..ottt 181
3.21.2 TRANS-EUROPEAN ENERGY NETWORKS ........oooiiiiiririsrrs st 183
3.22  REGIONAL POLICY AND COORDINATION OF STRUCTURAL INSTRUMENTS .....cooiiiiiiiiieeeeeeseee e 188
3221 LEGAL FRAMEWORK ...ttt 188
3.22.2 ADMINISTRATIVE CAPACITY ...oieieitieieieieieieieies i es sttt 191
3.22.3 PROGRAMMING ..ottt 192
3.22.4 MONITORING AND EVALUATION ..ottt 193
3.225 FINANCIAL MANAGEMENT AND CONTROL.......cviiiiiiirinissss s 193



3.23  JUDICIARY AND FUNDAMENTAL RIGHTS ...ttt 195

3.23.1 JUDICIARY .ottt ettt h ettt e b e e b e e bt e s b e et b e et b e s be e s be e bt e s be e be e st e s beesbe e st e ebaesbe e st e sbe e beab b e ebeesbe e bt e sbeesbeerbeebeesbearbeas 195
3.23.2 ANTI-CORRUPTION POLICY ...ttt sttt sttt et sttt st b et s bt e s b e et e s ba e s be et e sbtesbe et e sbtssba et s sbassbaesbesnessris 200
3.23.3 FUNDAMENTAL RIGHTS ...ttt ettt sttt b e s b e bt s b e e b e e bt s s be et e e bt s sba e b e ebt e sbaesbesbtssbaesbesaessbaesbesressrs 203
3.234 BU CITIZENS RIGHTS ...ttt sttt sttt e bt b e e b e e bt e s be e b e e bt e sbe et e e bt e sba e b e e bt e s baesbeebtssbaesbesbtssbaesbesresaris 205
3.24 JUSTICE, FREEDOM AND SECURITY .ottt ettt sttt sttt s ht s ste st s bt e st s s st s sba s s b e est e s ba s be e st e sbaesbeastesbassbeestesbaesrnas 206
3.24.1 Y 1L AN 1 L TR 206
3.24.2 F NS} L0 TR 208
3.24.3 LY A ST 2L O] (O TS 211
3.24.4 EXTERNAL BORDERS AND THE SCHENGEN ZONE BORDERS.........oooiiiiiicc ettt 213
3.24.5 JUDICIAL COOPERATION IN CIVIL AND CRIMINAL MATTERS ..ottt st s 216
3.24.6 POLICE COOPERATION AND FIGHT AGAINST ORGANISED CRIME...........ccoiiiiiieies e 219
3.24.7 FIGHT AGAINST TERRORISM ...ttt ettt ettt ettt b et e bt e bt et e s bt e st e et e s bt e s b e st e s bt e st e st e s bassbeesbesbaesbaareas 224
3.24.8 FIGHT AGAINST DRUGS.......oo ettt sttt b e st e bt e s b e e st e e bt s s be et e e bt s s ba et beebt s s baesbesbtssbaesbesaessbaesbesressris 226
3.24.9 CUSTOMS COOPERATION......cctti ittt ittt sttt st sttt st st a et s bt s s be et e s bt s s he e st s sbtesbe e st e sbeesbe et e sbessbeesbesbassbaesbesaessbaesbeans 228
3.24.10  COUNTERFEITING OF THE BUROD .....ootiiii ittt sttt sttt st sb e bbbt e b e et s sba s st esbesbassbeesbe s 229
3.25 SCIENCE AND RESEARCH ... .ottt ettt sttt ettt et st b e e b s s b e et e e st s s be et e s bt s s b e et e e bt e sbe et e saessbaebesaessbeebessassbnesteans 232
3.25.1 ] A =0 o 1 = 11 [ 2R 232
3.25.2 FRAMEWORK PROGRAMMES ...ttt ettt ettt sttt st s bt b e bt e s bt et e s bt e b e et e st b s st e st e s ba s beebesbassbeeseis 233
3.25.3 EUROPEAN RESEARCH AREA...... oottt ettt ettt et he s st e bt s be et e e bt s s b e e b e e bt e s b e e st e ebe s s baesbesbessbeesbesresars 234
3.26 EDUCATION AND CULTURE ..ottt ettt ba s st bt e b e e st s bt e b e e st e s be s b e ebb s sbe e sb e e bt s s baesbeerbssbeesbesresers 235
3.26.1 COMMUNITY PROGRAMMES ..ottt sttt ettt st b et s s at s b e et e sbt s s b e et e s bt s s b e et s sbessbeebesbessbasbesaessbaebeans 239
3.26.2 (01U | 10 TR 240
3.27 ENVIRONMENT ...ttt ettt ettt et b e s bt et e e b e s bt et e s 2t e s bt et e s st e s be et e e b b e s b b e be e st e s beeebeesbe s bt et e e st e sbessbeebeabbesbeebesbaesbee e 244
3.27.1 HORIZONTAL LEGISLATION. ..ot i ittt ittt sttt s b it sb e bbb s b s e bt s s be et e e bt s sba e b e e bt s s beesbesbessbaesbesbessbeesbesressris 244
3.27.2 D 7 X I SRS 249
3.27.3 WASTE MANAGEMENT ..ottt sttt et b e e b e et s s b e e b e e bt e s bt e b e e st e s b e e sbe e st e sb b e sbe et e sbessbe et e sbessbeesbeenesaris 252
3.274 WATER QUALITY ettt ettt bbbt et 4 e bt e R e b e se et s e bt e R e b e Re b e s e et et et et ebe b ene et e e et et ere st enerennns 255
3.27.5 NATURE PROTECTION. ... .o ittt ettt ettt ettt sttt s b e s b e e st s be e sb e e bt s s be e b e e bt s sba e b e e bt e sbeesbeebessbaesbeenbssbeesbesresans 258
3.27.6 INDUSTRIAL POLLUTION CONTROL AND RISK MANAGEMENT .....cviiiiiieitiee ettt st st s 261
3.27.7 (08 | Y 1O SRR 263
3.27.8 €1 RS 265
3.27.9 1 L0 TR 267
3.27.10 RO Y 1 2 TR 269
3.28 CONSUMER AND HEALTH PROTECTION . ... .ottt sttt ettt ettt sttt sba st s st sba st e s bt s sba et ssaassbaebesbessbassbesnassbnasteans 272
3.28.1 CONSUMER PROTECTION.... .ottt ittt ettt sttt ettt et s ba s s b e st e s bt s s be e st e s bt s s b e e st e sbessb e et e sbessbeesbesbessbaesbesaessbeasbeans 272
3.28.2 gL O | I ST 274
3.29 CUSTOMS UNION ...ttt sttt sttt st e st s s b e e s b e s bt s s b e e b e e bt e s be e b e e bt s sbe e beebessbe e beebessbe et e sbessbe et e sbessbeebesbessbnesteans 278
3.29.1 CUSTOMS LEGISLATION. ...ttt ittt ettt sttt s te et e vt s s b e et s bt s s beebesbtssbe et e sbessbe et e sbeesba et s sbessbeebesbassbaebssaessbaebeans 278
3.29.2 ADMINISTRATIVE AND OPERATIONAL CAPACITY ..ottt sttt sttt ba s s bt bbbt s aa s 280
3.30 EXTERNAL RELATIONS ... oottt sttt ettt e b s bt et e s bt s s b e e st e e bt e b e e st e s bt e s be e st e s bt e s b e esb e sbeesbe e bt e sbeesbeesbesbeesbesresers 283
3.30.1 COMMON COMMERCIAL POLICY ...ttt ettt sttt st bbb b e bt sba e b e s bt s sbe e b e sbt s sb e et e sbessbaebeeres e 283
3.30.2 BILATERAL AGREEMENTS WITH THIRD COUNTRIES.......coiiiiiiieee ettt sttt s 284
3.30.3 DEVELOPMENT POLICY ...ttt ettt sttt bbb bt s bt s b e e b s b e et e e st s sbe e b e e bt e s baesbesbt s sbeesbeesessbeesbesresars 284
3.30.4 HUMANITARIAN AID ..ottt ettt s be e b e e st s b e e b e e bt s s b e s b e e bt e s he e b e e bt s eba e b e ebt e sbeesbeebesebeesbeebessbeesbesresars 285
3.31 FOREIGN, SECURITY AND DEFENCE POLICY ....ooiviiitiei ittt sttt sttt sba s st sba s st et sra s st s et sbn et enasers 286
3.31.1 ] ] R 286
3.31.2 O8RS 287
3.32 FINANCIAL CONTROL ...ttt ettt sttt sttt ettt b e s bt s s b e et e s bt s s b e e st e sbe e b e e bt e sbe e s be e bt e sbe e b e ebb e sbeesbeebbssbeesbeebtssbeesbesresars 290
3.32.1 PUBLIC INTERNAL FINANCIAL CONTROL AND EXTERNAL AUDIT ....ooviiiiiiei ettt 290
3.32.2 PROTECTION OF THE FINANCIAL INTERESTS OF EU......oiiiiicii ettt 294
3.33 FINANCIAL AND BUDGETARY PROVISIONS ..ottt sttt sttt sttt ba s s he st bt b e e st sba s st e e st sbas st e entssba e b e eresars 297
3.33.1 TRADITIONAL OWN RESOURGES.........oooiiiieii ettt ettt st b s b e st b e e b e e st s sbe e sb e s st s sbassbeentesbaesbean 297
3.33.2 VAT RESOURGCES. ... ..ottt sttt e b e e b e et e e bt e s b e e st e s bt s sb e et e e b e e s b e e st e eb b s sbe e b e sbessba et e ebessbeesbesnesaris 299
3.33.3 GNITRESOURCES ... .ottt ettt b e b e bt e b e e b e e bt e b e e b e s bt s b e e b e e bt e sb e e b e s bb e sbe e b e sbe e be e st e sbe st eesbesree e 299
3.334 ADMINISTRATIVE INFRASTRUCTURE ..ottt et sbe s e sbt s st e e b bt s sbe et e sresars 299

4 ADMINISTRATIVE CAPACITIES FOR THE IMPLEMENTATION OF THE ACQUIS .....cvoiiiceice e 300
4.1 HORIZONTAL ISSUES — REFORM OF PUBLIC ADMINISTRATION ..vtuvveivteetisiresisreestressbtesibesssbessssessssessasessbessssessssessssesssssssssssssesssessnnenns 300
5 PREPARATION OF THE MACEDONIAN VERSION OF THE ACQUIS........coiiiice ettt 303
6 PUBLIC INFORMATION AND COMMUNICATION. .....ciiiiitiiii ettt ettt st st sb e bbb b e bt s sb e s b e s bt s sbe s b e s bt s sbeesbeentssbeetas 306



INTRODUCTION

In 2007 The Government of the Republic of Macedonia adopted the National Programme for Adoption of the Acquis
Communautaire (NPAA).

The first revision of the NPAA - the 2008 revision - began when the Progress Report on the Republic of Macedonia in the
accession process for 2007, as well as the Draft Accession Partnership was published in November, 2007. The revised NPAA
2008 was approved by the Government on 4 March 2008. A separate plan - Measures and Actions for implementation of the
benchmarks (the key priorities of the Accession Partnership) was also approved by the Government and endorsed by the Council
for Euro-integration of the Assembly of the Republic of Macedonia.

The methodology of the revision of the document has not been changed; it comprises the plans for harmonisation of the national
legislation with the EU legislation, the necessary dynamics of the institutional strengthening for implementation of the legislation, as
well as the necessary resources.

The revision of the NPAA focused on further in-debt analysis of the acquis communautaire and its relation to the national
legislation, using the experience of the countries that underwent the screening process. A further effort was made to enhance links
and consistency of the NPAA planning with the strategic planning process, budget planning and planning of foreign aid. In technical
terms, the revision was supported by a specially designed web application, which allowed further upgrading of the databases
related to the accession process.

The entire EU integration institutional structure, based on the working groups for each chapter of the acquis communautaire,
including the political and economic criteria, comprised of representatives from the ministries and the other state administrative
bodies and institutions, as well as stakeholders, was involved in the revision of the document.

During the revision of the NPAA, and specifically setting the short-term and long-term priority goals and activities, the following
were taken into account:

o The findings of the European Commission Progress Report for the Republic of Macedonia 2007 in the EU accession process
o The priorities set in the Council Decision on the principles, priorities and conditions contained in the Accession Partnership
with the Republic of Macedonia

The Work Programme of the Government of the Republic of Macedonia (2006-2010)

The strategic plans of the ministries

The Budget of the Republic of Macedonia for year 2008

The current and planned projects for foreign assistance

The Programme’s content follows the structure of the Copenhagen and the Madrid criteria, i.e. comprises the following parts:
Political criteria

Economic criteria

Ability to assume the obligations for membership

Administrative capacity

Preparation of the National Version of Acquis Communautaire

Public communication

The structure of the Programme is divided in a narrative and a tabular part (annexes).

The narrative part presents the current situation of all chapters (with focus on the changed circumstances in comparison to NPAA
2007), as well as the short-term (2008) and medium-term (2009-2010) key priorities and tasks on legislative and institutional level.

The tabular part is divided into three attachments:

Annex 1: Overview of national legal acts subject to harmonisation with EU legislation (with the relevant EU measures to be
transposed), with terms for adoption and responsible institutions;

Annex 2: Institutional strengthening;

Annex 3: Budget funds.

The Programme has been conceptualised based on January 1, 2008 as the starting date for implementation of the planned
activities.



The implementation of the Programme will be closely and regularly monitored through the established and further developed
mechanisms.

The Secretariat for European Affairs will be reporting to the Government of the Republic of Macedonia, the Committee for
European Affairs within the Assembly of the Republic of Macedonia, the Council for European Integration and the competent
services of the European Commission, on the status of implementation of the Programme on a regular basis.



1  POLITICAL CRITERIA
11  DEMOCRACY AND RULE OF LAW

111  ASSEMBLY

The objectives and measures of the Action Plan, focused on strengthening the role of the Assembly of the Republic of Macedonia
have been agreed. The defined objectives encompass the following: promotion of the role of the Assembly and MPs, strengthening
the Assembly resources, more efficient legislative and control mechanism, improved financial autonomy of the Assembly, promoted
planning and organisation of the Assembly’s operations, higher level of transparency and accountability and more efficient Rules of
Procedure. The implementation of the agreed measures for accomplishing the defined objectives will be completed in full and
continuous consultation and coordination of the political groups.

The consensus, as well as the structures for European integration in the Assembly have been reinforced following the unanimous
adoption of the Resolution on the Accession Priorities and Establishing of the National Council for European Integration presided by
the chief of the parliamentary opposition and through inclusion of the civil sector. The National Council, in addition to the permanent
Commission of European Affairs, will contribute to high level of consensus related to the major reforms required for fulfilling the
necessary steps by the country in 2008 in view of launching EU accession negotiations.

The role of the Assembly in programming, realisation and control of the accomplishment of the National Programme for Adoption of
Acquis Communautaire will be further strengthened, based on the consensus on the priorities of the accession process.

The recently adopted Law on the Committee for Relations between Communities (Official Gazette of the Republic of Macedonia
No. 150/07) and intensified Committee work will contribute to strengthening the interethnic confidence and consistent application of
the Badintaire double majority.

In 2008 the Electoral Code will be amended with the purpose of overcoming the inconsistencies determined in view of defining the
election campaign and it's funding, specifying the provisions for protection of the right to vote, enhancing the election process as
well as adjusting the misdemeanour provisions. Full transfer of the competence related to the Voter's List and the record of the
right to vote to the State Election Commission is planned. Regulation of the manner and procedure of voting of the nationals of the
Republic of Macedonia who are temporary employed and reside abroad has been envisaged.

In the first quarter of 2008, members of the Constitutional Court of the Republic of Macedonia (vacant positions) will be in elected.
112  GOVERNMENT

The system of permanent consultations and cooperation between the Government and the President of the Republic of Macedonia
will continue and strengthen in terms of accomplishing their constitutional functions.

The Government will continue to intensively implement the Work Programme and the defined strategic priorities for 2008 in
accordance with the Decision on Determining the Strategic Priorities of the Government for 2008 (Official Gazette of the Republic
of Macedonia No. 82/07): increasing employment and improvement of the citizen's living standard, obtaining full-fledged
membership of the Republic of Macedonia in NATO; continuation of the activities for start the negotiations for membership of the
Republic of Macedonia in the EU.

Implementation of the decentralisation will continue in accordance with the Programme for Decentralisation and the Action Plan for
Implementation of the Programme for Decentralisation 2008-2010. The Programme and the Action Plan are focused on the
improvement of the conditions for realisation of already transferred competences, as well as the transfer of the remaining
competences. In addition to continuation of the fiscal decentralisation, building the municipality capacities, preparation of the
municipalities for EU accession and enhancing the conditions for inter-municipal cooperation, the Programme also envisages
regular public communication, as well as appropriate supervision and monitoring of the execution of all transferred competences.
Assistance to the municipalities that have not qualified for the second phase of the fiscal decentralisation is among the priorities of
the Programme. An important aspect of the Programme is to introduce minimum service standards and to adjust the sufficient
resources for their delivery to the citizens, foreseeing assessment and analysis of the fiscal capacity of each of the municipalities
on short-term. The adopted programme documents also envisage measures for building municipality capacities relating to state-
owned land management. The decentralisation process will be realised in full cooperation between the Government and the
Association of the Units of the Local Self-Government of the Republic of Macedonia (ZELS).



113 PUBLIC ADMINISTRATION

Priority of the public administration reform is full implementation of the Law on Civil Servants (LCS) in all its aspects, strengthening
the merit-based promotion system, as well as introducing a coordinated system of continuous training.

In this direction, the working posts system will be consistently implemented, as incorporated in the existing LCS, according to which
a single manner of career promotion is based on a public announcement for entry on all levels, on which already employed civil
servants may apply.

In 2008, the application of Chapter IV of the LCS "System of salaries and salary compensations of civil servants” is envisaged, to
ensure the application of the extraordinary salary component, which enables career allowance thereby evaluating the civil servant's
professionalism. In order for the application to become operational, a Manual for Application of Chapter IV of the LCS will be
drafted, and the Ministry of Finance will make assessment on the provision of funds.

The civil servants will be timely and fully evaluated in accordance with the appropriate Rulebook on civil servants adopted by the
Civil Servants Agency, whereas the weaknesses identified in the Analysis on the implemented evaluation process in 2006 will be
overcome.

In the aim of ensuring consistent implementation of the Law on Civil Servants, the Civil Servant Agency will carry out the
employment procedures and give consent on the acts for systematisation and internal organisation pursuant to the adopted
decrees on the principles of internal organisation of the state administrative bodies and on the description of the civil servant’s titles
and it will notify on the decision taken by the CSA Second-instance Commission for complaints of civil servants.

With regard to effective implementation of the Code of Ethics for civil servants, the Civil Servants Agency will notify on the number
and outcome of initiated disciplinary procedures against civil servants and introduce an obligation to deliver a copy of the Code of
Ethics to a civil servant at his/her employment.

Furthermore, the procedures for selection and employment of civil servants will be improved by their simplifying, upgrading of the
software for electronic application and processing of the employment application forms, improving the communication with the
candidates for civil servants.

During 2008, preparation of the Analysis of the Law on Civil Servants has been envisaged aimed at detecting the weaknesses
related to the application of the Law and defining the issues to be further regulated or regulated in a different manner.

In the third quarter of 2008, the Strategy for Civil Servants Training will be adopted, which will establish a coordinated system for
continuous education of civil servants. The obligations for delivery of data on the civil servants will be consistently applied (which
include training) prescribed by the CSA, necessary for provision of updated data in the single Register of Civil Servants and
connection of the F-1 database for salaries of the Ministry of Finance with the CSA Register of Civil Servants. (See: Chapter IV
Administrative Capacities).

The capacity of the Civil Servants Agency will be strengthened in order to ensure successful implementation of the above
mentioned measures. In addition, continuous cooperation and exchange of information will be ensured between the Ministry of
Finance and the Civil Servant Agency. (See: Chapter IV Administrative Capacities).

Establishing and strengthening the units for human resource development will be a priority, whose founding is compulsory pursuant
to the Decree on Internal Organisation of the State Administrative Bodies, and the activities of already established network of units
for human resources will also be developed. A special programme for training of the staff of these units will be realised. (See:
Chapter IV Administrative Capacities).

In addition to the corpus of civil servants, regulation of single grounds for the status and conditions for employment of public
servants will commence.

Further strengthening of the capacities for strategic planning will continue in the ministries and other state administrative bodies.
Following the successful implementation of the process for strategic planning for 2007, when all ministries adopted strategic plans
in line with a single methodology, further promotion of the process is planned through enhancing the planning methodology and
improving the training. Further harmonisation of the processes for strategic and budgetary planning and the National Programme
for Adoption of the Acquis Communautaire will be realised through establishing a coordination mechanism, by improving the
planning and monitoring tools. (See: Chapter IV Administrative Capacities).
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The Strategy and Action Plan, adopted in 2007, for cooperation between the Government and the civil sector will be realised. The
Strategy and the Plan contain detailed measures and activities classified in line with the following strategic goals: upgrading the
legal framework, participation of the civil sector in policy-making, accomplishing inter-institutional and inter-ministerial cooperation,
inclusion of the civil sector in the EU integration process, creating conditions for financial sustainability and permanent
development of the civil sector. According to the Strategy, the Government has adopted the Code of Good Practices for financial
support of associations of citizens and foundations, as a basis for transparent funding of non-governmental organisations' projects
by the Government. According to the Action Plan, a new Law on Associations of Citizens and Foundations will be adopted.

For the purpose of promotion of the system for consultation of the interested parties in the preparation of the legislation, the Rules
of Procedure of the Government will be amended with the obligation for the draft laws to be available to the public through the
ministries’ web-sites.

The concept e-government will continue to be realised through a number of projects. (See: Chapter IV Administrative Capacities).

The implementation of the system for quarterly review of the reports on acting upon the statements and recommendations provided
by the Ombudsman to the Government, ministries and Government commissions for settling second-instance administrative
procedures for the purpose of ensuring full responsibility of the state administrative bodies will continue. The mechanism Citizens’
Log will be implemented for the purpose of monitoring the accomplishment of the state’s functions towards the citizens.

In order to provide full implementation of the Law on Free Access to Public Information, in addition to strengthening of the
Commission’s capacities, it is envisaged to intensify the training on the implementation of the Law. The Commission will also
realise a Programme for Cooperation with the local self-government units.

Adoption of the Law on Action upon Complaints and Appeals is envisaged in the context of implementation of the amended concept
of judicial protection from the administrative acts of the executive power.

Following the introduction of a new organisational structure in the police, the implementation of the Strategy and the Action Plan for
police reform has undergone high level of realisation; progress has been accomplished in the police deconcentration, by
establishing eight sectors for internal affairs.

The Law on Police commenced its implementation on 11 November 2007. Of 64 envisaged bylaws deriving from the Law on Police,
7 remain to be adopted which is planned at the beginning of 2008. For the purpose of implementation of the most important bylaw —
Rulebook on performing police tasks (adopted in November 2007) a special plan for dissemination and training is being realised,
according to which, by the end of June 2008 all police officers will be encompassed. At the same time, the Ministry of Interior (MI)
will publish brochures, in which the provisions of the Law on Police, the Rulebook on performing police tasks and the remaining
laws and bylaws that regulate police performance will be elaborated.

By the end of May 2008, the procedure for selection of the remaining 16 commanders of police stations of general competence (so
far 22 commanders have been selected) is envisaged to be completed. Special training has been planned on leadership and
management for the new appointed commanders and their assistants according to an already prepared programme.

According to the objectives and priorities defined in the Strategic Plan for 2008-2010, in the course of 2008 the capacities of the
new established Unit for Human Resources Management within the MI will be strengthened, which in coordination with the
responsible organisational units in the Ministry will draft Strategy for Human Resources Management and Training of the Police in
the first half of 2008. Furthermore, the Sector for Organisation, Strategic Planning and Development of the Police was established,
with its main task to strengthen the support function in the police reforms in accordance with the European standards and best
practices. The establishment of a special organisational unit has been envisaged within the MI — Training Centre; thus transferring
the continuous education of the employees in the Ministry from the Police Academy to the MI. For that purpose, amendments to
the Law on Internal Affairs and the Law on Police Academy have been envisaged. The Centre will realise basic training to police
officers, specialised training and training on management in the area of security (security management) of the employees in the Ml
on the basis of the curriculum and teaching programmes adopted by the MI. The training will be carried out in line with the Annual
Plan for Training for 2008 (adopted in December 2007) which foresees basic and specialised training of the police and advanced
and specialised training of the border police. Basic training to police officers will be carried out in line with the Programme for Basic
Police Officer Training. According to the MI Strategic Plan, the Programme "Building Citizen — Police Partnership Relations” will be
realised to contribute to further strengthening of the confidence between the police and the citizens as well as informing the citizens
on the police service.

(See also: Chapter 24 Justice, Freedom and Security, section Police Cooperation and Fight against Organised Crime)
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In order advanced implementation of the laws, increasing the supervision over inspection services and improvement of
coordination, adoption of the Law on inspection supervision is foreseen, as well as a Rulebook on carrying out inspection by the
Administrative Inspection. Strengthening the capacities of the Administrative Inspection will contribute for unifying the procedures
and the practices of inspection supervision.

The Secretariat for European Affairs within the Government of the Republic of Macedonia will strengthen its central role in
coordination of the policies aimed at EU integration, implementation of the National Programme for Adoption of the Acquis
Communautaire, preparations for EU membership negotiations (in line with the Institutional Platform and principles for negotiations
for membership of the Republic of Macedonia in the EU), implementation of the Stabilisation and Association Agreement as well as
coordination of the EU pre-accession assistance and other foreign assistance. The established sectors for EU in the ministries will
be further strengthened — through new employments, continuous training and promotion of the functioning of the network of EU
sectors. The activities of the working groups for the National Programme for Adoption of the Acquis Communautaire and
negotiating positions will be intensified, while special emphasis will be placed on the inclusion of interested parties. The
harmonisation of the processes of strategic planning and budgeting, consistent with the accession priorities, to ensure timely and
quality preparedness of the regulations for transposition of the acquis and meeting the priorities of the Accession Partnership, will
be accomplished through the coordination established by the Secretariat for European Affairs, the General Secretariat of the
Government and the Ministry of Finance. The database for the National Programme for Adoption of the Acquis Communautaire will
be further made available to the public through the Secretariat's web-site, including the reports on the realisation of the National
Programme for Adoption of the Acquis Communautaire, in order to ensure transparency and inclusion. Furthermore, the
methodology for transposition of the acquis, compulsory confirmation of the harmonisation by the Secretariat for Legislation and
strengthening the capacities of line ministries will be enhanced through continuous training.

The redesigned system for monitoring the implementation of the planned and undertaken obligations will be implemented, which
includes more rigorous monitoring of the obligations referred to in the Stabilisation and Association Agreement. The system for
continuous monitoring of the obligations arising from the Accession Partnership by the Government of the Republic of Macedonia
will continue to be implemented through regular weekly sessions as well as monthly thematic sessions on the accession priorities.

1.1.4  JUDICIARY (See: Chapter 23 Judiciary and Fundamental Rights)

The Judicial Council, constituted in accordance with the Amendments to the Constitution of the Republic of Macedonia, performs
its basic function in full capacity — election of judges and their dismissal. The Council, in accordance with the Rulebook adopted for
monitoring and evaluation of the judges’ operations will begin to realise this new competence.

The Law on Public Prosecutors’ Council and the Law on the Public Prosecutor’'s Office have been adopted. Constituting of the
Public Prosecutors’ Council is planned in the first quarter of 2008. According to the new Law, the Basic Public Prosecutor’s Office
will be established for prosecution of organised crime and corruption and the Higher Public Prosecutor’s Office in Gostivar. Upon
constituting the Council, the election of public prosecutors will commence for the vacant posts and for prosecutors with expired
term of office. In order to support the strengthened competences of the public prosecutors in the pre-investigation procedure,
increase is planned in the number of prosecutors, expert prosecutor officers and administrative staff in the Basic Public
Prosecutor’s Office for prosecution of organised crime and corruption in line with the increased competences as well as provision
of new premises.

The Public Prosecutors' Council is also envisaged to adopt a decision on creating a database model for prosecutions and its
implementation.

The Law on Criminal Procedure will be amended, providing for precisely determined criminal acts relating to corruption; thus
enabling application of special investigation measures.

With regard to implementation of the Strategy for Criminal Legislation adopted in June 2007, the adoption of new Law on Criminal
Procedure and Criminal Code is envisaged, according to which the competence for conducting investigation will be fully transferred
to the public prosecutors. The shared commitment of the Government of the Republic of Macedonia and the judicial authorities is to
commence the application of the new criminal legislation by the end of 2009 which will provide for the investigation to be handled
by the Public Prosecutor’s Office (PPO).

The Administrative Court and the Appellate Court in Gostivar have been established and are fully functional. 18 judges have been

appointed in the Administrative Court, and 11 judges in the Appellate Court in Gostivar. The strengthening of the professional-

administrative capacity is ongoing: employment of 24 court officers in the Administrative Court (for completing already undertaken

8 employees) and 16 court officers in the Appellate Court in Gostivar. According to the Strategy, one of the immediate objectives

for the establishing of a special Administrative Court is to overcome one of the backlogs in the judiciary i.e. updated resolving of the
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cases in administrative disputes, for which the Supreme Court was in charge until now. The criteria for successful functioning of the
Administrative Court will be capability for resolving the backlog of cases for a short period and efficient commencement for
resolving the inflow of new cases.

During 2007, the Academy for Training of Judges and Public Prosecutors became fully functional and commenced realisation of
two key objectives - initial training to judges and prosecutors and continuous training of the existing judges and prosecutors. The
27 candidates for judges and prosecutors have completed the theoretical part of the training and are to begin the practical part
under supervision of a mentor for a period of 10 months. In 2007 the Academy commenced delivery of continuous training for the
purpose of which the following programmes have been drafted: Programme for continuous professional training of judges and
public prosecutors, Programme for continuous professional training of the expert officers in courts and public prosecutors’ offices,
Programme for continuous professional training of managing officers and expert-administrative officers in courts and public
prosecutors’ offices, Programme for initial intensive training of the judges in the Administrative Court.

In December 2007, for the purpose of realisation of the Programme for continuous professional training for 2008, the Academy
drafted the following: Calendar of planned training for continuous professional training for 2008, Detailed calendar of planned
compulsory training on continuous professional training of judges, public prosecutors and expert associates for January — February
2008, Framework calendar of planned training of presidents of courts and heads of public prosecutors’ offices for 2008, Framework
calendar of planned training on continuous professional training of expert associates for 2008, Framework calendar of planned
training on permanent professional training of managing officers and professional administrative officers in courts and public
prosecutors’ offices for 2008, and Framework calendar of planned training on continuous professional training of administrative
officers in courts and public prosecutors' officers for 2008.

By June 2008 all laws providing for misdemeanours provisions will be harmonised with the Law on Misdemeanours.
Adoption of Guidelines for the Supreme Court/Appellate Courts for efficient processing of obsolete misdemeanour cases by the
courts (taking decision on obsolescence; thus being removed from the record of backlog cases).

The immediate short-term objective relating to introduction of information technology in the judiciary is putting into operation the
upgraded Judicial Information System (JIS) in all courts. By September 2008, the Judicial Information System is expected to
become operational in several selected courts.

115 ANTI-CORRUPTION POLICY (See: Chapter 23 Judiciary and Fundamental Rights)

In January 2008, a Council of the Government was established for implementation of the Action Plan for fight against corruption,
which will be competent for: coordination, monitoring and ensuring implementation of the measures and activities provided for in
the Action Plan of the Government for fight against corruption 2007-2011; monitoring the implementation of the anti-corruption
legislation by the authorities and institutions in charge of the Government; monitoring the implementation of the obligations arising
from the ratified international agreements in the area of anti-corruption policy; coordination of the governmental anti-corruption
policies; adoption of decisions necessary for implementation of the anti-corruption measures, in particular those for which financial
allocation is required; evaluation and proposing revision of the existing Action Plan of the Government for fight against corruption.

For the purpose of further prevention of corruption, implementation of the activities from the National Programme for Prevention
and Suppression of Corruption of the State Commission for Prevention of Corruption and the Action Plan of the Government of the
Republic of Macedonia for fight against corruption will continue, by inclusion of budgetary implications of the Action Plan.

With the purpose of implementation of the GRECO recommendations (first and second round of evaluation), the following activities

will be carried out:

o Establishing criteria on acting and deciding upon requests for revoking the immunity of the members of parliament through
amending the Rules of Procedure of the Assembly;

o Training for judges and public prosecutors and authorities for implementation of the law for practical application of the
provisions for confiscation and seizure of criminal proceeds aimed at implementation of the legal regulation for confiscation
and seizure of criminal proceeds;

o Adoption of the Code of Ethics for the members of the Government and holders of public functions and training on practical
application of the Code of Ethics for Civil Servants relating to the obligation to report suspicion of corruption, as well as
introducing codes of conduct for all public servants, including clear rules for reporting suspicion of corruption.

o Inthe aim of further harmonisation with Article 18 of the Council of Europe’s Criminal Law Convention on Corruption, the issue
concerning liability of legal persons for the criminal act of unlawful intermediation will be further regulated.
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o Adoption of the Law on Public Servants, in order to establish a regulatory framework of modern administrative principles for
the large number of public servants that are not civil servants and that will correspond, to a feasible level, to the regulations
applicable for civil servants,

e Training for the police, prosecutors and judges on corporative responsibility of legal persons and conducting criminal
investigations against legal persons.

Further strengthening of the entire cooperation and coordination among the competent authorities for fight against corruption will
continue, as well as implementation of the memoranda for cooperation and continuous data exchange and submission of certain
laws for opinion to the State Commission for Prevention of Corruption (SCPC).

With the purpose of improving the system for electronic collecting and exchange of data among the competent authorities for fight
against corruption, networking of the databases of these institutions will be established.

A Programme for Prevention of Conflict of Interests will be adopted in line with the Law on Prevention of Conflict of Interests.

To increase the transparency of financing the political parties, the issue of financing election campaigns, conducting supervision of
material and financial operations of the political parties and audit of the donations supplied to the political parties will be further
regulated.

In the aim of successful application of the new amendments to the Law on Prevention of Corruption with regard to the property and
material condition, the Amendments to the Law on the Public Revenue Office will provide the civil servants with special
authorisations. The intervention in the Law enables to the SCPC in cooperation with the Public Revenue Office (PRO) to inspect
the property-material condition.

For application of the Law on Free Access to Public Information, an Analysis will be drafted containing further measures and
activities relating to this issue and training for the providers of public information.

For continuity of efficient dealing with corruption as a result of the scope of work, the institutional and staff capacities of the SCPC,
the Ml and the PPO will be strengthened and appropriate premises and technical equipment will be provided for application of
special investigation measures. For further efficient fight against corruption, the regional and international cooperation with the
relevant institutions will continue.

In order to strengthen the role of the PRO and the SCPC with regard to recording the property and inspection of the asset's
declarations it is envisaged to create and update a database in the SCPC for recording the property and networking with the PRO
database. Training for the staff in the SCPC Secretariat and in the PRO will be carried out on the application of the new system for
collection and exchange of data.

12 HUMAN RIGHTS AND PROTECTION OF MINORITIES
121 HUMAN RIGHTS

For a period of 10 years?, in which the European Court of Human Rights (ECHR) monitors and values the respect of human rights
by the Republic of Macedonia, by 31 December 2006, 980 applications are active against the Republic of Macedonia. According to
the admission criteria laid down in Article 35 of the Convention, by 31 December 2007 inclusive, the ECHR communicated a total
of 100 cases for reply to the Government of the Republic of Macedonia. Of a total of 100 communicated cases, since the
ratification until present the Government of the Republic of Macedonia has received 53 for reply during 2006 and 2007. The Court
reached 31 judgments, in 27 of which there were judgments for violation of human rights guaranteed by the European Convention.
20 verdicts refer to violation of the right to trial within a reasonable time limit provided for in Article 6 paragraph 1 of the Convention,
one (1) in Article 3 — lack of efficient investigation, four (4) — unfair trial, two (2) lack of efficient national remedy and two (2) —
ownership right. The matters relating to the European Convention on Human Rights, including the ECHR jurisprudence are
incorporated in the curriculum of the Academy for Training of Judges and Public Prosecutors. The ECHR decisions on the cases
against the Republic of Macedonia are published on a regular basis translated into Macedonian language.

According to the new rules for monitoring the implementation of the judgments by the Committee of Ministers, after being subject to
analysis, for each judgments establishing violation of the rights provided for in the European Convention on Human Rights and
Fundamental Freedoms, it is necessary to prepare an appropriate action plan for implementation, to be communicated to the
Council of Europe’s Committee of Ministers. The Committee, on the basis of further requests for information on the process of

1 The European Convention on Human rights and Fundamental Freedoms was ratified by the Assembly of the Republic of Macedonia on 10 April 1997.
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implementation of the defined action plans, will evaluate the process and level of consistent execution of the ECHR judgments by
the Republic of Macedonia.

In order to enforce the ECHR judgments against the Republic of Macedonia for introduction of efficient remedy for protection of the
right to trial in a reasonable time limit, adoption of the amendments to the Law on Courts is ongoing.

In accordance with the ECHR positions related to efficient investigations and procedures regarding torture, and in function of
prevention and consistent implementation of the judgments delivered by the Court, evaluation of the requirements will be made and
adoption of appropriate amendments in the legislation aimed at ensuring efficient investigations in the case where the perpetrators
of criminal acts are employees in the state administrative bodies.

To ensure execution of the ECHR judgments according to the new practice of the Council of Europe that requires drafting detailed
action plans for each verdict thus generating a need for more efficient coordination with other authorities and institutions within the
country, the status and competences of the Interministerial Body on Human Rights within the Government of the Republic of
Macedonia will be redefined.

For the purpose of efficient implementation of the activities related to the cases in the ECHR, preparation of the observations with
regard to the cases communicated, enforcement of the judgments, their translation and dissemination as well as the activities
concerning legal and other changes necessary for enforcement of the verdicts, and the continuous harmonisation with the judicial
practice of the European Court of Human Rights, the staff capacities of the Unit for Support to the Governmental Agent will be
strengthened, and training will be provided regarding the process of monitoring the execution of the ECHR verdicts and specialised
training on the ECHR judicial practice in certain areas will be carried out.

In terms of reducing the number of ECHR judgments related to determined violations of the right to fair trail in a reasonable time
limit, in 2009 an Analysis of the actions of the competent courts will be prepared, which do not justify the excessive duration of the
proceedings, as well as Analysis on the legal decisions in the processing laws providing for a possibility to repeat the proceedings
before the national authorities upon a judgment delivered by the European Court of Human Rights, and the effects thereof. For the
purpose of raising the awareness of the general and expert public on the significance of the practice and the consequences from
the ECHR verdicts, periodicals on the comments of the case law of the European Court of Human Rights will be prepared,
methodology will be determined and a mechanism will be established for continuous monitoring and analysis of the harmonisation
of the national legislation with the case law of the European Court of Human Rights.

Within the framework of the reform of juvenile legislation, a new Law on Juvenile Justice has been adopted, in which the standards
defined in the ratified international conventions and documents for children’s rights are operational>. Having into consideration
these standards, the Law is based on the following principles: protection of a juvenile and his/her rights, socialisation and aid in the
treatment of the juvenile, restorative justice and prevention of juvenile delinquency.

For the purpose of implementation of the Law on Juvenile Justice, Action Plan (2008 — 2009) is adopted with defined activities,
terms and competent institutions for its realisation. According to the Action Plan, institutional equipping and staffing in the Centres
for Social Work is envisaged as well as establishing of the State Council for Prevention of Juvenile Delinquency, as an independent
body composed of 15 members elected by the Assembly. Moreover, a Fund for Compensation of Juveniles — Victims of Criminal
Acts will be established, to be managed by the State Council for Prevention of Juvenile Delinquency. The Fund is established to
the amount of 2% of the funds collected in the Budget of the Republic of Macedonia from fines imposed by the courts for criminal
acts or misdemeanours, collected from the previous year.

In order to implement the legal framework laid down in the Law on Juvenile Justice, adoption of bylaws is foreseen, thereby
effectuating keeping records of children at risk and juvenile perpetrators of criminal acts in the centres for social work, the
application of the measures for aid and protection, and enforcement of measures imposed to juvenile perpetrators of criminal acts.
According to the Law on Juvenile Justice, a single record of imposed sanctions for criminal acts and misdemeanour sanctions to a
juvenile and younger adult will be established in the Basic Court Skopje | Skopje.

o Forimplementation of the Law, bylaws will be adopted relating to norms and standards of the special premises for detention of
the juvenile in the MI and for work with children and juveniles at risk in the Centres for Social Work.

o In 2009, the State Council for Prevention of Juvenile Delinquency will adopt a National Strategy for Prevention of Juvenile
Delinquency to define the principles and guidelines in the prevention of the juvenile delinquency.

2 UN Convention on the Rights of the Child with the Protocol on the Involvement of Children in Armed Conflict and Protocol on the Sale of Children, Child Prostitution and Child
Pornography, Convention against Transnational Organised Crime and Protocol against Trafficking in Persons, Especially Women and Children, Riad Guidelines for Prevention of
Juvenile Delinquency of 1990 and the Council of Europe Recommendation No. R (87) 20 on Social Reaction to Juvenile Delinquency.
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Initial training for social workers for the new concepts of the Law on Juvenile Justice will be carried out as well as basic and
specialised training for police officers (uniformed and ununiformed), authorised officials, expert teams in the centres for social work,
judges, public prosecutors, and advocates.

The Bureau for Social Work will work on strengthening of the network of education centres for group work with parents, within the
centres for social work, in which this type of work has not been presented yet as extra institutional form of protection of children at
risk and juvenile perpetrators of criminal acts. Increase of the number of the existing centres has been envisaged, i.e. by the end of
2009 eight more centres will be established.

In addition, for work with children (witnesses, victims or perpetrators) in each of the centres for social work appropriate premises
will be provided and equipped.

According to the Law on Juvenile Justice and for the purpose of enforcement of the correctional measure "sending to Juvenile
Detention Centre”, i.e. for application of appropriate, short-term and intensive psycho-social and pedagogical treatment of the
juvenile, a Detention Centre will be opened in Skopje by the end of 2009. At the same time, educational and correctional
institutions for juveniles will be relocated, so that they will be fully separated from the adults and will have suitable conditions to
satisfy their specific needs, mental and physical health ensuring their full rehabilitation and reintegration in the society. Continuous
specialised training will be carried out on juvenile delinquency for judges, public prosecutors and advocates, authorised officials in
the Ml and expert teams in the Centres for Social Work.

The penitentiary system in the Republic of Macedonia is positioned in certain horizontal and vertical connection, as a single and
closed system of penitentiary institutions. In such a positioned system the execution of sanctions is under the competence of the
Directorate for Execution of Sanctions. The sentence of imprisonment is executed in penitentiary institutions, whereas the
correctional measure: dispatch to educational and correctional institutions is executed in educational and correctional institutions.
All institutions are legal entities. Penitentiary institutions may be penitentiary houses or prisons, and according to the level of
security, they are divided into penitentiary institutions of open, semi-open and closed type. Currently in the Republic of Macedonia,
9 penitentiary institutions and 2 educational and correctional institutions are operational, employing a total of 525 full-time
employees.

In order to implement the Law on Execution of Sanctions, the remaining bylaws will be adopted for enhancing material and security
conditions, as well as control mechanisms in the penitentiary institutions.

For the purpose of improving the conditions in the penitentiary institutions, according to the Programme for Reconstruction,
construction works are ongoing for establishing other closed-type penitentiary institutions - penitentiary institution Stip. With regard
to the infrastructural strengthening of the Penitentiary Institutions - Idrizovo and Prilep, construction works are currently ongoing for
improvement of the accommodation capacities. The reconstruction and renovation of the remaining institutions will continue upon
obtaining a loan granted by the EBRD, the procedure for which is ongoing in 2009, and improvement of the conditions in the
penitentiary institution Idrizovo, prisons in Stip, Strumica, Ohrid, Kumanovo, Tetovo, Bitola, Gevgelija and the building and
equipping of the house-hospital. In order to ease the burden of the detention and prison capacity, the establishment of 3 semi-
open-type penitentiary institutions has been envisaged. Namely, the Prison Prilep is already operational and the entire
reconstruction is completed. The Prison in Strumica is to become operational in the first quarter of 2008, and the prison in
Kumanovo is expected to be put in operation in the first quarter of 2009.

Activities for providing material and staff conditions are ongoing for permanent operation of the training centre for training of the
employees. For the purpose of strengthening the administrative capacities of the Directorate for Execution of Sanctions and the P,
further staffing as well as continuous training will be carried out in terms of provision, health protection, re-education and re-
socialisation.

With the aim to enhance the cooperation with the Ombudsman, carrying out a public campaign on introducing the citizens with the
Ombudsman’s competences, holding round tables with the local self-government and with the civil servants on central level and
with the employees in the institution, as well as carrying out appropriate training. New software application will be prepared
intended for networking of the Ombudsman’s regional offices. For strengthening the administrative capacities the Ombudsman
Office will be further equipped.
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122  MINORITY RIGHTS

The Strategy for Equitable Representation adopted in 2007 and the Action Plan for its implementation are the basis for further
promotion of the equitable representation of the non-majority communities. According to these documents, guidelines and
instructions will be prepared in order to provide for working post in the systematisations for which also knowledge of the non-
majority community languages is necessary in terms of the procedures for admission and selection of the candidates for
employment, as well as training measures. A Plan for employment will be adopted for appropriate and equitable representation.
Within the implementation of the Strategy for Equitable Representation, the Strategy for Public Communication will be
implemented. The Sector for Framework Agreement grew into a Secretariat for Implementation of the Framework Agreement. The
Secretariat, among other things, will communicate to the Government quarterly reports on the implementation of the Strategy, on
the basis of the determined procedures. For realisation of the measures for equitable representation in 2008, MKD 200,000,000
have been foreseen in the Budget of the Republic of Macedonia.

Within the frames of the implementation of the National Strategy for the Roma, promotion of the approach of Roma in education
will be realised through increasing the quotas for enrolment in the higher educational institutions from 2.66% to 4%, increasing the
number of enrolled Roma students in faculties that produce teaching staff, provision of scholarships, as well as promoted approach
of the dormitories.

For the purpose of promotion of the approach for employment of the Roma, the following measures have been envisaged:

o Reintegration in the labour market — through their inclusion in realisation of active employment measures (public work) such as
construction of homes, seasonal work etc.; employment in the state and local administration.

o Programmes for development of the entrepreneurship — creating conditions for intensive development of small and medium-
sized enterprises highlighting self-employment; establishing advisory centres for support to small and medium-sized
enterprises; re-training, in-service training to those who are interested in such business, enabling access to information for
starting an own business (assistance for registration, free preparation of a business plan, counselling, etc.), developing
entrepreneur skills by the young, etc.

e Education and training — in particular for the young Roma and Roma women; training to persons working in the human
resources units within the employment centres on promotion of active employment measures.

Information and participation — to inform the Roma on their rights and duties in employment, encouraging Roma citizen
organisations to cooperate with the private sector relating to promotion of the Roma population employment.

13  REGIONAL ISSUES AND INTERNATIONAL OBLIGATIONS

REGIONAL COOPERATION

The Republic of Macedonia, within the frames of its proactive policy for promotion of good neighbourly relations and regional

cooperation, will continue its strong engagement focused to further promotion and enhancement of the cooperation both bilaterally

and in terms of regional initiatives.

In that sense, special attention will be paid to:

e Promotion of cooperation with the neighbouring countries, in particular in the area of cross-border cooperation, fight against
organised crime, trafficking and smuggling, legal cooperation, border management, readmission and environment;

o Implementation of the priorities and obligations within the Southeast European Co-operation Process (SEECP), transformation
of the SEE Stability Pact and the new established Council for Regional Cooperation (CRC), Central-European Initiative (CEI)
and SECI Centre in Bucharest;

e Active participation and implementation of the provisions of the Agreement on Amending and Accession to the Central
European Free Trade Agreement (CEFTA 2006), Southeast European Energy Community (SEEEC), etc.;

o Active participation and development of cooperation within the European regions established with the neighbouring countries.

For the purpose of specific contribution in the promotion of the regional cooperation and development of the regional property, the
Republic of Macedonia applied for the seat of the Secretariat for Regional Parliamentary Cooperation, the CEFTA Secretariat 2006
and of the administrative structure of the Regional School for Public Administration; unfortunately, neither was accepted.

The Republic of Macedonia remains committed to the development of the bilateral relations with the neighbouring
countries from the Western Balkans.

Bilateral relations with the countries in the region in the past period were characterised with intensive political dialogue on different
levels as well as deepening of the cooperation in a number of areas.
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The Republic of Macedonia has committed to building good relations and developing comprehensive cooperation with the
Republic of Greece. The Republic of Macedonia is interested in continuing the political dialogue by effectuating visits on the
highest, high and working level, for which several invitations were sent in a number of occasions, as well as, without delay,
reconciliation and signing of bilateral agreements on promotion and mutual protection of investments, and avoiding dual taxation,
as well as agreements on scientific and technical cooperation, cooperation in health, social security and facilitating small border
regime. The implementation of the Neighbouring Programme with the Republic of Greece contributes to promotion of cross-border
cooperation, and the Operative Programme for Cross-border Cooperation within the IPA has been programmed. For the purpose of
cross-border cooperation, it remains in the interest of the country to open new border crossing points to the Republic of Greece:
Markova Noga — German (in the function of the Euro-Park Prespa), Pulevac-Ardea (to define the eco-region Kavadarci-Ardea),
Bitola-Lerin through revitalisation of the railroad, which is not functional at the moment and Nikolik-Star Dojran.

With regard to the issue on different positions on the name, the Republic of Macedonia demonstrates constructive approach within
the process under the auspices of the UN. Aimed at reinforcing the dialogue process, the Minister for Foreign Affairs, Mr.
Milososki, hosted the meeting of the mediator Mr. Matthew Nimitz with the two negotiators, held in January 2008 in Ohrid. In that
occasion, the Macedonian party proposed maintaining regular meetings with the Greek party on all levels. In addition, a draft text
to the Declaration on Friendship and Cooperation was presented as well as a proposal for establishing a common education-
history commission. Unfortunately, neither of those initiatives was accepted.

The steady relations established and continuous political dialogue with the Republic of Bulgaria will be further intensified. In
addition to the economic cooperation, both countries will continue to develop cross-border cooperation, cooperation in the field of
defence, internal affairs, judiciary, transport and communications, agriculture, forestry and water management, local self-
government, culture, environmental protection, etc. Activities have commenced for regulating issues of terrain cleaning, renewal
and replacement of the border signs along the state border between the Republic of Macedonia and the Republic of Bulgaria.
Expertise consultations on EU integration are maintained on a regular basis, on the grounds of the Memorandum for Cooperation
in the European and Euro-Atlantic Integration. The new three-year Memorandum for Cooperation in these areas was sighed during
the political consultations on DMFA-level in Sofia in January 2008.

In the next period, it is foreseen to intensify the cooperation within the frames of the European regions and infrastructural projects
of common interest such as the Skopje — Sofia Railroad, Kumanovo - Deve Bair — Sofia Motorway, the AMBO Trans Balkan Oil
Pipeline and construction of three border crossing points: Berovo - Sandanski (completed from the Macedonian side), Pehcevo -
Simitli and Delcevo - Nevestino, according to the signed inter-state agreements.

With the Republic of Albania, good and intensive relations have been realised, in particular on bilateral plan, and the cooperation
in the area of transport, defence, security, customs, culture, education, etc. have been intensified. Following the nine-year break, a
meeting of the joint commission on demarcation, maintenance and reconstruction of the state border between the Republic of
Macedonia and the Republic of Albania was held (27 January 2007). In the next period, it is envisaged to conclude an Agreement
on Cross-border Police Cooperation and Agreement on Railroad Connection. Both parties have reconciled the texts of the
Agreement on Mutual Travel of Citizens and the Protocol for Regulation of the Local Border Traffic of Citizens in the border zone,
which are to be formalised in the course of the pending official visit to the Republic of Albania of the Prime Minister of the Republic
of Macedonia, Mr. Gruevski, 18-19 February 2008. The cooperation in the field of exchange of experiences in the process of
European integration is maintained on the basis of the bilateral Memorandum of Understanding signed on 17 June 2004. Aimed at
efficient implementation of the provisions of the SAA relating to promotion of regional cooperation, a procedure has been initiated
for conclusion of the Cooperation Agreement pursuant to the SAA.

The Joint Macedonian - Albanian Committee for the Ohrid lake basin will continue its activities, pursuant to the Agreement on
Protection and Substantial Development of the Ohrid Lake and its Watershed of 2004.

The relations with the Republic of Serbia, in the second half of 2007, have been intensified with mutual contacts and meetings on
the highest level. Even though the relations have been valued without open issues, it is necessary to overcome the situation in the
relations between the Macedonian Orthodox Church (MOC) and the Serbian Orthodox Church (SOC) as well as the issue on the
obligation assumed by the Serbian party according to the Agreement on Border Demarcation and Spreading relating to the
Monastery "St. Prohor Pcinski”. In the area of agreements, for a long period there is no response to the Macedonian proposals on
signing an Agreement on Property and Legal Relations, Agreement on Protection and Use of Culture and Historic Monuments and
Symbols in the Territories of both Countries, Agreement on Mutual Recognition of Diplomas, Agreement on Establishing Culture
and Information Centres in Belgrade and Skopje and Protocol on the Use of Military and Medical Health Institutions in both
countries.

Intensive cooperation in a number of areas will continue, and in the field of economy, in the abovementioned period, Serbia was a
major external-trade partner of the Republic of Macedonia.
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The Republic of Macedonia supports Serbia’s efforts for faster accession in the European processes, and in that direction an
initiative was submitted for signing a Memorandum for Cooperation between the Government of the Republic of Macedonia and the
Government of Serbia in the field of European integration. In the next period, it is planned to open new border crossing points for
small border traffic Lojane - Miratovac and Ogut — Trgoviste.

It is envisaged to adapt the title and text of the "Agreement on Protection of the Macedonian National Minority in Serbia and
Montenegro and of the Serbian - Montenegrin National Minority in the Republic of Macedonia’, in line with the current situation and
without delay establishing commissions competent for implementation of this Agreement.

The Republic of Macedonia supports the efforts of the international community related to finalisation of the political process for
defining the final status of Kosovo. It has supported the proposal given by the Special Envoy of the UN Secretary General Mr.
Martti Ahtisaari as a good basis for the solution of the status in line with the basic principles of the Contact Group for Kosovo. The
Republic of Macedonia prefers that the entire process is endorsed by a Security Council Resolution, or otherwise, as a candidate
country for the EU and NATO membership, it will follow the EU and NATO policy. The Republic of Macedonia insists that in the
solution the issue of urgent technical demarcation of our northern border in the part with Kosovo is also incorporated in line with the
elements contained in the proposal of the special envoy Ahtisaari.

The cooperation with Kosovo/UNMIK is characterised with permanent rise on all levels upon opening the Commercial - Economic
Representative Office of the Republic of Macedonia in Pristina (September 2005), i.e. after raising its rank to a Liaison Office of the
Republic of Macedonia in February 2006. The common economic cooperation is continuously increased, as well as the
cooperation in the area of MI, customs, transport and liaisons. It remains in the interest of the country to sign the Agreements on
Protection of Investments and Avoiding dual Taxation as well as the Interim Protocol for Extradition with UNMIK.

The bilateral relations between the Republic of Macedonia and Montenegro are increasing on all levels. So far seven bilateral
documents have been signed for cooperation and activities for conclusion of the remaining agreements and contracts of common
interest for further development of the bilateral relations are ongoing. The General Consulate of the Republic of Macedonia in
Podgorica commenced its activities in September 2005, and upon the independence it was enhanced to the level of Embassy. The
Republic of Macedonia is prepared to transfer its experiences in the process of integration of Montenegro in the European and
Euro-Atlantic structures, and for that purpose activities for signing a Memorandum for Cooperation have commenced.

The political dialogue with Bosnia and Herzegovina will further develop with continuous intensity. The encompassed contractual
framework created conditions for intensification and promotion of the cooperation. The Readmission Agreement, Agreement for
Cooperation in the Field of Education and Science, Agreement on Avoiding Dual Taxation and Agreement on Cooperation in the
Field of Fight against Terrorism, Organised Crime, lllicit Trafficking of Narcotics, Psychotropic Substances and Precursors, lllegal
Migration and Other Criminal Acts have been aligned and prepared for signing. The Republic of Macedonia is prepared to share its
experience in the integration process of Bosnia and Herzegovina in the European and Euro-Atlantic structures.

The relations and cooperation with the Republic of Croatia are improving in all areas of mutual interest, in particular in terms of
both countries' common European and Euro-Atlantic aspirations. The first meeting of the Joint Committee for the purpose of
functioning of the Cooperation Agreement in the context of EU accession in January 2007, has additionally strengthened the
grounds for cooperation, in particular in the EU accession process. In October 2007 in Zagreb, the Agreement for Protection of the
Macedonian Minority in the Republic of Croatia and of the Croatian Minority in the Republic of Macedonia was signed.

INTERNATIONAL OBLIGATIONS

The Republic of Macedonia will continue to meet the international commitments, in particular in the area of providing full
cooperation with the International Criminal Tribunal for the former Yugoslavia regarding the four cases already sent back by the
CTFY.

The previous year, Republic of Macedonia has realised several preparatory activities for return of the cases in the competence of
the state. For the purpose of regulating the procedure for return of the cases, as well as proceeding of the cases retreated from the
Hague Tribunal to the national authorities, the Law on Cooperation between the Republic of Macedonia and the International
Criminal Tribunal for the Prosecution of Persons Responsible for Serious Violations of International Humanitarian Law Committed
in the Territory of the Former Yugoslavia was adopted in June 2007. Pursuant to the Law, monitoring will continue regarding all
procedures related to the cases returned from the Hague Tribunal.

For further promotion of the judges’ and public prosecutors' expertise and experience as well as their preparedness to resolve
complex cases in the area of the international humanitarian law, during 2007 several study visits and specialised training sessions
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were carried out, intended for judges, public prosecutors, expert associates, members of the court administration as well as the
employees in the Ministry of Justice.

In the course of 2008, a Programme for Implementation of the International Humanitarian Law is envisaged to be adopted including
the Statute of the International Criminal Court in the legislation of the Republic of Macedonia.
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2 ECONOMIC CRITERIA

During the past 16 years, the Republic of Macedonia achieved significant progress towards meeting the Copenhagen economic
criteria. The integration process of the Republic of Macedonia into the European Union continues and the country expects to meet
all aspects of the criteria in the upcoming medium-term period.

The Chapter Economic Criteria comprises two sub-chapters: They state briefly the main policy activities/measures to be
undertaken by the authorities in order to fully meet the Copenhagen economic criteria. The first sub-chapter states the policy
activities/measures focused on meeting the priorities that would result in strengthening the existence of a functional market
economy. The second sub-chapter is focused on policy activities/measures in terms of priorities aimed at enhancing the capacity of
the country to successfully deal with the competitive pressure and market forces in the EU.

2.1  EXISTENCE OF A FUNCTIONAL MARKET ECONOMY

MACROECONOMIC STABILITY

The economic results in the Republic of Macedonia in 2007 are the best in the so-far transition period, whereby positive trends
were experienced in all sectors of the economy. Such positive trends are a result of the ambitious economic programme of the
Government of the Republic of Macedonia, supported by a disciplined fiscal policy and a consistent monetary policy.

The Gross Domestic Product (GDP) growth rate for the first three quarters of 2007 is 5.5%.

Growth is diversified in all economic sectors. It was driven by the services with a contribution in the growth of 4.1 percentage points
(p.p.) while the contribution of the industry was 1 p.p. This situation is mainly a result of the lower production of electricity, oil and oil
derivatives. If we exclude the negative effect of the sector for production of electricity, gas and water, the GDP growth in the first
three quarters was 5.8%, in accordance with the initial projections. GDP growth was realised in conditions of unchanged trade deficit
(40% export growth and 30% import growth), low current account deficit, low budget surplus of 0.6% of GDP, reduced interest rates
of the commercial banks, as well as reduced unemployment rate (at the end of the third quarter of 2007, the unemployment rate was
34.2%, which is 2.1 percentage points lower compared to the third quarter of 2006). Positive economic trends in the real sector are
achieved in conditions of low and stable inflation, which in 2007 was 2.2%, lower than expected, an above all, it is a result of the
reduction of the value added tax on pharmaceuticals, public transport and computer equipment. Still, global and regional trends
contributed to higher inflationary pressures in the second half of 2007, mainly as a result of the price increase of raw materials and
food.

SHORT-TERM PRIORITIES

Reform activities in 2007 and those planned in 2008, as well as numerous activities of the Government of the Republic of

Macedonia for encouraging foreign direct investments are the basis for the projections for 6% economic growth in 2008. Personal

consumption and investments (especially foreign direct investments — FDI) will also drive economic growth from the aspect of the

expenditure side of GDP. From the aspect of the production, the main driver of growth will be the services, due to their dominant

share in creation of GDP and somewhat lower growth is expected in industrial production, thus resulting in further change of the

structure of domestic production towards services, similar to the structure in more advanced countries in transition.

The contribution of personal consumption in the GDP growth in 2008 is expected to range between 3.5 and 4 percentage points.

Such assumption is based on the following:

o projected growth of net salaries by 7.5% in 2008, as a result of the salary growth in the public sector by 10% and growth of
salaries in the private sector that would follow the growth of productivity;

o growth of credits to citizens by 30%;

e expected stable level of private transfers.

Personal consumption will also grow as a result of the introduction of the flat tax, i.e. reduced personal income tax of 15%, 18%
and 24% in 2006, to 12% in 2007 and 10% in 2008. In accordance with the commitment of the Government of the Republic of
Macedonia to a disciplined fiscal policy (general government budget deficit of up to 1.5% of GDP), the contribution to the public
consumption to GDP in 2008 will range between 0.5 and 1 p.p., and increase of the percentage of utilisation of capital investments
is also expected, which would contribute to more intensive GDP growth.

In 2008 investment activities are expected to intensify in accordance with the intensified reform agenda of the Government of the
Republic of Macedonia, the improved business climate, the expected membership in NATO and the expectation for start of
negotiations with the EU.

Reduction of the profit tax to 12% in 2007 and to 10% in 2008, as well as the exemption of reinvested profits from taxation is an
additional impetus for bigger investment activity. Thus in 2008, gross investments are expected to increase in average between
13% and 16% and to contribute to the growth by approximately 2 to 2.5 percentage points. Taking into account the import
dependence of the Macedonian economy, the significantly higher expected inflow of FDI (Johnson Matthey, Agrokor, ERA City
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etc.), as well as the expected expansion of the personal consumption, the contribution of the net export is expected to be negative
in the upcoming period, but stabilised to a level of -0.5 to - 2.0 percentage points.

In the monetary area, further deepening of the fiscal intermediation is expected in conditions of low inflation rate and fixed
exchange rate, disciplined fiscal policy and bigger competition in the banking sector. In 2008 the interest rates of the commercial
banks are expected to additionally decline by 1 to 1.5 p.p., while growth of credits to the private sector to be approximately 30%,
thus being an additional impulse for encouraging economic activity.

Improvement of the overall economic ambient, more intensified economic activity of small and medium-sized enterprises, as well
as numerous measures of the Government of the Republic of Macedonia for poverty reduction will contribute to employment
growth by approximately 4% on annual level, and at the same time, the unemployment rate will decline by 1.5 percentage points to
35.0%.

FREE INTERPLAY OF MARKET FORCES

PRIVATISATION

Economic activities in the country are based on dominant private ownership. In 2007 two companies from the PE Macedonian
Railways were in the process of privatisation. For one of them, Remont na Prugi i Niskogradba DOOEL - Skopje (Rail tracks
overhaul and low structure), the procedure is successful and is in the stage of signing a contract with a foreign buyer and for the
other, Fabrika za Sinski Vozila DOOEL — Veles (Factory for railway vehicles) the procedure was unsuccessful and a new legal
solution is required for selling the state capital. The PE Macedonian Railways experiences a significant restructuring process,
whereby it was divided into two new enterprises: Public enterprises for railway infrastructure Macedonian Railways — Skopje and
joint-stock company for transport Macedonian Railways Transport JSC - Skopje. Preparation of four studies is envisaged regarding
the transformation of the PE Macedonian Railways.

From the PE Makedonski Sumi, in 2007, 10 companies were separated as non-core activities (7 sawmills, 2 fish ponds and one
company for production of mushrooms). One of these companies has completed the ownership transformation and the remaining
ones will be transformed during 2008.

In 2008, privatisation processes in the sector of services and public enterprises will continue with implementation of the
restructuring phases, separation of the parts that can function successfully in conditions of market competition and privatisation.

CONCESSIONS

The Government of the Republic of Macedonia decided to introduce a concession model for the two airports managed by the
Public Enterprise for Airport Services (PEAS). To this end, the Ministry of Transport and Communications announced international
restricted invitation for selection of a consultant and it selected NACO (Netherlands Airport Consultants B.V) as the best bidder with
which it signed an agreement. The period for which the consultant is hired to complete the studies is 6 months (2+4) and is
structured in two phases. The first phase includes preparation for a development study for concession and the second phase
includes preparation of tender documentation for concession in accordance with the national legislation. The project objectives are
to reconstruct and expand the existing airports as well as the level of international services. The modernisation model for both
airports is prepared by the consultant, after which in the first quarter of 2008 a tender will be announced for selection of a partner.

LACK OF MORE SIGNIFICANT BARRIERS TO MARKET ENTRY AND EXIT

During 2007 a major number of formalities and regulations regulating the business in the Republic of Macedonia were revised and
simplified. The revisions are aimed at elimination of all inefficient and anti-market instruments in the legislation containing price
controls and barriers to entry on the market.

The Sector for Economic Policies and Regulatory Reform within the Cabinet of the Deputy Prime Minister of the Government of the
Republic of Macedonia has coordinative role in the reform and will continue to monitor the implementation of the recommendations.
After completion of the project, as from January 2008 an Electronic Register of Regulations will be established, containing all laws,
bylaws and formalities significant and necessary for business.

As a second phase of the regulatory reform, a legal framework is prepared for introduction of the mechanism for Regulatory Impact
Assessment which would continuously carry out checkups and assessment of the quality of the new legislation before it is
submitted to the Government, from the aspect of its impact on the business community, the citizens and other interested parties.
The assessment of the impact of the regulation will include mandatory consultation with the relevant stakeholders.

Additional amendments to the Company Law are envisaged in the first half of 2008 as a continuation of the implementation of the
recommendations of the ROSC - Report on the Observance of Standards and Codes (World Bank Report on the Improvement of
the Legal Framework for Corporate Governance), but also due to the need of terminological harmonisation with international
accounting standards (the term international standards on financial reporting will be introduced).

20



The one-stop-shop system functions in the Republic of Macedonia whereby measures are continuously undertaken for its
improvement, whereby additional amendments to the Law on the One-Stop-Shop System are planned in the first half of 2008.
Having in mind that the existing capacity of the Central Register enables even faster registration, as well as due to the need for
introduction of a general business clause in the Republic of Macedonia, the Law Amending the Law on the One-Stop-Shop System
entered into force, reducing the time for registration to four hours. The general business clause eliminates the business formalities
required so far in the establishment and management of a company (registering and changing the main activity under the threat of
sanctions) and enables all entities swift adaptation, depending on the market conditions, to carry out any activity they select.

The reform of the legal framework on the one-stop-shop system is expected to continue in 2008 for which technical assistance is
provided in the part of review of the Law on the One-Stop-Shop System with the purpose of further harmonisation with the relevant
European acquis.

There are three major activities which are realised in the Central Register and supported by the BERIS project: 1/ hardware
equipment inclusive with 2007 and 2/ establishment of a system for data recovery planned for 2008. 3/ software is in the process of
development, financed by the BERIS project for electronic submission of annual accounts. Inclusive with February 2008, when the
legal deadline starts for submission of annual accounts, the software for enabling this possibility is expected to be operational and
functional, and the bylaw that would legally regulate the manner, the conditions, and the procedures for submitting annual accounts
electronically is expected to be adopted.

In the process of eliminating the barriers for fast entry on the market, in particular, the area of bankruptcy and liquidation, significant
results were achieved with the new legislation. The new Bankruptcy Law is already in force, as well as five rulebooks, already
showing effects of the new legal decisions with regard to acceleration of the procedure, reduced costs, supervision of the activities
of bankruptcy trustees etc. After the organised courses for education of candidate for taking the exam for authorised bankruptcy
trustee, two exams were organised whereas 107 candidates have passed successfully. For strengthening the professional and
ethical standards of the bankruptcy trustees, a professional association was established for the first time, a Chamber of Bankruptcy
Trustees. Three working meetings were organised for education of the participants in the bankruptcy procedure, attended by
bankruptcy judges, bankruptcy trustees, creditors, commercial banks, State Office for Geodetic Works, the State Archives and
other participants in the bankruptcy procedure. There is an ongoing selection of consultants that would organise training for the
participants in the bankruptcy procedure for a period of two years. To the end of enhancing the professional capacities in
accordance with the new Law, licensing of bankruptcy trustees began. Bankruptcy trustees who fail to acquire a license cannot be
appointed as bankruptcy trustees in the future, and pursuant to the Law, the court will dismiss the non-licensed bankruptcy trustees
ex-officio and will appoint trustees who have acquired a license instead.

APPROPRIATE LEGAL SYSTEM

REGULATION OF PROPERTY RIGHTS

Pursuant to the Draft Law on Real Estate Cadastre, adopted by the Government of Republic of Macedonia, the State Authority for
Geodetic Works is transformed and continues to work as an Agency for Real Estate Cadastre. The Agency, according to the Draft
Law, bases its activities on the principles of professionalism, efficiency, transparency and service-orientation, as well as
accountability in the operations and the acquired results.

The future plans of the Agency are completion, development and maintenance of the real estate cadastre, development of GPS
and gravimetric network and maintenance of the geodetic networks, producing and updating new cartographic products, as a
foundation for development of a state geospatial database.

To the end of achieving the plans, the SAGW adopted the following strategies:

1. Coverage of the whole territory of the Republic of Macedonia with the real estate cadastre, active GPS and gravimetric network,
with cartographic products and development of geospatial database (strategy for establishment of Real Estate cadastre, described
in the plan for implementation of the Project “Real Estate Cadastre and Registration”);

2. Enhancing market orientation and increasing the cost refund through better acquaintance with the market requirements and
development of new products and services in order to meet these needs;

3. Proactive relation to the concerned parties in the process of creation of land policy and development of the real estate market;
4. Ensuring competency in the cadastre, the cartography, the geodetic works, provision of products and services on the market in
a manner appropriate to the needs of the users; and

5. Use of modern information technology and digital products so as to meet the requirements of the clients (and other concerned
parties) and to improve the internal efficiency and working conditions, focusing, at the same time, on preserving security, safety
and confidentiality of the data.

With regard to these strategies, the following activities will be undertaken so as to fulfil them.

In order to establish a Real Estate Cadastre throughout the territory of the Republic of Macedonia, in accordance with the adopted

2007 plan for establishment of a real estate cadastre, the procedure for systemic registration of real estate rights is being

intensively implemented. By end-November 2007, of the total number of 1,692 cadastre municipalities in the Republic of
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Macedonia, a real estate cadastre was established in 1,162 cadastre municipalities, which is 68.8% of the whole territory of the
Republic of Macedonia. By end-2007, a 72% coverage was ensured, by mid-2008 a coverage of 82% is envisaged, and a 100%
coverage is envisaged by end-2008 and early 2009. This will provide legal safety for investors and ensure utilisation of real estate
deeds for provision of loans.

According to the adopted plan for establishment of a real estate cadastre, technical and geodetic works are running in parallel,
which precede the procedure for systematic registration of real estate rights. Data on real estate are updated in the envisaged
cadastre municipalities through the procedure of reambulation which is under the competences of the private geodetic practice,
with the purpose to accelerate the procedure of registration of the rights based on correct and updated data on real estate.

The new Law on Real Estate Cadastre, the adoption of which is expected in 2008, provides for provisions that will enable
acceleration of the procedure of systemic registration of real estate rights and provisions that will enable simplification of the
procedure regarding changes in the maintenance of the real estate cadastre.

In accordance with the ICT strategy, the plan of the SAGW is to establish an electronic geodetic-cadastre information system as an
integrated and single system in the Republic of Macedonia which enables management, processing, distribution and access to
updated data from the real estate cadastre, data on basic geodetic works, state topographic maps, register of spatial units and
records of the real estate in state ownership.

A project has been realised for web presentation (publication) of the descriptive (attributive/alphanumeric) data from the real estate
cadastre for the city of Skopje. These data will be available to the service users through the website of the State Authority for
Geodetic Works. It should be underlined that no data on the mortgages will be posted. It is planned to post data on Skopje and on
those cadastre municipalities on the territory of the city of Skopje where real estate cadastre is applied. Search will be made by
number of cadastre lot and by number of real estate deed. The first two to three months will be a test period which implies that
access to these data will be free.

Under this project, the web service was realised on the data on mortgages, intended for professional users of the services of the
State Authority for Geodetic Works, those being notaries public and banks. The implementation of this project started in December
2007 and the first two weeks to one month will be a test period during which these users will receive data without paying a fee.
After the completion of the test period for the cadastre municipalities under the competences of the Sector for Real Estate
Cadastre Skopje, the same project will be implemented in other 29 units for real estate cadastre in the Republic of Macedonia.

Enforcement of laws and contracts and effectiveness of the judicial system with regard to economic issues.

Implementation of the reforms in the judiciary system continues with appropriate activities for practical implementation of all
adopted laws by demonstrating visible results aimed at strengthening the independence and increasing the efficiency of the
judiciary system, thus contributing towards efficient realisation of the constitutional rights of the citizens, acceleration of the
resolution of court disputes, ensuring legal safety and protection of property rights.

Amendments were envisaged to the Law on Courts with the purpose of protection of the right to trial in a reasonable period which
are expected to be adopted in the first quarter of 2008. The application and the effects of the changes will be monitored
continuously and an analysis will be made by end-2008.

One of the short-term priorities of the Republic of Macedonia with the purpose of determining the effects of the implementation of
the Law on Mediation is to prepare an analysis on the basis of which further activities will continue for raising awareness of the
citizens regarding mediation as a manner for alternative resolution of disputes. Amendments are envisaged to the Law on
Mediation.

SUFFICIENTLY DEVELOPED FINANCIAL SECTOR
In 2008 the banking sector faces several challenges.
The transition towards a market economy in the Republic of Macedonia, similar to other transition countries, required drastic
change of the role of the financial sector, and the main challenge in this area is the development of an efficient system of financial

markets and institutions.

On 30 September 2007, the banking sector in the Republic of Macedonia comprised 182 private universal banks, 1 state-owned
bank with specific functions which do not represent competition for the commercial banks and 12 savings houses. From the aspect

3 In October 2007 the license for establishment and operations was revoked from one bank, and thus the number was reduced by one.
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of the ownership structure, on 30 June 2007+ the share of state-owned banks is 6.9% of the total capital of the banking system,
while foreign capital is present in 17 banks. In 9 of these banks, foreign owners represent a shareholding majority with 54.6% in the
total capital, i.e. 58.0% of the total assets of the banking sector. Of these 9 banks, 5 are subsidiaries of foreign banks. During 2007,
Société Générale Paris became a dominant owner in one Macedonian bank.

On 30 September 2007, the level of financial intermediation, calculated as ratio of total assets, gross credits and total deposits to
GDP? of the Republic of Macedonia grew and it amounts to 67.0%, 37.5% and 48.6%, respectively. As a comparison, on 31
December 2006 these indicators were 57.4%, 29.6% and 41.3%, respectively. However, the level of bank intermediation in the
country is still fairly low if compared to EU Member States. Inclusive with 30 September 2007, total assets of the banks in the
Republic of Macedonia amounted to MKD 207 billion, while the banks’ own funds amounted to MKD 28.4 billion.

The results of the banking sector in the Republic of Macedonia are fairly good. This can be confirmed by the increased confidence
by the population reflected through the increase of savings. On 30 September 2007 the deposit base in the banks amounted to
MKD 150 billion and grew by 19.8% compared to 31 December 2006. The positive results of the Macedonian banking sector are
also reflected in its profitability indicators. In the first half of 2007 the sector realised a positive financial result in the total amount of
MKD 2.9 billion, which is 56% more compared to the same period in 2006. The rate of return on assets (ROA) was 2.0% while
return on equity (ROE) was 15.8%.

The credit activity of banks continued to grow (annual growth rate — September 2007 in relation to September 2006 is 41.1%, while
the quarterly growth — September 2007 in relation to June 2007 is 10.1%). The most significant annual growth of 56.4% was
observed in credits to physical persons, while the annual growth of credits is 33.3%. During the past period the banks were almost
equally oriented towards long-term and short-term crediting (annual growth rate of long-term credits was 46.8%, while of short-term
credits it was 46.5%). Despite the intensification of credit activity, the quality of the credit portfolio of banks marks a permanent
upward trend. On 30 September 2007 the share of the credit exposure of banks classified in the risk categories B, G and D in the
total credit portfolio of banks amounts to 6.4% and compared to 31 December 2006 declined by 1.2 percentage points. The
average risk of the credit portfolio (calculated as a ratio between the provisions for potential losses and overall credit exposure)
marks a constant trend of improvement. On 30 September 2007 the indicator slightly declined (improvement) by 1.5 percentage
points compared to 31 December 2006 and is 5.8%.

Banks maintain a relatively high liquidity position. In the period January - September 2007, the share of average liquid assets of the
banks was 35.7% in the total assets, ensuring a level of coverage of the total liabilities of the banks of 41.7%.

Despite the significantly increased volume of activities, the banks maintain a relatively high solvent position. On 30 September
2007 the average capital adequacy ratio of banks was 17.2% and it declined compared to 31 December 2006 when the capital
adequacy ratio was 18.3% (the minimum legal requirement is 8%).

Exchange rate risk to which banks are exposed as a result of the currency difference in their balance position is relatively low.
Almost all banks fit within the frames of the prudential limits to open foreign currency positions. Other market risks have marginal
share in the spectre of risks the banks face. Banks have insignificant trading portfolio having in mind the insignificant activities
related to the operations in securities and other activities that generate market risks.

Strengthening of the capacity of bank supervision plays an important role in increasing the stability of the banking sector. The
National Bank of the Republic of Macedonia, as a regulatory body of the banking sector, plays this role on the basis of the
provisions under the Law on the National Bank and the Law on Banks. The activities of the National Bank in the area of
strengthening the bank supervision are aimed at completion of the bylaws on the basis of the new Law on Banks, as well as at
successful implementation of the risk-based supervision plan.

Reforms in the banking sector run continuously and are in an advanced stage. The new Law on Banks was adopted in early June
2007. The EC Peer Assessment Evaluation Mission on Financial Services Issues gave a very positive evaluation of the adoption of
the new Law on Banks pointing that this is an important step towards the implementation of the European regulation and
strengthening of the regulatory framework for the banks in the Republic of Macedonia. The new Law on Banks will further
strengthen the shareholder criteria with a possibility for the National Bank to sell the shares of a shareholder who no longer meets
the shareholder criteria or who has acquired a qualified share without prior approval from the National Bank, strengthening of the
corrective measures that can be imposed on a bank by the National Bank, greater efficiency for the procedure for exit of a bank
from the banking system. The Law, as well as the respective bylaws also ensure further strengthening of prudential standards,
promotion of corporate governance of banks, by strengthening the role and the responsibilities of the management bodies, the

4 The most recent data is from 30 June 2007.
5 GDP as of 31 December 2006.
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internal control systems, the risk management, the role of the external auditor, enhancing the transparency in the performance of
financial activities, strengthening the accounting standards, etc. The regulation on strengthening the market discipline of banks, as
well as the provisions on risk management in accordance with the type and the scope of the bank activities, steps are undertaken
for approximation to the new Basel Capital Accord.

In parallel with the achieved progress in the area of regulatory framework, there are intensive activities for realisation of the
Banking Supervision Development Plan. The Banking Supervision Development Plan envisages transition from a supervision
oriented towards evaluation of compliance with the regulations towards risk-based supervision and risk management. The
realisation of the Plan is aimed at implementing the second pillar of the New Capital Accord (Basel Il). The Supervision
Development Plan was adopted by the National Bank in January 2006, and its implementation started in May 2006, following the
commencement of operations of the consultant engaged by the IMF. The methodologies and procedures adopted by the Steering
Committee with May 2007 inclusive were subject to testing in on-site supervisory controls of one big and two-medium-sized banks.
The preparation of methodologies and procedure ended in 2007 and they were formally adopted by the Governor of the NBRM in
January 2008. Also, a list of indicators was adopted as early warning signals for banks.

The implementation of the plan is expected to be completed by end-2009.

CHALLENGES FOR THE BANKING SECTOR

Financial intermediation in the Republic of Macedonia, despite the upward trend in the past few years is still low, but it leaves
space for further increase. The higher scope of activities of banks, as well as significant space for further increase of the financial
intermediation is expected to aftract renowned foreign financial institutions to enter the banking sector in the Republic of
Macedonia. This is expected to additionally intensify the upward trend of the share of financial institutions in the ownership
structure of the banking sector.

Market liberalisation, through the possibility for entry of branch offices of foreign banks is a solid basis for major intensification of
activities in the banking sector. Also, the banking sector will have to be properly prepared for the challenges brought about by the
future liberalisation of the balance of payment capital account. On the short term (inclusive with March 2008) the NBRM should
complete the voluminous secondary legislation arising from the Law on Banks. In this process, attention will be paid to the
application of the recently adopted accounting regulation based on International Financial Reporting Standards (within a timeframe
of approximately 1 year).

The next important step is the implementation of the new capital accord. One of the main challenges for the NBRM in the
implementation of Basel Il is ensuring a proper balance between the three basic components of this significant regulatory
framework, ensuring the necessary level of capitalisation of banks, strengthening the risk management systems and enhancing
their efficiency.

22  CAPACITY TO COPE WITH COMPETITIVE PRESSURE AND MARKET FORCES WITHIN THE EU

SUFFICIENT HUMAN CAPITAL

Priority objectives of the development of the Macedonian human resources are the following:

1. continuous investment in development of the educational process

improvement of the conditions in schools and universities and continuous investments in the educational institutions
improvement of the legal framework on life-long learning and flexibility and mobility of the labour force

increasing the research and its continuous support

support to the process of informal education and mobility of youth.

arwd

Modern education is aimed at improvement of quality, and not only of quantity of human resources. Efforts are also made to
improve not only the knowledge, but also the skills of the students in the process of education. A government priority for fulfilment
of the objectives is implementation of activities for improvement of quality of education and training, which will increase the
opportunities for young people to find employment after completing their education.

As from this academic year, the nine-year primary education started. The new curricula envisage that even during the primary
education, each student will have to get acquainted with other cultures and civilisations and to master two foreign languages, one
of which is English. To this end, the English language was introduced in first grade and a second foreign language in sixth grade.

The establishment of the VET centre is the most significant step for development of the high-school vocational training. The Centre
for Vocational Education and Training harmonises and integrates the national interests and the interests of the social partners in
vocational education and training in the Republic of Macedonia. It also coordinates the cooperation between the international
institutions and organisations in the field of vocational education and training. A Council for Vocational Education and Training was
established as the highest advisory body that would create strategic policies in the vocational education and training.
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Representatives of government bodies, social partners (the employers and the trade union) of the Association of Local Self-
Government Units and from the Employment Agency participate in the Council. The Centre should contribute to creation of
professions that are needed on the labour market in their local environment and in the Republic of Macedonia.

A national framework of qualifications and Law on Lifelong Learning is in the process of preparation. The Law will provide the
possibility for each person to have the right to acquire and expand knowledge, skills and abilities, necessary for free development
of persons and for free choice of profession. The objective of lifelong learning is to keep and preserve the positive and active
approach to learning at all ages during the whole life.

Establishment of State Examination Centre: the objective of the State Examination Centre will be ensuring quality of the education
in the Republic of Macedonia through valid, reliable, practical and internationally recognised system of evaluation and exams.

The Republic of Macedonia participates in the EC Seventh Framework Programme as full partner. A Memorandum for Cooperation
was signed for the Seventh Framework Programme and the "entry ticket” was paid, whereby Macedonian researchers, institutions,
organisations etc., will be able to compete so as to acquire projects from the common programme budget. This programme is
aimed at projects in the field of research. Stimulation of the scientific-research projects in different areas is necessary. The Seventh
Framework Programme established a special unit in the Ministry of Education and Science, to the end of better coordination and
promotion of the programme.

Priorities for the Government of the Republic of Macedonia are the Community programmes ,Life-long Learning” and ,Youth in
Action”. The National Agency for European Educational Programmes and Mobility was established for the programmes ,Youth in
Action” and ,Life-long Learning”. The National Agency is an administrative pre-condition for utilisation of these two Community
programmes.

The Management Board of the National Agency was selected and a director was appointed. In 2008 intensive efforts will be made
to raise the capacities and to fully staff the Agency. An Operational Programme for 2008 was prepared.

The Law on Volunteering was adopted. The contents of the draft Law on Volunteering is harmonised with Article 11 of the Council
Directive on the conditions of admission of third-country nationals for the purposes of studies, pupil exchange, unremunerated
training or voluntary service (32004L0114).

Analyses were made according to which additional priority investments are made in education, contributing for higher-quality
education. The analyses on the number of pupils completing primary education in 2008, the spatial capacities of high schools, the
equipment as well as of the need for additional hiring of teaching and other staff in the high schools, determined which
municipalities might have spatial problems and measures were proposed to overcome them: certain facilities are being adapted
and converted in high schools.

One of the major tasks being realised in the previous and during this year is the state matriculation exam. In December 2007 the
third pilot matriculation exam was held in all high schools in the Republic of Macedonia, whereas the procedures, instruments and
software are tested.

In order to modernise the studies in the primary and secondary education, the Government of the Republic of Macedonia under the
project "Computer for Each Student’, purchased 100,000 computers. The computers will be distributed in the high schools by April
2008 and in the primary schools by end-2008. The computers will not be used only for the subject of Informatics, but in all classes.
To the end of raising the capacity of human resources in the tertiary sector and their increased realisation into human capital, in the
period 2006 — 2007, two state higher educational institutions were established, University “Goce Delcev” in Stip and the Faculty of
Administration and Management of Information Systems within University “St. Kliment Ohridski” in Bitola. The commissions
established by the Government of the Republic of Macedonia made the necessary preparations for these two higher educational
institutions to become operational, and they started working in October 2007/2008.

The Proposed Law on Higher Education contributes to specific normative implementation of the principles of the Bologna
Declaration, in particular with respect to the following: adoption of a system for easily recognisable and comparative degrees of
education; introduction of curricula in three cycles; evaluation of curricula with credit points, such as the ECTS; introduction of a
mandatory obligation for the higher educational institutions to issue diploma supplements; introduction of EU-oriented modules,
courses and curricula, and curricula for joint degrees; the provision of mechanisms for encouraging employment of graduated
students on the European labour market, such as life-long learning; upgrading the established system for ensuring quality by
including representatives of the students, employers and social partners; introduction of international dimension in the evaluation
processes through participation of foreign experts and associations in the evaluation; inclusion in the European Network of Quality
Assurance — ENQA, as well as harmonisation with the standards and guidelines on quality assurance in the European Higher
Education Area; creation of normative-legal assumptions on new organisational structure of the state universities and their
transformation into integrated universities, being functionally and organisationally connected to the faculties within their
composition.
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The adoption of the new Law will impose the need for adoption of new bylaws and other general acts.

In the course of 2007, an Operational Plan for Active Measures for Employment for 2007 was realised, the goal of which was
integration of certain categories of unemployed persons (young persons up to 27 years of age, single parents, parentless children,
persons with special needs, engagement of long-term unemployed persons with low qualifications, encouraging self-employment
and increasing the scope of training for a known employer) in the labour market. Following the positive experience in 2007, the
Government of the Republic of Macedonia, within the framework set in the National Employment Strategy and the National Action
Plan on Employment, plans to realise the Project for Self-Employment, starting in 2008.

The Project will provide credit funds for unemployed persons interested in starting their own business, as well as for persons
wanting to expand their business by opening new vacancies. This measure will have a positive effect for reducing the grey
economy and encouraging its transition into legal economy. The programme on self-employment envisages favourable credits and
educational and technical support to starting businesses, which are to be related to the registration of the business activity.

The realisation of the Project for Self-Employment will create conditions for unemployment reduction and improvement of the living
standard. The project will contribute to opening new enterprises, job creation, export increase, more balanced regional
development and other positive effects. Positive effects are also expected in settlement of the problem of the bankruptcy
employees and the persons having been discharged due to redundancy. In addition, development of micro and small-sized
enterprises will be encouraged, which significantly contribute to job creation and are one of the most important driving forces to
economic growth.

The IPA Operational Programme was prepared in 2007 pertaining to development of human resources, envisaging medium-term
projects aimed at job creation, which are to be implemented within frames of the following measures: modernisation of the
Employment Agency of the Republic of Macedonia; support to the Employment Strategy and Joint Document on assessment of the
employment policy priorities; transfer from informal to formal economy; handling the situation with young people, women and long-
term unemployed persons on the labour market.

SUFFICIENT QUANTITY OF PHYSICAL CAPITAL

Strategic goal of the Republic of Macedonia is development of the infrastructure and its regional connection in the energy sector,
transport sector, and other sectors. This would lead to safe and economic development of energy, transport and
telecommunications, whereas the supply safety, safety of the population, rational usage of energy and environment protection will
be accordingly taken into account. By ensuring cheap transport, better communication and better access to clean and cheap
sources of energy, the infrastructure sectors will contribute to increase in productivity, and accordingly, to increase of the country's
international competitiveness.

To attain this objective, a set of coordinated policies and measures are being prepared and implemented. The objective of the
country is to implement the projects including a regional component, which will lead to improvement and modernisation of the pan-
European corridors VIIl and X.

Corridors X and VIII are strategic economic priorities that will enable the Republic of Macedonia to develop from a geographical
into a real traffic crossroad on the Balkans. The strategic importance of these trans-national axes is that they contribute to faster
and safer common communication and transport of passengers and goods, which leads to economic security and stability.

This will open the doors of the Republic of Macedonia for better cooperation with the neighbouring countries and broader
cooperation with the EU Member States in all segments of the economy. Their common feature is the greater commercial
approach towards development of the infrastructure sectors. Commercialisation of infrastructure services covers all reforms that
stimulate the business approach to these activities.

For the purpose of successful implementation of these reforms, gross investments in the Republic of Macedonia are envisaged to
increase from the present level of 21% of GDP to approximately 25% of GDP by 2010, as a result of the structural reform
programme mainly aimed at improvement of the business climate in the country. Public investments account for a significant 3.7%
of GDP in the total investments. A large share of the investments in the public sector are aimed at the infrastructure sector in order
to strengthen the infrastructure connections with all neighbouring countries, since they would contribute to successful integration of
the Republic of Macedonia into the EU.

On the basis of the database for the Public Investment Programme, and according to the priorities set out by the Government of
the Republic of Macedonia, a significant number of infrastructure investments are expected to be realised in the period 2008-2010.
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Financing of these projects will be realised according to the possibilities for further indebtedness of the country, indicated in the
Public Debt Management Strategy, from the international financial institutions, as well as the domestic budgetary funds being
annually projected for co-financing of foreign loans and credits.

The Government of the Republic of Macedonia adopted a decision for selection of a consultant team by means of an international
tender, which is to propose a model for granting concessions for part of the road infrastructure along Corridors 10 and 8, as well as
spur track 10d in the Republic of Macedonia. A consultant company has been selected and, by April 2008, it is to submit a draft
study for awarding under concession a part of the road infrastructure in the Republic of Macedonia (covering the following roads:
all sections in Corridor 8 which are not highways — Kumanovo-Deve Bair, Gostivar-Kjafasan, as well as Stenkovec-Blace, Bitola-
Ohrid and Veles-Delcevo).

The Government of the Republic of Macedonia decided to introduce the concession model for the two airports managed by PEAS
(Public Enterprise for Airport Services) Macedonia. To that end, the Ministry of Transport and Communications announced an
international restricted invitation for selection of a consultant, and selected NACO (Netherlands Airport Consultants B.V.) as the
best hidder, with which an agreement was concluded. The time period for which the consultant is engaged to perform the overall
studies is 6 months (2+4) and it comprises two stages. The first stage covers the preparation of a development Concession Study,
and the second one covers the preparation of tender documentation for concession pursuant to the national legislation. The
objectives of the project are to renew and expand the existing airports, as well as the level of international services. The consultant
prepared the model for modernisation of both airports, and a tender for selection of airport operator (concessionaire) will be
announced in the first quarter in 2008.

Regarding the transport sector, public investments in the period 2008 — 2010 will be aimed at road and railways sectors. Regarding
the roads, the completion of Corridors VIIl and X remains to be a top priority. This stage includes the construction of Skopje ring
road, a project worth EUR 120 million, being jointly financed by the EIB, EBRD and the Funds for National and Regional Roads.
The extension of E-75 at the section Smokvica — Gevgelija, funded by the EBRD, is already completed.

Construction activities are envisaged for the following sections of Corridor X: Demir Kapija - Udovo, Udovo — Smokvica, Tabanovce
— Kumanovo, Bitola — Megitlija, as well as all Corridor 8 sections, where construction works have not been started yet. The Hellenic
Plan for Economic Reconstruction of the Balkans (HIPERB) places special emphasis on completion of the pan-European Corridor
10, i.e. completion of the sections in the Republic of Macedonia for which there is no road solution: Demir Kapija —Smokvica, at the
same road direction, covering approximately 28.5 km in total length. Funds from the HIPERB, IPA Component 3 on regional
development and loans are to be used for financing the project.

Regarding the Kumanovo-Tabanovce section, the negotiations with the World Bank are completed. A Loan Agreement has been
signed with the World Bank in the amount of EUR 15 million. Commencement of the construction of the highway long 7.3 km is in
the process of preparation.

The completion of these sections at highway level is expected to contribute to safe and quality transport, which will provide
improvement of the traffic flow, as well increase in trade, transport of passengers and goods and general improvement of the social
and economic development in the country.

The realisation of the second stage of the railway reforms is in progress, by preparing a Study for determining the fee for usage of
railway infrastructure, Study for transportation services of passengers and Study for downsizing staff and operating costs, financed
under the World Bank credit. The selection of a consulting company is in preparatory stage, which is to prepared the Study on
Privatisation of the Transportation Company, will start to be realised in the course of 2008. In July 2007, the Government of the
Republic of Macedonia adopted the National Programme on Railway Infrastructure for the period 2008-2012, which allocates
budget funds for capital investments and regular investment maintenance.

Investments in the railway will be aimed at revitalisation of the railroad track Tabanovce - Gevgelija (Corridor X) and improvement
of signalling system and telecommunications along Corridor X.

Investment priorities in the energy sector are the following: electricity generation by opening a new coal mine in Brod — Gneotino;
construction of 2 large and around 400 small hydro power plants according to the concession model; construction of combined
heat and power plant.

Priorities in the energy sector also include investments aimed at energy connection with the neighbouring countries. Thus, the
construction of 400 kW long-distance power lines Stip — Cervena Mogila (Bulgaria) and Bitola — Lerin (Greece) is of great
importance, since it will increase the stability of the electricity system in the Republic of Macedonia.
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ADEQUATE SECTORAL STRUCTURE AND ENTERPRISE STRUCTURE

The service sector in 2007 was the driving force of the intensified GDP growth, which accounted for 5.5% in the first half of the
year. The projected 6.0% GDP growth in 2008 is also based on the intensified growth of the service sector (trade, transport and
communications, financial intermediation).

The share of the production sectors (industry and agriculture) in GDP growth in 2007 and the projected one for 2008 will be
relatively lower compared to the service sector. It points out to the fact that restructuring of the Macedonian economy is being
realised, by strengthening the service sector, which is even more promoted as a driving force of the intensified growth.

The active policies of the Government on the medium term by 2010 are expected to contribute to dynamic development of the
service sector, in conditions of growing competition, realised through liberalisation of the service market. Dynamic development of
the IT sector will create conditions for more dynamic development of the knowledge-based economy and innovations-based
economy.

The production sectors will be supported by active policies for increase of competitiveness, on the basis of implementation of
medium-term strategies.

To the end of ensuring greater competitiveness of the industry, more dynamic growth and development, activities have been
commenced pertaining to development of an integrated industrial policy in the Republic of Macedonia by:

1. preparing a Study for measuring the indicators of competitiveness of the Macedonian industry

2. developing a Strategy for Industrial Policy; and

3. increasing the possibilities for the administration for development and implementation of measures on industrial policy

Activities will be implemented in several stages, part of which was realised in 2007, and the other part is to be realised in 2008, as

follows:

1. Benchmarking study was prepared in 2007 aimed at positioning and setting the role of the industrial policy creators and
implementing agencies in the Republic of Macedonia, inter-institutional cooperation and improvement of the administrative
capacity.

2. Study for measuring the indicators of competitiveness of the Macedonian industry will be prepared in 2008 — establishment of
a measurement and evaluation system to provide regular monitoring of the international position of competitiveness.

3. Strategy for Industrial Policy will be adopted in 2008 as a unique document to define the short- and long-term priorities for
implementation.

4. Realisation of the National Programme on Restructuring the Steel Industry will continue in 2008.

Within the frames of the three year programme 2008-2010, development of clustering will continue through the operations of the
existing clusters, establishment of new ones and their internationalisation.

A Strategy on Restructuring the Textile Industry will be implemented in 2008. Restructuring of the textile industry will cover the
areas being identified as obstacles to development, those being the following: market development; commercial infrastructure;
technological development; human resources development.

State influence on the competitiveness (through trade policy, competitiveness policy, state aid, FDI and support to small- and
medium-sized enterprises)

The Increase of the competitiveness of the Macedonian economy is more and more becoming the centre of different and complex
activities, promoted by governmental policies and regulatory reforms. The business competitiveness depends on the basic micro-
economic conditions, which define the current sustainable level of productivity of the country, according to the concept that the
wealth is actually created on micro-economic level and that relevant state policies can stimulate or prevent the productive
behaviour of the enterprises.

The trade policy of the country is a factor of competitiveness of the economy. The 2006 Transition Report of the European Bank for
Reconstruction and Development (EBRD), published in November 2006, presents the reform indicators for 29 transition countries.
The indicators take into account the achievements of the transition countries by areas, where 1 stands for small or no changes
compared to the centrally planned economy, and 4+ stands for attained standard of market economy.

Out of nine areas covered by the report, Macedonia holds two highest rank positions for achieved standards of market economy,
evaluated with 4+. These areas pertain to trade and foreign exchange system and price liberalisation. With respect to these two
areas, ranked with achieved standard of market economy, the Republic of Macedonia is assigned the same indicators as ten
transition countries — EU Member States — Bulgaria, Czech Republic, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and
Slovenia.
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The enforcement of the Stabilisation and Association Agreement with the EU, the multilateral trade agreement of the South-eastern
European countries — CEFTA 2006 and free trade bilateral agreements are elements of development and enhancement of the
trade policy, aimed at strengthening the competitiveness in the upcoming period.

The 2007 Competition Protection Policy was aimed at ensuring higher level of free competition on the domestic market. For the
purpose of strengthening the legal framework for competition protection, the following laws were adopted: Law Amending the Law
on Competition Protection pursuant to which the Commission for Protection of Competition became competent in pronouncing
misdemeanour sanctions to the persons violating the provisions in the Law on Competition Protection, as well as guidelines for
enforcement of the Law and decrees. The guidelines were announced and distributed to the legal and business community, as well
as to the wider public.

Inter-institutional cooperation between the Commission for Protection of Competition and the bodies competent in regulating
certain sectors was strengthened in 2007. The Commission signed a Memorandum for Cooperation with the Agency for Electronic
Communication, the Energy Regulatory Commission and the Broadcasting Council. The Draft version of the Memorandum for
Cooperation to be signed with the Public Procurement Bureau soon was also prepared.

In 2007, the Law on State Aid was amended to provide a legal basis to regulate the rules and the procedure for awarding
horizontal aid. The Decree to govern the awarding of horizontal aid was adopted in December 2007. In addition, the Decree on
Establishing Conditions and Procedure for Granting Aid for Rescuing and Restructuring of Enterprises Facing Difficulties was
amended to the end of its full harmonisation with the European legislation.

The Commission for Protection of Competition prepared partial inventory for the awarded state aid for the period 2001-2006. The

state aid awarded by several government institutions, not being timely notified, was approved retroactively. The Commission

adopted 23 decisions on compatible state aid in the period 2001-2006, 4 decisions for 2007 and 9 opinions upon request by state

aid providers. What is of special importance is the fact that other government institutions also observe the Commission decisions.

The Commission increased the level of transparency and accountability in its operations by publishing the adopted decisions in the

Official Gazette of the Republic of Macedonia and on its website.

The realisation of the following measures is envisaged in the period 2008-2010:

o employment of 2 persons in 2008;

o training of the employees in the Sector for State Aid Control, the members of the Commission for Protection of Competition
and appointed persons in the bodies — state aid providers within the BERIS Project, the GTZ Project and TAIEX seminars;

o harmonisation of industrial policies with the rules in the field of state aid;

To the end of presentation and promotion of the new 2007 proactive investment policy of the country, the system for strengthened
institutional and personnel capacity (Team Macedonia, two ministers for foreign investments, the Ministry of Economy — Sector for
Industrial Policy and Investments, the Agency for Foreign Investment of the Republic of Macedonia — Invest Macedonia, the
Directorate for Technological Industrial Development Zones, the Development and Investments Agency, appointment of the first
five economic promoters for separate countries) was established, and cooperation with non-governmental institutions, included in
the investment-related activities, was realised.

Realisation of the new Programme for Stimulating Investments in the Republic of Macedonia for the period 2007-2010, which the
Government of the Republic of Macedonia adopted in June 2007, contributed to operationalisation of specific activities and
measures covered in the Action Plan for the Programme for each year by 2010.

The proposed measures are complex (legal, institutional, financial, educational, programme, feasibility studies, etc.), assigned to
specific implementing agencies with set dynamics for their realisation. The Programme focuses on 10 components, defining the
following: 84 barriers to be eliminated, 126 objectives and 270 measures for improvement of the investment climate in the Republic
of Macedonia.

It is deemed that the undertaken reforms for improvement of the business climate and the offensive promotional activities will
contribute to intensification of foreign direct investments in the medium-term.

The Government Programme envisages for the Agency for Foreign Investments - Invest Macedonia to be the sole development
and investment agency in the Republic of Macedonia. The Agency, under full support by the Government and international
institutions, actively works on promoting Macedonia as an attractive destination for investments, as well as on attracting potential
foreign investors in the country. For the purpose of more successful performance of its function, in addition to the local office, a
comprehensive network of representatives will be established in several countries throughout the world. Therefore, a selection
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procedure for investment promoters of the Republic of Macedonia is in progress in several countries throughout the world. It is
planned to select 23 promoters and to be deployed in 21 countries. Three promoters have already been selected.

The main priorities and tasks of the Agency in 2008 are the following: quality and quantitative development of the Strategy for
Attracting FDI and preparation of sectoral studies; financial and staff strengthening of the Agency; creating the image of the country
and promotion of investment opportunities for the potential foreign investors; provision of highly-professional services to the
investors in the process of pre-investment, investment and reinvestment; monitoring and evaluation of the investment
development.

The Agency for Promotion of Entrepreneurship of the Republic of Macedonia participates in the realisation of the Active
Employment Programme, which provides vouchers in the amount of approximately EUR 2000 for commencement of the realisation
of approximately 500 business plans, selected from 2,500 applications.

The Third stage of the project — Fund for Development of Human Resources in Enterprises — started its realisation in January 2007
and will last by the end of 2008. So far, approximately 300 managers from the Macedonian enterprises have been trained.

In addition to the training for the companies, “train the trainers” was organised by foreign experts, covering approximately 20 senior
trainers, as well as 12 junior trainers, titled as "Academy for Junior Trainers”. Training of the first ten junior trainers was completed,
and they acquired trainer certificates. To the end of integrating the entrepreneurship as a key component of the secondary
education policy, entrepreneurship became a regular subject in the curricula in secondary schools.

At the beginning of 2008, the Government of the Republic of Macedonia will commence implementing the “Top Management”
project. The project will be realised in a period of 2 years, thereby selecting approximately 200 Macedonian managers, they will be
trained in management skills and get practical training in successful world companies in the developed countries. During this
period, they will be provided the opportunity to acquire expertise in line with the contemporary management standards and
principles imposed by the modern market. The objective of the project is to increase the productivity of the Macedonian labour
force, as well as competitiveness of the Macedonian economy.

Two new incubators have been established. “Youth Business Incubator” was established in Skopje, and Incubator — “Centre for
Business Support” was opened in Bitola.

Training of various target groups (unemployed, women, youth, etc.) is carried out through the Regional Centres, as well as
promotion and awareness raising in ICT and introduction of quality standards.

Support for development of the SME sector in 2008 will be aimed at more efficient operations with small-and medium-sized

enterprises and support to strengthening the competitiveness and innovations through:

o strengthening the institutional infrastructure by financing the activities of the Agency for Promotion of Entrepreneurship of the
Republic of Macedonia, co-financing for new business centres, the SME Observatory, the SME Forum, the Info Desk - project
in cooperation with the regional centres for business support, IRC co-financing, co-financing the Fund for Human Resources
Development.

e improvement of business environment and access to SMEs funding will be realised through changing the credit guarantee
scheme (Guarantee Fund); establishment of Credit Info Bureaus; training in alternative ways of financing.

o improvement of SMES competitiveness and innovations will be realised through: co-financing of clusters, co-financing of new
business incubators, co-financing the costs of the regional centres for projects with non—financial support to SMEs, voucher
counselling system, entrepreneurial awards, entrepreneurial education, EU Day of Entrepreneurs, raising awareness for ICT,
campaign for introduction of quality standards, scientific and innovative connection, international scientific cooperation and
raising awareness in rights to intellectual property.

SIGNIFICANCE OF INFORMATION AND COMMUNICATION TECHNOLOGY FOR THE ECONOMIC DEVELOPMENT

The application of information and communication technology (ICT) directly stimulates the increase in productivity, which, on the
other hand, is a pre-condition for GDP growth. At EU level, 25% of GDP growth and 40% of productivity growth is a result of the
ICT application.

Sustainable economic growth is a benefit from the development of information society, but, at the same time, it stimulates this
process. It is an important factor in the early stages, when the critical mass of interested participants is created, dedicated to the
development of information society in the Republic of Macedonia.

The ICT is ensured by globalisation, i.e. the possibility to promote the local market at global level, i.e. equal participation in the
globally networked economy.
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Access to ICT technologies ensures balanced economic development throughout the territory of the country, i.e. polycentric
development that contributes to good decentralisation of the local self-government units, building transparent and accountable local
administrations, which as an ultimate result culminates by direct reduction of inequality, unemployment, as well as gradual
decrease of the digital gap inside the country. At the same time, it leads to relativisation of borders and increase of cooperation and
dialogue within the European regions.

ICT technologies provide for connection of individuals, small and medium-sized enterprises, farmers or craftsmen in poorer and
extremely isolated parts of the country, ensuring equal promotion of all on the common national and global market.

At the moment, 30% to 40% of the population in most of the EU countries is excluded from the advantages of the information
society. In the case of Macedonia, this number reaches 50%-70% (according to many surveys, only 50% of the population use
computers, and only 30% use the Internet). This part of the population faces potential serious repercussions regarding the
employment and social integration opportunities. With respect to Macedonia, the economic future of the country, i.e. transition
towards a knowledge-based society, depends on the inclusion of this group of people in the new information society. Therefore,
Macedonia awaits the process of mass digital education.

To the end of preventing further deepening of the digital gap, the Government of the Republic of Macedonia is strongly committed
to ensuring conditions for fast development of the economy to the end of attaining, in a short period of time, the level of
development of the economies of the new EU Member States and inclusion of the Republic of Macedonia in the globally networked
economy.

The need for the Republic of Macedonia to make the quantum leap in the development of the ICT sector also requires reviewing
and applying new innovative solutions, which are to create conditions for realising the envisaged leap. Therefore, the Government
of the Republic of Macedonia adopted the National Strategy for Development of Electronic Communications with Information
Technologies (NSECIT) in 2007, which contains new innovative solutions and measures, and their efficient, effective and pro-
active implementation is expected to ensure fast development of the ICT sector. The Government of the Republic of Macedonia
defines the strategic European orientation in the National Strategy for Development of Electronic Communications with Information
Technologies - development of a knowledge-based society (information society), i.e. development of a digital economy.

The National Strategy for Development of Electronic Communications with Information Technologies (NSECIT) is fully harmonised
with the priorities and objectives of the 2010 Initiative of the European Union (obligation to create a pro-active ambient and
surrounding for support to development of information society). The National Strategy for Development of Electronic
Communications with Information Technologies is based on creation of a single information space with an open and competitive
market of access to ICT and digital contents; encouraging investments in research and development of ICT as a driving force for
development of a digital society, and creating an inclusive information society.

In general, the mission of NSECIT is to include the economy of the Republic of Macedonia in the global map of networked
economies, to create conditions for leap frogging in the development of the economy through aggressive introduction and mass
efficient application of electronic communications and information technologies, which will enable Macedonia, in the upcoming 5
years, to come closer to the average of the new EU Member States, measured according to all more significant indicators, both
ICT indicators and pure economic indicators.

Efficient and effective introduction of the information society in the Republic of Macedonia depends directly on the level of
development of the communication infrastructure and technologies, as well as on the level of utilisation of services and contents.

Level of development of the communications infrastructure depends directly on the process of liberalisation and development of
electronic communications markets, and thus the policies of the Government of the Republic of Macedonia, arising from NSECIT,
pertaining to the future development of information society are fully aimed at support to the development and the process of
liberalisation of electronic communications, services available to all as cost-based prices, mass usage of broadband Internet.

In addition to development of competition and entry of new operators, the necessary infrastructure will be established so as to
provide for smooth, quality, safe and timely delivery of digital contents and services of the information society.

2010 imposes for the EU, in the upcoming several years, to attain positive growth and to overcome the broadband gap on
geographic and economic level, as well as at the level of attractive digital contents and e-services. Taking into account the initial
lagging behind, the Republic of Macedonia has to make additional efforts, and with significantly increased speed, to achieve the
increase of the broadband penetration, and thus NSECIT puts special emphasis on the development of broadband fast
communication networks.
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Comparison of data obtained from research show than, in the most optimal conditions, only 1/3 of the citizens in the Republic of
Macedonia use Internet (without any limitations to the access — from home, work, Internet café, school, university, mobile device).
Taking into account the measurement of the indicator for “Internet penetration” according to the EU standards, one can conclude
that this percentage of Internet users is being additionally reduced. This means significant lagging behind compared to the increase
of Internet users within the EU.

The advantages of broadband Internet access in the EU is based on the application of the following: telemedicine and e-health
(rural medical centres which engage top experts when necessary, immovable patients and on-line monitoring, distant diagnosing),
e-Government (essential decentralisation and e-democracy), e-education (life-long informal learning, portals for e-learning, e-diary,
distance learning at universities throughout the world), rural development (e-agro business applications, tourism, ICT resource
centres and e-points) and e-business.

Redistribution of knowledge and capital as essential decentralisation will be possible only if competition on the broadband market is
supported legally and in terms of infrastructure throughout the entire territory of the Republic of Macedonia.

From the point of view of using services, development of broadband networks has a crucial role, through policies that will stimulate
the demand of various types of services of information society. These policies can provide for financial stimulations, improvement
of government services through e-government, e-health, e-education, education of citizens, development of innovative public
services, provision of a system for protection and confidence, connection to public administration, schools, hospitals, small and
medium-sized enterprises, etc.

The differences in economic performances between the countries are, to a great extent, caused by the level of investments in ICT
research, development and utilisation. One of the priorities of the Government of the Republic of Macedonia (defined in NSECIT) is
investments on research and development of information and communications sector for encouragement of economic growth and
job creation. Thus, it is necessary to ensure financial assistance, and the best model therefore is the establishment of a Fund for
Development of Information Society by the Government of the Republic of Macedonia.

TRADE INTEGRATION WITH THE EU

The indicators of trade cooperation, between the Republic of Macedonia and the EU in 2007, show that it has improved
significantly. It speaks in favour of the conclusion that both the level and the dynamics of trade integration of the county with the EU
show an increase.

The analysis of the volume of foreign trade of the Republic of Macedonia in the period 2004-2006 shows that trade increased by
32.3%. Export surged by 41.6%, while import increased by 26.9%. Such trends caused for the share of export in the total foreign
trade to increase from 36.4% (2004) to 39% (2006), the share of deficit in the total trade to drop from 27.2% (2004) to 22.1%
(2006), and import coverage to surge from 57.2% (2004) to 63.8% (2006).

Positive trends in trade, which are indicators of the competitiveness of the Macedonian economy, also continued in the first 9
months in 2007. Export share increased to 41%, deficit dropped to 17.9%, and import coverage surged to 69.6%.

Trends in foreign trade with the most important trade partner, the European Union, are still favourable, pointing out to strengthening
of the competitive position of the Macedonian economy on the market in the EU-25 and EU-27. In the period 2004-2006, trade with
the EU-25 increased by 21.7%, export by 37.1%, and import by 11.7%.

As a result of the threefold growth of export than the growth of import, the share of import in the total trade increased from 39.6%
(2004) to 44.6% (2006) and 48.7% (2007) respectively, the share of deficit dropped from 20.9% (2004) to 10.9% (2006) and 2.5%
(2007) respectively, and import coverage surged from 65.5% (2004) to 80.4% (2006) and 95.0% (2007) respectively.

Data pertaining to the EU-27 are similar, trade increased by 22.5%, export by 43.9% and import by 10.4%. The share of export in
the total trade increased from 36.2% (2004) to 42.5% (2006) and 48.0% (2007) respectively, the share of deficit declined from
27.7% (2004) to 15.1% (2006) and 4% (2007) respectively, and import coverage increased from 56.6% (2004) to 73.8% (2006) and
92.3% (2007) respectively.

The highest share in total foreign trade goes to the EU-25 (EU-27), the SEE countries and the developing countries. The share of
the EU-25 in total foreign trade ranges from 48.3% to 52.5% (EU-27 from 55.6% to 60.6%). The share of SEE countries in total
foreign trade ranges from 18.5% to 27.1%, while the share of the developing countries ranges from 13% to 19.5%.

The share of export of the two main economic groups the EU-25 and the EU-27 and the SEE countries increased from 89.2%
(2004) to 93.9% (2006) and 95.2% (2007) respectively, while the share of import decreased from 72.2% (2004) to 63.6% (2006)
and 61.6% (2007) respectively.

32



The relative share of the EU-27 in total deficit dropped from 40.2% (2004) to 23.8% (2006) and 7.1% (2007), and regarding the EU-
27, it declined to 12.7% (2007).

The most significant trade partners from the EU-27 in export are Germany, Greece, Italy and Bulgaria, with total share in total
export to the EU-27 was 75.2% (2006) and 66.5% (2007) respectively. In 2007, important partners were also Spain (9.3%) and
Belgium (8.2%).

The most significant trade partners from the EU-27 in import are Germany, Greece, Bulgaria, Italy and Slovenia, with total share in
total import from the EU-27 of 65.1% (2006) and 65.2% (2007).

The increase in export to the EU-27 (2006/2004) was higher than the average (43.9%) in the following sectors:

1. mineral oils, lubricants, etc. 441.0%

2. raw materials, excluding fuel 178.6 %
3. chemical products 86.4 %
4. beverages and tobacco 80.6 %
5. products sorted by material 68.3 %
6. food products 474 %

Intensified increase of export in six sectors points out that on the medium term it can be expected for the volume and structure of
Macedonian export to the EU to improve.

ncrease in import from the EU-27 (2006/2004) was higher than the average (10.4%) in the following sectors:

1. various finished products 60.1 %
2. products sorted by material 60.0 %
3. raw materials, excluding fuel 50.1 %
4. chemical products 21.7%
5. beverages and tobacco 18.4%

The process of increasing the number of export sectors, recording a tendency of above-average growth, being driving force of
export in the EU, shows a trend of diversification of the export competitiveness of the Macedonian economy. Especially worth
mentioning is the trend of the food products sector, which appears among the main export sectors to the EU, which has large
investment and export potential, and which is expected to grow even more in competitive export on the medium term.

There are real parameters to predict that positive trends in trade of the country with the EU-27 and globally will also continue in
2008 and in the medium-term.
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3 ABILITY TO ASSUME THE OBLIGATIONS OF EU MEMBERSHIP
31 FREE MOVEMENT OF GOODS
311 GENERAL PRINCIPLES

CURRENT SITUATION

In the frameworks of the Regulatory Guillotine, the old regulations that cease to apply with the enactment of the new harmonised
regulations were recorded in 2007, as well as the old regulations containing conflicting provisions. The coordinator of the Working
Group for free movement of goods is the Ministry of Economy. Within the working group, activities have been initiated for
preparation of an Action Plan for conformity with Articles 28-30 of the EC Treaty. Other competent institutions participating in the
process are: the Ministry of Health, the Ministry of Transport and Communications, the Ministry of Agriculture, Forestry and Water
Economy, the Institutes for Accreditation and Standardisation, the Metrology Bureau, the Ministry of Finance_Customs
Administration and other.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

In the Republic of Macedonia, it is planned that an Action Plan for conformity with Articles 28-30 of the EC Treaty should be
developed by the end of 2008, providing an internal screening of the national legislation and administrative practices with a view to
introducing clauses on mutual recognition and on the necessary subsequent amendments aimed at achieving compatibility with
these articles of the EC Treaty, as well as drafting a list of conflicting regulations.

INSTITUTIONAL FRAMEWORK

Strengthening the capacities of the Ministry of Economy and the other competent institutions participating in the process such as
the Ministry of Health, the Ministry of Transport and Communications, the Ministry of Agriculture, Forestry and Water Economy, the
Institutes for Accreditation and Standardisation, the Metrology Bureau, the Ministry of Finance-Customs Administration and other
for the conformity verification with Articles 28 - 30 of the EC Treaty.

MEDIUM-TERM PRIORITIES
Implementation of the Action Plan for conformity with Articles 28-30 of the EC Treaty.

3.1.2 HORIZONTAL MEASURES

The legal framework for regulating the areas of accreditation, standardisation, metrology, market surveillance and conformity
assessment has been finalised in the Republic of Macedonia. During 2007, the Law Amending the Law on Product Safety (Official
Gazette of the Republic of Macedonia No. 63/2007), which was harmonised with the Law on Misdemeanours, was enacted, and
provisions were introduced on the procedure for notification of technical regulations and standards. Moreover, the Law on the State
Market Inspectorate (Official Gazette of the Republic of Macedonia No. 24/2007) was enacted in 2007. The Law Amending the Law
on Trade (Official Gazette of the Republic of Macedonia No. 63/2007) and the Law Amending the Law on Consumer Protection
(Official Gazette of the Republic of Macedonia No. 77/2007) were harmonised with the Law on Misdemeanours.

STANDARDISATION

ISRM is working intensively on the fulfilment of the 9 criteria for full membership in CEN and CENELEC.

So far, ISRM is a full member of ISO (International Organisation for Standardisation), and associate member of IEC (International
Electrotechnical Commission), CEN (European Committee for Standardisation) and CENELEC (European Committee for
Electrotechnical Standardisation). ISRM and ETSI signed a Memorandum of Understanding in the area of telecommunications.
Total number of ISRM staff is 13. During 2007, the staff participated in training seminars and workshops on a continuous basis. A
procedure started at the end of 2007 to strengthen the capacity of the ISRM staff. On 27 December 2007, open competition was
launched for employing new workers as per the Rulebook on the internal organisation of ISRM. At the end of 2007, ISRM had
adopted 3146 European and international standards and other standardisation documents as Macedonian ones, of which 2623 are
harmonised standards from the New Approach Directives. In the period January 2006 - December 2007, 47 standards were
adopted via translation i.e. became available in the Macedonian language. The number of withdrawn both conflicting and
inapplicable national standards is 54. Twenty-eight (28) technical “mirror” committees (ISRM TC) of CEN and CENELEC technical
committees have been established within ISRM. Out of them, four technical committees are monitoring the work of the “mirror”
committees in the European and international standardisation bodies. ISRM has been continuously issuing the Monthly Bulletins
where the public hearings and the adoption of the standards are announced, as well as updating the website with current
information from the area of Macedonian standardisation. ISRM also carried out several promotional activities: publishing a Leaflet
promoting the membership in ISRM and the discounts when buying the standards; publishing and distribution of a poster and a
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message on the occasion of the World's Day of Standardisation 14 October; and organisation of two workshops under the title of
“Modalities for more efficient implementation of the Eurocodes as national rulebooks “and “Let’s work together*.

ACCREDITATION

The accreditation rules in the Republic of Macedonia are completely harmonised with the European and international standards
(EN 45000 series and ISO 17000 series), with the EA, IAF and ILAC regulations and guidelines, and with the European good
practice in this area. In November 2007, IARM acquired the status of a full member of the EA at the latter's General Assembly.
IARM cooperates with the national accreditation bodies of other states primarily from the region, based on formal or informal
cooperation, such as: SA, HAA, ATS, ATCG, ESYD, BAS and BATA. The website of IARM (www.iarm.gov.mk) is regularly updated
and all current information in the area of accreditation is made available to the public. The total number of staff is 9. The staff
participated in several training seminars and workshops during 2007. A total of 17 conformity assessment bodies have been
accredited. The number of applications for accreditation has been significantly growing from day to day.

METROLOGY

The Metrology Bureau cooperates with specialised international and regional organisations (OIML, CGPM, EUROMET, WELMEC)
in which the Bureau is representing the Republic of Macedonia. The Metrological Council has been established and operating as
an expert advisory body of the Metrology Bureau. Ten bylaws have been adopted in the area of metrology. The Metrology Bureau
is the responsible body for the implementation of the Law on Control of Goods from Precious Metals (Official Gazette of the
Republic of Macedonia No. 23/95 and 22/07), and 8 related bylaws have been adopted for the implementation of the Law. Mutual
Recognition Arrangement (MRA) was signed on 14 November 2007- international arrangement for recognition of the calibration
certificates issued by the national metrological institutes (NMIs), signatories of MRA. There are nine laboratories for calibration of
measuring instruments within the Metrology Bureau (laboratory for mass, pressure, length and angle, volume and flow, density,
frequency and time, temperature, electrical variables and reference materials), 4 of which are operational. For these, 11 technical
science engineers are employed in the Metrology Bureau. By the end of 2007, a total of 98 calibrations have been made.

Capacity strengthening of the Metrology Bureau has been undertaken with new employments in 2007. According to the Rulebook
on internal organisation and systematisation dated 29.05.2007, the Bureau has been enlarged in relation to the previous
systematisation with a new Department for homologation of motor vehicles. Currently, BM has 28 permanent staff, and new hires
are planned to work in the laboratories.

SHORT-TERM PRIORITIES

The following is planned in the area of standardisation:

e Strengthening the staffing capacity with new employees according to the Rulebook on internal organisation and
systematisation of the ISRM;

e Securing funds for paying the membership fees in the European and international standardisation bodies;

o Drafting the outline of a standardisation strategy rudiments as a part of the national strategy for introduction and efficient
implementation of the legislative measures, and strengthening of the institutional administrative capacities, constituting the
infrastructure for quality (standardisation, accreditation, metrology, conformity assessment, market surveillance);

o Development and realisation of a Programme for adoption of Macedonian standards for 2008 (adoption of international and
European standards and other standardisation documents with the method of endorsement, reprint and translation, withdrawal
of conflicting and inapplicable national standards);

o Accelerating the process of translation of the European standards into Macedonian;

o Strengthening the national technical infrastructure for standardisation by way of establishing mirror technical committees the
scope of which will cover the scope of work of the technical committees within the European bodies for standardisation (CEN
and CENELEC), according to the needs of the Macedonian economy and the initiatives of the stakeholders. The total number
of technical committees is foreseen to be 35 by the end of 2008.

o Delivering training on the following topics:

0 Rules and practice of the European and international standardisation;

0 Procedures for preparation and adoption of the European and international standards in the European and
international technical working bodies;

o0 Notification procedures for all standardisation projects that are planned at national level and standstill procedures;

0 Using software for managing documents and databases.

o Establishing an IT system by procuring a system for managing documents and data bases;

e Maintaining the existing IT equipment and procuring new equipment, as well as licensed operational systems and programs;

o Organising promotional campaigns and thematic workshops and publishing and distributing thematic publications, posters and
leaflets with a view to actively involving the business community and the remaining stakeholders in the process of
standardisation;

e Publishing of ISRM newsletter and of the Bulletin of adopted Macedonian standards and distribution thereof;
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Establishing a legal and internal framework for protection of the copyright of the MKS publications according to the CEN and
CENELEC internal rules on the intellectual property rights.

The following activities have been envisaged in the area of accreditation:

Accreditation of conformity assessment bodies (laboratories, certification bodies, inspection bodies);
Becoming a member of IAF, ILAC — international organisations for accreditation;
Strengthening of the staffing capacity according to the Rulebook on systematisation and organisation of IARM;
Delivery of training events:

a. forevaluators;

b. potential clients;

C. new accreditation schemes.
Strengthening the cooperation with the ministries with regard to authorisation/notification of the bodies for conformity
assessment, i.e. defining clearly the tasks between them with regard to the procedures for conformity assessment;
Drafting an Accreditation Strategy as a part of the national strategy for introduction and efficient implementation of the
legislative measures, and strengthening of the institutional administrative capacities constituting the infrastructure for quality;
Strengthening the technical infrastructure of the IARM by way of establishing technical committees;
Promoting the IARM, organising workshops, publishing brochures and informative papers, continuously updating the web site;
Procuring/developing Data Management Software;
Signing contracts for cooperation with the accreditation bodies from the region;
Applying for membership in the international organisations for accreditation ILAC and IAF.

The following is planned in the area of metrology:

Finalising the legal framework by way of adoption of bylaws by the Ministry of Economy. The transposition of the Measuring
Instruments Directive 2004/22/EC from the harmonised area into a Rulebook on Measuring Instruments will be finalised in
2008, thus completing the legal framework of the technical regulation for the legal metrology with over 50% regarding the
volume of work done by the Bureau in the area of legal metrology.

Becoming an associate member in the European organisation for legal metrology WELMEC.

Making use of the support provided by UME - the National Institute of Turkey for calibration of the etalons and training of the
laboratory personnel of the Bureau.

Establishing a special focus group within the Technical Committee for interdisciplinary metrology of EUROMET to support the
small European national institutes of metrology, one of which is the Metrology Bureau.

MEDIUM-TERM PRIORITIES
The following is planned in the area of standardisation:

Implementing the national strategy for introduction and efficient implementation of the legislative measures, and strengthening
of the institutional administrative capacities, constituting the infrastructure for quality (standardisation, accreditation, metrology,
conformity assessment, market surveillance);

Establishing an efficient system for standardisation in the Republic of Macedonia that will enable monitoring and inclusion into
the standardisation system at European and international level;

Total strengthening of the ISRM staffing capacity;

Implementation of the European internal rules and procedures for the work of ISRM;

Strengthening the technical infrastructure — technical committees and working groups of ISRM;

Adopting minimum 80% of the European standards and withdrawing the conflicting national standards;

Providing suitable IT and telecommunication equipment, installing it and putting it into full service.

Establishing notification procedures for all standardisation projects that are planned at national level and standstill procedures;
Applying an appropriate legal and internal framework of rules on the intellectual property rights for the standards and the
standardisation documents.

Implementing a quality system in ISRM.

The following is planned in the area of accreditation:

Increased number of accredited conformity assessment bodies (laboratories, certification bodies, inspection bodies);
Increased number of expert evaluators;

Signing bilateral cooperation agreements;

Signing agreements for mutual recognition of the results within EA (Multy Lateral Agreement - MLA);

Implementing the Strategy for introduction and efficient implementation of the legislative measures, and strengthening of the
institutional administrative capacities constituting the infrastructure for quality.
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The following is planned in the area of metrology:
o During 2009, it is planned to transpose the sectoral directives from the GAP analysis table and during 2010 to adopt the
remaining national rulebooks on categories of measures.

According to the Medium-term Programme for Metrological Infrastructure Development, the following is planned:

o Making maximum efforts in order to benefit as much as possible from the project of PTB — the German Institute of Metrology -
for assisting the National Metrological Institutes from the Southeast Balkans to integrate into EUROMET, with participation of
the Bureau in regional intercomparisons of the etalons and in projects of the EUROMET technical committees;

e Making use of the support provided by UME — the National Institute of Turkey for calibration of the etalons and training of the
laboratory personnel of the Bureau.

o Active participation in the work of the EUROMET technical committees in which the Bureau has appointed contact persons for
mass and related variables, for volume and flow, for temperature, for electrical variables and for length;

o Introducing the quality system ISO 17025 in the laboratories of the Metrology Bureau;

e Proclaiming national etalons of the units of measurement (mass, pressure, temperature, density, length, volume, low voltage,
resistance);

o Rounding the partnership relations through contracts for verification with the beneficiaries of the metrological infrastructure;

o Making use of the domestic resources, primarily those of the scientific institutions for education intended for a specific purpose
and formation of national etalons in areas where the Metrology Bureau has no possibilities for this;

o Active participation to ensuring purposeful utilisation of the resources from the MSTQ component of the World Bank BERIS
programme for further equipping and strengthening of the Metrology Bureau.

FOREIGN SUPPORT

CARDS 2006 Regional Quality Infrastructure Project (2007-2008) started in May 2007. The envisaged training seminars within this
project pertain to the topics of standardisation, accreditation, metrology, market surveillance, testing-certification-inspection,
RAPEX and on the importance and effects of the PECA protocol.

The Business Environment Reform and Institutional Strengthening (BERIS) project, envisaged for a period of three years (2007-
2009), relates to the establishment of an efficient system for standardisation and accreditation in the Republic of Macedonia, which
will enable approximation and participation in the system of standardisation and accreditation at European and international level,
thus contributing to competitiveness of the Macedonian companies on the foreign markets.

CONFORMITY ASSESSMENT (INSPECTION/CERTIFICATION/TESTING)

Conformity assessment is regulated by the Law on Safety of Products, where the Minister responsible for the passage of the
technical regulations authorises the interested bodies to perform conformity assessment. Completed accreditation is considered as
an assumption for fulfilled conditions for authorising the bodies. There is an inherited system of authorised bodies in the Republic
of Macedonia, and they will continue to work for maximum 1 to 2 years (from March 2008 until December 2009), counted from the
day of the entry into force of the appropriate technical regulations. In the document entitled “The national policy in the area of
accreditation®, the Government of the Republic of Macedonia has accepted the accreditation of the conformity assessment bodies
as a tool during the procedure for authorisation — notification of the conformity assessment bodies in the regulated area.
Accreditation of laboratories and certification and inspection (control) bodies is underway in conformity with the Law on
Accreditation and the appropriate international and European standards. Part of them is already in a procedure of obtaining
accreditation (more than 15 applications for accreditation). In September 2007, under the Memorandum of Understanding on
“transposition of the technical European regulations in the Macedonian legislation”, the Ministry of Economy delivered training with
the support of GTZ to educate the existing conformity assessment bodies from 6 industrial areas (equipment under pressure,
construction products, elevators, machines, electromagnetic compatibility and low voltage) on the new technical regulations that
are in force in the Republic of Macedonia and on the adopted European standards as Macedonian standards.

The legal framework for appointment and notification of the conformity assessment bodies has been finalised. The Law on Product
Safety represents the legal basis for regulating this area. A Decree on the manner and procedure for authorising the conformity
assessment bodies, which is in compliance with the manner and procedure for appointing the conformity assessment bodies in the
EC (Official Gazette of the Republic of Macedonia No. 105/2007).

SHORT-TERM PRIORITIES

The conformity assessment bodies are authorised by the Ministry of Economy in accordance with an established procedure for
authorisation, pursuant to the Law on Product Safety. In addition, it is planned that a Registry of authorised conformity assessment
bodies be established within the Ministry of Economy. In order to carry out the foreseen activities, it is planned to deliver intensive
training for the conformity assessment bodies and to disseminate information. It has been agreed to deliver training for the existing
conformity assessment bodies in other industrial areas in January 2008. The purpose of the activities undertaken in this area is to
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enable conditions for conformity assessment by the Macedonian bodies for such purpose, whose certificates will be recognised on
the European and the international market, and to create conformity assessment bodies that will work according to the criteria
listed in the series of standards ISO 17000 and EN 45000, and whose competence will be confirmed with an Accreditation
Certificate.

MEDIUM-TERM PRIORITIES

It is planned to establish a Council for Conformity Assessment in the area of conformity assessment, with a function to coordinate
the activities performed by the authorised conformity assessment bodies and by the competent ministries. It is planned that
representatives of the Government of the Republic of Macedonia and of the competent ministries responsible for authorising the
bodies should participate in this Council.

MARKET SURVEILLANCE

Market surveillance in the Republic of Macedonia is carried out in order to watch the situation as to whether the goods placed on
the market are in compliance with the special legal regulations. Namely, market surveillance (inspection surveillance) provides for
inspection as to whether the products fulfil the requirements of the respective regulations (by transposition of the directives or by
means of the old national regulations in cases where there is still no harmonisation), which is then followed by activities for bringing
the products into compliance and at the end pronouncing sanctions when necessary. According to the latest amendments in the
Law on Trade related to the initiation of the customs clearance procedure duties, the Customs Administration of the Republic of
Macedonia is conducts the procedure, and the State Market Inspectorate performs inspection of the goods (non-foodstuffs) when
they are placed on the market in the Republic of Macedonia regarding the declaration and the instructions for use which need to be
written in Macedonian language and Cyrillic alphabet on the original packaging, which does not exclude the possibility for
simultaneous use of other languages and signs that are easily understandable for the buyers. Exchange of information between
the different competent authorities is done continuously and with constant mutual contacts. Following the enactment of the new
Law on the State Market Inspectorate, 10 bylaws were adopted in 2007.

Total number of staff in the State Technical Inspectorate in 2007 is 9 individuals. New employments have been planned for 2008.

SHORT-TERM PRIORITIES

In order to enable smooth implementation of the provisions arising from the Law on Product Safety and of the New and Old
Approach rulebooks, in 2008-2009, at the proposal of the Minister of Economy, the Government of the Republic of Macedonia will
establish a Commission for Product Safety. The Commission will include representatives of the Ministry of Economy, Ministry of
Health, Ministry of Transport and Communications, Ministry of Internal Affairs, Ministry of Environment and Physical Planning, the
Organisation of Consumers of Macedonia and the Chamber of Commerce of the Republic of Macedonia. In 2007, the Law
Amending the Law on Product Safety was enacted, for the purpose of harmonising it with the Law on Misdemeanours. The State
Market Inspectorate appears as a misdemeanour authority for conducting the misdemeanour procedure and pronouncing a
sanction.

Bylaws drafted with the technical support of GTZ — the German Technical Assistance - were adopted during 2007, whereby the
following is regulated: manner, procedure and deadlines for notification, as well as the method, procedure, criteria and methods for
assessment of the danger by the manufacturers and distributors; exchanging information with the EC regarding the adopted
inspection measures for withdrawal of complete withdrawal of products from the market; notification through the RAPEX system;
the manner and procedure for appointing the conformity assessment bodies as well as the manner and procedure for notification
of conformity assessment bodies in the EC; the manner and procedure for abolishing decisions on authorisation, as well as the
format and content of the decisions for authorisation and decision for abolishing authorisation register; the procedure for the
adoption of technical and non-harmonised regulations and standards.

With the transposition of the New Approach Directives into rulebooks in the Republic of Macedonia and the implementation thereof
in April 2007, a national promotion campaign was carried out in order to familiarise consumers with the meaning of the "CE"
marking. This campaign was implemented with foreign technical assistance from GTZ — the German Technical Assistance — which
provided the technical support for harmonisation of the New Approach Directives.

Following the adoption of the new Law on the State Market Inspectorate, it was provided to adopt the bylaws foreseen in

accordance with this Law, in the first quarter of 2007:

o Rulebook on the form and contents of the inspectors' identification cards and the manner of issuing and withdrawal of the
same;

o Rulebook on the form and contents of the market executive officers' identification cards and the manner of issuing and
withdrawal of the same;

o Rulebook on the conditions and manner for buying products during inspection supervision
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Rulebook on the manner and procedure for destruction of products;
Rulebook on the form and contents of the seal for sealing premises;
Rulebook on the form and contents of the Minutes;

Rulebook on sampling and checking samples.

The inspection services for market surveillance in the Republic of Macedonia will carry out their competencies with regard to
market surveillance in accordance with the measures and activities arising from the Programme for market surveillance, where the
inspection services will work out in the field in a coordinated and organised manner. The Coordination body will monitor the
realisation of the measures and activities from the Programme for market surveillance, undertaken by the inspection services. New
employments are planned in the Sector for internal market, in the State Technical Inspectorate, and in the State Market
Inspectorate within the Ministry of Economy, who will be responsible for:

o  Monitoring the existing situation in the areas of standardisation, accreditation, metrology and market surveillance;

Drafting of legal regulations;

Authorising bodies for performing conformity assessment;

Reporting to the EC;

Market surveillance according to the new and old approach technical regulations.

In the first phase, a new Law on Technical Inspection has been drafted with technical support, which will clearly define the
competencies of the technical inspection arising from the harmonised area in the EU.

MEDIUM-TERM PRIORITIES

o Improving the organisational set-up of all institutions involved in the area of market surveillance;

o The market surveillance authorities should have appropriate legal force and working methods;

o Establishing a fully effective and efficient market surveillance;

o Training in implementation of the regulations harmonised with the European legislation, upgrading of the IT equipment and
improvement of the communication.

3.1.3 OLDAPPROACH PRODUCTS LEGISLATION

CHEMICAL PRODUCTS - Chemicals

CURRENT SITUATION

This area is regulated by the Law on Chemicals (Official Gazette of the Republic of Macedonia No.113/07) and the Law on
Carriage of Dangerous Goods by Road and by Rail. The Law on Chemicals regulates the following: conditions for and manner of
placing the chemicals into circulation; conditions for manufacturing chemicals; rights and responsibilities of the legal entities that
manufacture and trade in chemicals or use them; testing, evaluation, classification, labelling and packaging of chemicals;
supervision with the purpose of protecting the human health and the environment. The provisions of this Law with regard to the
evaluation and classification are related to biocides and detergents. This law also regulates: the requirements and procedures for
registering new substances and the evaluation of new and existing substances; keeping of chemical registry; notification
procedures; procedures for mutual recognition of certificates; reporting obligations; the contents, manner and conditions for
exchange of information on chemicals in view of the degree of danger they pose; and the conditions, obligations and manner of
safe handling of chemicals.

The procedure for issuing licenses for import and export of chemicals, as well as the approval for trading in dangerous chemicals is
done by the Bureau of Medicines. At the proposal of the Commission for Chemicals, the Ministry of Health carries out the risk
assessment and the classification of the chemicals. The Minister of Health authorised the Clinic of Toxicology as a public health
institution that will perform the activities of the Centre for Informing about Poisoning with Chemicals. The Centre collects and
processes data on acute poisoning cases and other undesired effects, does documentation, performs informative and consultative
activities, keeps a registry of poisoning accidents, participates in the formulation and control of the central exchange of antidotes in
the Republic of Macedonia, and performs other activities in accordance with the law. Manufacturers and those involved in
notification are obliged to submit data at the request of the Centre. The Minister of Health prescribes the contents and the manner
of keeping the registry referred to in Paragraph 2 of this Article.

The State Sanitary and Health Inspectorate supervises the enforcement of this law and of the regulations adopted on the basis of
the stated through the inspectors for chemicals. Inspection supervision over the trade in chemicals intended for plan protection is
carried out by the competent authority within the Ministry of Agriculture, Forestry and Water Economy. The State Environmental
Inspectorate supervises the fulfilment of the requirements for manufacture and trade in chemicals with regard to the protection of
the environment against possible undesired effects of the chemicals. The State Labour Inspectorate supervises the fulfilment of the
requirements for protection at workplace.
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SHORT-TERM PRIORITIES
LEGAL FRAMEWORK
In this period, activities will focus on the drafting and adoption of bylaws deriving from the Law on Chemicals.

INSTITUTIONAL FRAMEWORK

The intersectoral body for chemicals, established by the Government of the Republic of Macedonia, is responsible for the
intersectoral cooperation aimed at enforcing this law. The intersectoral body for chemicals is composed of representatives of the
Ministry of Health, Ministry of Environment and Physical Planning, Ministry of Agriculture, Forestry and Water Economy, Ministry of
Interior, Ministry of Defence, Ministry of Economy, Ministry of Finance-Customs Administration and a representative of the
Association for Chemical Industry. The mission of the intersectoral body is to monitor the implementation of the law, to suggest
amendments to the Law based upon the European and world recommendations on chemicals management, to provide
recommendations and directions regarding the needs for capacity strengthening at central and local level and in the industry sector
in line with the European and international recommendations, and to cooperate with the relevant bodies.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

Adjusting the national legislation with the REACH regulations.

e The Law on Chemicals provides for the preparation of a national list of new and already classified substances that are in
circulation within the territory of the Republic of Macedonia, which is adopted by the Minister of Health in coordination with the
Minister of Environment and Physical Planning and the Minister of Agriculture, Forestry and Water Economy.

It is planned to adopt the following bylaws for the purpose of implementation of the Law on Chemicals:

e Rulebook on assessment of the hazard risk, classification of chemicals and safe use thereof;

o Rulebook on the contents and the manner of keeping the registry of acute poisoning cases and other undesired effects of
chemicals;

o Rulebook on the manner of physical and chemical testing ,toxic and ecotoxic properties of the chemicals;

e Rulebook on chemicals risk assessment on human health and environment;

o  Rulebook on the procedure for determining the hazardous properties of the chemicals,

o Rulebook on the methods of classification of the dangerous substances;

o Rulebook on the manner of classification and labelling of the hazardous chemicals;

e Rulebook on the contents of the form for notification of new substances;

e Rulebook on the data that need to be contained in the technical file, as well as the data needed for the technical file for
polymers;

o List of active substances for inclusion in biocide products, list for inclusion in low risk biocide products, list of basic substances,
type of biocide products and description thereof;

o Rulebook on the manner of placing the biocides into circulation through a procedure of endorsement or registration;

o Rulebook on the contents of the application and the manner of issuing the approval for placing the biocides into circulation;

o Rulebook on the manner of evaluation of the files, for the purpose of evaluation of the risk associated with biocide products;

o Rulebook on prescribing the procedure for inclusion of the active substances on the lists of active and basic substances for
inclusion in biocide products and low risk biocide products;

o Rulebook on the manner of classification, packaging and labelling of biocide products;

o Rulebook on determining the methods of biodegradability of SAS (superficially active substances) in the detergents, as well as

the reference methods for examination and analysis of the detergents;

o Rulebook prescribing the contents of the additional risk assessment from detergents;
Rulebook on the manner of labelling and the manner of packaging of the hazardous chemicals;

o Rulebook on the contents of the manual on the safety measures necessary for protection of human health, workplace safety
and environment;

e The manner and the contents of the warnings against the dangerous properties of the chemicals for the users thereof, the
detailed conditions regarding space, equipment and staff that need to be fulfilled by the legal entities involved in production of
hazardous chemicals, the contents and the programme for training, the manner of training, the knowledge of the worker
depending on the type of work he/she is doing, as well as the space, equipment and staff requirements that need to be fulfilled
by the legal entities carrying out the training of the workers who handle and work with hazardous chemicals in the
manufacturing process;

e The contents and the programme for training, the manner of training, the knowledge of the worker depending on the type of
work he/she is doing, as well as the space, equipment and staff requirements that need to be fulfilled by the legal entities
carrying out the training of the legal entities involved in trade in hazardous chemicals;

e Rulebook on the principles of the good laboratory practice;
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o Rulebook on the manner of carried out the training and the contents of the programme for taking the exam of the knowledge of
the chemicals.

INSTITUTIONAL FRAMEWORK
Strengthening the intersectoral cooperation for the purpose of implementation of the Law on Chemicals harmonised with the
REACH regulations, and strengthening the capacities of all stakeholders.

DETERGENTS

CURRENT SITUATION

A special chapter in the Law on Chemicals (Official Gazette of the Republic of Macedonia No. 113/2007) regulates the general
conditions for placing detergents into circulation, as well as for the packaging and labelling thereof.

The Ministry of Health is responsible for reviewing the requests for derogation, whereas the control and supervision will be done by
the State Sanitary and Health Inspectorate. The Republic Institute for Health Protection — Sector for Control of Drugs — controls the
quality of the detergents.

SHORT-TERM PRIORITIES

Itis planned to adopt bylaws that will determine the methods for analysing the biodegradability of detergents, the test methods and
the methods for analysis, as well as the special requirements for labelling the components for full harmonisation with the
Regulation 648/2004.

It is planned to strengthen from a staffing point of view the existing institutions - the State Sanitary and Health Inspectorate and the
Sector for Control of Drugs within the Republic’s Institute for Health Protection, and to train the staff in application and control of the
new regulations.

MEDIUM-TERM PRIORITIES
It is planned to finalise the legal framework and the process of staffing of the laboratories involved in quality control.

PHARMACEUTICAL AND COSMETIC PRODUCTS

CURRENT SITUATION

The Law on Safety of Cosmetic Products (Official Gazette of the Republic of Macedonia No. 55/2007) stipulates that the
management of the area of cosmetic products is under full jurisdiction of the Ministry of Health. The State Sanitary and Health
Inspectorate controls and supervises the process of production and trade in cosmetic products, whereas the control of the quality
of the cosmetic products is executed in the Republic’s Institute for Health Protection, which is the authorised state institution for
examination and control of the cosmetic preparations.

SHORT-TERM PRIORITIES

The bylaws arising from the Law on Safety of Cosmetic Products are currently preparing. These bylaws will set forth the lists of
products that are considered as cosmetic products, the lists of products that must not be used in cosmetic products, the list of
substances the use of which in cosmetic products is allowed, the lists of colours, UV filters and preservatives, the principles of
good manufacturing practice, the principles of good laboratory practice, the methods for analysis of the cosmetic products, as well
as the contents and the manner of labelling of the finished cosmetic products.

It is planned to strengthen the administrative capacity of the SSHI (covered in chapter 28: Consumer and health protection). What
will follow is strengthening the capacities of the Sector for Control of Drugs within the RIHP, where cosmetic products quality
control is performed. For the SSHI staff, training will be delivered in the areas of hygiene, good manufacturing practice for cosmetic
products, implementation of legal procedures and implications from controls. For the needs of the RIHP, it is necessary to procure
additional equipment for the control laboratory of the department for cosmetology: one liquid thin layer chromatography device, one
atomic absorption spectrophotometer and one gas chromatographer. It is also planned to conduct training for the needs of the
employees in the control laboratory, concerning the introduction of new methods for quality control and handling the equipment, as
well as to provide sub specialisation in the area of cosmetology.

MEDIUM-TERM PRIORITIES
It is planned to complete the process of administrative capacity strengthening of SSHI (processed in chapter 28) and of the
Republic Institute for Health Protection, in the course of 2009 and 2010.

It is also planned to carry out continuous training for the staff in the areas of hygiene, good manufacturing practice for cosmetic
products, legal procedures and implications of controls.
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MOTOR VEHICLES

CURRENT SITUATION

Competent institution for the area of motor vehicles is the Ministry of Economy, and participating institutions include: Ministry of
Transport and Communications, Ministry of Agriculture, Forestry and Water Economy, Ministry of Environment and Physical
Planning and Ministry of Interior. With the technical support of GTZ under the Memorandum of Understanding, the preparation of a
Law on Motor Vehicles and bylaws started in February 2007, and is planned to last until mid 2009. It is planned to transpose all EU
directives, and the basic directive is 2007/46/EC.

The Ministry of Interior, taking care of the road traffic safety in accordance with the Law on Road Traffic Safety, addresses the
motor vehicles, i.e. the testing, registration and technical examination thereof. The Ministry of Transport and Communications
implements the Law on Road Transport, and is taking care of the transport in general. The Ministry of Economy carries out the
activities arising from the Law on Traffic Safety, in a form of rulebooks, on the homologation and on the total weight and axle load
of vehicles. The Ministry of Agriculture, Forestry and Water Economy is responsible for the agricultural vehicles that are used in the
agricultural sector.

SHORT-TERM PRIORITIES

It is planned to adopt the Law on Motor Vehicles in the period March-June 2008, which will then be followed by bylaws.

Audit Commission has been established, which works on verification of the regulations in which the EU measures from the area of
motor vehicles were transposed in 2007, with technical support from GTZ.

MEDIUM-TERM PRIORITIES
The legal framework in the area of motor vehicles will be encompassed. In accordance with the Law on Motor Vehicles, bylaws will
be adopted by the middle of 2009.

TEXTILE and FOOTWEAR

CURRENT SITUATION

Based on the Law of Product Safety, the following bylaws were adopted in 2006:

o Rulebook on determining the raw composition and textile names;

o Rulebook on selection of methods for quantitative analysis of two-component mixtures of textile fibres;
o Rulebook on selection of methods for quantitative analysis of trinary mixtures of textile fibres;

o Rulebook on labelling materials used in the main components of footwear sold to the consumers.

The Ministry of Economy — Sector of Industry — is responsible for this area.

Agreement on trade in textile products between the European Community and the Republic of Macedonia (Official Gazette of the
Republic of Macedonia No. 35/1998) was adopted for this area.

GLASS and WOOD

Legal basis for the adoption of the bylaws in the area of glass and wood in the Republic of Macedonia will be the following laws:
e Law on Construction Products

e Law on Product Safety

In 2007, the following rulebook was adopted in accordance with the Law on Product Safety:
o Rulebook on cut glass (Official Gazette of the Republic of Macedonia No. 70/2007)

INSTITUTIONAL FRAMEWORK
The Ministry of Economy and the Ministry of Agriculture, Forestry and Water Economy are responsible for adoption of the legal
regulations in the area of wood.

SHORT-TERM PRIORITIES
In 2008, it is planned to adopt a Rulebook on wood and flat glass in accordance with the Law on Construction Products.

LEGISLATION
Finalising the legal framework in this area and full implementation of the EU measures for glass and wood in the Republic of
Macedonia.

INSTITUTIONS

42



Strengthening the capacities in the Ministry of Economy and establishing smooth cooperation with all stakeholders for the purpose
of implementation of the legal regulations in this area.

3.14 NEW AND GLOBAL APPROACH PRODUCTS LEGISLATION

CURRENT SITUATION

LEGAL FRAMEWORK

The coordination of the activities in the direction of harmonisation of the national legislation and adoption of the European technical
norms and standards continues successfully through the work of the Working Group for Free Movement of Goods and of the
Working Sub-groups operating under the coordination of this Working Group. A significant part of the New Approach Directives has
been transposed.

The Law on Product Safety has been adopted (Official Gazette of Republic of Macedonia N0.33/06 and 63/07), in which the EU

directive 32001L0095 is transposed. This law is the legal basis for adoption of bylaws in which the new approach directives will be

transposed:

The following bylaws have been adopted:

e Machines Safety (Official Gazette of the Republic of Macedonia No.64/06)

e Equipment and safety systems intended for use in a potentially explosive atmospheres — ATEX (Official Gazette of the
Republic of Macedonia No. 64/06)

o Electro-magnetic compatibility (Official Gazette of the Republic of Macedonia No.129/2006)

o Electrical equipment intended for use in a certain voltage limits (Official Gazette of the Republic of Macedonia No.127/2006)

o Placement on the market of personal protection equipment (Official Gazette of the Republic of Macedonia No. 13/2007)

o Energy efficiency requirements for the new hot-water boilers combustioning on liquid or gas fuels (Official Gazette of the
Republic of Macedonia No. 13/2007)

o Energy efficiency requirements for the household refrigerators, freezers and combination thereof (Official Gazette of the
Republic of Macedonia No. 13/2007)

o  Pressure equipment (Official Gazette of the Republic of Macedonia No. 17/2007)

o Transportable pressure equipment (Official Gazette of the Republic of Macedonia No. 17/2007)

o Placement on the market of lifts and of safety devices for lifts (Official Gazette of the Republic of Macedonia No. 23/2007)

e Safe use of lifts and technical examination of lifts (Official Gazette of the Republic of Macedonia No. 23/2007)

o Non-automatic weighing scales (Official Gazette of the Republic of Macedonia No.56/2007)

e Placement on the market of cable installation designed for transport of individuals (Official Gazette of the Republic of

Macedonia No. 59/2007)

Gas Appliances (Official Gazette of the Republic of Macedonia No. 89/2007)

o Quality of oil derivatives, explained in chapter 15

o Notification on dangerous products placed on the market by manufacturers and distributors (Official Gazette of the Republic of
Macedonia No. 89/2007)

o Simple pressure vessels (Official Gazette of the Republic of Macedonia No. 144/07).

For the purpose of implementation of the rulebooks in accordance with the Law on Product Safety, the Minister of Economy

published two lists of adopted standards in 2007, as follows:

o List of European standards transposed into Macedonian standards for 5 areas of free movement of goods (equipment and
protection systems, safety of machines, low voltage, electromagnetic compatibility and lifts) or a total of 1315 standards
(Official Gazette of the Republic of Macedonia No. 75/2007)

o List amending the List of standards, with the use of which the product is considered safe (equipment and protection systems,
safety of machines, low voltage, electromagnetic compatibility, pressure equipment and personal safety equipment), or a total
of 483 standards (Official Gazette of the Republic of Macedonia No. 136/2007)

The Law on Construction Products (Official Gazette of the Republic of Macedonia No. 39/06) has been fully harmonised with the
EU Directive on construction products (89/106/EEC), amended by the Directive on CE marking (93/68/EEC).

The following bylaws were adopted in 2006:

Rulebook on attestation systems, procedure for attestation, labelling of the construction products and contents of the conformity
documents; Rulebook on conformity assessment and labelling of construction products; and Rulebook on essential requirements
for construction facilities that should be respected while determining the properties of the construction products, published in the
Official Gazette of the Republic of Macedonia No. 74/06.
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For the purpose of the implementation of the rulebooks in accordance with the Law on Construction Products, the Minister of

Economy published a list of adopted standards in 2007:

o List of adopted European and international standards into Macedonian standards for construction products, or a total of 231
standards (Official Gazette of the Republic of Macedonia No. 136/2007)

In 2007, the total number of published adopted standards of the new approach is 2129 standards to be used by the business
community.

The manner and dimension of the CE marking is prescribed in the rulebooks.

Based on the Law on Consumer Protection (Official Gazette of the Republic of Macedonia No. 38/2004) and Article 39 thereof,
Rulebook on the properties of children's toys in circulation was adopted (Official Gazette of the Republic of Macedonia No.
90/2004), which was harmonised with the Directive 31988L0078 of 3 May 1988 concerning the approximation of national laws of
member-states in the area of safety of toys. The Rulebook was prepared by the Ministry of Economy in cooperation with the
Ministry of Health.

SHORT-TERM PRIORITIES

e ltis planned to adopt the following rulebooks during 2008:

Packaged products;

Recreational crafts:

Radio and telecommunications terminal equipment, see chapter 10 — Information society;
Classification of wood.

Bylaws that are planned under the Law on Construction Products for 2008 include:

o Rulebook on fire classification of construction products;

o Rulebook on the procedure for awarding European technical approval to a construction product for usage in construction
according with the Directive 89/106/EC for construction products and for determining the conformity for individual families of
construction products

The goal of the above-mentioned legal regulations on construction products is the compliance with the technical requirements for
the products that are present on the European market.

MEDIUM-TERM PRIORITIES
Full transposition and implementation of the New and Global Approach Directives and introduction of clauses in the national
legislation on mutual recognition of the results.

MEDICINAL DRUGS AND MEDICAL DEVICES

CURRENT SITUATION

New Law on Medicinal Drugs and Medical Devices was adopted in September 2007 (Official Gazette of the Republic of Macedonia
No. 106/2007), which ensures harmonisation with the EU legislation with the majority of the chapters, except for those chapters
where national regulation of the specific issues is allowed. The law regulates the conditions and the necessary documentation in
the procedure for release into circulation of medicinal drugs and medical devices, the conditions and the manner of ensuring their
quality, safety and efficiency, the manner and the procedures of their production, testing, trade, price formation, quality control,
advertising, and the supervision over the manufacturing, trade and control of the quality of medicinal drugs and medical devices, as
activities of public interest.

The transitional provisions in the Law provide for adoption of new bylaws within 6 months from the day of the entry into force of the
Law.

Regarding the manner of prescribing and dispensing medicinal drugs, there is a Rulebook on the manner of prescribing and
issuing medicinal drugs and medical devices on prescription (Official Gazette of the Republic of Macedonia N0.17/2002). Rulebook
on the conditions with regard to the space, equipment and staff to be fulfilled by the legal entities involved in wholesale trade in
medicinal drugs, supplementary treatment substances and medical devices that are used in the humane medicine was published in
2002 (Official Gazette of the Republic of Macedonia No. 64/2002). Guideline on the conducting of the procedure for approval for
putting a finished drug in circulation (Official Gazette of the Republic of Macedonia No. 49/04), and Guideline on the examination of
the biological availability and bioequivalence of drugs (Official Gazette of the Republic of Macedonia No. 68/04) were published in
2004.
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SHORT-TERM PRIORITIES

The new Law on Medicinal Drugs and Medical Devices provides an appropriate legal framework for the development of the new
rulebooks that should regulate this area in more details. Training for the staff in the implementation of the new legal provisions
associated with the IPA projects should also follow. It is planned to adopt the following bylaws: Rulebook on issuing of an approval
for placing a drug into circulation; Rulebook on renewal of the approval, Rulebook on changes in the approval; Rulebook on
transfer of the approval for placing into circulation; Rulebook on registration of traditional herbal drugs; Rulebook on registration of
homeopathic drugs; Rulebook on clinical trialling of medicinal drugs; Rulebook on labelling of medicinal drugs and instructions for
use for the patient; Rulebook on advertising medicinal drugs; Rulebook on import of medicinal drugs.

In order to deliver the planned activities and tasks, the Ministry of Health — Bureau of Medicines envisages the employment of new
persons in 2008.

MEDIUM-TERM PRIORITIES

It is planned to adopt the following bylaws:

Rulebook on the manner of prescribing and issuing of drugs; Guidelines on GMP, GCLP, GLP, GCP, GFP, Rulebook on analytical
control of drugs; Rulebook on pharmacological-toxicological control of drugs; Rulebook on manufacturing of galenic drugs;
Rulebook on manufacturing of drugs; Rulebook on wholesale trade; Rulebook on retail trade; Rulebook on drugs quality control;
Rulebook on pharmacovigilance .

There is a need for continuous training of the staff in the new procedures related to the implementation of the rulebooks, as well as
for providing funds for this purpose.

3.15 PROCEDURAL MEASURES

NOTIFICATION PROCEDURES

SHORT-TERM PRIORITIES

Directive 98/34/EEC stipulates the procedures for delivering information on standards, regulations and rules for services in the
information society. Decree on notification procedure according to the EU rules was developed for the purpose of implementation
of the above-mentioned directive, which arises from the Law on Products Safety. This Decree was adopted in the fourth quarter of
2007 (Official Gazette of the Republic of Macedonia No.107/2007), and will be applied as of the day of accession of the Republic of
Macedonia into the EU.

MEDIUM-TERM PRIORITIES

The Sector for internal market within the Ministry of Economy and the Institute of Standardisation of the Republic of Macedonia will
monitor these issues. It is planned to establish a special department with the role to serve as a contact point for the Directive on
notifications 31998L0034 in the non-harmonised area. Moreover, it is planned to allocate at least one staff to work on the non-
harmonised area in the Ministry of Transport and Communications, Ministry of Agriculture, Forestry and Water Economy, Ministry
of Interior, Ministry of Health and Ministry of Labour and Social Policy. To this end, one will organise training for employees of the
Ministry of Economy, Ministry of Transport and Communications, Ministry of Agriculture, Forestry and Water Economy, Ministry of
Interior, Ministry of Health and Ministry of Labour and Social Policy.

FREE MOVEMENT OF CULTURAL GOODS

CURRENT SITUATION

On 17 September 2007, the Assembly of the Republic of Macedonia adopted the Law Amending the Law on Protection of the
Cultural Heritage (“Official Gazette of the Republic of Macedonia“No.115/07).

The amendments to the Law regarding the restitution of cultural heritage provided for full implementation of the Directive 93/7/EEC
on the return of cultural objects unlawfully removed from the territory of a Member State, Directive 96/100/EC of the European
Parliament and of the Council of 17 February 1997 amending the Annex to the Directive 93/7/EEC and Directive of the European
Parliament and of the Council 2001/38/EC of 5 June 2001 amending the Directive.

With the purpose of harmonisation with the referred to above Directives, the Law defines the terms of “public collection* and
“objects of collections®, and introduces a special category of protected goods names “national wealth®, correspondingly to the types
of goods defined in the Annex to the Directive. The Directive refers only to the cultural objects unlawfully removed from the territory
of a Member State after 1 January 1993.

With a view to executing the responsibilities established by the Directive, the Ministry of Culture is determined as the central
authority for coordination of the return of movable cultural objects unlawfully removed from the territory of the Republic of
Macedonia, i.e. unlawfully removed from the territory of another state and currently located on the territory of a Member State.
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In accordance with the referred to above Directives, the Law elaborates in detail the procedures for returning the objects unlawfully
removed from the territory of the Republic of Macedonia that are now on the territory of a Member State of the European Union,
and return of objects unlawfully removed from an EU Member State that are currently located on the territory of the Republic of
Macedonia.

The amendments to the Law have achieved full harmonisation with the referred to above Directives.

At the same time, the amendments to the Law in the part concerning the control and other measures for the movable cultural
heritage have provided for the implementation of the Regulation (EEC) N0.3911/92 on the export of cultural goods and the
Regulation of 30 March 1993 (EEC) of the Council on the export of cultural goods.

The amendments to the Law have provided for a partial compliance with the above mentioned Regulations. The rest of the
harmonisation with this Regulation will be done by way of adopting a Rulebook on the form and contents of the licenses and
certificates forms and on the manner of issuing licenses and certificates.

INSTITUTIONAL FRAMEWORK

The Sector for protection of cultural heritage with a total of 7 staff and the Directorate for Protection of Cultural Heritage, body
within the structure of the Ministry of Culture having the capacity of legal entity with 34 staff, are functioning within the Ministry of
Culture. Within the Directorate, in the Sector for prevention and inspection supervision — Unit for prevention of cultural heritage, the
situation regarding the unlawful import/export and removal abroad of the cultural heritage has been followed, and preventive
measures for reducing the possibilities of occurrence of related risks has been undertaken. In this respect, one cooperates with the
competent ministries of internal and foreign affairs, as well as with specialised institutions both in the country and abroad.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

The rest of the harmonisation with the Regulation (EEC) N0.3911/92 on the export of cultural goods and the Council Regulation of
30 March 1993 (EEC) on the export of cultural goods (partially implemented in the Law) will be done by way of adopting a
Rulebook on the form and contents of the licenses and certificates forms and on the manner of issuing licenses and certificates.
The Rulebook will be adopted by the end of September 2008 at the latest.

INSTITUTIONAL FRAMEWORK
Strengthening the cooperation with the competent ministries of internal and foreign affairs, as well as with specialised institutions
both in the country and abroad.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

The legal framework will be finalised with the adoption of the Rulebook on the form and contents of the licenses and certificates
forms and on the manner of issuing licenses and certificates.

INSTITUTIONAL FRAMEWORK

Strengthening the administrative capacities of the Directorate for Protection of Cultural Heritage and of the Ministry of Culture for
the implementation of the established competencies, in the sense of creating preconditions for implementation of the adopted
legislation.

FIREARMS

LEGAL FRAMEWORK

Law amending the Law on Weapons was adopted in 2006 (“Official Gazette of the Republic of Macedonia” No. 47/2006), and on 4
April 2007 the Law amending the Law on Weapons (“Official Gazette of the Republic of Macedonia” No. 42/2007) was also
adopted.

The following bylaws have been adopted in line with the short-term priorities in the area of firearms:

o Rulebook on minimum technical and safety requirements that the facilities of the civil shooting grounds should meet (“Official
Gazette of the Republic of Macedonia” No.11/2007).

o Rulebook on the manner of taking out weapons and ammunition across the state border (“Official Gazette of the Republic of
Macedonia” No.51/2007).

o Rulebook on the manner of handing over, accepting and keeping of the weapons and ammunition in case of death of the
owner of the weapons, as well as on the form and contents of the certificate for the weapons and ammunition handed over to
the competent authority. (“Official Gazette of the Republic of Macedonia” N0.51/2007).
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o Rulebook on minimum technical and safety requirements to be met by the facilities in which production and repair will be
carried out, trade and storage of weapons and ammunition (“Official Gazette of the Republic of Macedonia” No./2007).

o Rulebook on the types of weapons that can be supplied on the grant of permit and the importance of certain types of weapons
from category A and D. (“Official Gazette of the Republic of Macedonia” N0.51/2007).

INSTITUTIONAL FRAMEWORK

The Ministry of Interior is responsible for the preparation and implementation of the laws and bylaws. A certain number of

provisions from the above-mentioned Law provide for obligations for other entities as well:

o Courts; Centres for Social Work (Article 10 Paragraph 1); public health institutions (Article 11 Paragraph 5); authorised legal
entities for practical training in weapon handling (Article 14); Directorate for Protection of Cultural Heritage (Article 27); Ministry
of Defence (Article 46 Paragraph 3 and Article 69 Paragraph 1); Ministry of Economy (Article 46 Paragraph 3);

e Ministry of Foreign Affairs (Article 69 Paragraph 1)

Competent institutions for implementation of the rulebooks adopted on the basis of the Law on Weapons include: the Ministry of
Interior, authorised legal entities for practical training in weapon handling, and primary health care institutions that deal with labour
medicine.

SHORT-TERM PRIORITIES

Adoption of a Rulebook on the form of the approval on weapons entering and European Weapon Document (arises from Chapter X
of the Law, which will be applied following the accession of the Republic of Macedonia into the EU). This rulebook will be adopted
upon the start of the application of Chapter X from the Law on Weapons.

STRATEGIC DOCUMENTS
National strategy on control of small arms and light weapons (SALW) adopted on 16 June 2006 and Action Plan.

MEDIUM-TERM PRIORITIES
Adopting a Law on branding and marking of weapons and developing a Rulebook on the form of the approval on weapons entering
and the European Weapon Document.

EXTERNAL BORDERS CONTROL

MEDIUM-TERM PRIORITIES

The Republic of Macedonia (the competent institution) will make preparations for harmonisation with the Council Regulation 339/93
of 8 February 1993 on checks for conformity with the rules on product safety in the case of products imported from third countries.
To this end, the Law on Product Safety will be amended, and the Law on Trade was amended in this direction in 2007.

In order to establish such new system for control, the competencies of the inspection authorities have been already reviewed. The
latter should completely reorganise their way of work, develop capacity for carrying out controls in the interior instead at Customs
terminals, be able to perform risks analysis and to establish adequate mechanisms for data exchange with the Customs authorities,
and create database that will be available for the customs authorities.

Customs authorities will develop mechanisms for using data obtained from the competent authorities while building their own risk
analysis system and efficient mechanisms for communication with the other inspection authorities in cases when they decide to
suspend the release of goods for which would give rise to a serious suspicion and reason to believe in the existence of a serious
and immediate risk to health or safety in cases when these products are used in normal and foreseeable conditions and/or when a
product or batch of products is not accompanied by a document or not marked in accordance with the regulations on product
safety.

Within the Market Surveillance Project — IPA 2007, Component | -, the funds have been secured for supporting the State Market

Inspectorate and the State Technical Inspectorate, including the IT equipment for the purpose of implementation of the above-
mentioned activities.
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32 FREEDOM OF MOVEMENT FOR WORKERS

321 ACCESS TO THE LABOUR MARKET (GENERAL PRINCIPLES) - EURES

CURRENT SITUATION

The application of the Law on Employment and Work of Foreigners started on 13 September 2007. For the purpose of adoption of
the new Law on Employment and Work for Foreigners (Official Gazette of the Republic of Macedonia No. 70/2007) the Minister of
Labour and Social Policy adopted a Rulebook on the Procedure for Registration and Work of foreigners and a Rulebook on
Procedures for Issuing Work Licences and the Form and Content of Special Types of Work Licences (Official Gazette of the
Republic of Macedonia No. 108/2007 dated 10 September 2007). This Law enables transposition of Directive 96/71/EC concerning
re-located workers within the framework of providing services. Certain provisions of the following EU measures were also
implemented in the Law: 2004/38/EC, 2003/86/EC, 2004/114/EC, 31996S0919/02. The procedures of issuing work licences and
the form and content of special types of work licences are specified in the Rulebooks (personal work licence, employment licences
and operation licence), as well as the format and content of the Certificate form and the procedure for registration and work of
foreigners, evidence that needs to accompany any request in this procedure, the exchange of data contained in special registries
among relevant bodies, the guidelines for processing and mediation of data contained in applications among relevant bodies and
services.

For the purpose of unhindered application of the Law and its bylaws the Ministry of Labour and Social Policy organised
presentation and training events for the staff of Employment Centres. The Ministry of Foreign Affairs drafted an Instruction on the
procedures for issuing work licences to be applied by the entry into force of the Law on Foreigners. This Instruction overcomes
certain issues contained in the Law on Foreigners at the same time pertaining to the process of issuing work licences.

Competent institutions in the field of policy making, and drafting and enacting of the legal framework in this field are: the Ministry of
Labour and Social Policy, the Ministry of the Interior, the Ministry of justice, and the Ministry of Foreign Affairs. The implementation
of the Law on Conditions for Establishing Labour Relations with Foreigners, as well as the Law on Asylum and Temporary
Protection in the field of employment of persons with recognised refugee status and persons under humanitarian protection is
maintained by the Employment Agency of the Republic of Macedonia.

SHORT-TERM PRIORITIES

e The Law on Employment and Work for Foreigners and the Law on Foreigners regulate the fact that the Assembly of the
Republic of Macedonia will adopt a Resolution on Migration Policy. Competent institutions for the drafting of this document are
the Ministry of Foreign Affairs, the Ministry of Labour and Social Policy and the Ministry of the Interior. For the purpose of
preparation of this document, the establishing is underway of an inter-ministerial body to monitor migration trends and the
developing of a draft-version of the Resolution will also be one of the obligations.

o Undertaking necessary measures (organisational and technical) to gradually establish administrative and technical capacity at
the Employment Agency of the Republic of Macedonia and at Employment Centres for the purpose of the country’s
participation in the EURES System. For that purpose, an evaluation study will be carried out of the necessary institutional,
administrative and technical capacity for participation in the EURES network.

o In terms of the legal framework, a transposition of the following EU measures relevant to EURES is planned: Regulation
31968R1612 on Freedom of Movement of Workers within the Community, Decision 32003D0008 as regards the clearance of
vacancies and applications for employment and the EURES Charter: 52003XX0503(02)

MEDIUM-TERM PRIORITIES

A complete realisation of the process for harmonisation of the Macedonian legislation, in particular with the provisions referred to in
Article 39 of the Treaty establishing the European Community. Intensive preparation is envisaged for participation in the EURES
System, intended for promotion of free movement of workers through exchange of information on employment possibilities.

Adoption of a new Law on Primary Education.

The adoption of this Law will provide conditions for the education of the children of residents in the EU Member States, in
accordance to the standards stipulated in the Council Directive 77/486/EEC of 25 July 1977 on the education of the children of
migrant workers. This Directive will be implemented in the new Draft Law on Primary Education.

Adoption of a new Law on Secondary Education.

The adoption of this Law will provide conditions for the education of the children of residents in the EU Member States, in
accordance to the standards stipulated in the Council Directive 77/486/EEC of 25 July 1977 on the education of the children of
migrant workers. This Directive will be implemented in the new Draft Law on Secondary Education.
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Establishing data bases in the Republic of Macedonia containing general information on the labour market and employment
conditions is envisaged. Special attention will be paid to criteria for selection and employment of future EURES advisers. Future
EURES advisers will be trained in certain issues related to the Acquis and new data bases.

Activities of preparation will be carried out in coordination with the European Commission. A technical meeting with experts from
the European Commission was organised in December during which all important questions for the functioning of EURES in the
Republic of Macedonia were discussed.

32.2 EURES
(See details in Chapter 3.19 SOCIAL POLICY AND EMPLOYMENT, 3.19.1 Labour Law)
3.2.3 COORDINATION OF THE SOCIAL SECURITY SYSTEMS

CURRENT SITUATION

The Republic of Macedonia contributes actively towards the conclusion of bilateral agreements. The following bilateral agreements
entered into force in the recent period: the Bilateral Agreement on Social Security with the Kingdom of the Netherlands, which
entered into force on 1 April 2007 (Official Gazette of the Republic of Macedonia No. 20/2006) and the Bilateral Agreement on
Social Security with the Czech Republic which entered into force on 1 January 2007 (Official Gazette of the Republic of Macedonia
No. 20/06the Bilateral Agreement on Social Security with Poland entered into force on 1 July 2007 (Official Gazette of the Republic
of Macedonia No. An initiative was raised towards a bilateral agreement on social security with the Republic of Hungary. On 2
November an initiative was submitted towards a bilateral agreement on social security with Canada; this is an overseas agreement
to regulate the rights in terms of pension and disability insurance.

Within the framework of cooperation in the field of social security, on 4 May 2007, the Ministry of Labour and Social Policy of the
Repub