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INTRODUCTION

Following the candidate status in December 2005, the Government of the Republic of Macedonia laid down the Draft Programme
for Adoption of the Acquis. The document comprises the plans for harmonisation of the national legislation with the EU legislation,
the necessary dynamics of institution strengthening for implementation of the legislation, as well as the necessary resources for
realisation.

The Programme was presented in May 2006 before the EC services in Brussels. The EC gave its initial comments in September
2006. In October 2006, the Committee for European Affairs within the Assembly of the Republic of Macedonia discussed the Draft
Programme.

In November 2006 after the Annual Progress Report on the Republic of Macedonia, followed the revision of the text of the Draft
Programme for Adoption of the Acquis, for the purpose of its further qualitative upgrade, taking into consideration:
o The findings of the European Commission Progress Report on the Republic of Macedonia in the Stabilisation and
Association Process
The short and medium-term priorities of the European Partnership
The Work Programme of the Government of the Republic of Macedonia (2006-2010)
EC Comments
The Strategic Plans of the ministries
Alignment with the Budget of the Republic of Macedonia for 2007
The current and the planned projects for foreign assistance

The Government approved the Programme on its session held on March 22, 2007. The Committee for European Affairs of the
Assembly of the Republic of Macedonia discussed and supported the Programme on its session held on April 13, 2007.

The contents of the Programme follow the structure of the Copenhagen criteria, i.e. comprises the following chapters:
o Political criteria
o Economic criteria
« Ability to assume the obligations for membership
o Administrative capacity
e Preparation of the National Version of Acquis Communautaire
o Communication of the European integration process
e Annexes
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 (state as of January 1 2007), as well as the short-term (2007) and
medium-term (2008-2010) priorities, on legislative and institutional level.

The tabular part is divided into three attachments:
Attachment 1 - gives an overview of the national legal acts subject to harmonisation with EU legislation, with terms for adoption
and responsible institutions.

Annex 2: Necessary institutional strengthening This Annex gives a detailed overview of the necessary institutional
strengthening given by years and chapters. It is important to emphasise that the presented data do not explicitly assume new
employments. The necessary institutional strengthening to a maximum possible extent will be ensured through secondment of the
existing capacities within the frames of the administration. This presents a basis for preparation of an annual employment
programme of the Government of the Republic of Macedonia.

Annex 3: Budget funds and current/ planned foreign assistance
Matrix of activities

For the purpose of ensuring consistency and integration of the documents, the existing Action Plan for European Partnership
2005 is integrated in the National Programme, as a matrix of priorities, objectives and activities, which enables efficient follow-up
of the realisation of the Programme. The matrix contains the detailed activities for implementation of the priorities and objectives
of each chapter. As an important instrument for monitoring, it will be the basis for preparation of weekly and monthly reports on
implementation of the Programme, which will be reviewed by the Government.

Methodologically, the Programme has been conceptualised based on January 1, 2007 as the starting date for implementation of
the planned activities; however, the activities have been implemented in continuity, in line with the European Partnership Action
Plan.



1 POLITICAL CRITERIA

1.1 DEMOCRACY AND RULE OF LAW

The Constitution of the Republic of Macedonia was adopted on 17 November 1991 by the Assembly of the Republic of
Macedonia, constituting the Republic of Macedonia as an independent and sovereign state. The Constitution of the Republic of
Macedonia was subsequently amended five times. The 2001 amendments of the Constitution provided for implementation of the
Ohrid Framework Agreement. The amendments of December 2005 were focused on implementation of the judicial system reform
— strengthening the independent judiciary as one of the key reform priorities of the Republic of Macedonia.

Consistent enforcement of the constitutional and legal provisions implementing the Ohrid Framework Agreement remains a
priority commitment of the state institutions.

It will be necessary to amend the Constitution of the Republic of Macedonia prior its accession to EU from the aspect of
sovereignty, including the issues of competence and procedures regarding adoption of acquis communautaire.

1.1.1 Assembly

Strengthening of the parliamentary dimension of the EU accession process is extremely important for maintaining the consensus
on the strategic goal of EU accession and accelerating the reform pace.

The Assembly has a crucial role in strengthening the national consensus for fulfilment of the priorities arising from EU
membership as a strategic goal. Furthermore, the Assembly is a significant factor for the dynamics of the fulfiment of the EU
accession criteria and accelerating the reform processes through the accomplishment of its legislative function — in terms of
harmonisation of national with EU legislation, and in terms of its controlling function over the executive power.

The strengthening of the consensus should be expressed through active participation of all parliamentary groups and MPs in the
work of the Assembly, strengthening the dialogue between parliamentary groups as well as within the framework of working
bodies, on the basis of consistent respect of the provisions of the Constitution and the Rules of Procedure.

A procedure for adoption of new Rules of Procedure of the Assembly of the Republic of Macedonia has been initiated aiming at
increased efficiency in the functioning of the Assembly, including a special procedure for the adoption of the laws related with the
acquis communautaire. For the adoption of the new Rules of Procedure it is necessary to reach consensus between all political
parties in the Assembly.

The plenary sessions of the Assembly are open to the public, thereby providing a high degree of transparency in its functioning.
Experts, academia and representatives of the local self-government, trade unions or associations of citizens may be invited to
attend the sessions of the working bodies in order to express their opinions related to the discussed issues and for the
consultation of all stakeholders.

In June 2003 the Assembly adopted a Declaration on the Assembly’s Dimension of the Process of Integration into EU, which
provides that one session per year should be dedicated to this process. This practice commenced in December 2006.

In November 2003, the Assembly established the Committee on European Issues (CEl) which has been holding regular sessions
since that date. In accordance with the Decision on establishing standing working bodies of the Assembly of the Republic of
Macedonia adopted in September 2006, the CEI competences were specified so as to focus its operation on the monitoring of the
process of harmonisation of the Macedonian legislation with the EU law. The competences of CEl include:

« monitoring the implementation of the National Strategy for Integration of the Republic of Macedonia in the European
Union and regularly informing the Assembly on its implementation;

« monitoring the accomplishment of the obligation arising from the Agreements signed between the Republic of Macedonia
and the European Union and realisation of the programmes and other acts of the European Union institutions, including
financial assistance programmes;

« monitoring and promotion of the process of approximation of the legislation of the Republic of Macedonia with the
legislation of the European Union, proposing measures for promotion of the approximation procedures, providing
opinions and proposals for the activities of the working committees of the Assembly in this field;

« monitoring of the activities of the Government and the public administration bodies aimed at acquiring the membership of
the Republic of Macedonia in the European Union and opinions and recommendations in relation thereto;



« analysing the consequences of the accession of the Republic of Macedonia in the European Union and drafting reports
thereto;

« informing, on regular basis, the Assembly on all issues related to European integration, including collection of
information, literature and other documents associated with the European Union;

« initiating and realising activities for informing the public about the European integration processes;

« cooperation with respective commissions of other countries; and

« otherissues related to the European integration of the Republic of Macedonia

Furthermore, the CEl actively participates in the regional cooperation of the commissions for European and foreign affairs of the
countries of South-Eastern Europe, the relevant commissions for European affairs of EU member-states as well as with the
Conference of the Commissions on European Affairs of the EU member-states (COSAC). To this end, the CEl takes active part in
the work of the Conference of the parliamentary commissions for European integration/affairs of the member-states in the
Stabilisation and Association Process of South-East Europe and in December 2006, within the framework of COSAP Macedonian
presidency, the Third Conference took place.

A practice of quarterly reports delivered by the Government has been introduced on activities undertaken in the EU accession
process, which are deliberated by the CEI.

The compulsory statement of compliance with EU law and the correspondence table for the laws provided for in this National
Programme shall enable efficient involvement and substantive examination of the laws transposing the European Union law in the
Parliament.

Elections

The parliamentary elections, held on 5 July 2006, demonstrated the significant progress the Republic of Macedonia has made in
its capacity to organise fair and democratic elections in line with the European standards. Such progress was achieved as a result
of the joint engagement of all political parties, the state administration and the civil sector.

The Assembly, with the adoption of the Election Code on 29 March 2006 codified the electoral legislation in line with OSCE-
ODIHR recommendations, thus realising one of the key priorities of the 2005 European Partnership. The Code, as a transitional
solution for the first next parliamentary elections held in 2006, envisaged that the electoral boards (5 members) consist of civil
servants employed in the public administration (3 members) and representatives of the largest parties (2 members - 1 from the
opposition and 1 from the ruling parties) that won the most votes on the previous elections. The Code anticipates that for the next
elections the members of the Municipal Electoral Commissions (MEC) and election boards (EB) and their deputies are selected
solely from the range of public servants, employed in the state, municipality administration and the City of Skopje and the
employees in the public administration.

Members of the State Electoral Commission (SEC) are selected through a public announcement. The President is elected on a
proposal from the opposition, and his deputies on a proposal from the ruling parties. The SEC members are appointed by the
Assembly acting by qualified majority of the total number of MPs. The manner of financing of the election campaigns by natural
and legal persons has also been regulated. A professional service for support of the SEC has been established. The penal policy
has been strengthened in view of sanctioning electoral irregularities, and efficiency of court proceedings on criminal acts and
misdemeanours in the field of election rights has increased.

Further commitments of the state institutions shall be focused to: strengthening the citizens’ confidence in the election process,
identifying and eliminating the identified inconsistencies in the election process as well as effective sanctioning of electoral
irregularities. The established legal and institutional framework provides grounds for timely and comprehensive preparation for the
next election cycles. For the realisation of these objectives, it is necessary to ensure the maintaining of consensus between the
political parties and inclusion of the non-governmental sector.

1.1.2 The Government

The Government is composed of a Prime Minister and 17 members, of which 14 are Ministers in charge of the Ministries, while
eight are Ministers without Portfolio. According to the Law on the Government, the Prime Minister appointed four deputies.

The priorities of the Government provided for in the Programme of the Government 2006-2010 are consistent with the
requirements arising from the EU membership: improved citizens’ living standard, increased employment, strengthened fight
against corruption, developed democracy, enhanced inter-ethnic relations, political stability and integration in the EU and NATO.

The Government is determined to intensify the reforms aimed at EU accession and to establish continuous cooperation with all
political factors towards maintaining and deepening the national consensus for obtaining this national priority. Furthermore, the



Government is dedicated to promote transparency and involvement of all stakeholders in the decision-making process and
implementation of reforms.

The established practice of commencing the Government sessions with a compulsory item — realisation of the European
Partnership priorities - enables critical review of the implementation of the obligations from the European Partnership Action Plan,
and by the adoption of the NPAA - implementation of the obligations arising from the NPAA. Moreover, a practice of holding
thematic sessions at least once a month has been introduced, dedicated to the EU accession priorities.

Public administration

The Public Administration reform has been conceptualised in the Strategy of Reforms of the Public Administration, adopted by the
Government of the Republic of Macedonia in 1999. This document sets forth the reform objectives, main reform areas and the
principles of the public administration in the Republic of Macedonia as: rule of law, transparency, competence, stability,
accountability, predictability, equal treatment, efficiency and ethics.

Strategic commitment to professional, politically neutral, efficient, accountable and service-oriented public administration
incorporated in the Law on Civil Servants, adopted in 2000, will be continuously enforced through monitoring the consistent
implementation of the established principles and standards in the sphere of civil servants’ selection, employment, responsibility
and performance appraisal.

The continuity of the public administration reform is one of the key objectives of the Government laid down in the Decision on
Strategic Priorities for 2007. Those are as follows: increased transparency and further promotion of the civil-society participation
and inclusion of social partners in the decision-making process and in the management of public financing; strengthening the
administrative capacities of the local self-government and introducing financial security; ensuring equitable representation of the
members of communities within the public administration, including judiciary and public enterprises, strengthening the inspection
services capacity as well as the administrative capacity of the Instrument for Pre-accession Assistance (IPA).

The Government continues to apply and improve the instruments for strategic planning and policy analysis and coordination,
towards realisation of the objectives and accelerating the reforms.

Further enhancing strategic planning, integration of the process for determination of the priorities with the budget process will
significantly increase the potential of the Government regarding accomplishment of its functions and allocation of resources for
their implementation. The legal framework regulating the system of planning and creation of policies system includes the Law on
the Government of the Republic of Macedonia and the Rules of Procedure of the Government of the Republic of Macedonia
setting up the foundations for the processes of strategic planning and analysis and coordination of policies. The Methodology for
Policy-analysis and Coordination (2006) which lays down the main policy-making principles and the published Manual for Policy-
making are the basis for continuous training of the public administration.

Ensuring consistency of the strategic planning mechanisms and the budget process with the mechanisms and instruments for the
EU accession process is one of the key objectives towards achieving the short-term priorities. This implies adjustment and
consistent implementation of the administrative procedures, supported by the system of e-Government, as well as capacity
building —both on central level of the Government and in the state administrative bodies. Furthermore, the system of evaluation
and monitoring of the implementation of the Government policies will be strengthened.

Improvement of the law-drafting as a short-term objective will be focused on development and implementation of methodologies
for impact assessment, higher level of inclusion of all stakeholders as well as enhanced transparency.

Strengthening the horizontal capacity of the administration, by obligatory establishment, of Sectors for EU within the Ministries
(transformation of the existing units into sectors) and their staffing is envisaged. In addition, the capacities of the Secretariat for
European Affairs will be further strengthened aimed at its efficient coordination role provided in the Law on the Government —
support to the EU accession process, negotiation process, monitoring and implementation of the Stabilisation and Association
Agreement, as well as support to the SAA Committee and subcommittees, as well as coordination of the EU assistance and other
foreign assistance.

The Rules of Procedure of the Government of the Republic of Macedonia have been amended in order to precisely denote and
effectively monitor adoption of legal acts from the NPAA a, with obligatory statement of concordance and table of
correspondence. The provision on mandatory statement of concordance and table of correspondence for each regulation will be
consistently applied.

A special Guideline has been proposed by the Government for the purpose of detailed procedure concerning the adoption of the
acquis.
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The position and capacity of the Legislative Secretariat, competent for issues related to ensuring consistency of the legal system
and providing expert opinions on approximation of draft-laws and other regulations with the Constitution, EU law and the
international agreements ratified in accordance with the Constitution as well as providing expert opinions on municipality
regulations as requested by the Ministry of Local Self-Government, will be strengthened. Strengthening of the Legislative
Secretariat is to contribute to higher quality of laws, standardisation of nomo-techniques and consistency with the EU law
requirements.

The modified position and functioning of the General Secretariat as a professional service of the Government, according to the
Amendments of the Law on the Government 2005 also contributed to the strengthening of the central coordinative mechanisms.
With regard to the procedures applied in the public administration on horizontal level, in addition to budget and public procurement
procedures, regulated by the provisions of the Law on Budgets (2005) and the Law on Public Procurements (2004), the most
significant is the Law on General Administrative Procedure, adopted in May 2005. Its consistent application, together with the
application of the Law on Administrative Inspection (adopted in 2004), constitutes basis for enhancement of the efficiency of the
administration, its transparency and accountability, as well as basis for enhanced protection of the rights and interests of citizens
and legal entities.

The Law on Institutions (May 2005), as a generic law having subsidiary application, regulates the terms and manner of provision
of services related to public interest through public, private, or joint ownership institutions in the fields such as health, education
and science, culture, social and child protection as well as in other fields determined by law as public service.

The state supervisory function will be strengthened through enhancing the capacity of the inspections and their coordinated
action, for which a mechanism on central Governmental level has been established — Coordinative body with a Minister without
portfolio in charge.

In order to improve the cooperation between the state administration and the Ombudsman, a mechanism has been introduced
according to which reports on measures taken by the administration related to procedures initiated by the Ombudsman are
reviewed in the Government sessions on a quarterly basis. The mechanism will be improved in order to ensure higher level of
accountability of the administration and appropriate implementation of the recommendations referred to in the Ombudsman
reports.

Participation of the civil society in the process of policy-making is one of the strategic objectives also contained in the Strategy for
Cooperation between the Government and the Civil Sector (2007-2011). In the course of 2007 the Rules of Procedure of the
Government will be amended so as to ensure that draft laws are available to the public through web-sites of the Ministries and of
other state administrative bodies; thus ensuring participation of the civil sector in the work of expert councils of the Government
(Legal and Economic Councils) and other bodies.

According to the Work Programme of the Government (2006-2010), regarding good governance and fight against corruption, the
Government introduced its three main operational principles: straightforwardness, transparency and accountability. The
Government of the Republic of Macedonia, towards fulfilling its principles and commitment, on 15 January 2007 introduced the
Citizens’ Charter as innovative and efficient instrument for improvement of public services and fight against bureaucracy and
corruption. Service Evaluation Form has been introduced for the purpose of evaluation of services by their beneficiaries
constituting a simple questionnaire in which the citizen beneficiaries of particular services are asked to give their response to the
manner, promptness and timescale of the service provision, and interim it gives possible proposal for enhancement of the manner
of service provision. The quarterly reports on the results obtained from the filled in forms will be an information instrument to the
Government, on which basis measures will be proposed to the authorities failing to improve their situation in the course of two
subsequent quarters resulting in appropriate measures taken against the competent persons in those authorities.

The implementation of the Law on Free Access to Public Information applicable as of September 2006 will be further supported by
the Government and state administrative bodies.

The next development phases of the portal www.uslugi.gov.mk envisage upgraded two-ways communication between citizens
and the Government. So far the following portals have been promoted: e-session — system for preparation and holding electronic
sessions; gs.gov.mk — internal portal of the GS; Apply On-line — electronic submission of application forms for civil servants
employment ; e-procurements — electronic-based public procurements; e-concessions — procedure for concession granting; e-
taxes — electronic-based tax services; e-education — electronic-based education; e-health (health registers and supervision of
medicines), and the e-budget project is underway.

Intensified implementation of the police reforms following the Law on Police adopted in October 2006 will contribute towards
strengthening the police capacity and enhancement of the rule of law. The adopted Action Plan for Drafting By-laws required for
implementation of the Law provides their adoption by the end of June 2007; in order all the necessary preparations to be
completed on time and efficient implementation of the Law to be provided within the legal time limit, November 2007. Since
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November 2005 the police reforms have been supported by the Twinning Project, whereas upon its conclusion, the Ministry of
Interior has drafted a project on continuation of the Reform Process in the Police within the framework of the Instrument for Pre-
accession Assistance (IPA).

The reform of the Army is increasingly ongoing on the basis of the Annual Action Plan for NATO Membership.

Decentralisation

Following the Constitutional amendments in November 2001 implementing the Ohrid Framework Agreement, a new system of
local self-government of the Republic of Macedonia has been introduced, strengthening municipality competences and widely
extending their competences. The Law on Local Self-Government has identified the fields covered by the decentralisation of
government; urban planning; local economic development; culture; education; social and child protection; public utility activities;
environment and nature protection; sports and recreation; health care and rescue of citizen and material goods.

The Law on Territorial Organisation of the Local Self-Government and the Law on the City of Skopje, adopted in August 2004 laid
down a new territorial organisation in 84 municipalities and the City of Skopje as a separate local self-government unit.

So as to ensure an adequate funding system that will enable the local authorities to fulfil their responsibilities, the Law on
Financing of Local Self-Government Units was adopted in September 2004.

Within the context of the development of the local self-government and the process of decentralisation, the Government of the
Republic of Macedonia: adopted an Operational Programme for Decentralisation of Power; established a Coordination Body for
Decentralisation composed of state secretaries from all Ministries; established a Working Group on Decentralisation composed of
representatives of all Ministries and state administration bodies; signed a Memorandum for Cooperation with the Association of
the Units of the Local-Self-Government - ZELS; adopted a Strategy for Communications within the Decentralisation Process;
signed a Memorandum for Cooperation among the Ministry of Local Self-Government, ZELS and the Civil Servants Agency for
coordination of the training for the local administration; adopted a Programme for Implementation of the Process of
Decentralisation of Power for the period 2004-2007 with an Action Plan.

Detailed Plan for Transfer of Competencies and Resources in the Process of Decentralisation was adopted and implemented. As
of 31.12.2005, the total of 551 institutions and 30.236 employees were transferred from central to local level.

As of 1 July 2005, the process of decentralisation is being implemented under the conditions of transferred competencies, in
accordance with 36 key laws from the Operational Programme on Decentralisation and the Programme for Implementation of the
Decentralisation Process 2004 — 2007, Detailed Plan for Transfer of Competencies and Resources and Decisions for transfer of
founder's rights, movable and immovable property of the local self-government units.

Inter-ministerial coordination is taking place within the Working Group on Decentralisation in 10 Sub-groups caring out continuous
activities regarding improvement of legislation and sectoral strategies for decentralisation.

A mechanism for monitoring and evaluation of the decentralisation process has been established and it will continue functioning in
the next period. Procedures for regular and transparent informing on the progress of the process of decentralisation have been
established as well.

By the end of 2007, the Government of the Republic of Macedonia will adopt a Strategy for Balanced Regional Development as a
basis for establishing positive climate for investment and development support. The Ministry of Local Self-Government drafted the
Law on Balanced Regional Development, which is in parliamentary procedure.

During 2007 to the inter-municipality cooperation will be enhanced through improving the legal and institutional framework for its
implementation.

Regarding the planning, programming and implementing framework of the decentralisation process main actions are as follows:
« To draft new Program concerning implementation of the decentralisation process for the period 2008—2010 taking into
consideration the current status of the decentralisation, as well as the new sectoral initiatives;
« Tomake a new Action Plan on the basis of the programme document containing details in relation with implementation —
objectives, timescale, as well as specific tasks and obligations;

According to the Law on Financing of Local Self-Government Units, self-financing of the local self-government units by their own
sources and revenues and additional funds provided from the Budget of the Republic of Macedonia commenced as of 1 July
2005. The municipalities’ own revenues are provided from property taxes, public utility taxes, fees defined by the municipalities
and portion of revenues that the municipality may generate depending on its own initiative.

The preparations for the implementation of the second phase of fiscal decentralisation, in which the block-grants should be
transferred from the Budget of the Republic of Macedonia to the municipalities for the public institutions operating in the field of —
culture, social and child protection, education and health care — under the following conditions:
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If the municipality has fulfilled the conditions of the first phase meaning staff capacity for financial management;

If good financial results of its operation for at least a period of 24 months are demonstrated;

If imely and properly informs the Ministry of Finance on its good operational results;

If it does not have any outstanding debts towards its suppliers, or any other creditors exceeding the customary conditions
of payment.

By the end of 2007, the criteria for distribution of block grants to municipalities will be adopted.

For the purpose of commencing the realisation of the second phase, the Ministry of Finance has elaborated an Analysis of the
realisation of fiscal decentralisation.

The process of incorporation of the municipal administration in the state civil service system of the Republic of Macedonia, aimed
at strengthening its capacity, has been completed. Namely, standards in the sphere of selection, employment, accountability and
assessment of civil servants employed in municipal administration reflect from the existing merit-based civil service model.

The annual programme for training of civil servants containing national and local priorities for 2007 will be adopted. The Three-
lateral Committee shall continue its coordinative function to provide the building-capacity training. As a result, the adopted
Strategy for Training of the Local Self-Government will be fulfilled. In short-term the training will in particular focus on enforcement
and implementation of the laws related to the EU integration process of the country (environment, social and child protection,
primary and secondary education, and etc.), strengthening the municipality capacity in terms of tax collection, municipal property
management and local economic development as well as strengthening internal control and audit mechanisms.

The Plan on Resolving Debts of the Municipalities adopted by the Government in July 2005 is continuously being implemented,
with a general trend of decrease of the debts.

According to the provisions of the Law on Internal Affairs, Law on Police as well as the Action Plan for Transformation of Regional
Police Services within the Police Reform Strategy it is envisaged that the Commanders of 38 police stations having general
competence are appointed d by Councils of Local Self-Government within the period May-October 2007.

The specified laws regulate the procedure and manner of appointment and dismissal of the police station Commander having
general competence. The police station Commander informs, in writing, the Municipal Council on the issues on public security and
road traffic safety every 6 months. Furthermore, at a request of the Council, the Commander informs on issues concerning public
security and road traffic safety.

A mechanism for regular consultations with the units of the local self-government has been established. The Government is
determined to continuously deepen the cooperation with the Association of the Units of the Local-Self-Government.

1.1.3 Judiciary (see, also, Chapter 23 — Judiciary and Fundamental Rights)

The Republic of Macedonia has made significant progress in the implementation of the judicial reform defined by the Strategy
and the Action Plan for its implementation in November 2004 followed by the Constitutional amendments (December 2005) as
well as the adoption of the key reform laws (2006), with consensus achieved by the political entities. The legal and institutional
framework has been completed, while the implementation and enforcement of the new-established institutional arrangements is
ongoing. The key objective — strengthening the independence of judiciary has been achieved.

Upcoming activities in the strengthening the independence of judiciary and enhancement of the execution of judicial function will
be directed towards the implementation of the legal arrangements ensuring not only independence but also accountability in the
execution of judicial function, as well as quality enhancement and evaluation as a basis for promotion. The established Academy
for Training of Judges and Prosecutors, which commenced its operation following the provision of all conditions required (legal,
material and human recourses), provides additional guarantee for the promotion and specialisation of judiciary.

It is envisaged to strengthen the competences of the Public Prosecutor in the pre-investigative and investigative procedure and in
the measures taken for detection and prosecution of offenders in the area of organised crime and corruption.

Strengthening the confidence in judiciary is continuously ongoing simultaneously with the achievement of the reform objectives as
well as with the enhancement of judicial transparency.

Moreover, key commitment is the gradual increase of the Judicial Budget, which is directly conditioned by the results from the
measures envisaged for improving the efficiency of the judiciary.

The amendments to the criminal and civil court proceedings as well as the specialisation of judiciary contribute to the
improvement of its efficiency. In addition, with the commencement of the established Institute of Enforcement Agents in the
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course of 2006, the problem of the delay in the execution of civil cases has been addressed to great extent, which is significantly
reduced and it is expected that this trend will continue. The current reforms in the misdemeanour system — harmonisation of the
special laws providing for misdemeanours referred to in the Law adopted in 2006, are also directed towards increasing the
efficiency of the judiciary. The legislative amendments are based on the 2005 Constitutional amendments which provide for state
administrative body or organisation and other body performing public authorisations, to pronounce fines for particular
misdemeanours determined under law, whereupon court protection is guaranteed against the decisions delivered by these bodies
through newly-established administrative court. According to Article 154 of the Law on Misdemeanours, it is the obligation of state
authorities within 12 months from the date of entering into force of this Law, to harmonise the laws1 stipulating misdemeanour
sanctions with the new misdemeanour sanctions provided for in this Law.

In addition, the application of the Law on Mediation of 1 November 2006 as an alternative method for settling civil, commercial,
working, consumer and other disputable relations provides for a decrease in the number of court cases and consequently,
improved access to justice.

The application of established systems for management of court cases will significantly contribute to modernisation and efficiency
of judiciary; however, it is necessary that intensive training is planned for judges and court clerks.

1.1.4 Anti-Corruption Policy (See also Chapter 23 — Judiciary and Fundamental Rights)

The demonstrated political will and consent of all political entities for prioritising the fight against corruption under the already
established firm legal framework and compatible with the European standards will result in reduction of the level and perception of
the corruption only if, all involved entities consistently enforce the policy of “zero tolerance”.

In parallel with the enforcement of the policy of ‘zero tolerance’, institutional strengthening of the enforcement agencies will be a
priority, in order to identify and professionally implement the procedures against sophisticated corruption crimes, including money
laundering.

The strengthening of the State Commission for the Prevention of Corruption is a key commitment. The SCPC will, in the first half
of 2007 draft a new updated version of its State Programme for Prevention and Repression of Corruption based on indicators for
efficiency in its implementation. The Programme will be based on the pillars of the national integrity system — political systems,
Assembly and political parties, judiciary, public administration and local self-government, prosecution authorities and institutions in
charge of supervision, economic and financial system, non-governmental sectors and media. Continuous efforts will be made in
order to further enhance already significantly improved cooperation between the SCPC and state bodies.

Drafting of the Action Plan for Fight against Corruption of the Government complementary with the State Programme will be a
novelty in providing comprehensive approach to the fight against corruption. It will demonstrate the commitment of the
Government towards undertaking measures and activities for suppression of corruption, including actual steps for detecting the
sources of corruption in the performance of public functions in each area. Consistent implementation of the Plan for curbing
discretion rights of the public officials is included within this framework.

Furthermore, key determination is to improve the cooperation among all prosecution authorities, whereupon the Public
Prosecutor’s Office takes the lead in the investigation process. Furthermore the focus will be on the implementation of already
signed memoranda for cooperation.

An outcome of an efficient anti-corruption policy will be appropriate number of delivered and enforced judgements by the judiciary,
for which judicial commitment is indispensable as well.

1.2 HUMAN RIGHTS AND PROTECTION OF MINORITIES (see, also, Chapter
23 - Judiciary and fundamental rights)

The constitutional and legal framework is in accordance with the European Convention for the Protection of Human Rights and
Fundamental Freedoms and its additional protocols, which has been in force in the Republic of Macedonia since 1997.

1 Law Amending the Law on Weapons, Law Amending the Law on control of the State Border, Law Amending the Law on Travel Documents, Law Amending
the Law on Identification Card, Law Amending the Law on Personal Register, Law Amending the Law on Personal Name Law Amending the Law on Reporting
the Dwellings and Residence of Citizen, Law on Road Traffic Safety, Law on Violation of Public Law and Order, Law Amending the Law on Firefighting, Law
Amending the Law on Aliens, Law Amending the Law on Asylum and Temporary Protection, Law Amending the Law on Special Rights of the Members of
Security Forces and Members of their Families, Law Amending the Law on Securing Persons and Property, Law Amending the Law on Detective Activity, Law
Amending the Law on Public Meetings, Law Amending the Law on Storing and Protection against Flammable Liquids and Gases,Law Amending the Law on
Protection against Explosive Materials and Law Amending the Law on Trade in Explosive materials.
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In the course of 2006 significant efforts were made for the regular delivery of the Reports on International Conventions. The
core document for the Republic of Macedonia upon all UN Conventions, amended and updated regarding the version of 1997,
was deposited in the UN Secretariat of the High Commissioner for Human Rights in 2006. The Combined Second and Third
Report on the International Covenant for Civil and Political Rights were delivered to the Committee for Human Rights on 13
October 2006. The Combined Fourth, Fifth, Sixth and Seventh Report on the Convention for Elimination of All Forms of Racial
Discrimination was delivered on 17 February 2006. The Second and Third Report on the Convention against Torture were
forwarded to the competent Committee on 31 March 2006.

In 2007 an Analysis on the Realisation of the Recommendations received upon the preparation of periodical reports on
the ratified UN human rights conventions will be drafted. The same refers to the Opinion of the FCPNM Advisory Committee
and the recommendations of the Committee against Torture concerning the visit realised in May 2006.

Unofficially, the total number of appeals with regard to the ratification of the European Convention for Human Rights and
Fundamental Freedoms by the Assembly of the Republic of Macedonia on 10.04.1997, to December 2006 inclusive, is 726.
Pursuant to the admission criteria laid down in Article 35 of the Convention, to December 2006 inclusive, the European Court of
Human Rights forwarded a total of 76 responsive cases to the Government of the Republic of Macedonia. In the course of 2006,
29 cases were delivered. From the 76 cases communicated, 29 are completed, 16 of which with sentences and 13 with decisions
by the European Court. Whereupon, the European Court confirmed that the Republic of Macedonia has violated the Convention in
12 verdicts. According to 4 verdicts the Court has not confirmed violation of the human rights, and with 11 verdicts the European
Court has announced the appeals of the applicant as fully ill-founded and has dismissed the proceedings.

Case law of the European Court of Human Rights shall be incorporated in the curriculum of the Academy for Training of Judges
and Public Prosecutors. To ensure continuous follow-up of the case law of the ECHR, referent cases of the European Court of
Human Rights in Strasburg will be published and specialised training will be carried out on the judicial practice of the ECHR in
specific areas.

In 2006 the Inter-Ministerial Body for Human Rights was established headed by representative of the Ministry of Justice.
During 2007, this Body will intensify its operation focused to strengthening the mutual coordination in the field of human rights of
all Ministries and bodies in GRM, information and data exchange, and realisation of recommendations included in the reports of
the referent committees of the United Nations, the Council of Europe and of other international organisations, provision of
proposals aimed at improving the legal regulation in the field of human rights as well as provision of other proposals to GRM
important for the human rights in the Republic of Macedonia.

Civil and Political Rights
The Criminal Code, in line with the judicial practice of the European Court of Human Rights, was amended in 2006 by repealing
the penalty of imprisonment for the criminal acts of libel and insult.

In the course of 2006, the provision on mandatory detention in case of suspicion for a crime for which a life imprisonment
sentence may be pronounced from the Law on Criminal Procedure was repealed.

During 2007 it is envisaged that analysis of the provisions of the Criminal Code and the Law on Criminal Procedure, from the
aspect of their compliance with EU legislation and the case law of the European Court of Human Rights will be conducted, setting
grounds for preparation of proposals for amendment. Steps will be taken for amendments of the Law on Criminal Procedure for
redefinition of the provisions concerning proceeding protection of the witnesses in order to ensure that safety of vulnerable
witnesses is suitably balanced with the defendant's right to defence. Furthermore, the following issues shall be taken into
consideration: possible review of the definition of rape in context of family violence and sexual abuse, as well as concerning the
procedure concerning the visit of the persons in detention by the Committee against Torture.

It is envisaged that a system for provision of legal aid is established funded by the state. Law on Free Legal Assistance shall be
adopted in compliance with the European Convention for Human Rights (ECHR) and European standards.

The Republic of Macedonia has signed the Convention on the Protection of Human Rights and Dignity of the Human Being with
Regard to the Application of Biology and Medicine and the two Additional Protocols on the prohibition of Cloning of Human
Beings and Transplantation of Organs and Tissues of Human Origin. The Republic of Macedonia will ratify this Convention by the
end of 2007.

The definition of torture referred to in Article 142 of the Criminal Code of the Republic of Macedonia is entirely in compliance
with the definition included in the UN Convention against Torture and other Cruel, Inhuman or Degrading Treatment or
Punishment. On 1 September 2006 the Republic of Macedonia signed the Facultative Protocol to the Convention against
Torture. The Sector for Professional Standards within the Ministry of Interior demonstrates growth in the detection and
sanctioning of the cases of unprofessional treatment of the police officers. In 2006, this Sector dealt with 1400 cases. From 2006,
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for the purpose of monitoring this dynamics the MOI shall communicate to the Government semi-annual reports for the cases of
abuse of official duty.

With regard to adherence to the legal framework on prohibition, prevention and sanctioning the torture and degrading treatment,
training on human rights shall be carried out in all law enforcement bodies. The recommendations of the visit of the Committee
against torture delivered following the visit realised in May 2006 will be fully implemented.

The Law on Police of 2006 enhanced the legal framework for application of the police competences with regard to collection of
information, summoning and apprehension. Pursuant to the Law on Police, when collecting information, citizens are not obliged to
provide the information requested by the police officer. The police is authorised to summon citizens by court invitation only within
the period from 06.00 to 22.00, and the court invitation, among others, must include the reason for summon as well as legal
advice on the right to attorney in the police procedure. A notice is prepared for the performed summon and talk.

For the purpose of citizen information on their rights and freedoms, in all police stations, posters on human rights and freedoms
of persons within the police procedure are placed on visible points on Macedonian, Albanian, Serbian, Turkish, Roma, Vlach and
English language. On visible points in all police stations a poster on basic principles of the Ethic Police Code is placed and 6.000
copies of pamphlets — Your Rights in the Police Procedure have been distributed.

In 2007 comprehensive training shall be carried out for employees in the Sector for Internal Control, Professional Standards and
Internal Audit in line with the Programme for Permanent Training of Employees. In the first half of 2007 general and specialised
training on human freedoms, rights and police shall be carried out. In addition to the international documents, within framework of
the specialised training, specific subjects related solely to the respect of fundamental human freedoms and rights by the police
officers in the performance of their police work shall be treated such as issues of identification, inspection, search, summon,
apprehension, retention, deprivation and in particular application of restrain. Furthermore, training on communication skills and
talk conduct with persons shall be carried out. For the purpose of strengthening the cooperation with Ombudsman and the civil
sector, training shall be carried out for the employees in the Sector with the Ombudsman as well as with the NGOs
representatives on issues in the sphere of human freedoms and rights in the second half of 2007.

The right to respect private and family life and inviolability of the home is guaranteed under a number of Articles referred to
in the Constitution. Article 25 guarantees in general terms the respect of the privacy of the individual's personal and family life
and his/her dignity and reputation. In 2006 the Law on Interception of Communications was adopted, which enables possible
derogation from the right to invulnerability of all forms of communication in procedures determined by law, if necessary due to
prevention or disclosure criminal acts, conduct of criminal procedure or for the interest of the defence.

In 2007 the existing concession contracts shall be adjusted, i.e. transfer from concessions to licenses and the Strategy for
Development of Broadcasting Activity shall be drafted and adopted for the purpose of implementation of the Law on Broadcasting
Activity. Training to public and private broadcasting operators on implementation of the Law on Broadcasting Activity and its
bylaws will be delivered.

In 2006 the Law on Free access to Public Information was adopted. The implementation of this Law has facilitated high level of
transparency and openness in the operation of information holders as well as citizens’ insight in the public information.
Commission for Protection of the Right to Access to Private Information has been established under this Law, which is
independent in its functioning and decision-making.

The amendments of the Law on Military Service in the Army of the Republic of Macedonia of 2005 have repealed
homosexuality as a violation of the military discipline. The Law on Labour Relations prohibits discrimination on sexual
orientation basis.

The working text of the Law on Religious Communities and Groups has been forwarded to the relevant international
institutions for opinions.

Article 20 of the Constitution guarantees freedom of association to the citizens for the purpose of exercise and protection of their
political, economic, social, culture and other rights and convictions. The Law on Associations of Citizens and Foundations of 1998
regulates the terms and conditions and the procedure on establishing, registration, operation and discontinuation of associations
of citizens and foundations.

The Law Amending the Law on Associations of Citizens and Foundations is aligned with the Law on One-Stop-Shop System
through transferring the Associations Register from the courts to the Central Register. Moreover, the Law is being aligned with the
Law on Misdemeanours. By May 2007, it is planned to amend the Decision on Distribution and Drafting Recommendations for
Transparent Criteria and Procedures for funding the Associations of Citizens and Foundations by the State.
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In 2008 a new Law on Associations of Citizens and Foundations shall be adopted introducing the category of organisations of
public interest and additional amendments focused to enhancement of the status of non-governmental associations.

For the purpose of strengthening the cooperation between the governmental and non-governmental sector, Unit for Cooperation
with Non-governmental Organisations was established within the General Secretariat of the Government, as a formal institutional
mechanism for consultations between the Government and the citizen organisations. In the course of 2006 the Government of the
Republic of Macedonia adopted the Strategy for Cooperation of the Government with the Non-Governmental Sector (2007-2011),
with Action Plan for Implementation.

Economic and Social Rights

The rights of the child are contained in Article 42 referred to in the Constitution and Article 40(4) which stipulates special
protection of parentless children and children without parental care. The National Action Plan for Children of the Republic of
Macedonia of 2005 has introduced standards to enable protection and improvement of the conditions for equitable access of each
child to fundamental rights for whose implementation a coordinative body has been established.

In 2007 the Law on Protection of Children shall be amended for the purpose of reconstructing the system for children’s
compensations in the Republic of Macedonia (improvement of targeting users of child support) and its harmonisation with the
European and international instruments for children protection.

The Law on Juvenile Justice to be adopted in 2007 will implement the provisions of the UN Convention on the Rights of the
Children and the Protocol, codifying the criminal legislation for juveniles.

In 2006 the Law on Equal Opportunities between Women and Men was adopted. The definition of the term equal possibilities is
transposed from the UN Convention for Elimination of All Forms of Discrimination of Women. The Law is harmonised with Council
Directive 97/80/EC of 15 December 1997 regarding the burden of proof in case of gender discrimination as well as with Council
Directive 2002/73/EC on implementation of the approach for equal treatment of men and women. According to the Law so far over
40 commissions for equal opportunities on local level have been established. The National Plan for Gender Equality of 2002
has operationalised the provisions referred to in the Constitution of the Republic of Macedonia for equality of citizens regardless
the gender and special protection of motherhood.

The review of the National Action Plan for Gender Equality will be completed by the end of 2007.
In the second half of 2007 the Law on Family shall be amended for the purpose enhancement of the system for protection of
victims of family violence and National Programme for Family Violence shall be drafted.

Pursuant to the obligation of the Republic of Macedonia and the programme of the European Committee for Social Rights an
annual report on the European Social Charter shall be drafted and submitted. The report shall refer to Article 1 (right to work) and
Article 15 (right to professional education and professional and social rehabilitation of persons with disability).

In November 2006, the Rulebook on Norms and Standards for establishing and commencing the work of institutions for social
protection — Day-care Centres for persons with intellectual and physical disabilities was adopted. With regard to the measures for
protection from family violence, so far 6 Centres for Protection and Fostering the Victims of Family Violence have been
commenced operation. The Ministry of Labour and Social Policy, Ministry of Interior and Ministry of Health in cooperation with
local non-governmental organisations are implementing the Project on Building Positive Practises in the Treatment of Family
Violence for the period 2006-2008.

The National Strategy for Deinstitutionalisation of the institutions for children fostering shall be adopted by the end of 2007.

Minority Rights, Protection of Minorities and Cultural Rights

The Ohrid Framework Agreement constitutes a comprehensive framework for building integrated multi-ethnic society
guarantying peace, stability and democratic development of the Republic of Macedonia. The Ohrid Framework Agreement has
confirmed the sovereignty, territorial integrity and unitary character of the country, regained the stability in its whole territory,
developing mechanisms for further confidence-building. The Ohrid Framework Agreement entails substantial modifications in the
constitutional set-up and legislation aimed at significant promotion of the rights of the communities which shall discourage the
motives for ethnic-based conflicts in the Macedonian society. Furthermore, the principles of equitable representation and
enhanced inclusion in the public life constitute the bases for reintegration of the Macedonian society and strengthening its
cohesion.

Equitable presentation of the citizens belonging to all communities in the public administration bodies and in other public

institutions at all levels under the 2001 amendments of the Constitution is built-in as one of the foundation values of the
constitutional order.
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For the purpose of inclusion of provisions concerning equitable representation of the citizens belonging to all communities the
following laws have been amended/adopted: Law on Civil Servants, Law on the Ombudsman, Law on Labour Relations, Law on
Public Enterprises, Law on Public Enterprises, Law on Public Prosecutor’s Office, and Law on Courts, and etc.

In the period following the signing of the Framework Agreement, The Government of the Republic of Macedonia introduced
special policies aimed at practical improvement of the equitable representation of the non-majority communities in the public
administration, with special emphasis on the police and army structure. Progress in the representation of the non-majority
communities in public administration and public enterprises has been achieved. The general level of representation with budget
beneficiaries in January 2007 estimates 22.2% (Albanian 16.9%, Serbs 1.6%, Turkish 1.5%, Roma 0.6%, Vlachos 0.5%,
Bosnians 0.3%, and other communities 0.8%). In judiciary, the principle of equitable representation in the election of judges and
prosecutors as well as the structure of the Judicial Council is stipulated in the new laws. Achieving equitable representation of
non-majority communities in the public administration has been set as one of the priorities of the Government of the Republic of
Macedonia for the upcoming period.

In November 2006, the Government of the Republic of Macedonia established a Committee of Ministers for monitoring and
coordination of the activities referring to the promotion of equitable representation of the members of communities in the
administration bodies and in public enterprises, which is composed of three Vice-presidents of the Government and headed by
the Vice-president of the Government in charge of implementation of the Ohrid Framework Agreement.

In view of further implementation of the Ohrid Framework Agreement and promotion of the principle of equitable representation, in
January 2007 the Strategy for Equitable Representation of the Members of the Non-Majority Communities was adopted, and for
appropriate implementation an Action Plan will be adopted. The Sector for Implementation of the Ohrid Framework Agreement
created a logo and web-site at www.siofa.gov.mk.

Training and employment of 600 candidates for professional administrative civil servants was carried out with the support of
CARDS 2002 - PACE | Project. The second phase of training for 100 translators within PACE Il Project was completed in July
2006. With the supplementary Budget for 2006 additional funds for employment were provided and by the end of 2006 the
Government delivered a Decision on secondment of the translators, who have successfully completed the training, in the courts
and state administrative bodies.

In the 2007 Budget of the Republic of Macedonia three and half times more assets (MKD 194,500,000.00) have been foreseen in
comparison to that of 2006 in the K5 Programme —equitable representation of non-majority communities in the Republic of
Macedonia.

The total number of students belonging to non-majority communities on the three state universities is gradually increasing to
reach 24% in the 2005/2006 academic year compared to 20,6% in 2004/2005. The SEE University 72% of the total number of
4800 enrolled students are members of non-majority communities in the Republic of Macedonia.

The enrolment quotas at the state universities - of the students belonging to the communities - Ss Cyril and Methodius in Skopje
and St Clement Ohridski in Bitola were determined for the 2006/07 academic year. In addition, additional quotas were determined
for enrolment of the students belonging to non-majority communities at the Police Academy in Skopje, estimating 25% of the total
number of enrolled students in the first year.

The National Strategy for the Roma and Action Plan for the Roma Decade concerning Roma inclusion ensure realisation of
increased integration of the Roma in the mainstreams of Macedonian society, decline of poverty among the Roma as the most
marginal group and realisation of long-term development of the Roma community. The municipalities with major number of Roma
population in the previous period adapted those plans on local level. So far, the local plans for the Roma inclusion have been
drafted in Bitola and Kumanovo. In 2006, the Ministry of Labour and Social Policy in cooperation with the Roma Educational Fund,
UNICEF and local authorities commenced a project on promotion and support of the process of integration of the pre-school age
Roma children.

Pursuant to the Strategy of the Roma in 2007 Action Plan for implementation in the field of welfare and social protection as well as
Action Plan for the Roma women shall be drafted. In view of further implementation of the Strategy for the Roma Action Plans for
implementation in the field of media, protection of human rights and political participation shall be drafted.

In 2007 eight (8) information centres for the Roma community shall commence in Skopje and 7 different cities in the whole
territory of the Republic of Macedonia. The centres will inform the citizens of the Roma community on improved achievement of
their needs and rights and will work on promotion and strengthening of the cooperation with the local authority and non-
governmental sector. The operation of the information centres is funded by the Ministry of Labour and Social policy and local non-
governmental organisations.
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The Second Report upon the Framework Convention of the National Minorities of the Council of Europe was delivered to the
Advisory Committee of the Council of Europe in June 2006. The Delegation of the Advisory Committee stayed in the Republic of
Macedonia from 26 to 29 November 2006.

Additional efforts will be put for the full return of internally displaced persons and refugees and for entire implementation of the
Programme for revitalisation of the former crisis regions.

The commitment for consistent implementation of the legal arrangements relating to the use of languages of the non-majority
communities will be realised through strengthening the capacity for their implementation. Further employment of 99 trained
translators distributed in the state administration bodies is in view of strengthening of these capacities.

1.3 REGIONAL ISSUES AND INTERNATIONAL OBLIGATIONS

The Republic of Macedonia, within the frame of its efforts for promotion of the regional cooperation, shall continue to:

« |Initiate informal meetings of the Ministers for foreign affairs of the countries within the Stabilisation and Association
Process with the participation of a Minister for Foreign Affairs of an EU member-state

o Implement the set priorities as a full-fledged member of the Process of Cooperation in South-East Europe (SEECP), the
Stability Pact of SEE (SP), the Central European Initiative (CEl), the SECI Centre for Fight Against Organised Crime
seated in Bucharest

o Actively participate in CEFTA (according to the Agreement on Amending and Access in the Central European Free
Trade Agreement, ratified by the RM)

o Actively participate in the SEE Energy Community (SEEEC)

« Actively participate in the initiatives related to SEE Core Transport Network.

The Republic of Macedonia shall continue to be actively involved in the process of defining the modalities for future regional
cooperation, attaching great importance to the “regional property” and the commitment that the SEECP should remain the political
framework for future regional cooperation. The Republic of Macedonia submitted its candidature for the seat of the Secretariat for
Regional Parliamentary Cooperation to be located in Skopje, and it also proposes the establishment of a Centre for Electro-
Energy Interconnections seated in Skopje. Furthermore, the Republic of Macedonia considers that the main decisions and
documents related to the future Council for Regional Cooperation and the amendments of the SEECP Charter; which will reflect
theirs institutional relations should be adopted during the SEECP Summit, which will take place in Zagreb (May 2007)- at the
same time with the SP Regional Table.

The country expressed its willingness for the administrative structures of the Regional School for Public Administration (ReSPA)
established with the Protocol for Cooperation concerning training and education of public administration in SEE according to the
Thessalonica Agenda to be seated in the Republic of Macedonia. .

The cooperation within the Euro regions has been intensified. Even though the Statute of the Euro region Ohrid-Prespa has not
been signed yet, concrete activities on-site are ongoing. The Euro region will be set up trough the establishment of an Executive
Committee upon completion of the Albanian and Greek Association registration. The Executive Committee will be responsible for
the implementation of the Joint Programme envisaging the realisation of concrete projects in border regions of all three countries.
Moreover, the Republic of Macedonia will intensify its participation in the regional activities in the area of justice and home affairs,
including the Forum EU — Western Balkan.

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

Bilateral relations with the countries of the region in the past period were characterised by intensive political dialogue on different
levels as well as deepen cooperation in various fields.

The Republic of Macedonia will continue to upgrade the relations with the Hellenic Republic which have marked a significant
progress following the signing of the Interim Agreement in September 1995 (intensive economic and other cooperation — the
Hellenic Republic is the most important investment and third external-trade partner of the Republic of Macedonia, positive trend in
the official bilateral contacts). The Republic of Macedonia will continue the dialogue on the proposed draft-agreements, the
signing of which has been postponed by the Greek party and it will also participate in the announced activities within the
framework of the Greek Plan for Economic reconstruction of the Balkans.

An open issue in the relations of the Republic of Macedonia and Greece is the dispute over the name. The Republic of Macedonia
respects its obligations taken under the UN Security Council Resolution 817(1993) and supports the process of continuation of the
dialogue about this issue within the UN, which should be lead in a constructive and friendly atmosphere of mutual respect, in the
spirit of good neighbourly cooperation. The Republic of Macedonia holds a firm position for preservation of the constitutional name
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of the Republic of Macedonia in its entire internal and international communications, and it is ready to seek for a mutually
acceptable formula in the bilateral relations of the two countries.

Steady relations and continuous political dialogue established with the Republic of Bulgaria will further intensify. In addition to
the economic cooperation, the two countries will continue to develop their cross-border cooperation, cooperation in the field of
defence, home affairs, judiciary, transport and communications, agriculture, forestry and water economy, local self-government,
culture, environment protection, and etc. In 2007 regulation of the issues related to terrain cleaning, renewal and replacement of
the border signs along the state border between the Republic of Macedonia and the Republic of Bulgaria will commence. The
contractual framework of the relations has been completed to a great extend. The Republic of Bulgaria has proposed the signing
of a new Agreement on Economic Cooperation due to its accession to the EU from 1 January 2007. The new Agreement is to
replace the existing Agreement on Trade Cooperation of October 1999. According to the Memorandum of Cooperation in
European and Euro-Atlantic Integration concluded in August 2004, annual Programs for Cooperation are being drafted, which are
being successfully realised. The intensification of the regional cooperation related to the Euro regions and infrastructural projects
of mutual interest such as Corridor 8, Euro region Skopje-Nis-Sofia and etc. is envisaged for the forthcoming period At the end of
January 2007 Three-partite Convention for the AMBO Trans Balkan Oil Pipeline Project was signed.

The relations with the Republic of Albania are good and dynamic, primarily on bilateral political level and the cooperation in the
field of transport, defence, security, customs, culture, education, and etc is developing. Following the two-year break a meeting of
the mixed commission on demarcation, maintenance and reconstruction of the state border between the Republic of Macedonia
and Republic of Albania (27 January 2007) was held. The conclusion of the Agreement on Cross-border Police Cooperation,
Agreement on Good-neighbouring Relations and the Agreement on Railroad Connection is foreseen in the next period. The
Republic of Macedonia is also interested in conclusion of an Agreement on Mutual Travel of Citizens of both countries and it will
soon deliver to the Republic of Albania a draft text of the Agreement. The cooperation concerning the exchange of experiences in
the Euro integration process is ongoing under the signed bilateral Memorandum. In order to efficiently implement the SAA
provisions related to the development of regional cooperation, for 2007 it is envisaged to initiate a procedure for conclusion of an
Agreement on Cooperation under SAA.

The Joint Macedonian-Albanian Committee for the Ohrid lake basin created according to the Agreement for Protection and
Substantial Development of the Ohrid Lake and its Watershed of 2004 will continue with its activities. As of 1 January 2007, the
Republic of Macedonia and Republic of Albania will establish Free Trade Area in the industrial part under the Agreement on Free
Trade signed in March 2002.

The relations with the Republic of Serbia are maintained on good level. The Agreement on Protection of the Macedonian
National Minority in Serbia and Montenegro and the Serbian and Montenegrin National Minority in RM commenced with its
practical implementation. The intensive cooperation in different areas will continue, and on economic plan Serbia is still the major
external-trade partner of the country. The Agreement on Free Trade between the two countries entered into force on 1 June 2006.
The Republic of Macedonia supports the efforts of Serbia for a faster integration in the European and Euro-Atlantic processes and
it submitted an initiative for signing of a Memorandum for Cooperation between the Government of the Republic of Macedonia
and the Government of Serbia in the field of Euro-integration with a draft Memorandum for Cooperation.

The demarcation of the border is pending only in the border section with Kosovo. For the forthcoming period the opening of two
new border crossing points for small border circulation is planned.

The Republic of Macedonia continues to monitor with special attention the development of the situation in Kosovo, supporting the
efforts of the international community for finalisation of the political process for the determination of the future status of Kosovo. It
supports the proposal of the Special Envoy of the UN Secretary General M. Ahtisaari as a good basis for the solution of the future
status of Kosovo in line with the basic principles of the Contact Group for Kosovo. The solution for the future status of Kosovo is to
be endorsed by the UN Security Council. The Republic of Macedonia is particularly satisfied how the issue of the technical
demarcation of the state border in the part of Kosovo is regulated with the Ahtisaari’s proposal and it has expressed its
preparedness to undertake all the necessary activities for the implementation of the proposed solution in the foreseen deadline
upon the adoption thereto.

Trade relations with Kosovo are developing and their continuous increase is expected on the basis of the Interim Agreement on
Free Trade between RM and UNMIK, applicable as of 2 February 2006 providing for a high degree of liberalisation of the entire
trade. The Macedonian party will continue with its efforts to promote the cooperation in some of the necessary segments of
common interest, in particular concerning the facilitation of the issues of practical interest for the citizens, according to the
protocols already concluded with UNMIK related to different areas such as education and science, avoiding dual taxation and
investment protection, customs and police cooperation, transfer of sentenced persons and railway transport regulations, and etc.
The Interim Protocol for Cooperation in the areas of local self-government was signed by the Ministry of Local Self-Government
and the interim authorities of Kosovo. It has been agreed that Kosovo will particularly take care about the status and rights of the
Gorans in Kosovo.
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Following the democratically expressed will of the Montenegrins for independence of Montenegro, the Republic of Macedonia on
12.06.2006 adopted a decision recognising the independent state of Montenegro. The Republic of Macedonia had previously
developed cooperation with Montenegro in a number of areas and as a result of that cooperation several agreements in the area
of justice, health and environment were signed. The General Consulate of the Republic of Macedonia in Podgorica commenced
its activities in September 2005, which upon the independence was enhanced to the level of Embassy.

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

Relations and cooperation with the Republic of Croatia are continuously improving in all areas of mutual interest, in particular in
view of the two countries' common European and Euro-Atlantic aspirations. The first meeting of the Joint committee established
according to the Agreement on Co-operation in the context of EU accession which took place in January 2007 has additionally
strengthened the grounds for cooperation, in particular in the EU accession process. Agreement has been reached in view of the
conclusion of an Agreement on Protection of the Macedonian Minority in the Republic of Croatia and of the Croatian Minority in
the Republic of Macedonia.

Cooperation with the International Criminal Tribunal for former Yugoslavia

The Republic of Macedonia maintains full cooperation with the International Criminal Tribunal for former Yugoslavia. The
Government of the RM is committed to maintain a close cooperation with the Tribunal. For that purpose, the Ministry of Justice
drafted a Law on Cooperation with the International Criminal Tribunal for former Yugoslavia in the text of which the comments and
the recommendations of the Tribunal and OSCE are incorporated. The Law is currently ongoing parliamentary procedure and it is
expected to be adopted by the Assembly in the course of 2007. In addition, it has been agreed that the process of gradual return
of the cases will commence in the second half of 2007. The Republic of Macedonia has undertaken a number of activities for the
purpose of meeting the standards for return of the four cases from the Tribunal. On 03.11.2006, a new courtroom commenced its
work in the Court of First Instance Skopje | with modern audio and video equipment enabling hearing of witnesses with hidden
identity and modified voice, and the prison cells in the Penitentiary Institution Skopje — Skopje have been equipped according to
the Tribunal standards. Furthermore, judges and public prosecutors will be trained for the application of the international criminal
norms and rules of the Tribunal. The judges and public prosecutors from all levels of competence, with mixed ethnic composition,
are nominated by the Presidents of courts and Public Prosecutor’s Offices of RM. Part of the nominated judges and prosecutors
effectuated a study visit to the Bosnian judicial authorities concerning issues in this area, and for the first half of 2007 several
visits to the Tribunal are planned. In the first half of 2007, the Academy for Training of Judges and Public Prosecutors is going to
organise seminars related to this subject.

International Criminal Court

The Republic of Macedonia is a contractual party to the Rome Statute establishing the International Criminal Court and ratified the
Rome Statute on 06.03.2002, as the 54" country to do so, prior to its entry into force by the 60t ratification on 01.07.2002, thus
manifesting its strong support to the establishment of the Court. The Republic of Macedonia is still providing strong support to the
International Criminal Court and is committed to strengthening of its role and for its universal recognition. The Republic of
Macedonia also acceded to the Agreement for Privileges and Immunities of ICC.

On 30 June 2003 the Government of the Republic of Macedonia and the US Government signed an Agreement regarding the
Surrender of Persons to the International Criminal Court (published in Official Gazette of Republic of Macedonia No. 70/2003).
Having regard to the recommendations of the “EU Guiding Principles Concerning Arrangements between a State Party to the
Rome Statute of the International Criminal Court and the United States Regarding the Conditions to Surrender of Persons to the
Court”, adopted on 30 September 2002, concerning the nationality of the persons who are not surrendered to the Court, the
Republic of Macedonia concluded the Agreement on nonreciprocal grounds, i.e., it shall be applicable only to “persons form the
United States of America”, and which is not a State Party to the Rome Statute. The Agreement does not apply to citizens of the
Republic of Macedonia.

Pursuant to the EU Guidelines, the Agreement contains a provision concerning the restriction of its applicability, i.e., providing for

its unilateral termination by any of the two contractual parties. The full alignment with the EU Guidelines and rules is a medium-
term priority.
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2 ECONOMIC CRITERIA

Towards meeting the Copenhagen economic criteria

During the past 15 years, the Republic of Macedonia has achieved significant progress towards meeting the Copenhagen
economic criteria. As explained in the National Strategy for EU Integration of the Republic of Macedonia, the country is committed
to continuing this process and it expects to meet all aspects of the criteria in the next medium-term period.

The Chapter comprises three sub-chapters. The Introduction gives a short review of the recent macroeconomic development of
the Republic of Macedonia. The next two sub-chapters state briefly the main policy activities/measures to be undertaken by the
authorities so as to fully meet the Copenhagen economic criteria. These policy activities/measures are also aimed at responding
to the short-term and medium-term economic priorities defined in the European Partnership. The second sub-chapter presents
policy activities/measures focused on meeting the short-term priorities of the European Partnership, to be introduced so as to
strengthen the functioning market economy. The third sub-chapter is focused on policy activities/measures with regard to
medium-term priorities set in the European Partnership, aimed at enhancing the capacity of the country to successfully deal with
the competitive pressure and market forces in the EU.

INTRODUCTION

After the realised 4.1% of GDP growth in 2004, economic activity in the Republic of Macedonia continued developing with the
same intensity in 2005 as well, reaching 3.8% of GDP growth rate. At the same time, the average inflation rate (measures through
the costs of living) remained very low at 0.5%. The realisation of these two macroeconomic aggregates is fully in accordance with
the early-year projections, with slight deviation in inflation rate, initially projected at 1.2%.

Unlike 2004, when the industrial production had negative contribution to GDP growth, in 2005 the industry was the main driver of
the intensified economic activity. Although at the beginning of the year the growth in this sector was projected between 5% and
5.5%, realisations at the end of the year showed 7% growth of the industrial activity, significantly above the projected level.
Thereby, growth was not concentrated in few sectors; on the contrary, 70% of the industrial sectors experienced positive results in
2005. Still, the highest growth was registered in the traditional exporting sectors, such as base metals industry (33.4% growth),
food industry, production of construction materials (21.4%), oil industry, production of electrical machines etc. Such production
growth was also supported by the restarting of several key industrial facilities at the end of 2004 as well as by the generally
improved business climate in the country.

With regard to the other sectors of the economy, higher growth compared to the projections was registered in trade (7.9%),
transport and communications (6.1%), tourism (6.6%) and the financial sector. Negative trends were registered only in
construction, where delayed construction of major infrastructure projects caused negative growth rate in 2005. Similar to the
previous years, the GDP structure remained almost unchanged, with industry accounting for almost one quarter (25%), while
regarding other sectors, the most significant share of approximately 13% includes trade, financial intermediation and public sector,
followed by agriculture with 10%.

Table 1: Growth rates and contribution in GDP growth by economic sector

Growth rate (%) Contribution to growth
2004 2005 2004 2005
Agriculture 6,2 0,2 0,7 0,4
Industry -0,8 4.4 -0,2 11
Services 53 1,8 2,8 2,2
GDP 41 3,8 41 3,8

Source: State Statistical Office and calculations of the Ministry of Finance

On the expenditure side, growth in 2005 was basically driven by the higher final consumption and positive contribution from net
export, accounting for 2.0 and 1.6 percentage points respectively in the total GDP growth of 3.8%. At the same time, as a result of
the slowed-down investment activity, contribution of gross investments in the overall growth was law, amounting to around 0.3
percentage points. In the final consumption, growth was driven by higher private consumption which, in turn, driven by salary
growth, higher transfers and higher credits to the private sector, grew by almost 4% on annual level. Within these frameworks, the
disciplined fiscal policy and budget surplus resulted in almost neutral contribution of public consumption in the total GDP growth.
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According to the preliminary data from the State Statistical Office, quarterly data on 2006 GDP show real growth by 2.8% in the
first three quarters of the year. This growth was mainly a result of the growth in services, whereby the trade grew by 5.4%, and
transport and communications by 6.9%. Still, performance in the overall real sector is somewhat lower than projected due to the
low industrial growth and low growth in the construction sector. Thus, in 2006 industrial production grew by 2.5%, while the
projected annual growth was 4.1%. Thereby, more significant decline was registered in publishing (18%), furniture production
industry (22%) and supply of electricity, water and gas (0.6%).

Table 2: Growth rates and contribution in GDP growth by economic sector

2005 2006
Production side I I Il \Y 2005 I Il I -IX 2006
Agriculture 1,2 07 00 -0 02 09 08 0,5 0,7
Industry 23 105 35 1,7 4.4 0,5 1,6 4,2 2,1
Services 0,6 11 26 2,9 1,8 33| 32 3,0 3,2
GDP 2,8 48 4,0 3,7 3.8 24| 26 3,1 2,8

Having in mind the absence of comprehensive data on domestic consumption in the Republic of Macedonia, the analysis of the
expenditure side of the GDP was made on the basis of high-quality assessments in accordance with the trends in the components
of the domestic consumption, as well as of leading indicators, whereby such analysis points out that growth in 2006 was higher
than the one calculated on the production side. Registered growth of public consumption in the three quarters of 2006, as well as
the assumed growth of personal consumption on the basis of salary growth, higher crediting to the citizens, retail turnover, higher
inflows with regard to private transfers, as well as higher import of consumer goods point to 4.5-5% growth of the final
consumption in the first half and a positive contribution to GDP by approximately 5%. At the same time significant growth of
investments in machines and equipment by 20.2% in the observed period points to a high positive share of gross investments in
GDP growth. The risk in such assumption is posed by investments in construction, still lacking preliminary data, but taking into
account the performance of construction in the three quarters of 2006 (only 0.3% growth), most probably, their growth is relatively
low. On the basis of the preliminary data, export and import growth rates show negative contribution of net export to the GDP
growth of approximately 2-2.5%.

Growth of the economic activity in 2006 caused growth in the trade volume, whereby export of goods grew by 17.6%, while the
import grew by 16.6%. Such trends contributed to foreign trade deficit of approximately 14.7% compared to the one last year.
Such situation is largely caused by the significant rise of oil price on the world stock markets, i.e. oil accounts with approximately
51% in the trade deficit growth.

Higher export and high inflow of private transfers in the past period resulted in lower deficit in the BOP current account and
appreciation pressures on the denar exchange rate on the foreign exchange market. In order to maintain the stability of the denar
nominal exchange rate to the euro, the observed period showed excess of net redemption of foreign currency on the foreign
exchange market through the foreign exchange transactions of the NBRM.

Trends in the real effective exchange rate (REER) are significant indicator of the measurement of competitiveness of the national
economy. Denar REER in the period 2001-2006 was relatively stable, showing that competitiveness of the exporters on the
foreign markets is maintained, resulting mainly from the lower prices in the national economy in relation to the most significant
trade partners, whereby its level in 2006 was almost unchanged in relation to 2005. The competitiveness in relation to the most
significant trade partners from the Eurozone (8 countries were included in the calculation) is also relatively stable, whereby in
2006, in conditions of lower prices in the Macedonian economy compared to the euro zone, slight appreciation of approximately
1% was of REER was registered.

Performance in the real sector and the intensification of economic activity positively reflected on the social aspect, i.e. labour
market. Thus, in the third quarter of 2006 the employment rate grew by 3.5% compared to the same quarter last year and the
unemployment rate declined by 0.6 percentage points. Still, taking into account the high unemployment in the Republic of
Macedonia (35.9% in the third quarter of 2006), overcoming this problem requires higher GDP growth rates, mainly through micro-
policies as well as intensification of active labour market policies.

The existence of a functioning market economy. Functioning market economy exists when there is relatively high level of
harmonisation of the essential elements of the economic policy in the country, i.e. in the case of equilibrium between the supply
and the demand through the free interplay of the market forces, implementation of a legal system, including regulation of
ownership and in the case of established and developed financial system and absence of significant market barriers to entry in
and exit.
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Broad political consensus on the essential elements of the economic policy with regard to the key issues and interests of
the Republic of Macedonia, such as: a) integration of the Republic of Macedonia into the EU and NATO; b) intensified economic
development, job creation and poverty reduction; ¢) reforms in the judiciary that should strengthen the efficient and continuous
enforcement of measures for fight against any form of crime, including organised crime and corruption; d) implementation of
measures from the Framework Agreement; e) decentralisation; there is a broad consensus between the political parties. This can
be confirmed by the fact that economic and political programmes of the biggest political parties in the country have very similar
objectives with regard to these issues. Regardless whether the political party is in office or in opposition, there is no significant
difference with regard to these strategic objectives and the initiatives for their achievement.

Broad support to the strategic priorities, objectives and initiatives of the Government was also ensured by the social partners:
trade unions, as representatives of the workers, and economic chambers, as representatives of the employers. Regular meetings
are held as well as public debates between the Government and the social partners.

There is also overall popular support to the EU accession. Aware that the process for EU membership would be lengthy and
complex, the Government of the Republic of Macedonia launched a campaign for raising public awareness, focused on informing
the citizens on the EU membership as well as on the conditions — political, economic, legal and institutional — the country should
meet so as to become an EU member. The result of this campaign was shown in the last polls, where 91% of the population
supported the EU accession.

Economic policies implemented so far in the Republic of Macedonia are aimed at macroeconomic stability. However, in the future,
these activities of economic policy will be shifted towards structural reforms, aimed at job creation and reduction of external
imbalance, while keeping the gains of the macroeconomic stabilisation. These objectives are fully compliant with the Copenhagen
economic criteria.

During the last decade, the Republic of Macedonia closely cooperated with the multilateral financial institutions. The support by
the IMF played an important role in the monetary policy and exchange rate policy, the fiscal consolidation, as well as in the
implementation of prudent policies for supervision in the financial sector, while the World Bank and the EBRD are involved in the
policymaking and implementation of policies for structural reforms. This cooperation was strengthened through the three-year
Stand-By arrangement with the IMF and the three-year Programme Development Policy Loan of the World Bank, both signed in
the second half of 2005. The new four-year strategy for partnership of the Republic of Macedonia with the World Bank is expected
to be approved by the Board of Directors of the World Bank in March 2007.

Throughout the period of transition that the Republic of Macedonia undergoes, due to external and non-economic shocks, as well
as due to lack of information and experience from the developed countries on the manner of functioning of the modern market
economies and the absence of interaction between various social groups, part of the structural reforms were slow. The
consequences therefrom are low level of competitiveness and profitability. Microeconomic reforms are a precondition for reaching
the necessary level of functioning market economy. Trade unions and economic chambers are also aware of the need to intensify
structural reforms. They agreed that intensifying these reforms is necessary and that the social dialogue should be strengthened.
Recently approved Law on Labour Relations ensures a legal framework for strengthening of the cooperation between the social
partners and is focused on establishing conditions for achieving agreement on the new collective agreements.

Most frequently asked question in the media, in addition to the process of decentralisation and transfer of competences to local
government was regarding the Law on Labour Relations for which, after broad discussions, agreement was reached between
social partners and political parties, taking into account that it contains experiences from European countries on enhancing the
market flexibility as a measure to encourage demand for labour, and at the same time, raise the entry of foreign direct
investments.

In order to establish efficient market economy, the process of preparation of regulations includes representatives of the business
community and the Association of Trade Unions of the Republic of Macedonia. This is a continuous process aimed at growing into
mandatory consultations of all interested parties in the preparation of the regulations adopted by the legislature.

There are realistic expectations that the broad consensus and the support by all social groups and political parties would continue
and strengthen regarding the basic orientation of the Macedonian economy on medium term. The main joint orientation will
continue to be the fulfilment of economic criteria for functioning of the market economy, encouraging economic growth, creating
business climate as preconditions for facing the competitive pressure and market forces within the EU.

Macroeconomic stability, including adequate price stability, and sustainable public finances and external accounts. The
Republic of Macedonia has achieved a solid level of macroeconomic stability after the internal security crisis in 2001. The low and
predictable level of inflation, measured through the CPI (2000), is one of the main features of the Macedonian economy, with an
average of 2.3% annually in the period 1996-2004. The country has also specific low levels of central budget and general budget
deficits. This is a result of the significant fiscal consolidation made during the past three years. The central budget deficit was
reduced from 5.3% of GDP in 2002 to a surplus of only 0.5% in 2005. With respect to the general government budget, the deficit
of 5.6% of GDP in 2002 was reduced to the level of balanced budget with very low surplus of 0.3% of GDP in 2005. Such trends
contributed to the Republic of Macedonia obtaining a positive rating by international credit rating agencies.
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Although the country has achieved solid level of macroeconomic stability during the past years, through a combination of policies
involving a prudent monetary and fiscal policy to de facto fixed exchange rate, this process was accompanied by modest
economic growth (2.8% in 2003, 4.1% in 2004 and 3.8% in 2005) and a continuously high level of unemployment (over 35%). The
country is also characterised with continuously high external imbalance, initially high trade deficit (trade deficit of 20.9% of GDP in
2004 and 18.3% of GDP in 2005 as well as current account deficit of 7.7% of GDP in 2004 and 1.4% of GDP in 2005). This
reflects significantly high dependence on import, as well as the relatively low export, and its vulnerability is greater due to the high
concentration of export in certain sectors. Experience showed that insufficient external competitiveness of Macedonian goods and
services is caused largely by the unfavourable export structure, resulting in absence of reaction on the supply side. Weaknesses
in growth, employment and external sector clearly point to the need to supplement the macroeconomic achievements with
structural reforms focused on improvement of the business climate and competitiveness.

Trends in the stock and structure of public debt within the set targets

Total public debt as percentage of average GDP, calculated according to the GFS methodology, in December 2005 was 48.5%,
while during 2006 it declined and in December 2006 it was 41.5% of the average GDP. The stock of public debt is within the
Maastricht criterion on public debt, according to which the general government debt must not exceed 60% of GDP. This debt
includes treasury bills for monetary purposes since they are issued by the Ministry of Finance.

According to the second methodology for calculation of public debt, i.e. pursuant to the Law on Public Debt of the Republic of
Macedonia, total public debt as percentage of average GDP in December 2005 was 44.0%, and in December it was 35.9%.

As of December, the share of domestic and external debt in the total public debt was 39.7%, i.e. 60.3%. There is an upward trend
for increase of the share of the domestic debt in the total public debt while the share of external debt declines. This trend means
gradual reduction of the exchange rate risk for the debt portfolio of the Republic of Macedonia, through growth of the denar-
denominated debt, and decline of the debt denominated in foreign currency.

From the aspect of the interest structure, there are positive changes in both domestic and external public debt. If we observe the
objective of the strategy to increase the fixed interest rate portion of the debt, in the course of the analysed period, external public
debt with fixed interest rate grows (the debt towards the London Club of Creditors that was with variable interest rate to be
replaced with fixed interest rate debt through the issuance of the Eurobond). With regard to the domestic public debt, the fixed
interest rate debt declined as a result of the issuance of treasury bills for monetary purposes, which are considered as variable
interest rate debt.

The currency structure of the public debt also showed positive changes, also aimed at increasing the portion of public debt in
national currency and the debt in euros. Thus, as a result of the buyback and the greater issuances of government securities and
treasury bills for monetary purposes by the end of 2006, the debt in euros and denars, compared to 2005 grew by 3.5 percentage
points, i.e. by 7.9 percentage points respectively, and public debt in US$ declined by 11.6 percentage points.

Prices and trade Liberalisation (equilibrium of demand and supply established by a free interplay of market forces)

Prices of goods and services in the production and trade in the Republic of Macedonia are set freely according to the market
conditions. Only in certain activities for which no conditions for competition on the market exist and for the purpose of preventing
the monopolistic behaviour, the prices are still under administrative control.

In the process of transition towards market economy, total share of prices under administrative control was gradually reduced.
This government measure for setting the ceiling prices in the period 2001-2003 covered only approximately 11% of the retail
prices.

The Energy Regulatory Commission began working in 2004. As a result, prices of certain types of energy were transferred within
its competences, thus significantly reducing the scope of administratively set ceiling prices by the government. Prices of
telecommunication services also became subject to regulation by an appropriate regulatory body.

Since the beginning of April 2005, the possibility to apply the government measure for setting the ceiling prices ceased, so now
the prices of certain products and services in the public sector are set by the management boards of the public enterprises.
According to the Law on Public Enterprises, public enterprises are bound to obtain approval to raise their prices either from the
Government or from the local community, depending on their founder. Hence, at the country level, prices are set for products and
services in certain activities in the field of traffic (postal services, railway transport, and airport services) as well as in the field of
growing and exploiting forests. At local level, by giving consent for the prices of certain services and products, prices are set in the
production of raw water for water supply of the citizens and the economy, production and distribution of drinking water,
wastewater treatment and drainage (excluding water treatment stations), maintenance of city and settlement sanitation (landfills)
and funeral services.

The Government of the Republic of Macedonia undertook activities to liberalise the telecommunication sector through reducing
the telecommunication costs and expand the access to the Internet, thus resulting in reduction of the costs of business. In
January 2007, the Agency for Electronic Communications reduced interconnection prices by 300%. This facilitated competition in
the fixed telephony and led to entry of the second fixed-line operator “On.Net”, owned by the Slovenian Telecom. In February
2007 the procedure for international public tender for entry of a third mobile operator ended and the Austrian Company Mobilcom
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was selected. This created conditions for reduction of the prices of the telecommunication services, as a fundamental gain of the
progress in the process of liberalisation of this market.

With regard to the trade liberalisation, the Republic of Macedonia is committed to having an open economy so as to overcome the
disadvantage of being a small market and to create institutional environment that would enable access to the Macedonian goods
to foreign markets. The country began the trade liberalisation process in the 1990s, but it was intensified when it became a
member of WTO in 2003 (Protocol for accession of the Republic of Macedonia to the WTO entered into force on April 4, 2003).
The Republic of Macedonia has also signed 11 Free Trade Agreements. Such agreements facilitate the regional trade
cooperation with the Southeast European countries, aimed at preparing the Republic of Macedonia for faster integration into the
EU. Under The Law on Energy (Official Gazette of the Republic of Macedonia No. 63/2006) the electricity market is open for the
consumers connected to the high-voltage grid (27% of the consumers). Under the Agreement on Energy Community which the
Republic of Macedonia signed on 25 October 2005 and ratified on 29 May 2006, the electricity and natural gas market will be
liberalised for all commercial consumers as of 1 January 2008 and for the households as of 1 January 2015.

On 19 December 2006 in Bucharest, under the auspices of the Stability Pact and the European Commission, the Agreement for
Accession and Amendments to the Central European Free Trade Agreement (CEFTA) 2006 was signed by: Albania, Bosnia and
Herzegovina, Bulgaria, Croatia, Macedonia, Montenegro, Moldova, Serbia, UNMIK Kosovo and Romania. This modern
multilateral agreement in the SEE region, expected to enter into force in the course of 2007, extends the cooperation by including
new areas such as services, public procurements, investments, protection of intellectual property and in a way enhances the
quality of the regional cooperation. The new CEFTA 2006 will abolish export subsidies, reduce trade barriers and expand
cummulation of the rules on the origin of goods. Hence, positive effect on trade is expected, especially the trade in agricultural
and food products where export subsidies are most widely used and where non-tariff barriers are applied, as well as in the trade
with industrial products by applying expanded cummulation by using raw materials from all CEFTA 2006 members and from the
Member States of the European Communities, Turkey and EFTA. The Republic of Macedonia will be the host country of CEFTA
in 2007.

Ability of the financial sector to channel the savings towards productive investment (banking sector, non-banking
financial institutions). The transition towards market economy in the Republic of Macedonia, similar to other countries in
transition, required dramatic change of the role of the financial sector, and the main challenge in this area was the development of
an efficient system of financial markets and institutions. There are at least two reasons why the restructuring of the financial sector
is of strategic significance for the country. First, without active financial markets, its economy has no alternative allocation
mechanism. Second, through the financial institutions, the resources can be focused directly, from the net savers to the net users,
in general, the enterprises and private sector.

Although the financial sector was significantly restructured in the course of the past years, it is still not internationally competitive
in terms of diversified products, stability and costs, and remains small in both absolute and relative terms. Accordingly, the key
objective in this area is to increase competition in the financial sector to the extent ensuring its successful financial integration in
the global market for financial services. A well functioning financial system would raise the level of national savings, reduce the
cost of capital for the enterprise sector and improve the scope and quality of the financial services available to savers and
investors. Policy measures required for achieving the indicated prices in the financial sector, in general, comprise four groups;
those being competition, restructuring, supervision and direct harmonisation of the legislation of the Republic of Macedonia with
the EU acquis although the relative importance of each group of measures differs between the financial sub-sectors.

Policies related to the development of the banking sector in the short run are aimed at achieving two priorities: - market
liberalisation and sector stability. In the first half of 2007 the laws would enable establishment of foreign banks in the Republic of
Macedonia whereby the entry in the market through commercial presence shall be fully liberalised and harmonised with the
acquis. At the same time, a legal framework shall be adopted for establishment of non-banking financial institutions. The stability
of the banking sector will be strengthened through strengthening of the prudential standards and standards on efficient bank
supervision, in accordance with the EU acquis and best international practices.

While the main priority in the area of banking is strengthening of the capacity of the banking supervision and the transition towards
risk-based supervision in the insurance will be focused more on further legal harmonisation with the EU Directives (with special
emphasis on the strict requirements for licenses and risk management rules) and enhanced supervision through establishment of
adequate independent supervisory body having legal authority and instruments to implement timely and effective supervision of
the insurance industry. Further expansion of the financial sector would be ensured through various policy measures, ensuring
development of innovative financial instruments and non-banking financial institutions, such as credit companies, agricultural
lenders, other small and micro lenders, investment funds etc.

Banking. Taking into account that banks dominate the financial sector in the Republic of Macedonia and are major source of
credits to the economy, restructuring of the banking sector is at the top of the financial reforms. This sector experienced major
changes in the past years so as to adjust to the competitive market conditions. Unlike many countries in transition, which in the
second half of the 1990s faced banking crises, the Republic of Macedonia managed to avoid such crises. The same is also true
for the years when the country suffered strong non-economic shocks - Kosovo crisis in 1999 and the crises caused by the internal
conflict in 2001.
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On 30 September 2006, the bank sector in the Republic of Macedonia comprised 18 private universal banks, 1 state-owned bank
with specific functions which are no competition for the commercial banks and the 12 savings houses. From the aspect of the
ownership structure, the share of the state-owned banks is below 5% of the total capital of the banking system, while foreign
capital is present in 17 banks. In 8 of these banks, foreign owners represent the shareholding majority with 50.1% in the total
capital, i.e. 52.5% of the total assets of the banking sector. Of these 8 banks, 4 are subsidiaries of foreign banks. In the course of
2005 and 2006 what has been noted is the greater interest of some reputable international banks to enter in certain banks in the
Republic of Macedonia.

As of 31 December 2005 the level of financial intermediation, calculated as ratio to the total assets, gross credits and total
deposits in relation to GDP of the Republic of Macedonia grew and it is 49.4%, 24.2% and 34.5%, respectively. As a comparison,
on 31 December 2004 these indicators were 44.6%, 21.7% and 31.1%, respectively. Still the level of bank intermediation in the
country is still fairly low if compared to the CE countries that became EU members recently. Financial intermediation, as a ratio
between total assets and GDP, as of 31 December 2004 was 91.4% in Slovenia, 60.9% in Poland and 99.8% in the Czech
Republic on 31 December 2003. Still, on 31 December 2004 the level of financial intermediation (as assets to GDP ratio) in the
Republic of Macedonia was higher compared to Romania (38.3%), which shall become member of the EU as of 2007. As of 30
September 2006 inclusive, total assets of the banks in the Republic of Macedonia amounted to Denar 157.8 billion, while bank
capital amounted to Denar 21.7 billion.

Results of the banking sector in the Republic of Macedonia are very good. This can be confirmed by the greater confidence by the
population reflected through the growth of saving. At the end of 2005, the deposit base reached a level of Denar 98 billion and
grew by 19% compared to 31 December 2004. The level of deposits from non-financial entities continues to rise in 2006 as well,
and on 30 September 2006 it reached the highest level since the monetary independence of the Republic of Macedonia and
amounted to Denar 113.2 billion, which is annual growth by 23.6%. The positive results of the Macedonian bank sector also
reflect its profitability indicators. In 2005, the sector showed positive financial results of Denar 1.7 billion, 1.3% return on assets
(ROA) and 6.3% return on equity (ROE). For the first nine months of 2006 the profit was Denar 1.9 billion, similar to the profit in
2005. The return on assets, i.e. return on equity for the first nine months of 2006 was 1.7%, i.e. 11.1%, respectively.

Strengthening of the capacity of bank supervision plays an important role in increasing the stability of the bank sector. The
National Bank of the Republic of Macedonia, as regulatory body of the bank sector, plays this role on the basis of the provisions
under the Law on the National Bank and the Banking Law. The activities of the National Bank in the area of strengthening of bank
supervision are aimed at adoption of the new Law on Banks, as well as at successful implementation of the adopted risk-based
supervision plan. The new Law on Banks shall further strengthen the shareholder criteria (prior approval for acquiring qualified
share in a bank, with an opportunity for the National Bank to revoke previously issued approval, as well as to sell the shares of a
shareholder who no longer meets the shareholder criteria or who has acquired qualified share without prior approval from the
National Bank), strengthening of the corrective measures the National Bank can undertake as a bank, greater efficiency for the
procedure for exit of a bank from the banking system. Also, the Law would ensure further strengthening of prudential standards,
promotion of bank corporate governance, through strengthening of the role and the responsibilities of management bodies,
internal control systems, the role of the external auditor, enhancement of the transparency in the performance of financial
activities, strengthening of the accounting standards etc. The new Law shall precisely determine the types of risks the banks are
exposed to and make a step further towards harmonisation to the new Basel Capital Accord through the provisions for
strengthening the market discipline of the banks, as well as risk management provisions with the type and scope of bank
activities.

Although the quality of assets and financial results of Macedonian banks have improved significantly in the past years, the bank
sector in the country still faces a number of actual and potential risks. What they have in common is the absence of bank
restructuring activities required for effective adjustment of the challenges from the EU accession and in general, challenges of the
global liberalisation of financial services. In addition to competitiveness, another area requiring further improvements refers to
deepening of the banking sector. Despite the progress during the past years, the sector should be further developed, compared to
the CEE countries — recent EU members.

On 31 December 2005, the share of monetary aggregates M1 (narrow definition) and M2 (broad definition of money supply) of
GDP was 10.4% and 36.3%, respectively. With regard to the previous year, the share of M1 money supply remained unchanged,
pointing to a stable level of transaction demand for money, while the share of broader money supply grew by around 3 percentage
points, pointing to gradual deepening of the degree of monetisation of the economy. This trend is expected to continue according
to the realised 25% growth in M2 money supply in 2006. As a comparison, the average share of M1 and M2 monetary aggregates
in GDP for the ten new EU Member States at the end of 2005 was 34.1% and 67.2%, respectively. However, the two new
countries that joined the EU in 2007 - Bulgaria and Romania have lower than average share, which is still higher than in the
Macedonian economy and it is 19.2% and 45.3% for M1 and M2, respectively.

On 31 December 2004, major part of the credits to enterprises were short-term, with a 40.2% share in the gross credits to
enterprises, while the share of long-term credits to enterprises was 36.7%. But, as of 30 June 2005, long-term credits to
enterprises became a dominant category, with a 41.6% share in the gross credits to enterprises, while the share of short-term
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credits to enterprises was 37.9%. On 30 September 2006, long-term credits to enterprises kept and strengthened their dominant
position, with a 48.6% share in the gross credits to enterprises, while the share of short-term credits was 33.8%.

Capital markets. In the past decade, the securities market was established as a significant financial institution complementary to
the banking sector. Despite the dynamic growth of the securities market in the past years, this segment of the Macedonian
financial sector remains underdeveloped according to Western standards in terms of its depth. This can be confirmed by the
indicators usually used to summarise the role of the securities in the financial intermediation. Total capitalisation on the market at
the end of 2006 amounted to EUR 1,822 million, which was 36.71% of GDP in 2006.

Trading with securities in the Republic of Macedonia is performed through the Macedonian Securities Stock Exchange,
established in 1995. In the course of 2005 and 2006, the trading dynamics on the Stock Exchange significantly grew. Total trading
on the Stock Exchange (traditional trading) in 2005 amounted to EUR 109.5 million, 143.52% growth of turnover compared to
2004, while the total turnover on the Stock Exchange (traditional trading), excluding the block transactions and public stock
exchange auctions in 2006 amounted to EUR 176.4 million, which is 61.08% growth compared to 2005. Macedonian stock market
index on 31 December 2006 amounted to Denar 3,702.54 or EUR 61.51 which in relation to 31 December 2005 grew by 61.54%.
The number of companies listed on the Macedonian Stock Exchange on 31 December 2006 was 43.

The reasons for the market growth in 2005 and 2006 are mainly the greater transparency, publishing and availability of financial
information, greater diversity of offered securities, greater interest by foreign investors, starting from the two new pension funds
that started collecting and dealing in financial resources on 1 January 2006, sale of shares according to their accounting value
(less valued securities) and possible takeovers.

The Securities and Exchange Commission regulates and controls the participants on the market in terms of their operations with
securities on the territory of the Republic of Macedonia and within its legal competencies and authorisations, it is responsible for
legitimate and efficient functioning of the long-term securities market and for protection of the investors' rights. In order to further
improve the legal framework for issuance and trading in securities and to further harmonise it to the EU legislation, the Assembly
adopted a new Law on Securities on 7 November 2005. By the end of 2006, the Securities and Exchange Commission adopted
58 bylaws to the Law on Securities and requested technical assistance for 3 bylaws. In the first quarter of 2007, the Securities and
Exchange Commission has an obligation to prepare a Strategy for strengthening of the role and the functions of the Securities
and Exchange Commission in the area of the capital market control. The Strategy of the Commission should identify the areas
and capital market participants with the biggest probability to be sources of breach of regulations for dealing with securities and
frauds. After identifying the areas with the biggest risk, the Securities and Exchange Commission will be able to more efficiently
allocate its resources by concentrating on the issues and entities with the highest risk.

Other segments of the capital market also face significant events, and are expected to have positive effect on the expansion and
deepening of this segment of the financial system. In the second half of 2005, two pension funds management companies started
working, collecting and dealing with financial resources from 1 January 2006. New development is also expected in the area of
investment funds. For the present, no such funds exist in the country. The adjustment of the legislation in this area, envisaged for
the second half of 2007, is expected not only to improve the legal framework in this segment of the financial industry, but also to
fully harmonise Macedonian legislation in this area with the EU acquis.

Insurance: As 31 December 2006 inclusive, there are 10 private insurance undertakings registered in the Republic of Macedonia
(compared to 2001) and 5 insurance brokerage companies operating as brokers between insurance undertakings and their
clients. Out of 10 insurance undertakings, one insurance undertaking has a licence to perform non-life insurance and reinsurance
activities, one insurance undertaking has a licence to perform life insurance activities, while the remaining eight are registered for
performing non-life insurance activities. By the end of 2006 the share of foreign capital on the insurance market was 62.5%. Four
insurance undertakings are fully with foreign capital.

The level of gross premiums calculated in 2005 according to the financial statements of the insurance undertakings was Denar
5,105 million, equivalent to only 1.96% of GDP. The earned gross premium in the first three quarters of 2006 was Denar 4,095
million, i.e. 6.89% growth compared to the same period last year. Only in the 4™ quarter, the gross premium amounts to Denar
1,568 million, meaning 26.4% growth compared to the average gross premium in the first two quarters of the year. If the 4
quarter shows continuation of the trend of gross premium policies according to the average performance in the first three quarters,
total gross premium in 2006 would grow by 5.7% compared to the performance in 2005. Of the total calculated gross premium in
the first three quarters in 2006, Denar 97.4 million, i.e. 2.38%, refer to life insurance, which is 26.34% growth compared to the
same period last year.

The structure of offered products is rather underdeveloped. Major portion of the calculated premium accounts for insurance of
motor third party liability insurance (compulsory insurance) with 45.92% of the total calculated premium in the first three quarters
of 2006, followed by property insurance with 26.15%.

The insurance market is characterised by relatively high market concentration at the end of the 3 quarter of 2006, i.e. the share
of the gross premium of the two biggest insurance undertakings in the total gross premium on national level in the reporting period
is 51.7%. This is a 6.6% decline in relation to the level of market concentration which was present on the insurance market at the
end of 2005.
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These numbers clearly show that the insurance sector in the Republic of Macedonia is rather underdeveloped according to the
EU standards both in terms of the premium level and in terms of its structure.

The basic legal framework regulating the integration, operations and supervision of the insurance undertakings and insurance
brokerage companies in the Republic of Macedonia is the Law on Supervision of Insurance. In certain aspects, the Law is
harmonised with the EU acquis in the area of insurance, but further transposition is required in several areas, especially in the
area of insurance supervision. The Draft Law on Amendments to the Law on Supervision of Insurance which should be adopted
by end-March 2007 would set the legal framework for establishment of an independent insurance supervisory body. According to
the Draft Law, in the course of 2007, the competences with regard to the supervision of the operations of insurance undertakings
should be transferred to the new Insurance Supervision Agency, which, pursuant to the Law, will be independent in the decision-
making and acting.

Ownership and enterprise restructuring (privatisation and structural reforms). Privatisation of the socially-owned
enterprises is almost complete. In the course of privatisation, socially-owned enterprises in almost all economic sectors were
privatised: industry, construction, trade, transport, crafts, tourism, agriculture, insurance, games of chance and services. Under
the restructuring programmes, parts of the enterprises were liquidated and part successfully transformed or found foreign
investors.

Thus, in March 2005, the Privatisation Agency ceased to exist. The remaining social and state capital, as well as the property
transferred to the Agency from the privatised enterprises, is being sold by the institutions — legal successors of the Agency. Next
stage in the process of privatisation is transformation of public enterprises.

Of the fully state-owned enterprises, the Macedonian Telekom was privatised first. With regard to the remaining 34.813% state-
owned shares, the Government, after the completion of the audit of the 2005 accounts of AD Makedonski Telekomunikacii, will
make a decision on the appropriate model for disposal of the remaining state-owned shares.

The privatisation of major part other public enterprises was enabled by adoption of special laws, such as: Law on Healthcare, Law
on Institutions, Law on Culture, Law on Transformation and Privatisation of the PE Macedonian Railways and Law on
Broadcasting Activity. On the basis of these laws, in the course of the past two years, pharmacies, spa resorts and several
cinemas were privatised, and this year, the remaining cinemas and the 29 local radio stations are expected to be privatised. This
year, the three biggest public enterprises will be transformed and privatised. PE Makedonski Sumi, PE for Management of
Housing and Business Premises and PE Macedonian Railways.

PE Macedonian Railways underwent significant restructuring, whereby its activities are in the stage of division into two new
entities: for transport and for infrastructure. The division and establishment of these two new companies would be completed by
the end of the second quarter of 2007. The intention is to privatise the section on transport, while leaving the infrastructure state-
owned.

In the course of 2007, full reorganisation of the Macedonian Radio Television is envisaged so as to improve the quality of services
and increase the independence of this national public service.

In the energy sector, after the separation of the electro-transmission system and management system in a separate state-owned
company (AD METSO) in 2004, reforms in the electricity sector continued in 2005 pursuant to the Law on Transformation of JSC
Electric Power Company of Macedonia (Official Gazette of the Republic of Macedonia No. 19/2004) by separating the generation
capacity into a new enterprise (JSC EPGM) and separate thermal power plant JSC TEP Negotino, whereby JSC EPCM continued
carrying out electricity distribution and supply to around 700,000 consumers. In 2006 JSC EPCM was privatised by selling 90% of
the shares to the Austrian company EVN AG, through a public tender.

In the production area, the procedure for privatisation of JSC TEP Negotino is underway, through the sale of 100% of the shares
to a strategic investor, who would undertake an obligation to build additional production facility (call for competition announced on
5 January 2007).

With regard to other segments of the energy sector, the Government announced international tender for construction of the hydro-
power plants Cebren and Galiste, for which the pre-qualification phase finished, and by the end of April this year, international
tender will be announced for construction of the hydro-power plant Boskov Most. The first package for construction of 60 small
hydro-power plants out of the total number of 400 will be offered in an international tender by the end of February 2007, followed
by announcements for the remaining small hydro-power plants, to be offered in packages from 60 to 80 per package. In March,
the Government will announce international tender for construction of combined heat and gas power plant in Skopje.

By the end of April this year, the Government plans to change the market model in the energy sector, i.e. through changes in the
Law on Energy, to enable the large industrial consumers to purchase electricity directly from foreign producers, whereby METSO
would no longer have an obligation to supply large consumers with electricity at prices not covering the costs and thus eliminate
operating losses under this basis. This would strengthen the financial stability of this company, significant for mitigating potential
fiscal risks.
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Privatisation also began in the social sector and in the public administration. Part of the non-core activities in healthcare,
education and administration were separated from the state entities and transferred to the private sector.

The 2004 Law on Amendments to the Law on Healthcare for the first time provided an opportunity to transform part of the public
healthcare institutions into private ones through leasing of organisational units of the employees — doctors, to the end of
establishing private healthcare institutions. Pursuant to this Law, the Ministry of Health, in cooperation with all healthcare
institutions, prepared programmes for implementation of the Law for each healthcare institution separately, planning the offices
that could be leased and the parts that remain in the public healthcare system. On the basis of calls for competition, medical
offices given under lease to the doctors working in those medical offices, together with the medical equipment they have.

This change in the Law enabled privatisation of pharmacies through sale and major part of pharmacies through leasing.
Dentistries working in the primary dental care were privatised through leasing.

The changes in the Law envisaged transformation of the non-core activities in the primary healthcare: legal, economic,
administrative-technical and other similar services.

In October 2005, the second change to the Law on Healthcare was adopted, envisaging transformation through leasing of the
remaining part of dentistries, as well as the primary healthcare.

In 2005 and 2006 parts of the public healthcare system were transformed into private healthcare institutions.

According to the latest monthly reports by the Ministry of Health, so far, 655 general medical offices were privatised, 911
specialised medical offices (gynaecologists, paediatricians, labour medicine), as well as 210 dentistries, whereby 4,324
employees (pharmacists, dentists, medical practitioners and nurses and technical staff) were transferred from the public to the
private sector.

The whole process of transformation is expected to be completed by the end of February.

The Government announced international tender for selection of a consultant, who would provide assistance in the design of a
study for development of Skopje and Ohrid airports. By the end of the third quarter of 2007 the concession or privatisation model
is expected to be determined, which would be followed by international tender for both airports.

The process of restructuring of the public enterprise for postal services Makedonska Posta began in 2006, when it was
transformed into a state-owned joint-stock company. Until July 2007 development strategy will be prepared, determining further
restructuring activities.

Absence of more significant barriers to entry (business start-up) and exit from the market (bankruptcy, liquidation).

One of the priorities of the Government of the Republic of Macedonia is creation of a favourable investment climate and
encouragement of the private sector development through reforms in the business environment and strengthening institutional
capacities. To this end, the project for reforms in the business environment and institutional strengthening is underway, designed
so as to implement the European Partnership of the Republic of Macedonia with the European Commission, aimed at promoting
the private sector competitiveness. One of the most important components of this project refers to the regulatory guillotine, which,
until September this year, would include reviewing and simplification of large number of formalities and regulations of business in
the Republic of Macedonia so as to eliminate all inefficient anti-market instruments in the legal regulations involving price controls
and barriers to entry in the market. Only those regulations and formalities would remain that are necessary for improvement of
their quality and they would be contained in the Single Electronic Registry of Signatures, to be published by October 2007. Effects
from the regulatory guillotine are improvement of the business conditions and reduction of the costs of the business entities,
reduction of the number of regulation instruments and their simplification, reduction of bureaucracy and corruption, legal safety for
businessmen and complete picture of the regulatory structure. The regulatory reform, i.e. the procedure for reviewing the
regulations began with a Government decision adopted at the end of November 2006, determining an action plan and establishing
institutional mechanism for its implementation: Coordinative Committee at the highest level, led by the Deputy Prime Minister of
the Government for Economic Affairs, Commission for implementation of the regulatory reform and working groups within the
ministries and other state administrative bodies. The implementation of this project involves the business community and the civil
sector through provision of opinions and proposals for simplification of the regulations. The Chambers of Commerce, the National
Entrepreneurship and Competitiveness Council and the International Council of Investors delegated representatives who
continuously work with the Commission for implementation of the regulatory reform.

Within the regulatory reform, by September this year, the Government will adopt a legal framework for evaluation of the effect of
the regulation, according to which all new draft regulations, using the RIA instruments and techniques, shall be subject to
evaluation regarding their effect on the business sector, including mandatory consultation with the business community.

In order to coordinate and monitor the implementation of the regulatory reform, a Sector for Regulatory Reform was established
within the Government of the Republic of Macedonia, adequately financed and staffed.

With regard to the improvement of the quality of the regulations regarding the business activities and building institutional
capacity, as well as regulations important for entry in the market and their proper functioning and monitoring, the Government
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submitted a proposal for amendments to the Company Law so as to implement the principles of OECD for corporate governance,
improvement of the business climate and attracting foreign investments.?

One-stop-shop system started functioning in the Republic of Macedonia, as of 4 January 2006. The basic legal framework,
established in 2005, was upgraded in 2006 by finalizing the procedures for amendments to the laws, including the last
amendments to the Law on One-Stop-Shop System in 2007.3

The Central Register of the Republic of Macedonia undertook the responsibility for registration as of 4 January 2006 and the
registration of legal entities was significantly strengthened since. Today the one-stop-shop system meets the requirements for one
application, in one counter and in one visit. There is an exceptional electronic database established for all companies and other
legal entities. The Central Register of Macedonia provides accurate information on business partners, it has unified distribution
electronic system for registration of all legal entities, it achieves greater budget savings in the non-core overlaps of administrative
registries and in general, centralised database for all legal entities and ultimately, it provides a basis for macroeconomic
budgeting. This has significantly positive effects on the government policy for attracting foreign investments by elimination of
administrative barriers for registration and application of the European directives and highest standards in this area. Quantitative
indicators show that during 2006, a total of 27,647 applications were registered, of which 10,650 are for establishment of new
companies. The average time for registration of an establishment is 5 days, and for change or deletion 2 days, with a tendency to
be reduced. According to the World Bank publication Doing Business, such setup of the registration process (reduction of the time
from 48 to 5 days, reduction of costs and the number of procedures from 13 to 7) has brought the Republic of Macedonia upward
shift by 53 positions in the area of establishment of companies. The new amendments and modifications to the Law on One-Stop-
Shop System, enterprises can be registered even in 3 days from the day of application. The Central Register is undergoing
reforms so as to regulate the procedure for electronic submission of the annual statements.

Having in mind that the registration of property rights effects the business environment and the investment climate, the
Government started implementing thorough, comprehensive reforms in the Cadastre. In accordance with the adopted Action Plan
for overcoming the difficulties in the operations of the State Authority for Geodetic Works, a systemised set of normative, legal and
institutional activities was prepared. Effects of the reform are the following: 1. simplification of procedures and greater efficiency;
2. introduction of e-cadastre; 3. strengthening human resources and improvement of the working conditions; 4. strengthening of
the communication with the service users and reduction of corruption.

Currently, around 50% of the territory of the Republic of Macedonia is registered in the Cadastre of Real Estate Property, while
the remaining 50% are covered by the Land Cadastre. With regard to the full establishment of the Cadastre of Real Estate
Property in the territory of the Republic of Macedonia, intensive activities are underway for expansion of the Single Cadastre of
Real Estate Property, whereby by the end of 2007, 68% coverage is envisaged, and full 100% coverage is envisaged by the end
of 2008. This would provide legal safety for investors and ensure utilisation of land as collateral in borrowing.

Other significant improvements of the existing regulations that effect the business environment are planned with the new changes
to the Law on Takeover of Joint Stock Companies, thus enhancing the protection of minority shareholders and strengthening the
transparency and financial reporting®.

The adoption of the Law on Audit, harmonised with the relevant European Directives, created conditions for organisation of an
independent audit profession. The Council for audit promotion and supervision, in January 2006 adopted all acts to the Law on
Audit. The Institute of Certified Auditors was established. Large number of activities were realised according to the National
Strategy and the Action plan for reforms in the accounting and institutional strengthening within the Institute of Certified Auditors
(workshops, procedure the associative membership to the IFAC Institute, translation of IFAS, preparation of the operational
architecture of the Institute of Certified Auditors, building capacities for support to the Institute of Certified Auditors etc.)5.

In the process of eliminating the barriers for fast entry on the market, more specifically, the bankruptcy and liquidation procedures,
significant results were achieved in the new regulations. The new Bankruptcy Law is already in force, as well as five rulebooks,
already showing effects of the new legal solutions with regard to acceleration of the procedure, reduced costs, supervision of the
activities of bankruptcy trustees etc. In the period 1 April 2006 — 31 December 2006, the following data were registered in the
Trade Registry and the Registry of Other Legal Entities:

1. Initiated prior procedure 224

2. Initiated bankruptcy procedure 37

3. Initiated and completed bankruptcy procedure 752
On the basis of FIAS study, and as a result of additional research, the Government has adopted a programme for promoting
investments in the Republic of Macedonia (2003-2006) and an action plan as its integral part. The programme provided a
framework guiding the line ministries and other institutions and bodies to propose measures for realisation of reforms by specific
entities and with a specific dynamics.

2 See Chapter 06 Company Law

3 See Chapter 06 Company Law
4

5
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The new Investment Promotion Programme for the period 2007-2010 is under preparation, that would comprise policies and
measures for improvement of business operations, reduction of administrative barriers, and improvement of competitiveness and
attractiveness of the country as investment destination.®

Reforms in the business environment and institutional strengthening, in addition to the regulatory reform cover the system of
metrology, standardisation, testing and quality assurance, for which the competent institutions are the Metrology Bureau, the
Institute for Standardisation and Institution for Accreditation; the competition policy — Commission for Protection of Competition
and access to information implemented by the National Bank and the Central Register.

The system of metrology, standardisation, testing and quality assurance is focused on overcoming the difficulties with
regard to competition of the private sector in the national and foreign markets, resulting from the poor infrastructure and services
of the system of metrology, standardisation, testing and quality assurance. The main objective is to strengthen the capacity of the
national system for delivery of services and ensuring their compatibility with the one in the EU. This is envisaged to be realised
through modernisation of the national infrastructure for metrology; strengthening of the Metrology Bureau, the Institute for
Standardisation and Institute for Accreditation so as to be prepared to work with the respective EU institutions; raising the
awareness of the business sector regarding the challenges and possibilities of the competition in the EU market and assistance in
the preparation of development strategy including institutional and legal framework for approximation of the Republic of
Macedonia to the EU standards.

Competition policy should contribute to greater competition of the private sector through establishment of market competition on
sound bases and encouragement of the production of goods and services with higher quality at lower prices. The main objective
of the competition policy is strengthening of the capacities for implementation of a regime of competition policy harmonised with
the EU. This will be realised through: strengthening of the capacities of the Commission for Protection of Competition and the Unit
for State Aid and its commissioners for implementation of the competition policy in accordance with the EU acquis; strengthening
of the capacity of the Ministry of Economy to design and implement industrial policy measures in accordance with EU
requirements; raising public awareness for issues related to competition policy, including the functioning of state aid and providing
training for the entities involved in competition policy, new law on protection of competition and state aid regime.

Access to information. This component aims at improving the limited access to information, leading to high transaction costs
and hinders investment decision-making. This component would enable the National Bank to implement the credit registry through
provision of positive and negative information on borrowers in accordance with the EU acquis for protection of personal data and
with international best practices. It also envisages support to the Central Register in the organisation and preparation of
information related to businesses, available to the public through establishment of centralised database, promotion of the one-
stop-shop system for faster and smooth registration of business entities and the legal framework for the Central Register and
establishment of system of protection.

Strengthening of the legal system, including the regulation of property rights, enforcement of laws and contracts, and
effectiveness of the judiciary system with regard to economic issues. The analysis and experience show that the judiciary is
one of the most important segments that require serious reforms, so as to strengthen the confidence in institutions, facilitate entry
of investments and accelerate private sector growth. In December 2004 the Government adopted comprehensive strategy for
judiciary reform with an action plan for its implementation. The objective of this strategy is to establish an efficient judiciary
system, based on European standards that would support market economy.

Key issues with regard to the functioning of the Macedonian courts are delays and poor capability to enforce court decisions. In
order to overcome these problems, two new laws were adopted: Law on Civil Procedure, aimed at accelerating the resolution of
cases through introduction of stricter deadlines and the Law on Enforcement, transferring the enforcement from courts to
specialised enforcement agents. The Statute, the Operational Programme and Rulebooks on the operations of the enforcement
agents were adopted. Also, amendments were made to the Law on Enforcement, creating basis for adoption of new Rulebook on
the tariff for enforcement agents. So far, 41 enforcement agents were nominated out of 69. The nominated enforcement agents
were trained. They began working in mid-2006. A Chamber of enforcement agents was established, as legal entity and a
President of the Chamber was selected. Within the Ministry of Justice, a Sector for Supervision of the Activities of Enforcement
Agents, notaries and mediators was established, now in the phase of strengthening its capacity.

To the end of meeting the standards on independent, safe and unbiased judiciary, in May 2006 the Law on Courts was adopted,
elaborating new solutions (Amendments 25, 26 and 27) on the conditions for election of judges, changes in the organisational
structure and competences of the courts, as well as specialisation of judges. According to the Law, specialised court units will be
established in the basic courts, among which units for economic disputes; new Appellate Court in Gostivar will be established, as
well as a new Administrative Court in Skopje. Currently, according to the Court Election Registry, there are total of 624 judges in
all courts in the Republic of Macedonia.

6 See Chapter 20
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In May 2006 the Law on Court Council of the Republic of Macedonia was adopted. The Council is an independent judiciary
body, ensuring and guaranteeing independence of the judiciary through exercising its functions pursuant to the Constitution and
the laws. The new Court Council started working in December 2006.

Pursuant to the Law, the first elections were implemented of members of the Court Council, from the ranks of judges, by electing
8 judges as its members. In early-2007, the remaining 5 members are expected to be elected by the Assembly (two of which are
proposed by the President of the Republic of Macedonia).

Academy for training of judges and prosecutors was established, aimed at ensuring competent, professional, independent,
unbiased and efficient judiciary and prosecution functions through selection, organisation and implementation of beginners’
training of the candidates for judges and prosecutors in the basic courts, i.e. the basic prosecution offices and continuous
vocational training of judges and prosecutors and the court and prosecution clerks.

The Academy has been working since 22 November 2006. A Steering Committee was established and a Director and Executive
Director were appointed. Premises for the Academy were provided, as well as budget resources for its functioning. By 2006
inclusive, the Academy had 6 employees, who, pursuant to the Law, were assumed from the Centre for Continuous Education.

In order to provide court protection of the rights and legal interests of physical persons and legal entities and in order to ensure
legality of administrative acts on the basis of the new Law on Administrative Disputes, adopted on 22 May 2006, the
Administrative Court shall decide in administrative disputes on the legality of acts of government administration bodies, the
Government, other government bodies, municipalities and the city of Skopje, organisations set under the Law and legal entities
and other persons in the performance of public authority (holders of public authority), in the cases when they decide on the rights
and obligations in individual administrative matters, as well as for acts adopted in a misdemeanour procedure. The adoption of the
new Law on Administrative Disputes and the novelties envisaged in the Law on Courts in this area, the cases of administrative
disputes resolved by the Supreme Court shall be transferred in the competences of the new Administrative Court. This would
reduce the case backlog and the Supreme Court will be relieved from the large number of cases in this area.

Also, to the end of enhancing the efficiency of the judiciary, in May 2006, new Law on Misdemeanours was adopted, enabling the
public institutions and regulators, such as the National Bank of the Republic of Macedonia, the Public Revenue Office, the
Customs Administration and others to impose sanctions for certain misdemeanours without prior court approval.

The independence of the court was additionally ensured by adoption of the Law on Court Budgets, which ensured separate court
budget and Council for Court Budget for management with the budget process. Amendments and modifications to the Law on
Court Budget are aimed at further promotion of the financial independence of the judiciary in administering the Court Budget and
setting criteria for financing the judiciary. Also, the manner of managing the budget funds intended for the judiciary shall be
redefined. The amendments to the Law envisage transfer of the competences for management with the funds from the budget of
the Republic of Macedonia in relation to the judiciary to the competences of the Court Council.

Independence will be additionally enhanced by confirming the results of the evaluation of needs for human resources for the court
administration and police in the 2006 budget and the improved system of incentives, planned to be implemented gradually in
2007.

The standards on alternative resolution of disputes were partially covered with the Law on Mediation that regulates the rules of the
procedure for off-court mediation as an alternative manner of resolution of disputes. After the adoption of the Law, training was
organised and 60 mediators were appointed. Undertaking these activities is expected to encourage off-court resolution of
disputes, whereby courts would be relieved from significant number of cases. Mediators are physical persons who assist in
alternative resolution of disputes on the basis of the free will of citizens. In 2006, 60 mediators were appointed, who passed the
beginners’ training. Chamber of Mediators was established. The first mediation centre was opened in Skopje. Such centre is
expected to be opened in Gostivar in the first half of 2007, and upon receipt of additional financing, additional two centres will be
opened.

Capacity to cope with competitive pressure and market forces within the EU

The capacity to cope with the competitive pressures and market forces in the EU imposes the requirement for the accession
country to have stable macroeconomic environment, where economic agents will be able to make decisions with a reasonable
degree of predictability. Sufficient human and physical capital is required, including infrastructure, which would provide the
business sector sufficient basis to be competitive on the single market. In addition, companies must invest in improvement of their
efficiency and adjustability to the market conditions, and their adjustability shall be strengthened if they have appropriate access
to financial resources for investments, to qualified workforce and successful innovations. Ultimately, the accession country will be
better prepared for the membership obligations after achieving high level of economic integration to the EU before its
membership. The integration level is connected not only to the trade volume with the EU member states, but also with the
assortment of traded goods.

In 2004 the Government started the Functional analysis of the activities in all line ministries so as to achieve full agreement in the
systematisation of the state administration so as to facilitate the implementation of government priorities, to impose control and
appropriate management. These activities must be focused on controlling the expenditures in the budgets of the ministries and
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other bodies, where good planning is the most important, as well as the allocation of budget resources for the projects financed by
donors, especially the EU funds, which would be fully integrated in the budget as budget revenues on the basis of donations as of
2007. At the same time, the already established practise for domestic co-financing of loan-financed projects, a financing budget
item, would continue.

The establishment of PIFC (public internal financial control) is one of the priorities of the Government, which requires closer
cooperation with the DG Budget in the EC.

In order to deal with the unemployment through strengthening of the investments in human capital, the Government set aside
significant amount of budget resources for education and science. EU assistance in education and science would be more than
welcome.

The existence of functioning market economy, with a sufficient level of macroeconomic stability enabling economic
agents to make decisions in a predictable environment. Maintenance of macroeconomic stability is required, but not sufficient
conditions to achieve faster and sustainable economic development as the top economic priorities in the country. In accordance
with the ambitious programme of the Government and the current three-year programmes, agreed with both international financial
institutions, this objective is expected to be achieved through intensification of the structural and fiscal reforms, aimed at
improvement of the business climate and competitiveness, as well as maintenance of macroeconomic stability. Medium-term
projections indicate that the average annual inflation rate will be maintained at the level of 2% to 3%. The main driving forces for
low and stable inflation, which led to elimination of inflationary expectations, such as the pegging of the Denar to the Euro, the
fiscal discipline and the low budget deficit, as well as the foreign trade liberalisation, are expected to continue. Furthermore, the
prudent fiscal policy is expected to be maintained through maintenance of the general budget deficit at the level not exceeding 1%
of GDP in the medium term. Such policy will be crucial for the overall fiscal sustainability of the country in the medium term, for
maintenance of the public debt level on internationally acceptable level and for appropriate coordination between the monetary
and fiscal policies required to maintain the macroeconomic stability.

The economic programme of the Government envisages policies and measures on medium term aimed at intensification of
economic growth and employment, reduction of the imbalance in the external sector, maintenance of macroeconomic stability,
strengthening of the domestic and international credibility of the country and improvement of the business climate. The
programme is based on strong structural component comprising reform aimed at strengthening the competitiveness. The essence
of this programme are the ambitious reforms — on the labour market and reforms in the judiciary — so as to raise production
growth, encourage entrepreneurship and improve labour market functioning and its flexibility, as well as strengthen the rule of law
and approximate the judicial system to the European standards.

In the macroeconomic area, the objectives of the programme are to ensure shift from official BOP support to market financing,
maintaining at the same time the fixed exchange rate and low level of inflation. The financial strategy relies on stable
macroeconomic policies for achieving a level of foreign currency reserves sufficient for 4-month import coverage.

The programme also aims at ensuring medium-term fiscal sustainability through measures for improvement of the revenue and
expenditure side of the Budget in the next years, maintaining the central government deficit level from 1% to 1.5% of GDP in the
period 2008-2010. The measures include simplification of tax policy and administration, including introduction of flat tax while
expanding tax base, and on the other hand, focusing budget resources towards productive uses, increasing investments,
education expenditures and expenditures related to the approximation of the country to the EU standards.

An important element of the broader fiscal reform is the comprehensive reform of the tax administration so as to strengthen the
efficiency and effectiveness of the tax administration in increasing revenues, supported by technical assistance from the IMF and
the Kingdom of the Netherlands. To this effect, in September 2005 the new Law on Public Revenue Office was adopted and the
new law on tax procedure that raise the efficiency of the Public Revenue Office and strengthen the control over the collection of
taxes, expanding its rights and authorisations.

What is planned in this area id the gradual harmonisation of the tax base for calculation of personal income tax with the base for
calculation of social insurance contributions (pension, healthcare, unemployment) and integration of their collection in a single
institution, which will be phased-in until 2010. The first phase of this reform envisages harmonisation of the bases for calculation
of contributions the application of which is expected to begin in May 2007, and further in April 2008, integration of their collection
in the Pension and Disability Insurance Fund, for which a precondition is upgrade of their software (used as of the beginning of
the operations of the second pension pillar — January 2006 which proved to be an efficient solution judging by the greater
collection of the pension insurance contributions) for collection of all contributions.

Regarding the measures on the expenditure side and the reduction of fiscal risks, reforms in the health sector are of essential
importance, aimed at improvement of the financial management of the Health Insurance Fund and the public healthcare
institutions. To that end, in the course of 2006 measures were undertaken, aimed at, first of all, stabilising and reducing the level
of arrears of the Health Insurance Fund (HIF) and the public healthcare institutions. In mid 2006, HIF fully paid the arrears (due
more than 60 days — definition pursuant to the Technical Memorandum of Understanding under the Stand-By Arrangement with
the IMF), while the arrears of the public healthcare institutions were stabilised at a certain level, thus at end-2006, total arrears in
the health sector were reduced in relation to January by 0.3% of GDP. One of the factors influencing such trend was also the
measure by HIF to change the manner of financing the public healthcare institutions, through firm budget ceilings. Thus, in the
course of 2007, additional measures will be undertaken to increase the fiscal discipline of the public healthcare institutions,
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including the assignment of budget control officers in the 15 largest public healthcare institutions, as well as introduction of the
position — economic directors in all public healthcare institutions, to work in parallel with the medical director according to the
“four-eye principle” (“tied signatures”), the results of the operations of which will be monitored on quarterly basis. Directors who
will show negative financial results in two consecutive quarters will be dismissed. Following the initial and most indispensable
measures for stabilisation of the finances in the health sector, more fundamental reforms in the health sector will be carried out in
the coming period, in cooperation with the World Bank, such as defining the medical map, revising the standard package of health
services to be available to all citizens, etc.

Ultimate goal of the structural reforms the Government undertakes is acceleration of the economic development and job creation
in the Republic of Macedonia, by improving the investment climate; judiciary reforms, labour market reforms; strengthening the
financial mediation and supervision; increasing the competitiveness of the business sector; strengthening the management in the
public sector, administration and health, as well as decentralisation.

At the same time, implementation of the Trade and Transport Facilitation in Southeast Europe Project 2 (TTFSE 2) commenced,
which will provide for improvement of transport corridor 10 by rehabilitating the 7 km long section Tabanovce — Kumanovo,
improving the railway border crossings, modernizing the toll fee system and constructing superstructure at the facilities at Blace
border crossing.

Intensive work is undertaken in implementing the Action Plan for the Railways Reform Project, the ultimate goal of which is
improvement of the financial efficiency of the railways and enhancement of the operations in the railway sector by applying the EU
Directives in this field.

Maintenance of macroeconomic stability, coupled by profound structural reforms, will lead to intensification of the economic
activity and GDP growth at average annual level of around 6% to 8% in the period 2007 — 2009. Economic growth will be based
on the increased intensity of the investment activity, regulatory reform, fiscal reforms, judiciary reforms, public administration
reforms, elimination of labour market inflexibility, strengthening the entrepreneurship activities in the country and export
encouragement.

Regarding the increase of administrative capacity pertaining to collection of taxes and expenditure control, the adoption of the
Law on Public Revenue Office contributes to more precise defining of organisational setup, management and competences of
PRO, in particular the rights, obligations and training of the employees. In the coming period, measures to upgrade the PRO
capacities will continue to be implemented.

Reform process in the field of accounting was completed with the new Company Law, adopted in 2004, and harmonised with all
EU Directives. This Law is a significant step forward for the Republic of Macedonia in the field of accounting and auditing.

Pursuant to the Company Law, each commercial entity (distributor) is obliged to keep accounting records and to submit annual
balance sheet in line with the laws and the regulations. In fact, retail and whole sale commercial entities, commercial entities in
the banking and insurance sector, commercial entities listed on the stock exchange, as well as commercial entities the financial
reports of which are part of the consolidated versions of financial reports of the above-mentioned commercial entities, they are
obliged to prepare and submit financial reports, in line with the adopted International Accounting Standards, published in the
Official Gazette of the Republic of Macedonia. International Accounting Standards are updated each year to the end of being in
line with the current standards, which can be supplemented, amended or adopted by the International Accounting Standards
Committee.

Reform process in the field of auditing was completed with the new Audit Law, harmonised with the EU Directives. Audit is
presented in the financial reports of the retail and wholesale commercial entities, organised in joint stock companies, companies
listed on the stock exchange and retail and wholesale commercial entities organised in limited liability companies. Report on
carried out audit is submitted by a graduated certified auditor, in line with the International Standards on Auditing (ISA), published
in the Official Gazette of the Republic of Macedonia. These International Standards on Auditing are updated each year to the end
of full harmonisation with the current standards, supplemented, amended or adopted by the International Federation of
Accountants (IFAC).

Essential element of the ambitious structural reforms is the labour market reforms, intensified with the adoption and
implementation of the new Labour Law in 2005. Goal of this Law is to increase labour market flexibility by reducing the procedures
and costs pertaining to employment and lay off of workers, followed by an adequate level of protection of the workers. The Law
also provides for greater application of flexible forms of employment, such as employment on the basis of contractual agreement
and temporary employment, reducing the limitations, i.e. regulating the possibilities to apply such employment agreements. It will
lead to increase in the labour demand, as well as to decrease of the unregistered unemployment, thus, on the medium term, it will
lead to increase in the state revenues on the basis of personal income tax and social contributions.

Additional contribution to the overall economic development and successful implementation of the government policies in the
coming period will be enabled with assistance of efficient usage of EU pre-accession funds the Republic of Macedonia receives
after acquiring the candidate country status.
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Sufficient quantity of human capital at appropriate price, including education and research and future development in
this field.; Priority objectives of human capital development in Macedonia and labour market policies are the following: (1)
employment encouragement; (2) stimulating continuous investments in human capital by ensuring relevant network for public and
private education; (3) elimination of institutional inflexibility on the labour market and social protection; (4) increase of labour
market mobility; (5) reduction of employment in the informal sector (“grey economy”).

(1) Employment encouragements;

Government policy is defined as increase of the active labour market measures, which policy will mostly be implemented through
the labour market institutions.

In December 2006, Government of the Republic of Macedonia adopted two strategic documents in the field of employment policy.
They are the 2010 National Employment Strategy and 2006-2008 National Action Plan on Employment. These two documents are
prepared in line with the revised Lisbon Strategy, and are in a coherent relation. Documents define the objectives we strive for to
attain up to 2010, as well as the manners to achieve them.

Thus, up to 2010, following objectives are envisaged to be realised:

1. Total employment rate - 48% in 2010 (from 37.9% in 2005).

2. Employment rate of women - 38% in 2010 (from 30.1% in 2005)

3. Employment rate of older people (55-64) - 33% in 2010 (from 26.1% in 2005)

Manners, programmes, reforms and amendments to the legislation are in particular indicated in the 2006-2008 National Action
Plan on Employment (NAPE).

To the end of realisation of the NAPE, 2007 Operational Plan was adopted regarding the implementation of the active labour
market measures. This document contain the main priorities translated in programmes on employment encouragement, flexibility
at employment, employment of certain vulnerable groups having difficulties to find job (single parents, children without parents,
persons with special needs), working engagement of long-term unemployed persons with low qualifications and stimulating self-
employment and increase of the scope of training for a known employer.

(2) Stimulating continuous investments in human capital, by ensuring relevant network for public and private education;

On of government priorities is implementation of activities for improvement of quality of education and training, which will increase
the opportunities for young people to find job after completing their education, being a top priority. Modern education is aimed at
improvement of quality, not only quantity, of human resources. Discussions and preparations for introduction of nine-year primary
education are ongoing, and the process will continue until it is finally implemented. In addition, support will be provided to
investing in (secondary and primary) education, creating skills and qualifications in line with the demand.

Establishment of VET Centre. Starting January 1, 2007, Vocational Education and Training Centre started operating. The
Centre harmonises and integrates the national interest 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.

National framework of qualifications and Law on Lifelong Learning is in the process of preparation. The Law will provide 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. Objectives of lifelong learning are to keep and preserve the positive and active approach to
learning at all ages during the whole life.

At the same time, Law on Higher Education is in the phase of preparation, which is to be adopted by the third quarter in 2007.
Legal framework for implementation of the Bologna Process is being introduces for the purpose of inclusion of Macedonia in the
unified European higher education area. Number of students to enrol at the universities will continue to increase, as well as the
standards on quality of studies. According to the Bologna Process, reforms and harmonisation will continue on the following
areas: (a) harmonising the structure of higher education levels (undergraduate, postgraduate and Ph.D. studies; (b) ensuring the
quality of higher education; (c) eliminating the barriers in student mobility; (d) teaching and administrative personnel in relation to
the EU member states, and within the SEE region; (e) implementing the European credit transfer system; (f) recognizing the
qualifications and diplomas; (g) strengthening the role of the students in the higher education process; (h) increasing European
dimension and attractiveness in the field of higher education; and (i) developing different forms of lifelong learning.

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

Computerisation of schools, as well as mandatory learning of English language starting in first grade and of second foreign
language starting in fifth grade. One of the objectives of the Ministry of Education and Science, set in the 2005-2015 National
Programme for Development of the Education in the Republic of Macedonia, is for each pupil to complete primary education to be
familiar with the other cultures and civilizations and to be fluent in two foreign languages, one of which should be the English
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language. Starting 2007/2008 academic year, learning English language in first grade and second foreign language in fifth grade
will be mandatory for each pupil.

Stimulating the research through cooperation with the Seventh Framework Programme of the European Commission (FP7). This
programme is aimed at projects in the field of research, and stimulating the scientific-research projects in different areas. Seventh
Framework Programme establishes special unit in the Ministry of Education and Science, with the aim of better coordination and
promoting the programme.

Priorities of the Ministry of Education and Science are certain programmes of the ,Life-long learning” and ,Youth in action”
community. These programmes contribute to mobility of young people, as well as the possibility to exchange experience and
knowledge of students, professors, young persons, institutions, efc.

Seventh Framework Programme (FP7) and the “Europe for citizens” Programme are recommended as priority by the Ministry of
Education and Science. These programmes will contribute to the process of cooperation among young persons, researches,
students, NGOs, institutes, universities, process of changes and improvement of individual and corporate features.

Under the Education Modernisation Project, each school included in the first cycle of the programme for awarding a grant has
received a catalogue with programmes, and on the basis of their development needs and priorities, a selection has been made
regarding the training programmes for the teachers. The schools expressed interest to participate in the training programmes
organised by 23 trainers to train 4.625 teachers. Agreements in the amount of Denar 24 million were signed on October 15, 2006.
This project contributes to the development of the teaching personnel, as well as to the improvement of the school infrastructure.

Adoption of Law on establishment of State University “Goce Delcev” in Stip, as well as Law on Establishment of Public
Administration and Diplomacy University, within the “St. Kliment Ohridski” University in Bitola. This Law will provide for
easier access to higher education.

Objectives of the research and development policy in Macedonia are the following: (a) transfer of “know-how”; (b) development of
commercially relevant technologies for Macedonia (technologies with a potential for international competitiveness of Macedonia);
and (c) establishment of relations between research centres, universities and enterprise sector. Regarding the research sector,
Republic of Macedonia will stimulate and promote international cooperation and transfer of knowledge and technology; introduce
system of monitoring and evaluation of the scientific and technological quality and research results by using internationally
adopted standards and criteria; and allocate more budgetary resources for research and development; increase investments in
scientific and research activities; increase usage of international funds and technical assistance; define inter-disciplinary
programmes aimed at research; support establishment of research units in the business sector to ensure effective transfer of
modern technologies; create conditions for increasing the quality of knowledge and innovations and development of technological
information systems.

(3) Elimination of labour market inflexibility and social protection;

Reforms in the labour market institutions are aimed at strengthening the capacities of the Employment Agency of the Republic of
Macedonia and enabling individual access regarding the working with unemployed persons and providing opportunity for
employment of beneficiaries of certain benefits in social protection and vulnerable groups.

Twinning project in labour regulation is expected to further harmonise and recognise the international standards in this area.
(4) Increase of labour force mobility;

Reforms in the Employment Agency of the Republic of Macedonia will enable real flow of information on the possibilities for
employment. Informal education will provide for additional opportunities for acquiring new skills and conditions for greater inter-
sectoral mobility through the education reforms and development of the VET system.

(5) Reduction of employment in the informal sector (“grey economy”);

Change in the tax system, social insurance system and other types of advantages will lead to increase in the interest of the
employers to legalise employments. Benefits for starting up a business and business support will be related to the registered
activity, which will increase the percentage of transfer of the grey economy into legal one. Harmonisation and improvement of the
legislation in line with the European principles will have additional contribution, and on the other hand, it will create adequate
penalty measures for the creators of illegal business. Strengthening the supervision and the penalty measures for those working
in the grey economy, i.e. strengthening the personnel capacities of the inspection teams and the integrated inspection work
(cooperation and coordination of the State Labour Inspectorate with the other inspection services), will significantly contribute to
reduction of grey economy.

To ensure reliable data on the situation on the labour market, reduction of grey economy, employment and employment increase,
legal and institutional conditions are required to stop the connection of the rights of the unemployed persons to health insurance
and the Employment Agency of the Republic of Macedonia, and at the same time to transfer the right to health insurance to the
institutions in the health insurance system. Such procedure will and should not mean abolishment of the right to health insurance,
or it will not affect the coverage of the population with health insurance.
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Sufficient quantity of physical capital at appropriate price, including infrastructure (energy, telecommunications,
transport, etc.) and future development in this field: similar to the other economies in transition, public infrastructure in the
Republic of Macedonia, as well as its infrastructure policies are not fully compliant with the needs of the market economy.
Regarding the energy sector, for instance, legacy from the past is the high energy intensity, infrastructure projects that require
expansion, maintenance and restoration, as well as adequate systems regarding the environment. On the other hand, with
respect to transportation sector, traffic flows are concentrated on the road transport. These factors are partly connected to the
geographical features of the country (short distances between the final destinations in the country), and partly to the technical and
technological equipment of Macedonian railways Public Enterprise, in charge of railway traffic. Regarding telecommunications,
fixed and mobile telecommunication network is based on a modern digital technology and their rate of penetration (number of
telephone lines in relation to the size of the population) is relatively high compared to the other economies in transition.

Strategic goal of the Republic of Macedonia is development of the infrastructure and its regional connection in the energy sector,
transportation sector, and other sectors. This could lead to a safe and economic development of energy, transport and
telecommunications, whereby 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, infrastructure sectors will contribute to increase in productivity, and accordingly, to increase in international
competitiveness of the country.

To attain this objective, set of coordinated policies and measures need to be prepared and implemented. Objective of the country
is to implement the projects including regional component, which will lead to improvement and modernisation of the pan-European
corridors VIl and X.

Corridors X and VIII are strategic economic priorities that will provide for the Republic of Macedonia to develop from geographical
into real traffic crossroad on the Balkans. 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 for 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 infrastructure sectors. Commercialisation of infrastructure services covers all reforms that
stimulate the business approach to these activities.

For the purpose of implementing these reforms, gross investments in the Republic of Macedonia are envisaged to increase from
the present level of 21% of GDP to around 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. Large share of the investments in 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.

Republic of Macedonia is preparing a strategy on infrastructure projects, called Public Investment Programme, to be implemented
on medium term. It also includes priority projects, which the Government believes could significantly contribute to the
development of the country. The Programme, covering a three-year period, is updated on annual basis, and it incorporates
projects from all economic infrastructure projects, including energy, transport, water supply, irrigation, environment, as well as
non-economic activities.

On the basis of the database for the Public Investment Program, and according to the priorities set by the Government of the
Republic of Macedonia, significant number of infrastructure investments is expected to be realised in the period 2007-2009.

Financing of these projects will be realised according to the possibilities for further borrowing by the country, indicated in the
Public Debt Management Strategy, form the international financial institutions, as well as the domestic budgetary funds being
annually projected for co-financing of foreign loans and credits.

Most of the foreign credits used by the Republic of Macedonia are intended for infrastructure projects or projects including
significant infrastructure component. Their realisation is a significant trend of public investments in the country and it influences its
overall development.

To that end, it is expected to use different sources of financing, including the budgetary funds, foreign investments, assistance by
bilateral donors and credits from multilateral financial institutions under favourable and commercial conditions. Pursuant to the
legal regulation, Government will continue the policy of granting concessions in some infrastructure areas.

Government of the Republic of Macedonia adopted a decision for selection of consultant team through 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
section 10d in the Republic of Macedonia. Procedure for selection of consultant team is in the pre-qualification stage.

Regarding the air traffic improvement, preliminary stage for preparation of a comprehensive study for medium and long-term
development of the commercial airports in Skopje and Ohrid is ongoing, during which, inter alia, institutional model will also be
proposed for management at both airports, and a strategy for improvement of their competitiveness in the region and realisation
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of the necessary financial support and projected investments. It is planned to upgrade the air infrastructure by upgrading the level
of the category of Skopje Airport of the runway to ILS CAT Ill (according to ICAO) and construction of additional passenger
terminal with a modular structure for minimum flow 1.5 million passengers.

Regarding the transportation sector, public investments in the period 2007 - 2009 will be aimed at road and railways sectors.
Regarding the roads, completion of Corridors VIl and X remains to be top priority. This stage includes the construction of Skopje
ring road, a project worth EUR 120 million, being jointly financed by EIB, EBRD and the National and Regional Road Fund.
Extension of E-75 at the section Smokvica — Gevgelija, funded by EBRD, is already completed.

Construction activities are envisaged for the following Corridor X sections: Demir Kapija — Udovo, Udovo — Smokvica, Tabanovce
- Kumanovo, Bitola — Megitlija, as well as all Corridor 8 sections, where construction works have not be started yet. 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 — Udovo and Udovo
— Smokvica, at the same road direction, covering around 33 km in length. Funds from HIPERB, IPA Component 3 on regional
development and loans are to be used for financing the project. Negotiations with the World Bank on Kumanovo - Tabanovce
section regarding the construction of this section are in final stage and the credit is expected to be approved at the end of March
2007.

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

Regarding the railways sector, significant reforms are envisaged in Macedonian Railways Public Enterprise. In December 2006,
Government of the Republic of Macedonia adopted Information on the status and transformation of Macedonian Railways Public
Enterprise, according to which an Action Plan was also adopted and Steering Committee was established for coordination of the
activities, as well as operational team for their implementation. Objective of the transformation of the existing Macedonian
Railways Public Enterprise is improvement of the financial sustainability, productivity and efficiency of the railway traffic.
According to the Action Plan, Macedonian Railways Public Enterprise will be reorganised by mid 2007, thus establishing two new
entities: 1. 1. Public enterprise for railway infrastructure, Macedonian Railways, and 2. Transport joint stock company Macedonian
Railways Transport, which is to be privatised in 2008. In addition, National Programme on Railway Infrastructure is in the process
of preparation, envisaging modernisation of the transport part and strengthening the human resources due to increases demand
for transport services. Regarding the legislation, amendments were proposed to the Government of the Republic of Macedonia
regarding the Law on Railways and the Law on Safety in Railway Traffic, thus completing the legal framework for reform support.

Investment priorities in the energy sector are the following: electricity generation by opening a new coal mine in Brod — Gneotino;
privatisation of TPP Negotino, for which international tender was announced, and the pre-qualification stage is in progress;
construction of 2 large and around 400 small hydro power plants according to the concession model; construction of combined
heat and power plant for which international tender will be announced at end- February 2007. Priorities in the energy sector also
include the investments aimed at energy connection with the neighbouring countries. Thus, construction of 400 kW long-distance
power lines Stip — 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.

Fulfilment of the requirements in the European legislation on environment is directly related to large-scale investments. Having
this fact in mind, projects on water supply, as well as on waste water and solid waste treatment, are top priorities regarding the
investments in infrastructure in the Republic of Macedonia. Several projects in all of these areas are implemented or are planned
to be implemented in the coming period, with financial support by multilateral financial institutions and bilateral donors. For
instance, Lake Ohrid Conservation Project, the projects Lake Prespa Conservation Project — Stage 1 and Struga Water Supply
were completed in 2005 and put into operation, while the Ecological Municipal Action Plan, project for improvement of water
supply in several municipalities in the country, funded by EBRD, continued in 2006, and it is expected to be completed this year.
Priority projects to be realised cover the completion of the first stage of the construction of HPP Zletovica, as well as completion of
the Lisice water supply hydro system. Sources from multilateral banks for development and bilateral donors were also used for
several projects for irrigation rehabilitation and reconstruction, which are now ongoing, such as the project for Bregalnica hydro-
meliorative system, Tikves hydro-meliorative system, Radovice — Bistrica hydro-meliorative system, Gostivarsko Pole hydro-
meliorative system and Banjicko Pole hydro-meliorative system, as well as the Irrigation of the Southern Vardar Valley Project.

Under the IPA Component 3 on regional development, regarding environment, construction of water treatment station in Prilep is
envisaged. Tender procedure for preparation of technical documentation is completed.

Policy on environment investments will be also based on development of mechanisms for clean production, according to the
Kyoto Protocol, and grant agreements have already been signed with the ministries of Slovenia and Italy, and National Strategy
on mechanism development, identifying the priority projects. Future investments will also cover investments in solid waste
management, landfill treatment and development of projects for utilisation of solid waste for energy production, as well as the one
in Drisla landfill, stimulated by a Japanese investment.
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Besides these activities, in the period 2007 — 2009, funds from multilateral financial institutions, bilateral donor and state budget
will be used to continue the realisation of the education modernisation projects, health sector development and social protection
implementation.

Level and dynamic of trade integration of the country with EU prior to the enlargement (this refers to the scope and nature of
goods already being traded with the member states).

Traditionally, the European Union is the most important partner to the Republic of Macedonia. Share of the trade with the EU in
the total trade of our country with abroad ranged from EUR 1.2 to 2.4 billion in the period 1999 - 2006, or from 42.5% to 48.5% in
the total trade of the Republic of Macedonia.

During the same period, export from the Republic of Macedonia to the European Union ranged from EUR 506.75 million to EUR
1.05 billion in absolute terms, and its share in the total foreign trade of the Republic of Macedonia ranged from 45.1% to 55.2%,
whereby the industrial products participated with 47.9% to 55.1%, and agricultural products with 27.2% to 57.4%.

Import from the European Union to the Republic of Macedonia ranged from EUR 682 million to 1.3 billion in absolute terms, and
its share in the total foreign trade of the Republic of Macedonia ranged from 40.7% to 43.9%. Similar to the export, industrial
products dominated when it is a matter of import, whereby their share varied from 38.0% to 44.2%, and the share of the
agricultural products ranged from 17.1% to 29.6%.

Following EU member states are the most important partners to the Republic of Macedonia: Germany, Greece, ltaly, the
Netherlands, France and Slovenia. Most present products in the trade between the Republic of Macedonia and the European
Union are the following: textile industry products, ferro-nickel, ferro-silicon, unalloyed zinc, hot-rolled iron products, electricity
conductors, welded pipes, motor vehicles, oil, vine and raw, unprocessed tobacco. Traditionally, most present products in the
Macedonian export are the following: textile products, ferro-nickel, ferro-silicon, unalloyed zinc, electricity conductors, lamb, vine
and tobacco.

Indicators of trade cooperation between the Republic of Macedonia and EU show that share of the trade in and from EU is not
that problematic, as the assortment of trade is, in particular the assortment of the Macedonian export. This is especially due to the
fact that three quarters of the Macedonian export to the EU is covered by the following three branches: textile and textile products,
metals and metal products and beverages and tobacco.

SMEs and share of small companies; Importance of the development of SMEs in the Macedonian economy is recognised not
only as means to foster the less developed entrepreneurial spirit, but also to develop the consciousness for the consistent need
for changes and reforms in the economic sphere. In addition, well established measures and policies for SME development,
combined with measures and policies for competitiveness promotion, are considered to be one of the best ways to integrate the
informal sector in the formal economy.

In parallel to the privatisation process, new companies have started entering the market, thus establishing the main part of the
today’'s SME community. Government of the Republic of Macedonia has always included the support to SMEs in its core
documents on development policies.

In July 2002, Government adopted National Strategy on SME Development. Since the adoption of the National Strategy on SME
Development, 4 years have passed, and significant results in SME development have been achieved. However, many changes
have occurred in the same time, imposing the need to revise the strategy and to prepare Revised National Strategy on SME
Development (2002-2013), which is in governmental procedure. To the end of realising the objectives under the programme and
the European Charter on SMEs, Programme for Development of Entrepreneurship, Competitiveness and Innovations (2007-2010)
has been prepared, which is also in governmental procedure. The programme is a continuation of the activities undertaken with
the previous Programme (2003-2006). Main components of the Programme are the following: 1) institutional infrastructure -
architecture, 2) business environment, 3) finance and taxation and 4) innovations and competitiveness.

In 2004, new Entrepreneurship promotion Agency was established, being fully operational. Besides the Agency, there are 8
regional foundations for SME development, 7 business incubators, 4 centres for technology transfer, Centre for Promotion of SME
Development within the Chamber of Commerce of the Republic of Macedonia, Start Up Centre and CRDCE Centre for Research,
Development and Continuing Education, both being at the School of Mechanical Engineering. In 2004, first Euro Info
Correspondence Centre was established.

Most part of the strategy for structural reforms and measures of the Government is aimed at improvement of the public
management and overall surrounding for the economic activity in the country, such as: regulatory reform, simplified procedures for
entrance and exit of the participants on the market; judiciary reform, improved functioning of the public administration and
institutional support to the private sector development, better public and corporate governance, greater transparency and integrity.

Non-financial forms of entrepreneurial support include specific measures, which the existing institutions provide for the new or
already established companies. So far, incubators have proven to be successful means to provide such kind of support. Results
from the USAID-funded project on competitiveness activity are the establishment of five clusters of the Macedonian economy.
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Other measures are also envisaged, such as: expansion of the advisory system through vouchers for consultant services,
realisation of the third stage of the project — Human Resource development Fund starting from 2007 and its transformation into
Academy for Managers. Additional reforms in the financial system in the country are also envisaged, to the end of improving the
operations of the banking sector: additional improvement of the bank supervision, introduction of modern techniques for debt and
risk management, development of securities market, etc. Macedonian Bank for Development Promotion will continue extending
support to the Macedonian businesses, in particular the SMEs. Transformation of the Credit-Guarantee Fund is envisaged, to the
end of greater efficiency in the support to the SMEs. Credit Rating Bureau is planned to be established in 2007. Reforms in the
financial sector, together with the judiciary reforms aimed at increasing the capacity in resolving trade disputes, should contribute
to the allocation of sufficient resources to the private sector.

Level to which the government policy and legislation influence the competitiveness through trade policy,
competitiveness policy, state aid, FDI, support to SMEs, etc.

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. 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 at micro-economic level and that relevant state policies can stimulate or prevent the productive
behaviour of the enterprises.

Recognising the importance of trade liberalisation for the economy, Government of the Republic of Macedonia conducted active
process of opening the national economy towards the WTO membership and concluding free trade agreements with the main
partners.

Republic of Macedonia implemented 11 Free Trade Agreements, 8 out of which are bilateral, with Serbia, Montenegro, Bosnia
and Herzegovina, UNMIK Kosovo, Albania, Moldavia, Turkey and Ukraine, and 3 are multilateral, with EFTA, EU and CEFTA. By
signing the new CEFTA 2006, which will start to be implemented in 2007, six (6) of the bilateral free trade agreements will
become multilateral ones CEFTA 2006 and bilateral free trade agreements the Republic of Macedonian has concluded will be
applied with Turkey and Ukraine.

Republic of Macedonia is the first country, out of the participants in the stabilisation and association process with EU, which has
signed the Stabilisation and Association Agreement with EU. This Agreement immediately provides customs-free access for most
of the Macedonian goods, except vine, sugar, veal and fish for which the Republic of Macedonia has obtained customs-free
quotas and concessions, while Macedonian customs fees will be abolished gradually for most of the goods from EU in a transit
period of 10 years.

In 2005, approximately 80.2% of the total trade of the Republic of Macedonia is realised with countries having signed free trade
agreements, i.e. preferential trade treatment. Thereby, share in the export in these countries is around 90.1%, and they participate
with around 74% in the import. Share in the trade with EU member states in 2005 was around 48.4%, and the share of the trade
with other countries with which Republic of Macedonia concluded free trade agreements was 31.8%.

Government of the Republic of Macedonia is committed to improving the overall business climate by implementing deep structural
reforms, creating institutional, regulatory and administrative framework compatible with the EU one. For the purpose of efficient
and transparent public sector management, including the fight against corruption, series of activities are implemented to resolve
the key weaknesses in the judiciary and to accelerate the resolving of the cases, customs and functioning of the relevant state
institutions. By intensifying the reforms in the cadastre and ownership rights, registration and records on real estate will be
improved, and full functioning of the Cadastre will be ensured by the end of 2008. For the purpose of improving the functioning of
the labour market, key reforms being undertaken in this area are the following: 1. flexible usage of contractual agreements, 2.
more flexible conditions for employment and dismissal, 3. adjustment of the unemployment benefits at an average level and
period to the OECD countries due to elimination of the discouragement to work and 4. increase of the share of labour force by
enabling flexible usage of temporary and part-time contracts. We expect for these reforms, coupled with the relatively low labour
force costs and lower tax rates, to lead to increase in domestic and foreign direct investments and gross investments rate, which
is an indispensable condition for boost of the economic growth and job creation in the Republic of Macedonia.

To the end of ensuring efficient tax system, the Government has undertaken activities to streamline the tax administration and
improve the tax collection, whereby Large Taxpayers Office has been established and is put into operation. Regarding the tax
rates, in 2007, PIT and profit tax rates are 12%, and there is 50% tax deduction for the reinvested profit. Reduced salary taxes are
expected to provide for more new employments and legalisation of many working posts, which were in the grey economy so far.
Transfer of part of the grey economy in the legal economy is one of the potential generators of GDP growth. Tax reduction
regarding reinvested profit will motivate both the domestic and foreign companies to invest in new equipment and machines, thus
making the production more competitive.

Aiming to accelerating the economic development by attracting foreign and domestic capital for development of new technologies
and their usage in the national economy, increasing competitiveness of the Republic of Macedonia at the foreign market,
increasing the export and the employment, Law on Technological Industrial Development Zones was adopted in February this
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year. This Law will contribute to development of high propulsive and modern technologies by introducing economically profitable
production and efficient usage of resources and application of the highest ecological standards. Regarding the investors in the
zones, the Law envisages certain tax advantages, as follows: profit tax exemption for the first 10 years; reduction of VAT by 50%
for the first 5 years and profit tax exemption: for sales in the zone (except for sales for final consumption); for imported goods,
which, on the basis of special regulations, are imported in the zones provided that they are intended for final consumption, at the
same time being subject to special regime, and for services directly related to that import.(under the condition the goods are not
intended for final consumption)lt is envisaged to lease the land in the zone for a period of 50 years, with a possibility to extend it to
additional 25 years. For a company to qualify for this preferential tax regime envisaged in the Law, it is necessary for at least 80%
of its sale on a yearly level to be export oriented outside the Republic of Macedonia.

Harmonisation of the Law on Technological Industrial Development Zones with the EU acquis will be attained in the process of
accession of the Republic of Macedonia to the EU.

In January 2005, Foreign Investment Agency of the Republic of Macedonia was established and started operating. Pursuant to
the basic legal provisions and principles, main priorities and tasks in the operations of the Agency for 2007 are the following:
quality and quantitative development of Strategy for Attracting FDIs and preparation of sectoral studies; financial and personnel
strengthening of the Agency; creating the image of the country and promotion of investment opportunities for the potential foreign
investors; provision of high-professional services to the investors in the process of pre-investment, investment and reinvestment;
monitoring and evaluation of the investment development.

Government of the Republic of Macedonia established Coordination Committee for Protection of Intellectual Property to
coordinate the activities of the Ministry of Culture and the Industrial Property Protection Bureau, for the purpose of integral
resolving of the issue on intellectual property protection. To the end of implementing the measure for intellectual property,
copyrights and industrial property, capacity of the inspection services and the Market Inspection within the Ministry of Economy
has been increased at several occasions. Number of inspectors dealing with copyrights protection inspection has been increased
from 4 to 17, and the number of labour inspectors increased by 4 times.

Basic legal act regulating the competition protection in the Republic of Macedonia is the Law on Competition Protection (Official
Gazette of the Republic of Macedonia, nos. 04/05 and 70/06), which is harmonised to a great extent with the Treaty establishing
the European Community (Articles 81, 82 and 86); and EU measures 31962R0017, 32003R0001, 31971R2821, 32004R0139,
31997Y1209 (01) and 52001XC1222 (03). Additionally, and for the purpose of further harmonisation of the Macedonian legislation
in the field of competition with the respective EU acquis, Government of the Republic of Macedonia adopted the necessary bylaws
envisaged in the Law on Competition Protection in 2005.

Competent body to implement the Law on Competition protection is the Competition Protection Commission (CPC). The
Commission is an independent state body, independent in performing its operations and adopting the decisions within the
competences stipulated by the Law. It comprises a President and four members, appointed and dismissed by the Assembly of the
Republic of Macedonia for a period of five years, with a right to re-appointment. The President and at least two members of the
Commission are professionally engaged, and they are responsible to the Assembly of the Republic of Macedonia for their work.

Administrative, experts and other administrative and technical operations are performed by the specialised service within the
Commission, employing 17 persons.

The Commission is in charge of controlling the enforcement of the legal provisions and regulations adopted on the basis of the
Law; monitoring and analysing the trends on the market for the purpose of reaching the level necessary for development of free
and efficient competition; carrying out procedures and adopting decisions on the issues regulated by the Law; determining the
methodology for market research; determining the rules and measure for competition protection; measures for eliminating the
hindrance, limitation or distortion of the competition; providing opinions for draft laws and other acts that regulate the issues
pertaining to the economic activity, which can influence the market competition; providing expert opinions on issues related to the
policies on competition and market competition protection, upon request by the Assembly, Government of the Republic of
Macedonia, other state bodies, enterprises or on the basis of ex-officio; performing activities arising from the international
obligations of the Republic of Macedonia in the field of competition protection, as well as other activities stipulated by the Law.

To the end of increasing the efficiency in implementing the Law on Competition Protection and the policies on competition
protection, and pursuant to the constitutional amendments from 2005 (amendment XX), Competition Protection Commission, as a
state body performing public authorisations, has been authorised to also act as an body in charge of misdemeanours and to
announce sanctions for the misdemeanours stipulated in the Law on Competition Protection, and (Amendment XX) the courts to
be involved, in terms of the legal protection, regarding the decisions by the Commission, thus achieving full independence and
expertise in the control over the enforcement of the material law and procedural rules in the competition protection.

For the purpose of effectiveness of such authorisation, Law Amending the Law on Competition Protection, which precisely defines
the manner and the terms and conditions for exercising such authorisation of the Commission, is already in parliamentary
procedure and it is expected to be adopted in February 2007.
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Efficient implementation of the competition protection policies also requires strengthening of the Commission's administrative
capacity, thus by the end of 2007, it is planned to employ 5 persons in the specialised service in the Commission to work as
enforcement agents, possessing advanced training, as well as to organise training for the Commission members and the
employees in the specialised service for the purpose of efficient implementation of the Law on Competition protection. As one of
the main components in the process of strengthening the institutional capacity of the Commission, such training is organised with
a support from GTZ, EU Twinning Project: "Approximation of Legislation in Competition Policy and Strengthening the
Administrative Capacity of the Competition Protection Authority" and the Business Environment Reform and Institutional
Strengthening Project, as on-going foreign assistance in the field of competition protection.

For the purpose of increasing the transparency in the operations and the decision-making in the Commission, and in line with the
practice of the national competition authorities in the EU member states, final decisions, reports on concentrations, opinions and
other information on the activities of the Commission are published on its website, while the Commission decisions and the court
decisions are published in the Official Gazette of the Republic of Macedonia as well.

State aid in the Republic of Macedonia is regulated by the Law on State Aid (Official Gazette of the Republic of Macedonia, no.
24/03) and the Law Amending the Law on State Aid (Official Gazette of the Republic of Macedonia, no. 70/06). These legal acts
make the Macedonian legislation in the field of state aid harmonised, to a great extent, with the European legislation, i.e. relevant
articles from the Treaty establishing the European Community and the EU measures are fully transposed: 32001R0069 and
31999R0659. Legal framework in the field of state aid also comprises the relevant bylaws.

In terms of further harmonisation of the Macedonian legislation with the EU measures, it is planned to introduce and create
reliable track record on the implementation of the control over state aid, adopt methodology to determine the level of
compensation of the enterprise being entrusted to render services of general economic interest and harmonise the industrial
policies with the state aid regulations.

From the point of view of the institutional setup, pursuant to the Law Amending the Law on State Aid, competence to supervise
and control the state aid in the Republic of Macedonia has been assigned to the Competition Protection Commission. Previously,
this competence was performed by the State Aid Commission, whose institutional capacity did not correspond to the needs for
efficient implementation of the Law on State Aid. Specialised and technical activities of the State Aid Commission were performed
by the State Aid Unit within the Ministry of Economy. When the Law Amending the Law on State Aid came into force, State Aid
Control Department was established within the Competition Protection Commission, while the State Aid Commission and the Unit
within the Ministry of Economy were abolished.

State Aid Control Department within the Competition Protection Commission proposes decisions on the compatibility of each state
aid pursuant to the Law, upon which the Commission decides by approving or rejecting such decisions. The Department employs
4 persons, and to the end of further strengthening of its institutional capacity, 3 new employments are envisaged to take place in
2007, i.e. one new employment in 2008. For the purpose of efficient enforcement of the Law, further training of the employees in
the Department is necessary. To that end, foreign assistance is provided through the project for Reforms in the Business
Environment Reform and Institutional Strengthening Project.

For the purpose of transparency in the operations and decision-making in the Commission, Commission decisions on
compatibility of state aid are announced in the Official Gazette of the Republic of Macedonia.

Reforms in sectors aimed at productivity and competitiveness increase (agriculture and rural development, production
sector, including diversification of the industrial base); Main principle in the industrial policy applied in the Republic of
Macedonia is establishment and maintenance of equal treatment of all business entities and provision of equal conditions for
market competition. This will be attained through creating stable, easily accessible and fully predictable institutional infrastructure,
adequate combination of element of the economic system and appropriate measures of the current (short-term) and development
(long-term) policies. Thus, industrial policy of Macedonia generally has horizontal approach, creating conditions for equal market
competition and defining measures, instruments and programmes for policies the objective of which is - by ensuring different
types of business restructuring and technical and technological improvement - increase of the competition (productivity) of the
Macedonian economy.

Main objectives and priorities of the future industrial policy aimed at creation of competitiveness of the Macedonian economy are
the following: (a) creation of stable and fully predictable institutional surrounding and framework to match the needs of the modern
market economy; (b) accurate and gradual harmonisation, as well as adoption of the EU acquis; and (c) implementation of pro-
active industrial policy for promotion and development of potential businesses. Thus, special attention needs to be placed on the
harmonisation of the priority goals of the industrial policy with the ones of the general economic policy

Unlike the horizontal level, being dominant part in the industrial policy implemented in the Republic of Macedonia, sectoral
(vertical) level of the industrial policy is of much greater importance.

Several strategies on development of certain sectors have been developed, whereby the industrial policy has not provided direct
and selective support to certain sectors. National Programme on Restructuring and Conversion has been prepared in the sector
for steel production, which arises as an obligation from the Protocol 2 in the Stabilisation and Association Agreement. To that end,
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within the 2000 - 2006 CARDS Programme (Council Regulation 2666/2000), funds are allocated for preparation of National
Programme on Restructuring and Conversion in the Steel Industry, as support to the specific sector within the preparation of the
National Plan for Economic Development. The Programme envisages restructuring of the enterprises in the steel industry to the
end of maintaining their economic viability after its implementation, as well as helping them to become more competitive on the
global market.

Preparation of the Strategy for Development of Textile Industry is expected to be completed in the first half of 2007. It should
provide answers to the future development of this labour-intensive and export-oriented industrial branch. Structural reforms are
aimed at high-income brand products and gradual abandoning of the inward processing, as well as improvement of efficiency,
productivity and innovations.

In addition, Strategy on Tourism Development will be prepared in 2007, to offer a concept for tourism development and promotion
in the Republic of Macedonia.

To the end of creating single comprehensive document for industrial policy in 2007, a Study on competition indicators will be
prepared, ,as basis for the Strategy on Industrial Policy to be prepared in 2008.

Increase of the competitiveness of the Macedonian enterprises and products is one of the top priorities set in the Programme of
the Government of the Republic of Macedonia. This priority will be realised through micro-economic reforms, increase of
investments in IT and knowledge, as well as through building partnership relation with the business community.

For the purpose of integral approach towards formulating the economic policy, Government of the Republic of Macedonia has
established a dialogue with the business community on regular basis. Regular meetings are organised each 2 weeks with the
Chamber of Commerce of Macedonia Association of Chambers of Commerce, Chamber of Northeast Macedonia, International
Investors Council and the National Council for Entrepreneurship and Competitiveness, during which specific proposals by the
private sector are considered and problems it faces when performing the business activities are solved, all to the end of promoting
the competitiveness.

In June 2003, National Council for Entrepreneurship and Competitiveness was established, as a tripartite public-private body
comprising representatives from the private sector, the Government and the civil society. Primary task of the Council is to prepare
strategies for improving the conditions for business operations, to the end of supporting the Macedonian enterprises, the clusters
and other active business associations in developing, promoting and exporting their products and services with high value added.
The Council performs its organisational activities through the Assembly, Management Board, Supervision Board, Advisory Group
and internal committees: 1) for competitiveness, 2) technological development, 3) regulations, 4) cluster activities (support to
specific initiatives for the purpose of improving the competitiveness), 5) education, 6) local/regional economic development and 7)
budget and coordination with international donor organisations. National Council for Entrepreneurship and Competitiveness has
set five clusters, which are extended special support: cluster for lamb meat and cheese, cluster for tourism, cluster for IT, cluster
for vine and cluster for clothing. Regarding the progress of the selected clusters in the previous period, progress was achieved in
terms of accepting the idea for joining in clusters and in terms of understanding the benefits arising from the joining in clusters by
the managers in the companies joined in clusters. Thus, in January 2006, having the idea and the possible benefits from the
joining in clusters as a starting point, new cluster was established in the wood industry, which is expected to use the experience of
the existing one so as to start with intensive activities and progress, to the end of improving the productivity and bringing together
the export offer. In 2007, activities pertaining to new cluster associations will continue.

In December 2005, National Council for Entrepreneurship and Competitiveness of Macedonia announced the first, and in 2006,
the second National Report on Competitiveness of the Republic of Macedonia. This document is a comprehensive detailed
assessment of the existing competitive abilities of the Macedonian economy, as well as a list of priorities and key
recommendations for improvement of the competitiveness of the Macedonian economy. Key recommendations indicated in the
Report are the following: intensification of the structural reforms in the country, by intensifying the process of transfer of
competences from central to local level; (by strengthening the institutional infrastructure) support to development of innovations,
transfer of technologies and "knowledge-based enterprises"; preparation of policy for technology development in Macedonia;
reforms in the education system to the end of creating labour force to meet the requirements of the enterprises, and integration of
the education in line with the business needs; full implementation of the European credit-transfer system at the universities in the
Republic of Macedonia; creation of a system of lifelong learning and specialised training of the employees; stimulating further
inflow of FDIs; stimulating the entrance of large foreign banks on the market, leading to reduction of interest rates, creating
conditions for introduction of new technologies, applying innovations in the production and increasing productivity. Micro-
economic conditions for on-going maintenance of the productivity level require reforms in the financial sector and introduction of
new technologies for debt and risk management, and increase of the financial intermediation.

Implementation of these and other recommendations will create basis for increase of competitiveness in the Macedonian
economy on the medium term, taking into account the realisation of the comparative advantages of the country.

As a result of the processes of intensive integration of the country in the international flows of exchange of goods, mainly through
the accession of the Republic of Macedonia into the WTOI and the signing of the other multilateral and bilateral free trade
agreements, in conditions of non-restructured sector and low competition, Macedonian agriculture is facing big challenges. In
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addition, due to the process of political accession to EU, aimed at preparation of the national economy to act in conditions of
common European market and approximation to the European standards for food quality and safety, Macedonian agricultural and
food product needs to be harmonised with the requirements on the domestic and the European markets in terms of the price,
quality and expectations of the consumers in conditions of increase competition. In order to attain this, it is necessary to
restructure the predominant unfavourable structure of the producers, who either produce limited market surplus or meet their
needs, particularly into specialised farmers and food producers with increased economy of scale, thus minimizing the costs,
improving the productivity of the production factors and increasing the development potential in line with the real comparative
advantages. On the other hand, less competitive farmers need to be provided possibility to diversify the economic activities in
production of non-traditional agricultural products demanded on the markets, which generate higher income than the limited
resources, as well as in activities at rural households that are not necessarily related only to the agricultural production.

Taking these challenges into account, Ministry of Agriculture, Forestry and Water Economy adheres to its global objective, as
basis for development of the agriculture sector and establishment of agriculture policy and rural development policy.
“Strengthening the capability of Macedonian agriculture so as to be competitive on the integrated regional markets in the
European Union and Southeast Europe by undertaking measures to increase efficiency of the agricultural production, processing
and marketing; establishing and upgrading the relevant and effective public and private institutions; improving agriculture income;
providing access for the consumers to safe and healthy food; optimal usage of the limited resources of the land, forests and
water, in ecologically sustainable manner; and establishing sustainable rural communities through constant rural development”.

Thus, strategic development objectives, harmonised with the objectives of the EU Common Agricultural Policy (CAP), on which
future policies on development of agriculture and rural areas are to be based, are aimed at:

« strengthening the competitiveness and improving the income of the farmers, taking into account the importance of the
agriculture for the social stability of the country,

« optimal usage of available natural resources in an ecologically sustainable manner,

« provision of healthy and safe food for the consumers, mostly domestically produced in line with the comparative
advantages of the production in individual branches,

« support to the development of rural areas for the purpose of stopping the process of further depopulation of the whole
parts of the country and maintenance of equal regional development,

« gradual harmonisation of the Macedonian agricultural policy and institutions with the European Common Agricultural
Policy, observing the national priorities and interest for development of this sector.

Specific objectives that need to contribute to creation of a favourable climate for realising the strategic development objectives are
the following:

1. creation of efficient land market,

2. improvement of the income of the farmers and increased investments for modernisation and restructuring of farms
through balanced and complementary measures for direct support (according to the comparative advantage of the key
domestic products) and measures for rural development,

3. exit of largest part of the agriculture sector from the area of the grey-unregistered economy,

4. provision of better general living conditions in the rural areas with improved infrastructure, establishment of rural
development centres and creation of more mixed economic base in the rural areas,

5. reformed and strengthened public and professional institutions in the sector which interact in a transparent and
organised manner in strengthening the relations on the market, establishment of agricultural policy and implementation
of efficient measures like the EU CAP, in particular with a sufficient capacity to absorb the EU pre-accession funds.

6. promotion of organised cooperation among the farmers to the end of ensuring the necessary economy of scale in
both the production and the marketing,

7. rational and earmarked usage and management of budgetary funds, as well as efficient planning of foreign
assistance and cooperation in achieving the strategic objectives.

Thus, one of the key measures starting 2007 is to further accelerate the process of improvement of state-owned land
management and to create conditions for functioning of the agricultural land market. During the above mentioned period,
agricultural policy measures will be aimed at development of the agricultural land market, improvement of the system of
management with state-owned agricultural land and pastures, adhering to the principles of transparency and efficiency, merger of
the fragmented agricultural land and improvement of agricultural land protection. To the end of realising the above-mentioned
measures in 2007, new Law on Agricultural Land is in the adoption stage, and the process of harmonisation of the national land
cadastre records, as a pre-condition to implement the agricultural land policy, all that to the end of development of a
comprehensive national system for registration of real estate, being the basis for establishment of agricultural land registry. In
addition, activities in the coming period will be also aimed at strengthening the capacity of the state administration to implement
the system for distribution of state-owned agricultural land. Thus, activities have already been commenced for establishment of
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information system for distribution of state-owned agricultural land. Positive experience at the CARDS Project for Vineyard
Monitoring and Management System piloting Vineyard Cadastre in the Tikvesh Wine Region will be used in the second stage in
2007, to the end of covering all the surface of vineyards in the coming period. It is planned for this system to be a stable basis for
development of agricultural land cadastre for the whole agricultural land.

In addition, measures for agriculture support of the Government of the Republic of Macedonia are part of the combined and
complementary reform measures to ensure comprehensive basis for support to overcome the unfavourable structure of the
agricultural production and increase the competitiveness for the purpose of achieving development of the Macedonian agriculture
and of the rural areas in general. Support to the sector is organised through the following set of measures:

Direct payment measures — in conditions of increased level of trade liberalisation, direct payment measures are designed to
ensure favourable influence and support to the income of farmers, development promotion and restructuring to the end of
competitiveness increase. Main principles which the Ministry of Agriculture, Forestry and Water Economy observed when
defining the support programme and when determining the individual measures are the following: (1) generating development and
economic growth with a positive influence on the income of the farmers and social stability for the farmers; (2) support aimed at
stimulating the improvement of the competitiveness at the entrepreneurial producers and towards the agricultural products with
clear comparative advantage in relation to the foreign products on the domestic and foreign markets; (3) increase of the amount of
subsidies for agricultural production by three times in relation to 2005 and reaching the level of around EUR 20 million in 2010; (4)
reduction of trade deficit which is to come closer to the surplus in 2010; (5) gradual harmonisation of the domestic support
measures with the EU Common Agricultural Policy; (6) observing the obligations arising from the accession to the WTO in 2003,
pertaining to the undertaken limitations for access to the market (volume of customs protection), scope of summary support
measures and export support; and (7) full control and traceability in the realisation of the support measures.

For the purpose of achieving the define objectives, support policy is aimed at the following main categories of products, i.e.
producers:

e support to competitive, export-oriented traditional products;

« intensive production of alternative and/or non-traditional products with export potential, which generate higher
income with more limited resources;

« support to the traditional products socially important for the rural areas and significant for the safety in providing essential
food for the population;

« support to the products that have significant share in the import value, and have unused potential to increase the
production;

« support to the production of high-yield, certified seeds and seedlings, adjusted to the domestic conditions;

« support to introduction of certification and registration systems, which increase the product value (HACCP,
EUROGAP, organic production certification);

« support to organising the farmers for the purpose of overcoming the problem of fragmentation and limitation of the
capacity for investments, procurement, larger quantum and unified production quality.

Rural development measures — following the EU Common Agricultural Policy trends, where the second pillar gains importance,
rural development in the period to come will be the main effort of the Republic of Macedonia, both institutionally and from the point
of view of the policies. However, process of adoption of the rural development policy is in the initial stage, and at the moment
there is no comprehensive rural development strategy or policy, and by 2006 there was no institution fully responsible for the rural
development policy. Thus, within the Ministry of Agriculture, Forestry and Water Economy, National Strategy on Agriculture and
Rural Development (2007-2013) is in preparatory stage, envisaged to be adopted in the first half of 2007. In 2006, Ministry of
Agriculture, Forestry and Water Economy was appointed by the Government as Rural development Management Institution
(Official Gazette of the Republic of Macedonia, No. 5/2006), and in coordination with the other relevant concerned parties in the
country, policy and the necessary institutions are to be developed so as to ensure sustainable development of the rural areas. In
line with that Decision, Ministry of Agriculture, Forestry and Water Economy is obliged to establish inter-institutional body for rural
development, to manage the preparation of the Rural Development Plan. In addition, Ministry of Agriculture, Forestry and Water
Economy was appointed to design the measures and activities, control and assess the implementation of the rural development
programme and to coordinate the activities therefrom, from the point of view of the policies implemented by different institutions,
to the end of ensuring the inclusion of all relevant institutions and parties, and to supervise the financial functions pertaining to the
rural development.

Rural development measures being realised in the Republic of Macedonia include the following:

o farm investments;

e investments in processing capacities;

« diversification of the economic activities in the rural areas; and

« quality investments in rural infrastructure, mainly in water economy.

Realisation of the above-mentioned measures and challenges for structural adjustment in the agriculture sector will also
contribute to strengthening the institutional and administrative capacities in the institutional framework for implementation of
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agricultural policy measures in line with the EU requirements, capable of designing the policies, assessing and monitoring the
reforms in line with the Common Agricultural Policy trends and gradual adjustment of the mechanism of structural, market price
and trade policy of the EU. These activities will be followed by respective legal adjustments and optimal capacities to implement
the policy.

Comprehensive Strategy for development of Agriculture and Rural Areas will be submitted to the Government for adoption at the
beginning of 2007. This document is aimed at ensuring solid basis and guidelines for the future policy for development of
agriculture and rural areas and institutional development, bringing the national priorities together within the EU integration agenda.

Law on Agricultural Census was amended in 2006, and actual census will be implemented in June 2007, as one of the top
priorities necessary to strengthen the planning when joining the EU. Establishment of a single farm registry will be the next step
after obtaining the agricultural census results, upgrades through integration of different registries/databases on standardised
procedures and methodologies for management, access and exchange of information. In line with these efforts, existing Farm
Monitoring System in the National Network of Farm Accounting “Macedonian FADN”, supported by the Law on Farm Accounting,
taking into account the features of the agricultural activity as a specific economic activity.

Regarding the increase of the absorption capacity for IPARD, establishment of IPARD Agency will be intensified in 2007 and
2008. During this period, the following activities will be realised: employment, capacity building, IT systems and respective
training. Activities will be supported with grants, mainly through the CARDS Programme, other donors and budget of the Ministry
of Agriculture, Forestry and Water Economy.

With the aim of strengthening the services in the agriculture sector, and in the direction of realising the strategic objective to
ensure healthy and quality food for the consumers, in the period 2007-2009, the focus will be placed on reorganising the
veterinary services and inspections in line with the EU and constant improvement of the system of animal health control,
improvement of public veterinary health system, introduction and implementation of efficient and sustainable animal food control
system, i.e. its production and distribution, introduction and implementation of efficient and sustainable system for adjustment and
control over the production, traffic and usage of animal feed and animal diet, establishment of a laboratory for research of
infectious diseases at animals, animal food, appropriateness of the animal feed up to accreditation as referent laboratory,
introduction and implementation of efficient and sustainable animal identification and registration supported by Animal I&R
CARDS Project stage 3, implementation system for harmless animal waste removal to protect the environment from pollution,
preparation of animal welfare legislation, introduction and implementation of efficient and sustainable traceability system and
prevention of infectious animal diseases.

Thus, regarding the phytosanitary area, already commenced activities of reorganising the existing service for plant protection and
establishing of State Phytosanitary Laboratory (supported by CARDS Project “National Integrated Phytosanitary System”) will
continue. The existing Phytosanitary Directorate within the Ministry of Agriculture, Forestry and Water Economy will be
reorganised by strengthening the department in charge of (1) plant protection products and residues, and (2) plant health issues,
and specific actions will be undertaken in the period 2007- 2009 in terms of establishing traceability system throughout the whole
territory to prevent occurrence, spreading and reduction of damages caused by harmful plant organisms, regulating the traffic and
use of fertilizers by passing new national legislation and upgrading the State Phytosanitary Laboratory and raising it up to a level
of referent laboratory for plant health protection.

To the end of boosting the efficiency in the operations of the agricultural inspection, inspection structures will be reorganised and
strengthened in order to achieve a higher degree of protection of legislation and harmonisation with the EU standards. To be more
precise, agriculture inspection will be strengthen with human capacity, attending appropriate training and equipment to be capable
to support the implementation of the IPARD Plan.

In addition, an upgrade in ancillary services will take place in order to bring Macedonian legislation in line with the EU
requirements (Agriculture Institute, Livestock Institute, Institute for Southern Crops, and Institute for Tobacco Crops). Multi-annual
agriculture research programme will be prepared, in cooperation with the agriculture public scientific institutions (PSI), for the
period 2007-2009 in line with the strategic guidelines for agricultural development. Accordingly, National Committee on creating
and transfer of knowledge will be established in 2008. In parallel, institutional capacity for informal education and training in the
field of agriculture will be created, to be supported by the Agricultural Education Centre (AEC) within the Agricultural Institute —
Skopje to represent a link between the research centres and the advisory services and the farmers directly.
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3 CAPACITY FOR ASSUMING THE OBLIGATIONS FROM EU
MEMBERSHIP

3.1 FREE MOVEMENT OF GOODS

3.1.1 HORIZONTAL ISSUES

LEGAL FRAMEWORK
The legal basis for the areas of accreditation, standardisation, metrology, market surveillance and conformity assessment consists
of the following regulations:

« Law on Accreditation (Official Gazette of the Republic of Macedonia, No.54/2002)

« Law on Standardisation (Official Gazette of the Republic of Macedonia, No.54/2002)

« Metrology Law (Official Gazette of the Republic of Macedonia, N0.55/2002)

o Law on Products Safety of March 29, 2006 (Official Gazette of the Republic of Macedonia, No. 33/2006)

« Law on Market Inspection (Official Gazette of the Republic of Macedonia, Nos.35/97, 23/99, 7/2002)

« Law on Technical Inspection (Official Gazette of the Republic of Macedonia, N0.28/99) and amendments to the Law on
Technical Inspection (Official Gazette of the Republic of Macedonia No. 82/2005).
Law on Trade (Official Gazette of the Republic of Macedonia, No. 16/2004)
Law on Consumer Protection (Official Gazette of the Republic of Macedonia, No.38/2004).
Law on General Administrative Procedure (Official Gazette of the Republic of Macedonia, No.38/2005)
Law on the Organisation and Operation of State Administrative Bodies (Official Gazette of the Republic of Macedonia
No. 58/2000 and 44/2002).

INSTITUTIONAL FRAMEWORK

During 2002, the Institute of Standardisation and Institute of Accreditation were created based upon separate laws (Official
Gazette of the Republic of Macedonia No0.54/02 and 55/02), as well as the Metrology Bureau, which is a body within the Ministry
of Economy.

The coordinative role for realisation of the priorities in the area of free movement of goods lies with the Ministry of Economy. In
March 2006, the Ministry of Economy has made a progress by establishing a Sector for Internal Market. This sector consists of
three units: Unit for consumer protection, Unit for free movement of goods and Unit for harmonisation of technical regulations. The
Unit for administrative and legal normative affairs and the Sector of Industry also participate in this area.

Competent institutions other than the Ministry of Economy participating actively in the implementation of the pricrities in the area
of Free Movement of Goods are: Ministry of Health, Ministry of Labour and Social Policy, Ministry of Transport and
Communications, Ministry of Environment and Physical Planning, Institute of Standardisation, Institute of Accreditation, Metrology
Bureau, State Market Inspectorate, State Technical Inspectorate, and the Ministry of Interior.

Within the procedural measures, active participants are the Customs Office of the RM, State Statistical Office and the Ministry of
Culture and other bodies having competences in the area of non-foodstuffs safety. The preparation of the activities concerning the
procedural measures will commence after the completion of the legal regulations from the old and the new approach.

The State Market Inspectorate, along with the other inspection bodies, is an implementing body for the legislation having a
competence for Market surveillance, with a total number of employees of 229, out of which 155 are inspectors.

STRATEGIC DOCUMENTS

The Ministry of Economy prepared a Work programme for transposition of the directives from the new and old approach. The
Government of the RM in 2006 adopted a Medium-term Programme for development of a metrological infrastructure, with Policy
for development of metrological infrastructure and Action Plan for implementation of the medium-term Programme, National Policy
for Accreditation and National Policy for Standardisation.

Programme for market surveillance will be prepared, whereas the Coordinative body for market surveillance established by the
Government of the Republic of Macedonia will be responsible for its realisation within the framework of the project financed by
World Bank - BERIS.

STANDARDISATION
The Law on Standardisation (Official Gazette of the Republic of Macedonia, No. 54/2002) regulates the aims and the principles of
Macedonian national standardisation, the status of ISRM as well as its tasks, the association in the international and European
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standardisation organisations, its financing, preparation, adoption and publishing of Macedonian national standards and their
implementation.

The primary internal acts adopted for carrying out the activities and tasks laid down in the Law on standardisation of ISRM are:
Statute of the Institute for Standardisation of the Republic of Macedonia, Rulebook on the preparation and adoption of the
Macedonian standards and other standardisation documents, Rulebook on establishing and operation of the technical working
bodies of ISRM and other acts.

ISRM is a full-fledged member of the ISO (International Organisation for Standardisation) since 1995, associate member of the
IEC (International Electrotechnical Commission) since 14 January 2005, associate member of the CEN (European Committee for
Standardisation) since 1 July 2003 and the CENELEC (European Committee for Electrotechnical Standardisation) since 3 March
2005. On 15 December 2006, ISRM and ETSI signed a Memorandum of Understanding in the area of telecommunications.
According to the Memorandum, the obligations and the responsibilities of ISRM address the implementation of the relevant
procedures for preparation and adoption of the European standards as Macedonian standards in the area of telecommunications.
In 2006, ISRM has strengthened its human resources capacity with eight new employees assigned to different positions according
to the Rulebook on the internal organisation. The total number of employees is 14. During 2006, the employees participated in
trainings, seminars, and training workshops. By October 2006, 1347 European standards are adopted as Macedonian standards
out of which 1264 are harmonised standards from the New Approach Directives.

In ISRM there are 15 technical mirror committees (ISRM TC) with a different scope of activity that are active in the process of
adoption of the European standards as Macedonian. The establishment of 3 technical committees is ongoing, and initiatives were
submitted for establishing of 4 additional technical committees.

Since August 2006, ISRM web page has been created (www.isrm.gov.mk) where all up to date information concerning the
Macedonian standardisation is placed for public access.

ACCREDITATION

The Institute of Accreditation was established as a special public institution performing tasks and duties of a national accreditation
service in the Republic of Macedonia (hereinafter referred to as IARM). Accreditation is an expert procedure by which the IARM,
in accordance with the accreditation (Law on Accreditation, Official Gazette of the Republic of Macedonia No.54/02 and the
Decision of the Government of the Republic of Macedonia, Official Gazette of the Republic of Macedonia, No. 14/2003) formally
confirms the ability of an institution to perform specific tasks in the area of conformity assessment by means of certificate.
Accreditation is an activity of public interest.

The rules for accreditation are in full compliance with the European and international standards (series EN 45000 and series 1SO
17000), the regulations and the guidelines of EA, IAF and ILAC, and the European best practices in this area.

IARM represents the RM in the European and international organisations for accreditation and participates in their work. In 2005,
IARM signed an agreement for cooperation with EA (European cooperation in the area of accreditation). After obtaining the status
of an EU membership candidate country, IARM started a procedure for full-fledged membership in EA. The first pre-assessment
of IARM by EA was completed in 2006, and the assessment report is generally positive. The detailed description of the IARM
work is covered in the document “National accreditation policy”, as well as the annual IARM work programs.

IARM collaborates with the national bodies for accreditation in other states, especially in the region, based on a formal and
informal cooperation with: SA, HAA, JUAT, ESYD, BAS and BATA. In December 2005, IARM webpage was created
(www.iarm.gov.mk), were all the information on accreditation is presented for public access.

METROLOGY

The Metrology Bureau is a specialised expert body within the Ministry of Economy, which performs tasks and duties regarding the
metrology system of the Republic of Macedonia. The primary task of the Metrology Bureau is the provision of traceability (of
physical size of measurement units in the country and worldwide) and performance, storage and maintenance of national metrics
and certified reference materials as well as calibration of metrics and meters. In order to perform these tasks, the Metrology
Bureau cooperates with specialised international and regional organisations (OIML, CGPM, EUROMET, and WELMEC) where it
represents the Republic of Macedonia.

The other operations in the area of metrology such as the metrological monitoring of quantities and labels on products packaging
and expert monitoring are defined by the Metrology Law (Official Gazette of the Republic of Macedonia, No. 55/2002). The
provisions of the Metrology Law concern the assurance of the legal character of meters (verification and conformity assessment of
measure type).

47



The Metrology Council was created within the Metrology Bureau and is operating as an expert advisory body. The following
bylaws were adopted in the area of metrology:

o Decision on the amount and the manner of payment for the services provided by the Metrology Bureau and the
authorised legal person;

e Rulebook on the form and manner of maintaining the entry register of marks and conformity certificates concerning the
type of meters and marks and seals, i.e. certificates for verification of meters of foreign origin and form and content of the
entry decision in the register and decision rejecting entering in the register;

o Rulebook on the manner and procedure for first, periodical and extraordinary verification of meters;

« Rulebook for the forms of the marks and seals in use for verification of the measures as well for the content of the
certificate for the verification of the measures;

« Rulebook for the manner and the procedure of the expert oversight;

¢ Rulebook on the form and manner and procedure for issuing and withdrawing of the identification card for professional
supervision.

In 2006, the RM became an associate member of the General Conference for Weights and Measures of the Metre Convention,
and on 19.12.2006 a MRA- international Mutual Recognition Arrangement of national measurement standards and of calibration
and measurement certificates issued by national metrology institutes, was signed.

Within the Metrology Bureau there are nine laboratories for calibration of measurement instruments of which six are operational
(laboratory for weight, pressure, length and angle, volume and flow, density, frequency and time). Six engineers of technical
sciences are employed in the laboratories. During 2006, ten calibrations have been carried out.

Relationship is established with the countries-producers of the calibration equipment for the training of the employed in calibration
of measurement instruments, and part of the employed participated in training in some of those countries. In mid 2006, the
Metrology Bureau became a candidate for membership in EUROMET (December 2006) and assigned its own representatives to
some of its technical committees.

Bilateral Memoranda of Cooperation were signed with foreign institutes: Turkish Metrological Institute (UME), Bulgarian
Metrological Institute, and with the domestic Universities and science institutions: Technical Faculty in Bitola, Faculty of
Mechanical Engineering in Skopje, Mining Institute — Skopje etc.

EUROMET is planning to support the regional cooperation of the national institutes of Southeast Europe, among which is the
Metrology Bureau, by establishing a work group for support.

CONFORMITY ASSESSMENT (TESTING, INSPECTION, CERTIFICATION)

The conformity assessment in the RM is regulated by the Law on Products Safety, and the Minister is authorised to adopt
technical regulations for accrediting interested bodies to perform conformity assessment by means of a decision. The
Accreditation is considered to be an assumption for eligibility for authorisation of bodies. In the RM, there is a system of
authorised bodies and they will continue to function 1 to 2 years at the latest from the day of entering into force of the technical
regulations and rulebooks, respectively. The Government of the RM in the document” National accreditation policy” has adopted
the accreditation of the bodies for the conformity assessment as a tool with the procedure for authorisation — notification of the
bodies for conformity assessment in the regulated area.

There is ongoing accreditation of laboratories, certification and inspection (control) bodies, the status of which is identified
according to the old legal framework and the old manner of approval, authorisation and accreditation, in compliance with the Law
on Accreditation and the relevant international and European standards in order to assess and confirm its technical competence.
Part of them already started the procedure for obtaining accreditation (more than 15 applications for accreditation). By November
2006, IARM has accredited 11 bodies for conformity assessment, 4 of which are authorised by the Minister of Economy.

MARKET SURVEILLANCE

Market surveillance in the Republic of Macedonia is implemented for monitoring and determining whether the goods placed on the
market are in accordance with the relevant legislation. Namely, market surveillance (inspection) means verification whether the
products fulfil the requirements of the relevant directives (by acception of directives or old national legislation, where
harmonisation still does not exist), followed by activities for harmonisation of the products and finally pronouncing sanctions when
necessary. Market surveillance protects the interests of consumers, workers and other users, as well as economic operators.

The coordination between the market surveillance bodies (inspection services) is performed on the basis of the Law on General
Administrative Procedure, the Law on the Organisation and Operation of State Administrative Bodies (Official Gazette of the
Republic of Macedonia Nos. 58/2000 and 44/2002), as well as the specific laws for inspection bodies which regulate the
competencies of every state administration body.
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Before the start of the customs procedure, the State Market Inspectorate performs an inspection of all goods (non-foodstuffs), in
terms of labelling and instructions for use which should be written in Macedonian language and Cyrillic alphabet and placed on
the original package, which does not exclude the possibility of simultaneous use of other languages and signs easily
comprehensible for the consumers, and afterwards prepares a document (report) on the basis of which the relevant customs
authority performs customs clearance. The exchange of information between the different relevant bodies is performed
continuously and with constant mutual communication.

SHORT-TERM PRIORITIES

Considering the implementation of the provisions of the Law on Products Safety and the Rulebooks of the new and old approach,
in 2007 Commission for Products Safety will be established at the proposal of the Minister of Economy and the Government of the
RM. The Commission will consist of representatives from the Ministry of Economy, Ministry of Health, Ministry of Transport and
Communications, Ministry of Interior, Ministry of Environment and Physical Planning, Consumer Organisation and the Chamber of
Commerce of the RM. Law amending the Law on Products Safety for product with aim for harmonisation with the Law on
Misdemeanours will be adopted in the 2007/1.

During 2007, adoption of bylaws will follow, which will be prepared with the technical support of GTZ and will regulate: the
manner, procedure and deadlines for reporting, as well as the manner, procedure, criteria and methods for assessment of danger
on the part of the producers and distributors; exchange of information with EC for the adopted inspection measures for
withdrawing and complete withdrawing of products from the market; reporting through the RAPEX system; manner and procedure
for authorisation of the bodies for conformity assessment as well as the manner and the procedure for notification of the bodies for
conformity assessment in EC, the manner and the procedure for revoking of decisions for authorisation, form and content of the
registry for evidence of decisions for authorisation, and the decisions for repealing of authorisation; the procedure for adopting
technical and non-harmonised regulations and standards;

With the transposition of New Approach Directives into Rulebooks in the RM and their implementation during 2007, a national
promotion campaign is planned in order to familiarise the consumers with the meaning of the “CE” marking. This campaign will be
realised with the foreign technical support by GTZ — German Technical Support, which has implemented the technical support for
the harmonisation of the New Approach Directives.

The plans in the area of standardisation include:

« Strengthening of the human resources capacity of ISRM with nine new employments;

e Preparation and adoption of the Programme for Adoption of Macedonian Standards for 2007 and accordingly adoption of
1450 European and international standards as Macedonian.

« Adoption of standards by the endorsing method — announcement for adoption and translation;

« Starting the process of translation of European standards into Macedonian language;

« Establishment of a national technical infrastructure for standardisation through creation of technical committees for
specific areas - mirror technical committees whose scope of work shall cover the scope of work of the technical
committees within the European standardisation institutions (CEN and CENELEC) and in accordance with the
requirements of the Macedonian economy and business and initiatives of interested parties. The creation of 25 national
mirror technical committees is foreseen to be completed by the end of 2007;

« Active participation and monitoring of the work of the relevant committees in the European and international bodies for
standardisation;

« Training of the employed in the ISRM and of the technical committee experts;

« Realisation of international cooperation through signing of the Agreement for cooperation and Agreement for selling with
the European Institute for Telecommunication Equipment (ETSI);

« Establishment of information system through procurement of a system for documents and database management;

e Promotion campaign for informing and active inclusion of the business community and the other interested parties in the
process of standardisation.

In the area of accreditation:
The following activities are foreseen:

« accreditation of conformity assessment bodies (laboratories, certification bodies, inspection bodies)

« membership in the EA as a fully-fledged member (IARM at the beginning of 2006 submitted an application for full-fledged
membership in EA. In October 2006 the EA commission made a pre-assessment of IARM in order to determine whether
it is eligible for membership. The final decision concerning the full-fledged membership is expected in the first half of
2007);

« membership in the IAF, ILAC - international accreditation organisations.

« trainings concerning the principles and requirements in compliance with European accreditation.

In the area of metrology, the following bylaws have been prepared to fulfil the legal framework by the Ministry of Economy:
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1. Rulebook on the manner and procedure for conducting metrological supervision and metrological requirements that the
packed products should meet considering the quantities, manner of labelling and permitted tolerance of the labelled
quantity and list of nominal quantities of the packed products;

Rulebook on non-automatic weighing instruments;

3. Rulebook on names and symbols, field and manner of application, obligation for use and manner of writing down the
measure units;

4. Rulebook on the manner and procedure for conformity assessment of meters, as well as the method, certain methods or
combination of methods for conformity assessment of the type of meters, as well as the contents and form of the
certificate for conformity assessment of the type.

5. Rulebook determining certain categories of meters for which verification is compulsory and time limits for periodical
verification;

6. Rulebook on additional requirements for authorising the legal person, procedure for authorisation, duties of the
authorised person and evaluation of the fulfilment of the requirements for authorisation.

The adoption of the amendments to the Law on Control of Products from Precious Metals is ongoing, in the first quarter of 2007
(non-harmonised area).

o

Regarding the institutional capacity, strengthening of the Metrology Bureau is implemented with 4 new employments in 2006 of
highly qualified employees, and in 2007 there is approval for 5 new employments. At present there are 23 fulltime employees in
the Metrology Bureau, and in the Budget proposal for 2007-2008 for achieving strategic priorities, finances are foreseen for 8 new
employees each year in the laboratories.

Regarding conformity assessment in the Republic of Macedonia, it is foreseen to complete the legal framework for appointing and
notification of bodies for conformity assessment, and to provide a functional infrastructure for conformity assessment. The Law on
Products Safety represents the legal basis for the regulation of this area. The adoption of this Law shall be followed by the
adoption of a Decree on the manner and procedure for appointing the bodies for conformity assessment as well as the manner
and procedure for notification of the bodies for conformity assessment in the EC during 2007.

The authorisation of conformity assessment bodies is performed in accordance with the determined authorisation procedure, by
the Ministry of Economy, and according to the Law on Products Safety. The Ministry of Economy shall also be in charge of
establishing a Register of conformity assessment bodies. In order to realise the foreseen activities, it is planned to conduct
intensive trainings for conformity assessment bodies as well as dissemination of information.

The aim of the activities undertaken in this area is to provide conditions for conformity assessment by the Macedonian bodies for
conformity assessment the certificates of which will be acknowledged on the European and international markets; establishing
bodies for conformity assessment, which will work according to the criteria referred to in the series of standards ISO 17000 and
EN 45000 the capacity of which will be confirmed by a certificate for accreditation and by establishing Macedonian Council for
Conformity Assessment (foreseen within the BERIS project).

In the area of market surveillance, after the adoption of a new Law on State Market Inspectorate, the adoption of the following
bylaws in accordance with this Law is foreseen in the first quarter of 2007:
¢ Rulebook on the form and contents of the inspectors' identification cards and the manner of issuing and withdrawal of the
same;
e Rulebook on the form and contents of the market executive officers' identification cards and the manner of issuing and
withdrawal of the same;
Rulebook on the conditions and manner for buying products during inspection supervision
Rulebook on the manner and procedure for destruction of products;
Rulebook on form and contents of the seal for sealing premises
Rulebook on sampling and checking samples
Rulebook on the form and contents of minutes.

The inspection service in the RM for market surveillance will implement its competences according to the measures and activities
emerging from the Programme of market surveillance, and the inspection services will work out in the area in an organised and
coordinated manner. The coordinative body will follow the realisation of the measures and activities of the Programme for market
surveillance, according to which the inspection services function. New employments are foreseen (6 according to the new
systematisation of ME) in the Sector for Internal Market and the State Technical Inspectorate within the Ministry of Economy,
which will be responsible for:

« Monitoring of the existing conditions in the area of standardisation, accreditation, metrology and market surveillance;
Preparation of legal acts;
Authorisation of bodies for conformity assessment;
Reporting to EC;

50



o Market surveillance of the new approach technical acts;
« Bodies for supervision of the market to have lawful force and working methods.

In the first phase with the GTZ technical support the preparation of the new Law on Technical Inspection will begin and it is
planned to be adopted by the Assembly of the RM by the end of 2007, providing clear definition of the competences of the
technical inspection which arise from the harmonised area in the EU.

MEDIUM-TERM PRIORITIES
The following has been planned in the area of standardisation:
o Full implementation of the European internal rules and procedures for the work of ISRM;
« Establishment of an efficient system for standardisation in the Republic of Macedonia that will enable monitoring and
integration into the standardisation system at European and international level;
Establishment of an efficient technical infrastructure — technical committees and working groups of ISRM;
Adoption of minimum 80 % of the European standards and withdrawal of the conflicting national standards;
Procurement, installation and initiation of full operational service of appropriate IT and telecommunications equipment;
Establishment of notification procedures for all standardisation projects that are planned at national level and standstill
procedures (standstill);
« Establishment and application of an appropriate legal and internal framework of rules on intellectual property regarding
the standards and the standardisation documents.
« Comprehensive strengthening of the staff capacity of ISRM;
« Implementation of a quality system in ISRM.

The following has been planned in the area of accreditation:
¢ Increased number of accredited bodies for conformity assessment (laboratories, certification bodies, inspection bodies)
according to the requirements of the European standards for accreditation and the appropriate procedures for
accreditation, which would be the basis for signing an Agreement on mutual recognition of the results;
¢ Increased number of professional evaluators, and signing of bilateral cooperation Agreements;
e Signing of Agreements on mutual recognition of the results.

According to the Medium-term programme on development of the metrological infrastructure for the period 2006 — 2009, the
following has been planned:

« Establishment of partner relationship through contracts with the users of the metrological infrastructure as constructors of
the dispersion model;

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

« Introduction of appropriate quality systems in the Metrology Bureau (ISO 17025 and ISO 17020 and ISO 9000);

e Proclamation of national standards/patterns of the measuring units (mass, pressure, temperature, density, length,
volume, low voltage, resistance);

« International recognition of the national metrological infrastructure by joining the General Conference on Weights and
Measures and EUROMET, as well as development and publication of tables of our calibration and measuring
capabilities;

« Active participation aimed at ensuring purposeful use of the funds of the MSTQ component of the World Bank’s BERIS
programme for further equipping and strengthening of the Metrology Bureau.

In the area of conformity assessment, it is planned to establish a Council for conformity assessment, the function of which will be
to coordinate the activities performed by the authorised bodies for conformity assessment and by the competent ministries. This
Council is planned to host the participation of representatives of the Government of the Republic of Macedonia and of the line
ministries that are responsible for giving authorisation to the bodies.

The following has been planned in the area of market surveillance:
« Improvement of the organisational set-up of all the institutions involved in the area of market surveillance;
« The market surveillance authorities should have an appropriate legal force and work methods;
« Establishment of a fully effective and efficient market surveillance;
« Training in implementation of the regulations harmonised with the EU Acquis, improvement of the information technology
equipment and improvement of the communication.

FOREIGN SUPPORT
BERIS project financed by the World Bank for the period 2006-2009 - component 2: Strengthening of the systems for metrology,
standardisation, testing and quality. There is a special subcomponent that is intended for the Institute for accreditation, the
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Institute for standardisation and the Metrology Bureau. The goal is to establish an efficient system of standardisation,
accreditation and metrology in the Republic of Macedonia.

Memorandum of Cooperation has been signed with the GTZ for development of bylaws for the purpose of transposition of the
New Approach Directives during 2006, and it is planned to sign a new Memorandum in the beginning of 2007 for continuation of
the activity in terms of transposition of new New Approach Directives and definition of the competencies of the inspection
authorities for market surveillance regarding the New Approach Products. This cooperation continues in terms of development of
bylaws for the Law on Products Safety.

In 2007, it is planned to carry out project financed from CARDS where the beneficiaries will be the State Market Inspectorate, the
State Technical Inspectorate and the Ministry of Economy, for a system of establishment of market surveillance. Duration of the
project is planed for 18 months.

3.1.2 NEW APPROACH DIRECTIVES

The coordination of the activities for harmonisation of the national legislation and adoption of the European technical norms and
standards continues to function successfully through the work of the Working Group for Free Movement of Goods and of the
Working Subgroups under the coordination of this Working Group. With the assistance of the Twinning project with the Republic
of Slovenia — Approximation of the legislation in the area of Internal Market — and the GTZ project on transposition of the New
Approach Directives, the Ministry of Economy has so far transposed a significant number of the New Approach Directives, and
legal acts have been drafted that are already adopted or are planned to be adopted during 2007.

The Law on Products Safety has been adopted (Official Gazette of the RM No.33/06) through harmonisation with the EU Directive
95/2001, thus representing a legal basis for enacting bylaws for transposition of the New Approach Directives:
The following rulebooks have been adopted:
« Machines Safety (Official Gazette of the RM No.64/06)
Equipment and safety systems intended for use in a potentially explosive atmospheres — ATEKS
Electromagnetic compatibility (Official Gazette of the RM No.129/2006)
Electrical equipment intended for use in a certain voltage limits (Official Gazette of the RM No.127/2006)
The Law on Construction Products (Official Gazette of the RM N0.39/06) has been fully harmonised with the EU
Construction Products Directive (89/106/EEC), as amended by the CE Marking Directive (93/68/EEC).

The following bylaws were passed in 2006:
« Rulebook on attestation systems, procedure for attestation, marking of construction products and content of the
documents for conformity;
« Rulebook on confirmation of the conformity and marking 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 RM No. 74/06.

Based upon the Law on Consumer Protection (Official Gazette of the RM No. 38/2004), Article 39, Rulebook on protection of
children toys put into circulation has been adopted (Official Gazette of the RM No. 90/2004), which is harmonised with the
Directive 31988L0078 of 3 May 1988 on the approximation of the laws of the Member States concerning the safety of toys. The
Ministry of Economy, in cooperation with the Ministry of Health, prepared this Rulebook.

SHORT TERM PRIORITIES
The following rulebooks are planned to be adopted during 2007:
« Fulfilment of the energy efficiency requirements for the new hot-water boilers combustioning on liquid or gas fuels;
Energy efficiency requirements for household electric refrigerators, freezers and combination thereof;
Placement on the market of lifts and safety devices for lifts;
Pressure equipment;
Transportable pressure equipment;
Placement on the market of personal protection equipment;
Packed products;
Non-automatic weighing scales;
Safe use of lifts for technical examination of lifts;
Quality of oil derivatives, explained in chapter 15;
Rulebook on placement on the market of cable railway devices intended for transport of individuals (cable railway).
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Within the second phase of the GTZ project —Technical assistance for transposition of the EU technical directives - the following
directives will be transposed during 2007:

« on cable installation designed for transport of individuals

e recreational vessels

« appliances burning gaseous fuels
o transport pressure equipment
e simple pressure vessels
e as appliances

The rulebooks prescribe the method and the dimension of the CE marking.
The following bylaws are planned to be adopted during 2007:

o Rulebook on recreational vessels

o Rulebook on radio and telecommunication terminal equipment

e Rulebook on cut glass

Rulebooks and decisions that are planned for 2007 under the Law on Construction Products include:
« Rulebook on fire classification of construction product
« 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 main goal of the abovementioned legal regulations on construction products is to comply with the technical requirements for
the products that are present on the European market.

MEDIUM-TERM PRIORITIES
The priorities will be 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.

3.1.3 OLD APPROACH DIRECTIVES

CHEMICAL PRODUCTS - Chemicals

CURRENT SITUATION

This area is regulated by the following legal regulations:

The Law on the Trade in Poisons (Official Gazette of the RM No.13/91), the Law on the Production of Poisons (Official Gazette of
the RM No.18/76), the Law on Transport of Dangerous Goods and a large number of bylaws. The Ministry of Health prescribes
the conditions for production and trade in dangerous goods. The procedure for issuing licenses for import/export of poisons, as
well as for issuing approvals for trading in them is carried out by the Bureau of Medicines, whereas the State Sanitary and Health
Inspectorate carries out control and surveillance over the whole process of production and trade in poisons. The classification of
the poisons and preparations containing dangerous goods is done by the Pharmaceutical Faculty and the Institute of
Pharmacology, upon authorisation of the Ministry of Health. The Faculty of Agriculture carries out the assessment of the efficiency
of the means for communal hygiene (means for disinfection, desinsection and deratisation), whereas the Institute of Microbiology
carries out the assessment of the microbiological efficiency.

The Republic Institute for Health Protection of the Republic of Macedonia performs laboratory analysis of the means for
communal hygiene, as well as of the objects for general use containing poisons. The Ministry of Agriculture, Forestry and Water
Economy is responsible for the procedure for issuing approvals for placement on the market of means for plant protection,
whereas the Veterinary Institute is responsible for the means that are used for disinfection, desinsection and deratisation with
animals.

SHORT-TERM PRIORITIES

New Law on Chemicals is under preparation. The law is planned to regulate the area of production, trade, classification,
packaging and labelling of dangerous goods and preparations - the biocides, as well as to regulate the method of notification
about the new goods. The Ministry of Health (Bureau of Medicines) will draft the law in cooperation with the Ministry of
Environment and Physical Planning, and it is planned to be adopted by 2007.

MEDIUM-TERM PRIORITIES

It is planned to enact bylaws to the Law on Chemicals, whereby the following will be regulated:

- the contents and manner of data delivery to the institution, as well as the manner of keeping registry of accidents caused by
poisoning; the methods for assessment of chemicals; the contents of the application form for new chemical, the required
documentation and the procedure for its approval; the procedure for registration of biocides; the conditions that need to be fulfilled
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by the packaging containing dangerous chemicals, the manner of packaging and labelling dangerous chemicals, the contents and
the manner of warning the consumers against the dangerous properties of the chemicals; the data contents about the name and
quantities of the chemicals; the confidentiality of the data about special groups of chemicals, as well as about the manner of
classified data management; the principles of good laboratory practice.

It is also planned to enact other acts stipulating the conditions for good practice during manufacture, i.e. trade in chemicals,
prohibition or limitation of the manufacture, distribution or use of dangerous chemicals efc.

The Law on Chemicals proposal provides for authorizing a competent institution that will assume the role of a National Centre for
Information on Chemical Poisoning.

CHEMICAL PRODUCTS - Detergents

CURRENT SITUATION

The Law on Sanitary Safety of Foodstuffs and General Consumption Products (Official Gazette of the SFRY No0.53/91) defines as
general consumption products “the agents for maintenance of hygiene” as well. The Ministry of Health prescribes the conditions
for manufacture and trade in general consumption products, whereas the control and the surveillance are carried out by the State
Sanitary and Health Inspectorate. The Republic Institute for Health Protection — Sector for Drugs Control — carries out control of
the quality of the detergents.

SHORT-TERM PRIORITIES
The Law on Chemicals will include provisions regulating the placement on the market of detergents, and it will also lay down the
basis for adoption of special rulebooks that will further regulate this area.

MEDIUM-TERM PRIORITIES
It is planned to adopt bylaws that will determine the methods for analysis of biodegradability of detergents, the test methods and
the methods for analysis, as well as the specific requirements for labelling the ingredients for the purpose of full harmonisation
with the Regulation 648/2004.

It is planned to strengthen from a staff point of view the existing institutions - the State Sanitary and Health Inspectorate and the
Sector for Drugs Control in the Republic Institute for Health Protection, as well as to train the staff in enforcement and supervision
of the new regulations.

PHARMACEUTICAL and COSMETIC PRODUCTS
CURRENT SITUATION
The legal framework regulating the manufacture, trade and control of cosmetic products comprises the following regulations:
o The Law on Sanitary Safety of Foodstuffs and General Consumption Products (Official Gazette of the RM No. 29/73 and
37/86)
« The Law on Sanitary Safety of Foodstuffs and General Consumption Products (Official Gazette of the SFRY No. 53/91)
and (Official Gazette of the RM No. 15/95)
« Rulebook on the requirements concerning sanitary safety of general use items to be put into circulation (Official Gazette
of the RM No. 26/83)
It is important to mention that the provisions in these regulations relating to food, food safety, and toys, ceased to apply upon the
enactment of the Law on Food Safety and the Law on Consumer Protection.
The Ministry of Health prescribes the conditions for manufacture and trade in cosmetic products. The State Sanitary and Health
Inspectorate carried out supervision and surveillance over the whole process of manufacture and trade in Cosmetic products. The
quality control for these products is carried out in the Republic Institute for Health Protection.

SHORT-TERM PRIORITIES

Law on Cosmetic Product Safety proposal has been developed by a Working Group of the Ministry of Health, including
representatives of the Republic Institute for Health Protection, and this proposal will be adopted in the first quarter of 2007.
Strengthening of the existing capacities from a staff point of view has been planned for the purposes of implementation of the new
legislation on cosmetic products.

It is planned to strengthen the administrative capacity of the State Sanitary and Health Inspectorate (elaborated in Chapter 28.
Consumer protection and public health), followed by strengthening with 2 additional staff of the Sector for Drugs Control in the
RIHP, where quality control is done for cosmetic products as well. For the staff of the State Sanitary and Health Inspectorate it is
necessary to conduct training in the areas of hygiene, good manufacturing practice for cosmetic products, implementation of legal
procedures and control implications. It is also necessary to procure additional equipment for the needs of the control laboratory:
one apparatus for liquid thin layer chromatography, one atomic absorption spectrophotometer and one apparatus for gas
chromatography. For the staff in the control laboratory, it is planned to conduct training with regard to the introduction of the new
methods for quality control and the handling of the equipment, as well as to provide sub-specialisation in the area of cosmetology.
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MEDIUM-TERM PRIORITIES

It is planned to adopt bylaws that will lay down the lists of products that are considered as cosmetic products, the lists of products
that must not be used in the cosmetic products, the lists of substances whose use in the cosmetic products is approved, lists of
colours, UV filters and preservatives, the principles of Good Manufacturing Practice, the principles of Good Laboratory Practice,
the methods for analysis of cosmetic products, as well as the contents and manner of labelling the finished cosmetic products.
The adoption of these acts will mean implementation of the EU measures stated in the table part.

It is planned to finalize the process of strengthening of the administrative capacity of the State Sanitary and Health Inspectorate,
as well as in the Republic Institute for Health Protection.

It is also planned to conduct continuous staff training in the areas of hygiene, Good Manufacturing Practice for cosmetic products,
legal procedures and control implications.

MEDICINAL DRUGS, SUPPLEMENTARY TREATMENT SUBSTANCES AND MEDICAL DEVICES

CURRENT SITUATION

The Law on Medicinal Drugs, Supplementary Treatment Substances and Medical Devices (Official Gazette of the RM No. 21/98)
defines the conditions for putting in circulation, manufacture and trade, quality, safety and efficiency examination, as well as the
surveillance over the manufacture, trade and control of the quality of medicinal drugs, supplementary treatment substances and
medical devices, as activities of public interest. Concerning the procedure for prescribing and dispensing drugs, the “Rulebook on
the manner of prescribing and issuing drugs and medical devices on prescription” has been published (Official Gazette of the RM
No.17/2002). In 2002, the “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 human medicine” has been published (Official Gazette of the RM No. 64/2002). In 2004, the “Guideline on the conducting of
the procedure for issuing approval for putting a finished drug in circulation” (Official Gazette of the RM No. 49/04), and “Guideline
on the examination y1085 of the biological availability and bioequivalence of drugs” (Official Gazette of the RM No. 68/04), fully
harmonised with the EU directives, have been published. For the implementation of the Law, besides the Ministry of Economy,
institutionally engaged are also the Ministry of Finance, Ministry of Justice, Ministry of Health, Ministry of Agriculture, Forestry and
Water Economy, Ministry of Environment and Physical Planning, Ministry of Transport and Communications, the Ombudsman, the
Commission for Protection of Competition, the Broadcasting Council, the Institute of Standardisation, the Institute of Accreditation
etc.

SHORT-TERM PRIORITIES

It is planed enactment of a new Law on Medicinal Drugs and Medical Devices with the view to provide for harmonisation with the
EU legislation and to enable an appropriate legal framework for the rulebooks that need to be adopted on the basis of the law. In
addition, training of the staff in implementation of the legal provisions will follow.

For the implementation of the planned activities and accomplishment of the predefined tasks, the Ministry of Health — Bureau of
Medicines plans to employ 3 new staff in 2007.

MEDIUM-TERM PRIORITIES

It is planed enactment of the following bylaws: Rulebook on Internal Guidelines; Rulebook on labelling of outer packaging;
Rulebook on clinical trial; Rulebook on conditions for manufacture; Standards for Good Manufacturing Practice, Good Clinical
Practice and Good Laboratory Practice; Rulebook on pharmacies; Rulebook on implementation of the procedure for putting in
circulation of medicinal drug, with renewal and variations; Rulebook on price forming; bylaws related to medical devices.

There is a need for continuous training of the staff in the new procedures associated with the implementation of the rulebooks, as
well as for budgeting and providing funds for this purpose.

MEDICAL PRODUCTS FOR USE IN VETERINARY MEDICINE

CURRENT SITUATION

Currently valid legal regulations in the area of medical products for use in veterinary medicine are: the Law on Medicinal Drugs,
Supplementary Treatment Substances and Medical Devices (Official Gazette of the RM No. 21/98) and the Law on Veterinary
Health (Official Gazette of the RM No. 28/98). Competent authority for implementation of the abovementioned legal regulations is
the Veterinary Administration under the Ministry of Agriculture, Forestry and Water Economy.

SHORT-TERM PRIORITIES

It is planed enactment of a new Law on Veterinary Medicine Preparations and of a certain number of bylaws with the purpose of
harmonisation with the EU legislation. With the assistance of the project “Structural and legal reforms of MAFWE” — veterinary
component — the plan is to finalize the working version of the Law on Veterinary Medicine Preparations during 2007. Data about
the short-term priorities with regard to the institutional upgrading of the Veterinary Administration are provided in the chapter on
food safety and veterinary and phytosanitary policy.
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MEDIUM-TERM PRIORITIES

It is planed enactment of the Law on Veterinary Medicine Preparations and of bylaws arising from the law: conditions and
procedures for obtaining approval for putting veterinary medicine preparations in circulation; Manual on Good Manufacturing
Practice; Additional conditions for obtaining approval for putting veterinary medicine preparations containing or made of GMO in
circulation; Rulebook on monitoring adverse effects from the use of veterinary medicine preparations; Rulebook on conditions and
provisions about wholesale and retail sale of veterinary medicine preparations.

Medium-term priorities with regard to employments are given in the Chapter on Food Safety and Veterinary and Phytosanitary
Policy. There is a need for continuous training of the veterinary inspectors in a system of control of manufacture, trade and use of
veterinary medicine preparations, in addition to training in the new procedures associated with the implementation of the
rulebooks. Budgeting and providing funds for this purpose are also needed.

MOTOR VEHICLES

Competent institution for the area of motor vehicles is the Ministry of Transport and Communications. Participating institutions
include the Ministry of Economy, the Ministry of Agriculture, Forestry and Water Economy, the Ministry of Environment and
Physical Planning and the Ministry of Interior. Assignment of the responsibility to transpose the EU measures between the
Ministry of Economy and the Ministry of Transport and Communications is underway.

The Ministry of Interior, taking care of the safety in the road traffic in conformity with the Law on Road Traffic Safety, deals with
the motor vehicles, i.e. the checking, registration and technical examination thereof. The Ministry of Transport and
Communications implements the Law on Transportation in the Road Traffic while taking care of the transport of people and goods
in general. The Ministry of Economy carries out the activities arising from the Law on Traffic Safety, included in rulebooks, with
regard to the area of homologation and weights and dimensions of the axis loading of the motor vehicles. The Ministry of
Agriculture, Forestry and Water Economy has jurisdiction over the agricultural vehicles that are used in the agriculture.

SHORT-TERM PRIORITIES
Working groups has been formed and with provided, technical support through GTZ the transposition of the EU measures i.e.
directives in the area of motor vehicles will be realised during 2007.

MEDIUM-TERM PRIORITIES
Finalizing the legal framework in the area of motor vehicles.

TEXTILE and FOOTWEAR
CURRENT SITUATION
In 2008, the following bylaws were adopted on the basis of the Law on Products Safety:
e Rulebook determining the raw materials composition and textile names;
« Rulebook on selection of methods for quantitative analysis of two-component mixtures of textile fibres;
« Rulebook on selection of methods for quantitative analysis of trinary mixtures of textile fibres;
e Rulebook on labelling the materials used in the main components of footwear sold to the consumers.
Responsible for this area is the Ministry of Economy — Sector of Industry.
Agreement for trade in textile products between the European Community and the Republic of Macedonia (Official Gazette of the
RM No.35/1998) for this area.

GLASS and WOOD
The following legal regulations will represent the legal basis for the adoption of the bylaws in the area of glass and wood in the
Republic of Macedonia:

e Law on Construction Products;

e Law on Products Safety.

INSTITUTIONAL FRAMEWORK
The Ministry of Economy is responsible for the enactment of the legal regulations in the area of glass and wood.

SHORT-TERM PRIORITIES
In 2007, it is planned to draft a Rulebook on wood and flat glass in conformity with the Law on Construction Products, whereas
Rulebook on cut glass is planned to be developed under the Law on Products Safety.

LEGISLATION
Finalisation of the legal framework in this area and full implementation of the EU measures for glass and wood in the Republic of
Macedonia.
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INSTITUTIONS
Strengthening of the capacities in the Ministry of Economy and establishment of unhindered cooperation with all stakeholders for
the purpose of implementation of the legal regulations in this area.

3.1.4 NON-HARMONISED AREA (Article 28, 30)

PRINCIPLE OF MUTUAL RECOGNITION

SHORT-TERM PRIORITIES

The Law on Products Safety regulates the matters regarding the principles of mutual recognition. The Law generally determines
that in the Republic of Macedonia valid are those documents and signs of conformity of foreign origin that have been issued in
accordance with international agreements concluded and ratified, i.e. acceded to by the Republic of Macedonia. By exception
from this rule, the Minister responsible for adoption of technical regulations may recognise the validity of the documents and signs
of conformity of foreign origin under conditions defined by this law. This principle of mutual recognition will apply until the moment
of accession of the Republic of Macedonia into a full EU membership.

With view to overcome the issue regarding the technical barriers to trade, all technical regulations (both harmonised and non-
harmonised) that will be adopted in the Republic of Macedonia following the accession to the European Union will need to be
prenotified to the European Commission according to a notification procedure, which will be regulated by a special regulation for
the adoption of which responsibility will be competent the Government of the Republic of Macedonia, pursuant to Article 32 of the
Law on Products Safety. In fact, the issue of technical barriers to trade began to be eliminated with the establishment of a
harmonised system in the area of harmonisation of the technical regulations in 2006 and 2007 with the European regulations. The
harmonised system will enable equal treatment of domestic and imported products on the market in the Republic of Macedonia by
way of following the harmonised procedure for their putting on the market.

The importance of the documents and signs of conformity of foreign origin is indispensable because the Republic of Macedonia
does not have at its disposal all the necessary bodies for conformity assessment. Provided that certain certificates issued abroad
are complied with, it will be possible to immediately apply the technical legislation harmonised with the respective legislation valid
in the EU member-states. Possibility thus opens for gradual inclusion on the common market of those economic branches in
which we will have harmonised technical legislation.

It is planned in the Republic of Macedonia to introduce clauses on mutual recognition in the legislation with the purpose of
harmonisation with Articles 28, 30 of the EC Treaty. Namely, it is planned to carry out screening of the national legislation with
regard to its compatibility with these Articles of the EC Treaty and to put together a list of conflicting regulations. This will then be
followed by the development of a Programme for their withdrawal of application.

PROCEDURAL MEASURES

1. NOTIFICATION PROCEDURES

SHORT-TERM PRIORITIES

Directive 98/34/EEC, amended by the Directive 98/48/EEC, laid down the procedures for delivering information on standards,
regulations and rules about services in the information society. In order to implement the abovementioned directives, Decree on
notification procedure will be developed in line with the EU rules based upon the Law on Products Safety. The Decree is planned
to be adopted in the fourth quarter of 2007, and its application will start as of the day of accession of the RM into the EU.

MEDIUM-TERM PRIORITIES

These issues will be under the responsibility of the Sector of Internal Market under the Ministry of Economy. It is planned to
introduce a special unit in 2007 with the main task to serve as a contact point for the Notification Directive 31998L0034 in the non-
harmonised area. Moreover, 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, it is planned to provide at least one
employee that will work on the non-harmonised area. To this end, training will be provided for persons employed in 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.

2. CHECKS AT EXTERNAL FRONTIERS

MEDIUM-TERM PRIORITIES

The Republic of Macedonia 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 Products Safety and the Law on Trade will be amended.
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In order to be able to establish such new system of control, the competencies of the inspection authorities will be revised. These
authorities should completely reorganise their way of work, develop capacity for carrying out controls in the interior instead of the
Customs terminals, be able to do risk analysis and in relation to this to establish appropriate mechanisms for data exchange with
the Customs authorities, and create databases that will be available to the Customs authorities.

The Customs authorities will develop mechanisms for using the data obtained from the competent authorities while building their
own system of risk analysis, as well as efficient mechanisms for communication with the other inspection authorities in cases
when they decide to suspend the release of products which would give rise to a serious doubt as to the existence of a serious and
immediate risk to health and safety in the event of those products being used under normal and foreseeable conditions, and/or
that a product or batch of products is not accompanied by a document or not marked in accordance with the rules on product
safety.

WEAPONS

CURRENT SITUATION

The Ministry of Interior, as the competent institution for carrying out control of the conditions with regard to the manufacture, trade,
procurement, possession and carrying of weapons, parts of weapons and ammunition, drafted the Law on Weapons that was
adopted by the Assembly of the Republic of Macedonia on 25 January 2005.

While drafting the Law on Weapons, the Council Directive on control of the acquisition and possession of weapons 31991L0477
was taken into account and implemented. In addition, while drafting the text of this law, account was taken of the European
Convention of the Council of Europe on the control of the acquisition and possession of firearms by individuals, and the
Recommendation R(84)23 of the Council of Europe, as well as comparative consultation of the laws regulating the issue of
weapons of several countries, including England, Italy, Germany, Switzerland, Czech Republic, Slovenia, Croatia and other
countries.

STRATEGIC DOCUMENTS
National strategy for control of small arms and light weapons (SALW) and Action Plan.

INSTITUTIONAL FRAMEWORK
The Ministry of Interior is responsible for the preparation and implementation of the relevant laws and bylaws. A certain number of
provisions from the abovementioned law provide for obligations for other entities as well, such as:

« Courts; Centres for Social Work (Article 10 Paragraph 1); public health care organisations (Article 11 Paragraph 5);
authorised legal entities for practical training in weapon handling (Article 14); Directorate for Protection of the 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, primary health care organisations engaged in labour
medicine.

SHORT-TERM PRIORITIES
It is planned to adopt a Law amending the Law on Weapons, as well as a Rulebook on the types of weapons according to the
legal categorisation of weapons, in the first quarter of 2007.
The following rulebooks are planned to be adopted:
«  Rulebook on minimum technical and safety requirements that the facilities of the civil shooting grounds should meet;
« Rulebook on the manner for taking out weapons and ammunition across the state border;
« Rulebook on handing over, accepting, and keeping of the handed over weapons;
¢ Rulebook on minimum technical and safety requirements that should be met by the facilities in which production and
repair will be carried out, trade and storage of weapons and ammunition;
« Rulebook on types of weapons that can be supplied on the grand of permit and the importance of the separate types of
weapons from A and C category accordingly to the lawfully categorisation;
« Rulebook for the pattern of the approval for import of weapon and European document for weapon (deriving from
Chapter X of the Law, which be applied after entrance of the RM in the EU).

MEDIUM-TERM PRIORITIES

Adoption of a Law on Branding and Marking of Weapons and drafting of a Rulebook on the form of the approval on weapons
entering and European weapon document.
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FREE MOVEMENT OF CULTURAL GOODS

CURRENT SITUATION

LEGAL FRAMEWORK

The issue of return of cultural goods that have unlawfully been removed from the territory of one country and that are currently
within the territory of the Republic of Macedonia, is regulated in a uniform manner for all countries including the EU member-
states, by the Law on Protection of the Cultural Heritage ("Official Gazette of the RM" No. 20/04). The Law has been in force since
9 April 2004, whilst applied since 1 January 2005. The key provisions of the Directive 93/7/EEC on the return of cultural objects
unlawfully removed from the territory of a Member State of 15 March 1993 are incorporated in this Law in an appropriate manner.

The Macedonian law enables return not only of the cultural goods covered by the Directive 93/7/EEC, but it also encompasses a
significantly wider circle of protected goods, which is in line with the Directive’s provision that it is possible to accept wider
obligations for restitution of unlawfully removed cultural goods.

The issues of import, export and removal of cultural goods are also regulated by the Law on the Protection of Cultural Heritage.
According to the Decision on classification of goods into forms of import and export, the export of artistic objects, collections and
antiques is under the regime "D" (based upon a license, i.e. approval). The control of the import, export and removal of cultural
goods is under the jurisdiction of the Customs Administration of the Republic of Macedonia, whereas the approvals for export and
removal of cultural goods are issued by the Administration for Protection of the Cultural Heritage. Regulation (EEC) No. 3911/92
on the export of cultural goods is implemented in this part of the Law.

INSTITUTIONS

According to the existing systematisation of the working posts in the Ministry of Culture, Sector for Protection of the Cultural
Heritage, with a total of 7 employees is functioning; and Directorate for Protection of Cultural Heritage with a total of 7 employees
a body within the Ministry of Culture with the capacity of a legal person. Total of 33 persons are employed in the Directorate.

The situation concerning the unlawful import/export and removal of cultural heritage abroad is followed by the Sector for
prevention and inspection supervision, i.e. by the Unit for prevention of cultural heritage, and preventive measures for reducing
the possibilities for occurrence of a risk of such actions are undertaken. In this context, one cooperates with the competent
authorities in the Ministry of Interior and Ministry of Foreign Affairs, as well as with specialised institutions both in the country and
abroad.

SHORT-TERM PRIORITIES

LEGISLATION

The draft Law amending the Law on the Protection of the Cultural Heritage will be adopted 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 on the return of cultural objects
unlawfully removed from the territory of a Member State (31996L100), and Directive 2001/38/EC of the European Parliament and
of the Council of 5 June 2001 amending the Directive 93/7/EEC on the return of cultural objects unlawfully removed from the
territory of a Member State (32001L0038), will be implemented in the part of the Law relating to the control of the export i.e.
removal of cultural goods. The Law will provide a basis for adoption of a bylaw that will further regulate the issues concerning the
procedure and the method of export and removal of the cultural goods, and prescribe the forms for export i.e. removal of the
protected goods abroad. The Law will at the same time provide a basis for adoption of a bylaw to further regulate certain issues
regarding the restitution of the cultural goods.

MEDIUM-TERM PRIORITIES
In 2008, Rulebook on the procedure and manner for carrying out export and taking out (across the border) cultural goods and the
export form i.e. taking out (across the border) cultural goods and the Rulebook on the restitution of cultural goods will be adopted.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total

INSTITUTION 31.12.2006

10001: Ministry of Economy IARM: Institute for Accreditation 4 2 2 2 1 7
ISRM: Institute for Standardisation 14 2 2 2 3 9
MB: Metrology Bureau 23 4 4 4 3 15
NEW: Sector for European Integration 7 2 2 1 0 5
SIM: Sector for Internal Market 5 1 1 1 1 4
SMI; State Market Inspectorate 239 1 1 1 2 5
STI: State Technical Inspectorate 0 1 2 0 0 3
TCA: Training Centre for Accreditation 0 0 0 0 0 0

10001: Ministry of Economy Total 292 13 14 11 10 48

18001: Ministry of Culture MC:  Cultural  Heritage  Protection 33 1 0 0 0 1

(4]
©



Office/Sector for Prevention and Inspection
Supervision/ Unit for Prevention of Cultural
Heritage

60

18001: Ministry of Culture Total 33 0 0 1

19001; Ministry of Health BM: Bureau for Medicines 1 1 2 7
NEW: Centre for Information on Chemical 0 2 2 5
Poisoning

19001: Ministry of Health Total 11 3 4 12




3.2 FREEDOM OF MOVEMENT FOR WORKERS
3.2.1 ACCESS TO THE LABOUR MARKET

CURRENT SITUATION
LEGAL FRAMEWORK

The legal framework of free access to the labour market in the Republic of Macedonia is regulated by the following legal
regulations:
« Law on Foreigners (Official Gazette of RM No 35/2006);
« The Law on Conditions for Establishing Labour Relations with Foreigners (Official Gazette of SFRY No 11/78 and 64/89)
and (Official Gazette of RM No 12/93);
e The Law on Asylum and Temporary Protection (Official Gazette of RM No 49/03);
o The Law on Civil Servants (Official Gazette of RM No 59/2000, 112/2000, 34/2001, 43/2002, 98/2002, 17/2003, 40/2003,
85/2003, 17/2004, 69/2004 and 81/2005);
o The Law on Labour Relations (Official Gazette of RM No 62/2005).

Foreigners and apatrides can be employed by employers that is registered in the Republic of Macedonia, on the basis of a permit
for commencement of employment, which is granted upon a submitted request for issuance of a permit of employment, as long as
the general criteria determined by law, the collective agreement and the general act have been fulfilled.

INSTITUTIONS

Responsible authorities for creation of the policies and the legal framework in this field are Ministry for Labor and Social Policy,
Ministry for internal affairs, Ministry for Justice and Ministry for Foreign Affairs. 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 implemented by the Employment Agency of the Republic
of Macedonia.

SHORT-TERM PRIORITIES

LEGISLATION

The new Law on Employment and Work of Foreigners is being drafted, and will be compliant with Article 39 referred to in the
Treaty establishing the European Community, in particular with the Regulation of the European Union (Regulation (EEC) No
31968R1612 of 15 October 1968 and the Directive 32004L038 regarding freedom of movement for workers and the Directive
96/71/EC for posted workers. The Law on Employment and Work of Foreigners shall comply with the new Law on Foreigners
(Official Gazette of RM No 35/2006), which shall apply from March 2007 with which conditions for entrance and stay of the foreign
citizens in the Republic of Macedonia are regulated. The Law on Employment and Work of Foreigners establishes the conditions
and the manner under which foreigners can be employed and work in the Republic of Macedonia.

The Law on Employment and Work of Foreigners will enable free entrance of the citizens of the EU countries on the labour
market in the Republic of Macedonia, if with International Agreement reciprocity is enabled in the sense of the free entrance of the
labour market, employment and free access on services of the posted workers, but in the connection with other forms of the work.

With regard to the employment of medical workers — foreigners, the Law on Employment and Work of Foreigners shall comply
with the Law on Health Protection in the part referring to work licenses of medical workers.

It shall be approached to adequate amendment of the Law on Asylum and Temporary Protection in the direction of approximation
with the Directive 32003L086 of September 2003 on the right to family reunification, and it will have delayed application as of
2008. The Directive 32003L009 shall be implemented within the new Law on Social Security and the Law on Employment and
Work of Foreigners.

MEDIUM-TERM PRIORITIES
LEGISLATION
The medium-term objective is to encompass the process of harmonisation of the Macedonian legislation, in particular with the
provisions referred to in Article 39 of Treaty establishing the European Community, with regard to:
« The right of EU citizens to look for job and accept job without any restrictions and without being subject to the
arrangements for provision of work permit.
« The right of EU citizens who took advantage of their right to accept job, to live in the Republic of Macedonia. EU citizens
not to be subject to the condition of provision of residence permit any longer in accordance with the Directive 2004/38
concerning the residence permit.
« The right of family members, accompanying EU migrant workers, to reside in the Member State concerned, and the right
of family members to accept employment or undertake self-employment.
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o The right of Community workers’ children to be enrolled in educational institutions under same conditions as the citizens
of the Member State concerned.

Intensive preparation has been envisaged for participation in the EURES System, intended for promotion of free movement of
workers through exchange of information for employment possibilities. The Republic of Macedonia shall undertake necessary
measures (legislative, organisational and technical measures) to gradually establish administrative and technical capacity in the
Employment agency of the Republic of Macedonia and in the employment centres for the purpose of its participation in the
EURES System. Accordingly, a study shall be carried out for evaluation of the requested institutional, administrative and technical
capacity for participation in the EURES System. It is envisaged to establish data bases in the Republic of Macedonia containing
general information on the labour market and the employment conditions. Special attention shall be dedicated to the criteria for
selection and employment of the further EURES advisers. Future EURES advisers shall be trained for certain issues related to
acquis and the new data bases. Preparation activities shall be carried out in coordination with the European Commission.

3.2.2 COORDINATION OF THE SOCIAL SECURITY SYSTEM

CURRENT SITUATION

LEGAL FRAMEWORK

Constitutional basis for providing social security to the citizens of the Republic of Macedonia is laid down in Article 34 referred to
in the Constitution of the Republic of Macedonia, according to which the citizens of the Republic of Macedonia are entitled to
social security and social insurance laid down by law and collective agreement.

The legal framework for Coordination of the Social Security System in the Republic of Macedonia is regulated by the following
legal regulations:

e The Law on Pension and Disability Insurance (Official Gazette of RM No 80/93, 3/94, 14/95, 32/97, 24/00, 96/00, 50/01,
85/03, 50/04, 4/05, 84/05, 101/05 and 70/06);

e The Law on Compulsory Capital Funded Pension Insurance (Official Gazette of RM No 29/02, 85/03, 40/04 and 113/05)
and the bylaws defining this field.

e The Law on Employment and Insurance in Case of Unemployment (Official Gazette of RM No 37/97, 25/2000, 101/2000,
50/2001, 25/2003, 37/2004, 4/2005 and 50/06) and the following bylaws: The Rulebook on training, retraining or
additional training for unemployed and other persons (Official Gazette of RM No 30/2003, 24/2005).

e The Law on Healthcare Insurance (Official Gazette of RM No 25/2000, 34/2000; 96/2000; 50/2001; 11/2002; 31/2003;
84/2005; 37/2006).

« The Law on Children Protection (Official Gazette of RM No 98/00, 17/03, 65/04 and 113/05).

The Republic of Macedonia has also concluded international bilateral agreements for social insurance regulating the following
areas: Pension and disability insurance, healthcare insurance, insurance in case of unemployment and child benefit.

The national legislation and the concluded international bilateral agreements have been aligned with the ratified agreements, in
particular: The European Social Charter7 and the Convention No 102 concerning minimum standards of social security.

All international agreements concluded by the Republic of Macedonia are in line with the Regulation (EEC) No 31408R071 of 14
June 1971 on the application of social security scheme to employed persons and their families moving within the Community.

The basic principle for concluding the international bilateral agreements is that each person employed and physical entity
performing activity in the territory of the Republic of Macedonia are equal with the domestic citizens regarding their rights and
obligations according to the national regulations on social security.

The concluded international bilateral agreements apply to all persons regardless their citizenship as well as to persons whose
rights arise thereof.
The Republic of Macedonia has concluded international bilateral agreements with the following countries:
« Republic of Croatia, which entered into force on 01.11.1997 (Official Gazette of RM No 34/94);
Republic of Austria, which entered into force on 01.04.1998 (Official Gazette of RM No 28/97);
Turkey, which entered into force on 01.07.2000 (Official Gazette of RM No 7/99);
Republic of Slovenia, which entered into force on 01.04.2001 (Official Gazette of RM No 13/99);
The Swiss Confederation, which entered into force on 01.01.2002 (Official Gazette of RM No 44/00);
SR Yugoslavia, which entered into force on 01.04/2002 (Official Gazette of RM No 13/02);
Republic of Bulgaria, which entered into force on 01.08.2003 (Official Gazette of RM No 31/03), whose application in the
part of healthcare insurance has been delayed as for four years;
« The Federal Republic of Germany, which entered into force on 01.01.2005 (Official Gazette of RM No 70/03);

7 The following Articles have been ratified: 1, 2, 5, 6, 7, 8, 11, 12, 15, 17 and 19.
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o The Czech Republic, which entered into force on 01.01.2007 (Official Gazette of RM No 20/06); and
« The Bosnia and Herzegovina, which entered into force on 01.04.2006 (Official Gazette of RM No 82/05);

The concluded international bilateral agreements are in compliance with the following principles:
« application of the national legislation of the country where the person is employed (lex loci laboris);
«  collection of periods completed in the Republic of Macedonia and in the foreign country;
« avoidance of overlapping of completed periods of insurance;
« equal treatment for both foreign citizens and domestic policy holders;
« payment of the acquired rights in the territory of another country — contracting party without limits of the amount.

INSTITUTIONAL FRAMEWORK

Competent institutions for the rights in the field of pension and disability insurance are as follows: The Ministry of Labour and
Social policy, the Pension and Disability Insurance Fund of the Republic of Macedonia and the Agency for Supervision of Fully
Funded Pension Insurance. Competent institutions for the rights in the field of healthcare insurance are as follows: The Ministry of
Health and the Healthcare Fund of the Republic of Macedonia.

Competent institutions for the rights in the field of insurance in case of unemployment are as follows: The Ministry of Labour and
Social Policy and the Employment Agency of the Republic of Macedonia. Competent institutions for the rights to children care
(child benefit, special allowance and benefit for infant equipping) are the Ministry of Labour and Social Policy and Social Work
Centres. Institutions competent for application of the ratified international bilateral agreements for social security are the Pension
and Disability Insurance Fund of the Republic of Macedonia, Healthcare Fund of the Republic of Macedonia, the Employment
Agency of the Republic of Macedonia, which have the role of contact points.

The Decision of the Government of the Republic of Macedonia on the establishment of the commission for Bilateral Cooperation
in the field of social security (Official Gazette of RM No 4/2004) resulted in the establishment of the Commission for Bilateral
Cooperation in the field of social security, aimed at administering the activities relating to bilateral agreements for social security,
which would provide coordinated approach of the state bodies competent for regulating the issues governed by these international
agreements.

SHORT-TERM PRIORITIES

Activities shall be undertaken with regard to entering into force of international bilateral agreements for social security, which are
in the signing or ratification procedure with the following countries: Czech Republic, Romania, Denmark, the Netherlands,
Belgium, Hungary, Luxemburg and Poland. Furthermore, approximation of EU legislation with the Law on Children Protection has
been envisaged.

In the field of health protection, medical expenses are envisaged to be compensated for each required treatment of the citizens
who got sick or suffered from accident during his/her temporary stay in another Member State, that is, as tourists.

In that direction, it is envisaged the adoption of bylaws in the Republic of Macedonia for the purpose of establishing legal and
technical framework for introduction of national healthcare insurance card (on the appearance, form, content and manner of use)
which would replace the medical booklet.

INSTITUTIONS

Building the administrative capacity has been envisaged for full application of the Regulations 31971R1408 and 31972R0574 in
the field of social security and staffing of the Sector for Pension and Disability Insurance within the Ministry of Labour and Social
Policy, the Pension and Disability Insurance Fund of the Republic of Macedonia, the Health Insurance Fund of the Republic of
Macedonia and the Employment Agency of the Republic of Macedonia. In this regard, twining project shall be initiated for
coordination of the social security systems, which, among other things, shall evaluate the required administrative and technical
capacity in the institutions competent for implementation of the Community regulations for coordination of the social security
systems as well as training for the employed.

MEDIUM-TERM PRIORITIES

Activities have been envisaged for opening and leading negotiations for concluding international bilateral agreements on social
security with countries Macedonia has not concluded agreement, in particular, Northern Ireland, Italy, Norway, England, Sweden
and France as well as with the former USSR countries.

LEGISLATION

The priority in the field of pension insurance is continuation of the reforms, in particular, encompassing the legal framework by
adoption of the Law on the Voluntary Fully Funded Pension Insurance and the Law on Payment of Pensions, which shall be
complied with the EU legislation. Namely, according to Article 149 referred to in the Law on Pension and Disability Insurance, a
pension beneficiary — foreign citizen, who shall move for permanent residence in a country of his/her citizenship, his/her pension
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shall be paid out abroad if there is international agreement concluded on payment of pensions abroad or if reciprocity exists with
the country concerned.

For the purpose of harmonisation with the Regulations (EEC) No 31971R1408 of 14 June 1971 and 31972R0574, the Law on
Pension and Disability Insurance shall be amended and consolidated with regard to: redefining disability by giving priority to the
professional rehabilitation as a preventive measure, and the right to reassignment to another job post and part-time work are to be
transferred to the competence of the employer. Moreover, controlled review of the disability pension beneficiaries shall be
harmonised according to the examples from the legislations of the modern European countries, from the aspect of medical
indications and longer length of service for workers working on hazardous job posts.

For the purpose of harmonisation with the Council Directive 31998L049 of 29 June 1998, conditions will be created for introducing
supplementary pension, i.e. enabling a person to have continuous insurance. To encompass the legal and institutional framework
for voluntary fully funded pension insurance, Steering Committee has been set up within the Ministry of Labour and Social Policy.
The Law is expected to be adopted by the end of the first half of 2008.

Full implementation has been envisaged of bylaws on determination of legal and technical framework concerning introduction of
national health insurance card as well as practical revitalisation of voluntary supplemental healthcare insurance in accordance
with the Law on Health Insurance and the Law on Insurance, for the purpose of covering the expenses for medical services which
are not covered by mandatory healthcare insurance.

INSTITUTIONS
The administrative and technical capacity in the institutions competent for implementation of the Community rules for coordination
of social security systems shall continue to develop in accordance with the intensity determined by the twinning project.

With the adoption of the Law on Voluntary Fully Funded Pension Insurance and the Law on Payment of Pensions, the institutions
competent for implementation shall be determined.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
15001: Ministry of Labour and ASCFPI: Agency for Supervision of Capital 8 2 2 2 4 10
Social Policy Funded Pension Insurance

MLSP: Sector for Child Protection 0 1 1 0 0 2

MLSP: Sector for Labour 3 1 0

MLSP: Sector for Pension and Disability 5 2 1 1 1 5

Insurance

MLSP: State Labour Inspectorate 0 2 1 0 0 3
15001: Ministry of Labour and 16 8 B 3 5 21
Social Policy Total
EARM: Employment Agency of the |EARM: Employment Agency /Contact point 532 0 0 1 1 2
Republic of Macedonia for EURES
EARM: Employment Agency of the 532 0 0 1 1 2
Republic of Macedonia Total
PDIFRM: Sector for Pension and  |PDIFRM: Pension and Disability Insurance 60 0 1 1 2 4
Disability Insurance Fund/ Sector for Pension and Disability

Rights

PDIFRM: Pension and Disability Insurance 30 2 2 2 1 7

Fund/ Sector for IT
PDIFRM: Pension and Disability 90 2 3 3 3 11
Insurance Sector Total
HIF: Health Insurance Fund of HIF: Health Insurance Fund 640 0 0 1 1 2
Macedonia
HIF: Health Insurance Fund of 640 0 0 1 1 2
Macedonia Total

TOTAL 1278 10 8 8 10 36
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3.3 RIGHT OF ESTABLISHMENT AND FREEDOM TO PROVIDE SERVICES
3.3.1 RIGHT OF ESTABLISHMENT

CURRENT SITUATION

In the Republic of Macedonia the establishment of companies, branches or subsidiaries is regulated by the Company Law (Official
Gazette of the Republic of Macedonia No. 28/04 and 84/05). A company can be established under equal conditions by both
domestic and foreign entities. A foreign entity can acquire shares or stocks in an already established company. The participation
of a foreign entity in a start-up or an established company is not limited, apart in exceptional cases when it is not otherwise
regulated by a law. A company established by a foreign entity or with foreign participation is equal in all rights and obligations, as
well as companies without foreign participation.

In the Company Law the Republic of Macedonia has accepted the most modern normative solution according to which a foreign
company and a foreign sole proprietor can perform services classified as commercial activity on the territory of the Republic of
Macedonia without having to establish a company, i.e. to acquire the status of a sole proprietor. The foreign company or the sole
proprietor can provide services performed as trade activity through establishing a branch office or a representative office as their
organisational unit. The branch office of the foreign company doesn't have the characteristic of a legal entity and in the Republic
of Macedonia it acts on behalf of the foreign company that established it. The subsidiary can undertake obligations and fulfil the
access before the courts and other organs of the Republic of Macedonia. With this legal possibility the foreign companies and
foreign sole proprietors are equal with the domestic natural and legal entities regarding the provision of services. Exceptions are
only particular types of services for which by international agreements or laws it is determined that they can only be performed
solely if a company is established. When establishing a branch office, no special or new requirements apply i.e. the conditions
that the foreign trading company has fulfilled in the country of registration (establishment) are taken into consideration.

SHORT-TERM PRIORITIES

The Government of the Republic of Macedonia in the first half of the 2007 started the Regulatory Guillotine, aiming to eliminate all
unjustified legal acts and bylaws, including the registration process for which the one-stop-shop system was introduced not
exceeding the period of 3 days.

MEDIUM-TERM PRIORITIES
Activities for identification of other legal barriers regarding the right of establishment for the natural and legal entities from the EU
and adaptation of the regulatory framework in a manner for removing thereof are stipulated to a medium-term.

3.3.2 FREEDOM TO PROVIDE SERVICES

CURRENT SITUATION
In the Republic of Macedonia different types of services fall within the scope of different institutions.

SHORT-TERM PRIORITIES

With aim to identify the possible barriers for freedom to provide services and to overcome systematically these barriers, a
horizontal governmental body was created for inter-ministerial cooperation consisted of the representatives from the following
institutions: Ministry of Justice, Ministry of Finance, Ministry of Economy, Ministry of Education and Science, Ministry of Labour
and Social Policy, Ministry of Transport and Communications, Ministry of Agriculture, Forestry and Water Economy, Ministry of
Culture, Ministry of Education and Science, Ministry of Health, National Bank of the Republic of Macedonia, Committee for
Information Technology, Macedonian Securities and Exchange Commission, Legislative Secretariat, Youth and Sports Agency
and Institute for Accreditation. According to the Government conclusion from 23.01.2007 the Ministry of Economy was assigned
as a coordinator for this work group. In this process, representatives from the chambers of commerce, professional associations
and other associations are included. Members of this body, during this year, will analyze the Directive on Services in the Internal
Market from 12.12.2006, which, together with the undertaken obligations in the SAA, represent a basis for identification and
removing the legal and administrative barriers for freedom to provide services.

MEDIUM-TERM PRIORITIES

The activities of the government body for medium-term inter-ministerial cooperation will be oriented towards identification of the
possible barriers for freedom to provide services, licensing system assessment and its practical use with aim to provide
coordination with the EU legislation, in particular with the Directive on Services in the Internal Market.

As a mid-term priority activities shall be undertaken regarding the abolition of certain type of limitations that are due to be
abolished as from the moment of accession: the obligation for establishment, the obligation to have a procurator and obligation to
keep tarde books in Republic of Macedonia, the obligation to be registered and the obligation to act accrording to all the laws in
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the Republic of Macedonia, in accordance with the judicial practice of the European Court of Justice regarding the application of
Art. 49 of the European Community Treaty.

COMMERCIAL AGENCY

CURRENT SITUATION

LEGAL FRAMEWORK

Law on obligations (Official Gazette of the Republic of Macedonia No. 18/01) regulates the principles of obligations, the
contractual and other obligations in the legal transactions regarding goods and services. Participants in the obligations can be
both natural and legal persons. Participants in the legal transactions freely determine the obligations in accordance with the
Constitution, laws and best practice, regardless whether it is foreign or domestic legal and natural entities. The participants in the
obligations are equal. In case of establishing the obligations, and exercising rights and obligations from them, the participants are
obliged to observe the principles of due diligence and honesty.

The relations resulting from the legal transactions regarding goods and services are governed by the Law on obligations. These
are relations resulting from the will of the parties, i.e. contractual obligations — contracts, relations resulting from damage and
other obligations comprising the dynamics of the civil law.

Commercial Agency

The provisions of the Law on Obligations referring to the Contract for Commercial agency (from Article 846 — to Article 868) have
been harmonised with Council Directive 31986L0653 of 18 December 1986 on the coordination of the laws of the Member States
relating to self-employed commercial agents.

3.3.3 POSTAL SERVICES

CURRENT SITUATION

LEGAL FRAMEWORK

Law on Postal Services (Official Gazette of the Republic of Macedonia No. 55/02)

The Law on Postal Services prescribes performing postal services in the domestic and international postal traffic, regulates the
relations between the users and providers of postal services, the issuance of postal stamps and postal valuables, as well as other
issues related to the provision of postal services. The Law on Postal Services has been drafted on the basis of certain decisions
of Directive 97/67/EC of the European Parliament and of the Council of 15 December 1997. The Directive 2002/39/EC of the
European Parliament and of the Council of 10 June 2002 on amending Directive 97/67/EU relating to further launching of postal
services of the Community towards the competition is not implemented in the Law, since the Law has been drafted and adopted in
2002, before new Directive has been adopted.

In accordance with the existing Law, it is envisaged that the universal postal service including the reserved postal service up to
350 grams shall be performed by the Public enterprise for postal traffic “Makedonska Posta” aiming to offer identical services
under equal conditions available to all users on the territory of the Republic of Macedonia, without any political, religious or
ideological discrimination, guaranteeing discretion and security of the postal parcels.

The universal postal service includes reception, sorting, transport and delivery of the postal parcels up to 2 kg and packages up to
31.5 kg. The universal postal service, on behalf of the public enterprise by contract, can be performed by other domestic and
foreign legal and natural entities.

The Law regulates performance of the courier services, which are provided by domestic and foreign legal and natural entities
operating as postal operators, on the basis of the gained license by the Minister of Transport and Communications.

STRATEGIC DOCUMENTS

The Law on Postal Services provides for the adoption of a Strategy for Postal Services Development which shall determine further
development of the postal network and consistent implementation of the principles and orientation of the Universal Postal Union,
the European Union and the World Trade Organisation, as well as the international obligations that the Republic of Macedonia
has undertaken in the area of postal services.

INSTITUTIONAL FRAMEWORK

The Ministry of Transport and Communications and the Public enterprise for postal traffic "Makedonska Posta" which with the
Decision of the Government in December 2006 is transformed into Joint Stock Company in state ownership, are competent for the
matters regarding the postal traffic.

The Ministry of Transport and Communications is the authorised state body for creating the postal traffic policy i.e. for the
implementation of the policy of the Republic of Macedonia in the area of internal and international postal traffic. In accordance
with the Law on Postal Services, the Ministry of Transport and Communications simultaneously performs the function of a
regulatory body in the area of postal traffic. Within the framework of the Ministry, in the Sector for Communications - Unit for
postal traffic, the activities in this area are performed by 2 experts employed full-time, however in accordance with the Act for
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systemisation of the posts in this unit three employees are envisaged. The inspections in the postal traffic are performed in the
framework the State Transport Inspectorate, as a body within the structures of the Ministry, and the entire activity is performed by
one inspector.

The Public enterprise for postal traffic "Makedonska Posta", in accordance with the existing Law is the competent public operator
for performing the activities in the internal and international postal traffic, including the universal postal services, and has about
2550 employees.

SHORT-TERM PRIORITIES (up to 31.12.2007)

LEGAL FRAMEWORK

In the course of 2007, new Law on Postal Services shall be enacted, whereby the Directive 32002L0039 concerning the further
opening to competition of Community postal services shall be transposed, whereas gradual and controlled liberalisation of the
postal services market will be accomplished, as well as providing conditions for performing universal postal service. The
increased competition in providing postal services by more operators shall provide a higher quality and better accessibility to the
end-users by using alternative methods of communication. With the transposition of the Directive 32002L0039, the weight of the
reserved postal services will be reduced from the current 350g to 100g. With the Law, an Independent Regulatory Body for Postal
Services is to be established, which shall be legally separated and independent on the operational plan from the postal operators.
The Law shall envisage the functions of a regulator in the postal services sector to be preformed by a future single regulatory
body for electronic communications, audiovisual sector and postal services, and

by the second quarter of 2007, a Strategy for development of the postal services is expected to be adopted, laying down the
measures implementation dynamic and the activities for development of the postal services, using the Recommendations of the
European Union, the Universal Postal Union and the World Trade Organisation.

INSTITUTIONS

By the end of 2007, the Provisions of the new Law on Postal Services are expected to be implemented regarding the tasks
performance from the scope of the Independent Regulatory Body, as well as the objectives laid down with the Strategy for
development of the postal services.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

In accordance with the decisions of the new Law on Postal Services, and in function of implementing the law, bylaws should be
adopted within a period of six months after entering into force of the Law.

Institutions

For the training of the employees in the Independent Regulatory Body for Postal Services, 100.000 Euro will be necessary during
the period 2008-2010. The funds will be provided from the budget of the independent regulatory body.

INSTITUTIONAL STRENGTHENING REQUIREMENTS

According to the existing systematisation of working posts, one new employment is envisaged in the MTC Sector for
Communications - Unit for postal traffic.

Within the frameworks of the Independent Regulatory Body, for the purpose of tasks performance in the area of the postal
services, it shall be necessary to be employed five (5) persons with university degree. Provision of premises for the regulatory
body, equipment, payments and other material expenditures shall be provided from the budget of the newly created regulatory
body in which several areas will be encompassed.

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
13001: Ministry of Transportand  |[MTC: Sector for Communications / Unit for 2 1 0 0 0 1
Communications Postal Services
MTC: State Transport Inspectorate 1 0 0 0 0
NEW: National Regulatory Authority for 0
Postal Services
13001: Ministry of Transport and Communications Total 3 1 2
16001: Ministry of Education and  |MES: Info centre for recognition of formal 1 2 1 0 0
Science higher education qualifications
(ENIK/NARIK)
NEW: Body for mutual recognition of 0 1 2 0 0 3
professional qualifications (vocational
education)
16001: Ministry of Education and Science Total 1 3 3 0 0 6
TOTAL 4 4 5 2 1 12
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FOREIGN ASSISTANCE

In the beginning of 2007, experts from the European Commission through the TAIEX instrument, or from the Universal Postal
Union or from the member country of the EU are expected to be included on bilateral basis, and together with the representatives
of the MTC and the Public enterprise for postal traffic “Makedonska Posta” shall work on the preparation of the new Law on Postal
Services and the Strategy for development of the postal services.

3.3.4 MUTUAL RECOGNITION OF PROFESSIONAL QUALIFICATIONS

CURRENT SITUATION

LEGAL FRAMEWORK

With the Law on Secondary Education (Official Gazette of the Republic of Macedonia No. 44/95, 24/96, 34/96, 35/97 82/99,
29/02, 40/03, 42/03 and 67/04) a foreign citizen is entitled to request nostrification or recognition of an equivalent of certificate
acquired abroad, which will enable recognition of an adequate level of education. Nostrification shall mean the recognition of a
certificate acquired abroad, and equivalent shall mean the levelling of the certificate acquired abroad with a certificate acquired in
the Republic of Macedonia. Nostrification i.e. recognition of an equivalent of a certificate from the primary and the secondary
education, acquired abroad shall be done by the Ministry of Education and Science through a special commission established by
the Minister.

The recognition of professional qualifications in the higher education acquired abroad is regulated by the Law on Higher
Education (Official Gazette of the Republic of Macedonia No.64/00 n 49/03), whereby the general legal framework is taken from
the ratified Lisbon Declaration for the mutual recognition of professional qualifications of the Council of Europe on 11 April 1997
as well as the existing legislation of the European Union from this area. Pursuant to the Law on Higher Education, recognition of
the higher education qualifications or part of the higher education studies acquired abroad shall mean recognition of diplomas and
other documents issued by foreign higher education institutions or accredited i.e. authorised bodies of the particular country.
Furthermore to recognizing the equality, the equal legal force with the adequate qualifications or part of the higher education
studies acquired in the Republic of Macedonia is also recognised. The Law distinguishes between academic and professional
recognition. With academic recognition, one can realise the right to access to the higher education institutions of the Republic of
Macedonia i.e. the possibility to continue with the higher education studies for acquiring a higher education qualification, or
recognition of a completed higher education qualification for academic purposes, in particular - registration for postgraduate
studies or doctoral studies. With the professional recognition of higher education qualification, one is entitled to performing
professional activity in the Republic of Macedonia. This procedure is in compliance with the legislation of the European Union
which distinguishes between academic and professional recognition.

The Law on Higher Education provides for the procedure and the competent bodies for recognition of foreign higher education
qualifications. In accordance with this law, there is an Information Centre at the Ministry of Education and Science which among
other things, determines whether the formal and legal criteria for recognition of a foreign higher education qualification have been
met. The Minister of Education and Science on the basis of the proposal of the Professional Recognition Commission of a higher
education institution decides on every submitted request, particularly for recognition of the the higher education studies acquired
abroad or of a part of the studies spent abroad. The Professional Recognition Commission is established by the Scientific and
Educational Council i.e. the Educational Council of the Higher Education Institution which is closest to the educational and
scientific area for recognition of a foreign higher education qualification. The Minister of Education approves whether the legal
criteria have been met, and accordingly signs the final decision for recognition.

The law provides for implementation of the concluded bilateral agreements for mutual recognition of diplomas by the Ministry of
Education and Science, under the conditions determined in the bilateral agreement. Republic of Macedonia has concluded
bilateral agreements with the Republic of Bulgaria, the Republic of Albania and the Republic of Turkey; the implementation of
which is conducted by an expert commission formed upon the decision of the Minister. Following the proposal by the expert
commission, the Minister competent for the higher education signs the decision for nostrification of the recognised higher
education qualifications or part of the higher education studies acquired abroad, in accordance with bilateral agreements.

STRATEGIC DOCUMENTS

Ongoing is the drafting of the National Framework for Qualifications determining the objectives and starting points for outlining the
curricula and the expectations from the students, their understanding, i.e. the ability to understand throughout all the cycles of the
higher education (first, second and third cycle) in which all of the qualifications of the single European area for higher education
are divided (Learning outcomes), national structure of the higher education qualifications (Framework of Qualifications), including
the recognition of non-formal and formal life-long learning.
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INSTITUTIONAL FRAMEWORK
The Ministry of Education and Science and the higher education institutions are the bodies competent for the implementation of
the Law on Higher Education, the Law on Secondary regarding the recognition of foreign higher education qualifications.

The present Law on Higher Education regulates also the procedure for providing quality in the higher education as well as
accreditation and licensing of higher education institutions. In this sense, an Evaluation Agency and an Accreditation Board have
been established in the Republic of Macedonia. The activity of these two bodies is closely connected to the professional
recognition of qualifications.

As regards the supervision of certain professions, it is done by the line Ministries, the corresponding Chambers and Inspectorates.
For instance, the supervision over the health care activity is done primarily by the Ministry of Health through the Medical
Chamber. The supervision over the educational activity is done by the Ministry of Education and Science as well as the State
Educational Inspectorate as the central educational institution competent for full compliance with the law in the area of education
and the systematic control over the quality of the educational process.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

The National Framework for Qualifications shall be established with the Law Amending the Law on Higher Education, with the
Draft Law on the Vocational and Scientific Titles, simulations of the adopted concept for national graduation in the secondary
education which shall become applicable as from the school year 2007 / 2008 and other appropriate amendmends to the Law on
Secondary Education in accordance with the National Program for Education Development in the Republic of Macedonia, adopted
in April 2006.

The present Law on Higher Education is partially in compliance with the EU measures. The Law Amending the Law on Higher
Education, which shall be fully complied with the EU regulations as regards the recognition of foreign higher education
qualifications, is currently being drafted.

Vocational education is planned to be regulated in accordance with the Directives of the European Union. EU Directives that refer
to de jure professional recognition, which means recognition of qualifications acquired during the studies for the purpose of
practice of professional activity in the host-country or in the county where the qualification was acquired and regulated with certain
normative acts, i.e. these fall under the category of regulated professions.

In addition to the Law Amending the Law on Higher Education, the Law on Vocational Education, Law on Life-Long Learning, and
the Law on Vocational and Scientific Titles are in a drafting procedure.

A Gap analysis on the extent of the harmonisation of the National with the EU legislation in the area of mutual recognition of
professional qualifications is planned.

INSTITUTIONAL FRAMEWORK

Development of the Information Centre for recognition of foreign higher education qualifications, as a part of the single
ENIC/NARIC network — establishment of a single information network and database for recognition of foreign higher education
qualifications and connection with universities; keeping records of the recognised higher education qualifications; professional
advancing and equipping in terms of staff, technology and space.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

The adoption of legislation regarding recognition of foreign professional qualifications is foreseen for year 2008. The legal
framework shall be in compliance with the EU directives regarding the curricula for minimum criteria for training, thus regulating
the professions in relation to the monopolist activity, protection of vocational titles and connection with the social security system
and a procedure for supervision of professions shall therefore be established.

INSTITUTIONAL FRAMEWORK

The legal frame for recognition of foreign professional qualifications shall establish the structures and procedures for recognition
of foreign profession qualifications. In 2008 national co-ordinator for mutual recognition of professional qualifications shall be
appointed.
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3.4 FREE MOVEMENT OF CAPITAL
3.4.1 REGIME OF MOVEMENT OF CAPITAL AND CURRENT PAYMENTS

CURRENT SITUATION

LEGAL FRAMEWORK

Legal framework on the regime of movement of capital and current payments comprises many laws and bylaws, according to
which current and part of the capital transactions are liberalised. In June 1998, Republic of Macedonia adopted Article VIII of the
IMF Statute, thus introducing convertibility in the payments through current transactions with abroad, thus fully liberalising the
current transactions between the residents and non-residents.

Law on Foreign Exchange Operations (Official Gazette of the Republic of Macedonia, nos. 34/01, 49/01, 103/01 and 51/03)
regulates the following: a) current and capital transactions and their realisation in the form of payments and transfers between
residents and non-residents, between residents if they work with foreign means of payment or if the subject of operations is
foreign means of payments, unilateral transfer of funds from and in the Republic of Macedonia which do not represent
transactions made between residents and non-residents and b) the foreign exchange monitoring and control. Main feature of the
Law is gradual liberalisation of the movement of capital depending on the maturity and the type of capital, and it is related to the
obligations assumed under the Stabilisation and Association Agreement (Articles 58, 59 and 60). In fact, Law on Foreign
Exchange Operations contributes to full liberalisation of the transactions envisaged in the first stage of SAA (direct investments,
commercial credits and financial loans and credits with a maturity period exceeding 1 year). Provisions in the Law ensure for
liberalisation of the financial credits as well, with a maturity period less than 1 year, which is envisaged to be implemented as an
obligation in the second stage of SAA. Full liberalisation of the operations with securities and investments in real estate of
residents abroad is planned following the expiry of the first stage of SAA. Liberalisation of the operations with deposits is planned
after the expiry of the second phase of SAA. The Law is harmonised with the EU Directives 31988L0361, 31997L0005 and
31991L0308.

Payment operations in the country are regulated with the Law on Payment Operations (Official Gazette of the Republic of
Macedonia, nos. 32/01, 50/01, 52/01, 103/01, 37/02, 41/02, 61/02, 42/03 and 13/06), and the bylaws. Pursuant to the Law,
holders of payment operations in the country are the National Bank of the Republic of Macedonia and the banks, and it is only
these institutions that can perform payment operations defined by the Law. The Law is harmonised with the EU Directives
98/26/EC.

Payment operations with abroad are regulated with the Law on Foreign Exchange Operations (Official Gazette of the Republic
of Macedonia, nos. 34/01, 49/01, 103/01 and 51/03). Fast money transfer, defined as an electronic transfer of funds from a natural
person in a country to another natural person in another country within 1 hour from the payment, regardless of whether the
transfer is made from or to the Republic of Macedonia, whereas the net settlement is made through a commercial bank, is
regulated by the Law on Fast Money Transfers (Official Gazette of the Republic of Macedonia, no. 77/03).

On bilateral basis, Republic of Macedonia concludes Agreements on Promotion and Mutual Protection of Investments. So
far, 30 bilateral agreements are concluded (26 are entered into force, 3 are ratified and 1 is signed, and they are in the process of
entering into force).

In order to implement the Government policy for increased inflow of foreign direct investments, Law on Establishing Foreign
Investments Agency (Official Gazette of the Republic of Macedonia no. 37/04) was adopted in June 2004. The Agency is a state
institution and started its operations as of January 2005. Its main objective is attracting investments to enhance the economic
development of the Republic of Macedonia.

Legal framework for the insurance system in the Republic of Macedonia is defined with the Law on Insurance Supervision (Official
Gazette of the Republic of Macedonia, nos. 27/02, 84/02, 98/02 and 33/04) and the Law on Mandatory Insurance in Traffic
(Official Gazette of the Republic of Macedonia no. 88/05). Field of insurance is elaborated in details in Chapter 3.09 — Financial
Services.

Basic law regulating the area of securities is the Law on Securities (Official Gazette of the Republic of Macedonia, no. 95/05).
Within this Chapter, Directive 31998L026 is partially incorporated in the existing Law on Securities, the bylaws pertaining to the
establishment of the Central Securities Depositary, as well as the acts for the Central Securities Depositary.

Law on Foreign Exchange Operations allows, in addition to the authorised banks and insurance companies, for the pension funds,
Deposit Insurance Fund and the investment funds to invest in securities abroad, in accordance with the laws regulating their
operations. Following the expiry of the first stage of SAA, other residents (citizens and enterprises) can invest in foreign securities
abroad. Securities and Exchange Commission has adopted two rulebooks on the basis of the Law on Foreign Exchange
Operations: Rulebook on Obtaining Approval for Issuance and Introduction of Foreign Securities and Rulebook on Obtaining
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Approval for Issuance and Introduction of Securities, as well as documents on holdings in resident investment funds abroad
(Official Gazette of the Republic of Macedonia, no. 49/01).

Law on Investment Funds (Official Gazette of the Republic of Macedonia, no. 9/00) regulates the terms and conditions for
establishment of investment funds and investment fund management companies, and the manner of their operations, the process
of selection of depositary bank and the control over their operations. Investment fund, pursuant to this Law, can be established as
an open-ended or as a closed-ended fund. Law on Investment Funds contains no special limitations for investments of investment
funds in foreign securities. The Law provides for limitations for investments that pertain to both domestic and foreign securities.
Thus, the fund cannot invest more than 20% of their asset value in securities of one issuer. As an exception, the fund can invest,
without any limitations, in debentures in the Republic of Macedonia. Fund can acquire maximum of 20% of the total number of
shares issued by a single issuer and maximum of 15% of the total nominal value of debentures issued by a single issuer. Fund
cannot invest more than 15% of the total number of shares issued by a single issuer and more than 10% of the total nominal
value of debentures issued by a single issuer. Deposits with banks and other monetary assets of the fund can be up to 25% of the
fund’s assets. The fund cannot invest in securities issued by the selected depositary bank or branch office of foreign depositary
bank, or in deposits of these institutions. The fund cannot invest in securities issued by other funds. The fund can exceed the
maximum envisaged in the Law in cases of market disturbance with an approval by the Commission; however it is obliged to
introduce such limit once normal market conditions are restored. Thereby, the fund can exceed the maximum envisaged in this
Law over a period of four months of its establishment.

The Commission, under special rights, regulates the terms and conditions and the manner for harmonisation of the limitations for
the investments in the cases of mergers and consolidations of two or more funds, or mergers and consolidations of two or more
issuers in which the fund has invested. Other issues pertaining to the area of securities are elaborated in Chapter 3.9.3 -
Financial Services.

INSTITUTIONAL FRAMEWORK

Law on Payment Operations, regulating the payment operations in the country, is prepared by the Ministry of Finance. Ministry of
Finance and National Bank of the Republic of Macedonia adopt the bylaws enabling the implementation of the Law. Supervision
over the lawfulness and functioning of the payment operations is carried out by the National Bank.

Law on Foreign Exchange Operations is prepared by the Ministry of Finance. Bylaws are adopted by the Ministry of Finance,
National Bank, Ministry of Economy and the Securities and Exchange Commission. Competences for law enforcement are
conferred to: National Bank of the Republic of Macedonia, Ministry of Finance, State Foreign Exchange Inspectorate, Ministry of
Economy and Securities and Exchange Commission.

Law on Fast Money Transfer is prepared by the Ministry of Finance, while the bylaws are adopted by the National Bank of the
Republic of Macedonia. Supervision over the enforcement of the law and the bylaws, as well as over the operations of the service
providers of fast money transfer and the sub-agents is carried out by the National Bank of the Republic of Macedonia.

There is Financial System Department within the Ministry of Finance in charge of the preparation of regulations in the area of
banking system, non-banking financial institutions, capital market, foreign exchange system, insurance system, payment
operations system, audit system and accounting system. Financial System Department is directly involved in the process of
harmonisation of the national legislation in this field with the EU acquis. The department comprises 5 Units: Banking System Unit
(2 employees), Capital Market Unit (2 employees), Insurance System Unit (2 employees), Payment Operations and Audit Unit (2
employees) and Accounting System Unit (3 employees). Two employees from the Financial System Department are involved in
the harmonisation of the national legislation with the EU acquis — Chapter 4 — Free Movement of Capital.

When preparing the regulations, Ministry of Finance cooperates with the National Bank and other involved institutions: Ministry of
Economy, Securities and Exchange Commission and Central Registry of the Republic of Macedonia.

National Bank of the Republic of Macedonia has twelve departments: Departments directly involved in the process of
harmonisation of the national legislation with the EU acquis in terms of Chapter 4 are the following: Supervision Department —
Banks and Saving Houses Supervision Unit (6 employees) and Non-Banking Institutions Inspection Unit (5 employees); Research
Department — External Sector Developments Unit (4 employees); Central Banking Operations and Foreign Reserves Department:
- Foreign Reserves Management Unit (6 employees), Open Market Operations Unit (5 employees), Risk Management Unit (5
employees); and Payment Systems Department — Development Unit (1 employee), Payment Systems Oversight Unit (2
employees). NBRM employs total of 420 persons.

Securities and Exchange Commission is composed of a President and 6 members. Pursuant to the Law on Securities (Official
Gazette of the Republic of Macedonia, no. 95/05), following the expiry of the term of office of the present Securities and Exchange
Commission, it is envisaged for it to comprise 5 (five) members, one out of which is the President. There is Specialised Service
within the Securities and Exchange Commission, comprising four departments: Sector for General and Legal Operations (2
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employees), Sector for Licensing (2 employees), Sector for Capital Market Control (4 employees) and Sector for Research and
Development of Capital Market and International Cooperation (2 employees). Employees in the Department of qualified
personnel, as well as members of the Securities and Exchange Commission, are in charge of the implementation of the
respective bylaws from the Law on Foreign Exchange Operations and the provisions on settlement of securities of the Law on
Securities, as well as the bylaws.

MEDIUM-TERM PRIORITIES

Continuation of the monitoring over the process of harmonisation of the regulations with the obligations undertaken in the SAA
and the legislation of the European Union to the end of liberalisation of the capital account. On the medium term, Republic of
Macedonia will make further efforts to eliminate the remaining limitations regarding the short-term movement of capital.
Medium-term priority in this field is continuation of the harmonisation with the rules and practices of the EU regarding the
settlement finality in payment and securities settlement systems (approximation with Directive 31998L0026).

3.4.2 PAYMENT OPERATIONS

CURRENT SITUATION

LEGAL FRAMEWORK

Legal framework in the field of payment operations is elaborated in details in part 3.4.1.a of this Chapter. Payment operations in
the country are regulated with the Law on Payment Operations (Official Gazette of the Republic of Macedonia, nos. 32/01, 50/01,
52/01, 103/01, 37/02, 41/02, 61/02, 42/03 and 13/06) and the bylaws arising from the provisions in this Law. Payment operations
with abroad are regulated with the Law on Foreign Exchange Operations (Official Gazette of the Republic of Macedonia, Nos.
34/01, 49/01, 103/01 and 51/03).

INSTITUTIONAL FRAMEWORK

Ministry of Finance is the institution authorised to prepare the Law on Payment Operations. Bylaws are adopted by the Ministry of
Finance and the National Bank of the Republic of Macedonia. Supervision over the banks and the functioning of the payment
operations system is the competence of the National Bank of the Republic of Macedonia.

National Bank adopts the bylaws arising from the Law on Foreign Exchange Operations, which refer to the payment operations
abroad.

Institutional framework in the field of payment operations is elaborated in details in part 3.4.1. b. of this Chapter.

SHORT-TERM PRIORITIES
Preparation of a strategic document for development of the payment systems. This document is in a draft version and it will be
adopted by advisory body on payment systems by mid 2007.

In the course of 2007, process for adoption of new Law on Payment Operations will be commenced. This amendment is
envisaged for the purpose of ensuring consistency of the whole text of the Law, as well as improvement and enhancement of the
reformed payment system, i.e. full harmonisation when carrying out payment operations in the country, in line with the EU
standards and criteria.

MEDIUM-TERM PRIORITIES
On the medium term, it is planned to fully incorporate the provisions of Directive 97/5/EC in the course of 2008.

3.4.3 MONEY LAUNDERING PREVENTION

CURRENT SITUATION

LEGAL FRAMEWORK

Law on Money Laundering Prevention and Other Financial Proceeds from Criminal Offence

(Official Gazette of the Republic of Macedonia, no. 46/04) — Legal bases for development of preventive system pertaining to
money-laundering prevention were introduced in 2001 in the Republic of Macedonia for the first time by adopting the Law on
Money Laundering Prevention (Official Gazette of the Republic of Macedonia, no. 70/01), which entered into force on 1st March
2002. On 12t July 2004, Assembly of the Republic of Macedonia adopted new Law on Money Laundering Prevention and Other
Financial Proceeds from Criminal Offence (Official Gazette of the Republic of Macedonia, no. 46/04). New law is harmonised with
the UN Convention against Trans-National Organised Crime from 2000 (Palermo Convention), Directive 32001L0097 amending
Directive 31991L0308, as well as the FATF recommendations

Entities which pursuant to the Law on Money Laundering Prevention are obliged to undertake measures and activities for
prevention and detection of money laundering are the following:
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« financial institutions and their official and responsible persons;

« legal entities and natural persons performing the following activities: activities related to real estate trading; audit,
accounting and financial consulting; notary, lawyer and other legal services pertaining to: sale and purchase of real
estate or companies, money and securities management, opening and disposal of bank accounts, safe-deposit boxes
and other accounts, establishing or taking part in the management or operations of the legal entities, representing clients
in financial transactions and real-estate trading; activities related to trading with works of art, antiques and other objects
of greater value for large consumption; activities related to trading with excise goods; activities connected with issuance
of payment and credit cards; processing and trading with precious metals and stones; travelling and tourist agencies and
other similar activities of acquainting property and other forms of disposal or management with money or property;

« companies organising games of chance (casino and others);

« foreign representative offices, affiliates, branch offices and parts of entities, registered abroad and performing activities in
the Republic of Macedonia, as well representative offices, affiliates, branch offices and parts of entities registered in the
Republic of Macedonia performing activities abroad and

« associations of citizens and foundations.

In May 20086, Analysis on modifications and changes to the Law on Money Laundering Prevention (46/04) was prepared to the
end of its harmonisation with the Directive 2005/60/EC, the amended Strasbourg Convention (Warsaw Convention 198) and the
revised FATF 40+9 Recommendations on prevention of money laundering and financing terrorism. On the basis of this Analysis,
the Directorate has prepared a draft for adoption of the Law on Money Laundering Prevention and Other Financial Proceeds
from Criminal Offence and Financing Terrorism. Main novelties in this draft are aimed at strengthening the measures for
detection and prevention of money laundering by the entities, mainly by introducing the obligations for analysis of the clients
depending on the assessment of the risk level. These measures will be also applied in cases of prevention of financing terrorism.

Rulebook on the Contents of Reports on Transactions Submitted to the Directorate (Official Gazette of the Republic of
Macedonia, no. 54/2004), arising from the provisions in the Law on Money Laundering Prevention of and Other Financial
Proceeds from Criminal Offence.

Other laws

« Criminal Code of the Republic of Macedonia (Official Gazette of the Republic of Macedonia, nos. 37/96, 80/99, 4/02,
43/03 and 19/04);

o Law on Criminal procedure (Official Gazette of the Republic of Macedonia, nos. 15/97, 44/02 and 74/04);

« Banking Law (Official Gazette of the Republic of Macedonia, nos. 63/00, 103/00, 37/02, 51/03 and 85/03) and

« Law on Fast Money Transfer (Official Gazette of the Republic of Macedonia, no. 77/03).

Strategic document and other documents prepared by the Directorate for Money Laundering Prevention

« National Strategy for Combating Money Laundering and Financing Terrorism — strategic document on the fight
against money laundering, adopted by the Government of the Republic of Macedonia on 30t June 2005. The Strategy
includes activities to be undertaken in the period 2005 - 2008 for the purpose of establishing an adequate system for
combat against money laundering and financing terrorism at national level.

« List of indicators for recognising suspicious transactions — defined guidelines based on the past experience and
international best practices in the area of money laundering so as to assist the competent entities, bound by law, in
easier recognising the suspicious transactions and

¢ Rulebook on Prevention of Money Laundering and Financing Terrorism — in October 2006, the Directorate
prepared Rulebook with guidelines for implementation of measures and activities for prevention of money laundering and
financing terrorism, and distributed it to all entities referred to in the Law, to the competent supervision bodies, as well as
to other institutions. The Rulebook was prepared for the purpose of facilitating the practical implementation of the
obligations arising from the Law.

INSTITUTIONAL FRAMEWORK

Directorate for Money Laundering Prevention

Focal point in the system for prevention of money laundering and financing terrorism in the Republic of Macedonia is the
Directorate for Money Laundering Prevention.. The Directorate is a body within the Ministry of Finance, established in
September 2001 on the basis of the Law on Money Laundering Prevention (Official Gazette of the Republic of Macedonia, no.
70/01), and it started operating on 1st March 2002. The Directorate, as an administrative model of a Financial Intelligence Unit
(FIU) is organised in three Units: Analytics Unit (3 employees), Suspicious Transactions Unit (2 employees) and System
Development and International Cooperation Unit (2 employees). Employment of 1 person (IT expert) is in process. Since June
2004, the Directorate is a member of the EGMONT Group.

Besides the Directorate, the following institutions, on the basis of their legal competences, carry out the obligations arising from
the Law on Money Laundering Prevention: Ministry of Internal Affairs, Financial Police, Public Prosecution Office, Customs
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Administration, National Bank of the Republic of Macedonia, Public Revenue Office, State Foreign Exchange Inspectorate,
Securities and Exchange Commission, State Anti Corruption Commission and other state bodies. When performing its
competences, the Directorate cooperates with these bodies, as well as with other institutions and international bodies for combat
against money laundering and financing terrorism. To the end of strengthening the cooperation between the Directorate and the
other involved institutions, the Government fo the Republic of Macedonia established Council for Combat Against Money
Laundering and Financing Terrorism, the members of which are representatives from the Directorate, Ministry of Internal Affairs,
Ministry of Justice, Public Prosecution Office, Financial Police, National Bank of the Republic of Macedonia, Securities and
Exchange Commission, Customs Administration and Public Revenue Office. This body meets at least once a month and
considers the issues and problems in the daily operations, exchanges experience, organises joint training and joint appearance in
the international cooperation and submits report on fulfilment of the strategic objectives set in the Strategy to the Government of
the Republic of Macedonia.

Pursuant to the Law on Money Laundering Prevention, supervision over the application of the measures and activities by the
entities is performed by the following institutions: National Bank of the Republic of Macedonia supervises the banks, saving
houses, exchange offices and providers of fast money transfer; Ministry of Finance - Insurance Supervision Department
supervises the insurance companies; Securities and Exchange Commission supervises the Stock exchange, brokerage
companies and investment funds; Public Revenue Office supervises the other financial institutions, companies organising games
of chance and other legal entities and natural persons, subject to such measures and activities. Chambers of Attorneys and
Chambers of Notaries, i.e. other professional associations of auditors, accountants and other persons independently performing
legal and financial activities establish, within their competences, commissions for performing supervision over the implementation
of measures and activities by their members, stipulated by this Law.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Harmonisation of the national legislation with the international regulations, experience and standards on prevention of money
laundering and financing terrorism. Adoption of new Law on Prevention of Money Laundering and Other Financial Proceeds from
Criminal Offence and Financing Terrorism, with purpose of its harmonisation with the Directive 2005/60/EC, the amended
Strasbourg Convention (Warsaw Convention 198) and the revised FATF 40+9 Recommendations on prevention of money
laundering and financing terrorism.

INSTITUTIONS
Strengthening the mechanisms of the financial system for the needs of prevention of money laundering and terrorism financing:
e continuous fraining and education of the employees in the financial institutions (Units), to carry out regular internal
training for the other employees in the financial institution and
¢ improvement of the system for electronic submission of data on cash transactions exceeding EUR 15,000 (individual and
connected), for the purpose of completing the Directorate’s database.
Improvement of the regulations and supervision over the enforcement of legislation — Strengthening the capacities of these
institutions through training and specialisation of the existing personnel
Increasing the level of efficiency of the operations of the law enforcement authorities — strengthening the capacities of these
authorities through continuous training of their personnel
o Establishment of an efficient system for international cooperation;
¢ continuous implementation of the concluded Memoranda and Cooperation Protocols;
e signing Memoranda and Cooperation Protocols in detecting and prosecution of perpetrators of criminal acts and
exchange of information, and
¢ introduction of electronic access to the databases of the relevant competent institutions.
Strengthening the technical capacities of the Money Laundering Prevention Directorate:
« increase of the number of employees in DMLP;
« continuous training of the employees in DMLP;

Strengthening the international cooperation
« implementation of the concluded Memoranda of Understanding of DMLP
« conclusion of Memoranda of Understanding with other countries
« participation in plenary sessions of the international bodies for combat against money laundering and financing terrorism
(EGMONT, Council of Europe MONEYVAL Committee) and
« preparation and implementation of the Third Evaluation Round of the System for Prevention of Money Laundering in the
Republic of Macedonia by the Council of Europe MONEYVAL Committee.
Raising public awareness on the necessity to undertake measures for prevention against money laundering and financing
terrorism.
o creation of DMLP website and
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« public announcement of the annual report on the operations and the activities of DMLP, as well as publishing of the
statistical data on money laundering and terrorism financing in the Republic of Macedonia and at international level.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

Harmonisation of the national legislation with the international regulations, experience and standards on prevention of money
laundering and financing terrorism:

e preparation and adoption of bylaws aroused from the Law on Money Laundering Prevention of and Other Financial
Proceeds from Criminal Offence and Financing Terrorism.

« incorporation of provisions in the laws that regulate the activities of the institutions providing financial or legal services, as
well as the competent state bodies, for determining their competences in detecting and preventing money laundering;

« amendments to the Criminal Code to the end of incrimination of criminal act - financing terrorism as a separate criminal
act, thereby taking into consideration the provisions in the Warsaw Convention 198 and the International Convention on
Prevention of Money Laundering;

« ratification of the 2005 Convention on Money Laundering, Search, Seizure, Confiscation of Financial Proceeds from
Criminal Offence and Financing Terrorism, amending and supplementing the 1990 Strasbourg Convention (Warsaw
Convention 198)

INSTITUTIONS
Strengthening the mechanisms of the financial system for the needs of prevention of money laundering and terrorism financing:
« continuous training and education of the employees in the financial institutions (Units), to carry out regular internal
training for the other employees in the financial institution
« maintenance of the system for electronic submission of data on cash transactions exceeding EUR 15.000 (individual and
connected), for the purpose of completing the Directorate’s database.
« Improvement of the regulations and supervision over the enforcement of the legislation:
continuous strengthening of the capacities of these institutions through training and specialisation of the existing
personnel
Increasing the level of efficiency in the operations of the law enforcement authorities
continuous strengthening of the capacities of these institutions through continuous training of their personnel
Establishment of an efficient system for international cooperation:
continuous implementation of the concluded Memoranda and Cooperation Protocols;
maintenance of the system for electronic access to the databases of the relevant competent institutions.
Strengthening the technical capacities of the Directorate for Money Laundering Prevention
further increasing in the number of employees in DMLP;
continuous training of the employees in DMLP;

Strengthening the international cooperation
« implementation of the concluded Memoranda of Understanding of DMLP
« conclusion of Memorandum of Understanding with other countries
« participation in plenary sessions of the international bodies for combat against money laundering and financing terrorism
(EGMONT, Council of Europe MONEYVAL Committee);
Raising public awareness on the necessity to undertake measures for prevention against money laundering and financing
terrorism
« public announcement of the annual report on the operations and the activities of DMLP, as well as publishing of the
statistical data on money laundering and terrorism financing in the Republic of Macedonia and at international level;
« publishing rulebooks and guidelines for the purpose of simplified enforcement of the Law for the entities obliged to act so
pursuant to the Law

FOREIGN ASSISTANCE

Directorate for Money Laundering Prevention— Technical assistance for procurement of software and equipment for automatic
data processing, with funds provided with the 2003 CARDS Programme — Project on Combat against Money Laundering
(continuation of 2002 CARDS).

Preparations are in progress for the realisation of the twinning project on institutional capacity building of the Directorate for
Money Laundering Prevention, and for continuation of the implementation of efficient mechanisms for cooperation between the
bodies included in the combat against money laundering and financing terrorism. Spain has been selected as a partner country in
the Project. These funds are provided under the 2005 CARDS Programme.

Realisation of the project for technical assistance from GTZ will continue in the period 2006-2008.
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Foreign Investments Agency — Project on Technical Assistance to the Ministry of Economy (Foreign Investments Agency) is on
going, intended for improvement of the investment climate (funds in the amount of EUR 1,200,000 are provided by EAR through
the CARDS Programme), and it will be realised in a period of 18 months (January 2006 — June 2007).

Technical assistance to the Foreign Investments Agency has also been provided from the World Bank under the Project
“Investments in the Western Balkans”.

Realisation of another two projects on technical assistance provided by UNDP is in progress:

“Stimulating Investment in Macedonia” and
o “Mapping the Investment Potentials of the Municipalities in the Republic of Macedonia” (in the amount of EUR 30,000)

Funds for the Project ,Promotion of Foreign Investments in the Republic of Macedonia®“, worth EUR 40.000 (2006-2007), are
provided by GTZ.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/|INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total

INSTITUTION 31.12.2006

09001: Ministry of Finance MLPD: Directorate for Prevention of Money 9 1 1 1 2 5
Laundering

09001: Ministry of Finance Total 9 1 1 1 2 5

TOTAL 9 1 1 1
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3.5 PUBLIC PROCUREMENT

CURRENT SITUATION
LEGAL FRAMEWORK

The Law on Public Procurement was adopted by the Assembly of the Republic of Macedonia on 26 March 2004 (Official Gazette
of the Republic of Macedonia No. 19/2004), and entered into force on 7 April 2004. The following EU directives on public
procurement are transposed into the Law on Public Procurement of the Republic of Macedonia: 89/665/EEC, 92/13/EEC,
93/36/EEC, 93/37/EEC and 93/38/EEC.

On the basis of the Law on Public Procurement, 11 (eleven) bylaws have been adopted and published in the Official Gazette of
the Republic of Macedonia, as follows:

o List determining the entities to which the provisions of the Public Procurement Law apply (Official Gazette of the
Republic of Macedonia No. 34/2004), adopted on the basis of Article 1, paragraph 3 from the Law;

¢ Rulebook on the form and contents of the annual public procurement plan (Official Gazette of the Republic of
Macedonia No. 33/2004), adopted on the basis of Article 11, paragraph 7 from the Law;

¢ Rulebook on the procedure for opening bids at open invitation and restricted invitation and on the form for
keeping minutes of the bid opening (Official Gazette of the Republic of Macedonia, No. 50/2004), adopted on the
basis of Article 46, paragraph 4 from the Law;

« Decision on determining equipment, materials and services of defence and security nature (Official Gazette of the
Republic of Macedonia No. 69/2004), the procurement of which is not subject to the Law, in accordance with Article 3,
paragraph 2 from the Law;

¢ Rulebook on the detailed rules for estimating the value of the procurement (Official Gazette of the Republic of
Macedonia No. 10/2005), adopted on the basis of Article 9, paragraph 2 from the Law;

¢ Rulebook on the form and contents of the form and on the manner of keeping the registry of realised
procurements of the procurers (Official Gazette of the Republic of Macedonia No. 10/2005), adopted on the basis of
Article 17, paragraph 5 from the Law;

e Rulebook on the form and contents of the form and on the manner of keeping the Single Registry (Official
Gazette of the Republic of Macedonia No. 10/2005), adopted on the basis of Article 18, paragraph 3 from the Law;

« Rulebook on the compulsory elements of the tender documentation (Official Gazette of the Republic of Macedonia
No. 10/2005), adopted on the basis of Article 36, paragraph 10 from the Law;

« Methodology on expressing the criteria into points (Official Gazette of the Republic of Macedonia No. 10/2005),
adopted on the basis of Article 50, paragraph 5 from the Law;

¢ Rulebook on the manner, terms and procedure for selecting experts who will examine the regularity of the
public procurement procedure (Official Gazette of the Republic of Macedonia No. 10/2005), adopted on the basis of
Article 93, paragraph 10 from the Law.

Furthermore, to enable full implementation of the Law on Public Procurement, as well as provide unified application of the Law,
the Public Procurement Bureau has prepared a standard tender documentation for procurement of goods, works and services and
models of contracts, which the procurers can access on the website http://javni-nabavki.finance.gov.mk .

The Law Amendmening the Law on Public Procurement was adopted in December 2005. It has led to increase of the
transparency in the public procurement procedures by introducing the obligation to publish the contract notices in the Official
Gazette of the Republic of Macedonia and in electronic form on the Bureau’s website as well. In addition, the Law provides for e-
procurement, which has been practically introduced with the electronic procurement system. A Rulebook on the type and manner
of using the electronic public procurement was adopted.

Regarding legal remedies, an administrative body for complaints — Appeals Commission was introduced. Existing regulation
provides for the right to objection and complaint not only by the dissatisfied bidders and candidates, but also by those economic
operators that have picked up tender documentation, but have not submitted a tender.

INSTITUTIONAL FRAMEWORK

In accordance with Article 24 from the Law on Public Procurement, the Public Procurement Bureau was established, which is a
state administrative body, without legal personality, within the Ministry of Finance, being responsible to the Government of the
Republic of Macedonia and the Minister for Finance.

The Public Procurement Bureau has the authority to realise the development of the public procurement system, through providing
legality, rationality, efficiency and transparency in carrying out public procurement, and is also responsible for encouraging
competition and equality of the bidders in the public procurement procedures.
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At the moment, the Bureau has two Units: Unit for Public Procurement System Improvement and Unit for Register and Analysis.
The Bureau employs 11 persons, excluding the Director, 3 out of which as bachelors of law, 4 bachelors of economics, 1 bachelor
of civil engineering, 1 bachelor of electrical engineering and 2 administrative employees. It is envisaged for the number of
personnel to be increased and for the personnel itself to be strengthened, so as the Public Procurement Bureau can successfully
carry out its competences stipulated by the Law.

For the purpose of improving the transparency in public procurement procedures, and ensuring the true competition and
corruption and fraud prevention, the following activities have been undertaken: publishing public procurement contract notices,
legislation and bylaws, forms, models of contracts and standard tender documentation on the website, including the decisions of
the second-instance Public Procurement Commission; regular and continuous updating of the Single Registry for realised public
procurement; and preparing quarterly reports and their submission to the State Commission for Prevention of Corruption. The
Public Procurement Manual and Guidelines for Public Procurement were prepared in cooperation with the Public Procurement
Bureau project, financed by CARDS.

Inspection in public procurement procedures is within the Sector for Central Internal Audit within the Ministry of Finance. In the
past period, employees in the Bureau attended several seminars, mainly covering the two new public procurement directives.

For the purpose of institutional strengthening of the capacities when carrying out public procurement at the procurers, the Bureau,
in cooperation with the Public Procurement Bureau Project, financed by CARDS, organised two-day courses attended by over
300 participants.

SHORT-TERM PRIORITIES

LEGISLATION

It is planned to adopt new Law on Public Procurement by the end of 2007, which will be harmonised with the EU Directives on
Public Procurement (2004/17/EC and 2004/18/ EC, 89/665/EC and 92/13/ EC).

Special attention will be paid to the regulating of the rules on public procurement at the entities performing one or more activities
in the field of water supply, energy, transport, postal services and land exploitation, introducing value thresholds in line with the
Directives, thus ensuring transparency and efficiency in the public procurement procedures, regulating the negotiated procedure
with and without prior announcement of the contract notice and introducing electronic auctions and regulating the legal protection
in line with the directives on legal remedies.

Taking into account the harmonisation of the concession rules, new Law on Concession is in the process of preparation,
envisaged to be adopted in the first half of 2007. The Law is being prepared by the Ministry of Economy, in cooperation with the
Ministry of Finance — Public Procurement Bureau, technical assistance being granted by SIGMA. It is planned to prepare a
concept distinguishing the awarding of public services and works from the awarding of public goods, in line with the European
practice.

INSTITUTIONS

In the course of 2007, it is planned to strengthen the capacity of the Public Procurement Bureau, with 3 new employees. Training
of the personnel is a constant activity of the Public Procurement Bureau, for both the existing one and the newly engaged, through
participation at seminars and workshops and engagement of foreign experts.

The Bureau plans to continue its efforts for capacity strengthening at the procurers by organising training for the persons who
participated in the implementation of public procurement procedures, as well as by publishing useful information on the Bureau’
website. It is planned to organise at least two training courses in 2007.

It will continue the publishing of public procurement contract notices, including the decisions of the second-instance Public
Procurement Commission; regular and continuous updating of the Single Registry for realised public procurement and preparing
quarterly reports and their submission to the State Commission for Prevention of Corruption.

Cooperation with the State Audit Office and Commission on Public Procurement Complaints (i.e. State Commission on Public
Procurement Complaints envisaged in the new law) will continue. In fact, all opinions from the Bureau are sent to the State Audit
Office, which refer to the application of the Law on Public Procurement. The Bureau will continue to publish the decisions of the
Commission on Public Procurement Complaints and will intensify the communication with it.

78



MEDIUM-TERM PRIORITIES

LEGISLATION

After adopting the Law on Public Procurement, the Bureau will commence with the preparation of the bylaws necessary for
implementation of the Law.

INSTITUTIONS

Pursuant to the new legal solutions, it is planned to establish a State Commission on Public Procurement Complaints, which will
ensure efficient legal protection in the public procurement procedures. It is envisaged for the Commission members to be
appointed by the Assembly of the Republic of Macedonia.

Efforts will be continued regarding the capacity strengthening of the Public Procurement Bureau by employing 3 new persons in
2008, as well as procuring the necessary IT equipment and software for the purpose of implementing the new legal solutions on
e-procurement and electronic auctions.

It is planned to prepare new training materials in line with the new legal solutions, as well as to organise training for the procurers
and the bidders. It is planned to organise at least 4 training courses for the procurers and the bidders in 2008.

INSTITUTIONAL BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total

INSTITUTION 31.12.2006

04001: Government of the Republic[NEW: State Commission on Public 0 0 4 4 4 12

of Macedonia Procurement Complaints

04001: Government of the Republic 0 0 4 4 4 12

of Macedonia Total

09001: Ministry of Finance MF: Public Procurement Bureau 12 2 2 1 1

09001: Ministry of Finance Total 12 2 2 1 1

TOTAL 12 2 6 5 5 18
FOREIGN ASSISTANCE

For the purpose of realising the medium-term priority covering the preparation of a new Law on Public Procurement, to be fully
harmonised with the EU Directives on Public Procurement, assistance was requested from TAIEX and it was approved. In the
preparation of a new Law on Public Procurement expert will assiste from SIGMA. The Bureau also participates in the regional
project “Electra Web”, financed by the European Commission, covering as participants the public procurement national institutions
in the region. As a result, joint platform needs to be prepared regarding the implementation of e-public procurement to be
compatible with the countries in the region.

79



3.6 COMPANY LAW
3.6.1 COMPANY LAW

CURRENT SITUATION

LEGAL FRAMEWORK

The field of company law is regulated by the Company Law (Official Gazette of the Republic of Macedonia No. 28/04 and 84/05),
the Law on the One-stop-shop System and the maintenance of the trade register and the register of other legal persons
(Official Gazette of the Republic of Macedonia No. 84/05), the Law on Securities (Official Gazette of the Republic of Macedonia
No. 95/05) and the Law on Takeover of Joint Stock Companies (Official Gazette of the Republic of Macedonia No. 04/02 and
37/02).

The Company Law is fully harmonised with the EU Directives 31968L0151, 31977L0091, 31978L0855, 31982L0891,
31989L0666, 31968L0151, 31989L0667 and with the Regulation 31985R2137. In order to accelerate the registration of
companies, the Law on the One-stop-shop System and the maintenance of the trade register and the register of other
legal persons was adopted, which implemented the Directive 31968L0151 and its amendments in the Directive 32003L0058. In
the course of 2005, the Law on Amending the Company Law (Official Gazette of the Republic of Macedonia No. 84/05) was
amended along with 15 other laws in order application and implementation of the one-stop shop system. The Law enabled
transferring the competence for registration of companies from the courts to the Central Register, as well as conducting the
procedure for registration as a separate administrative procedure, instead of the previous (court) non-contentious procedure. The
registration of trade companies through the one-stop-shop system commenced on 1 January 2006. The Law on Takeover of
Joint Stock Companies regulates the procedure for taking over joint stock companies and implements the Directive
31988L0627. This Law regulates the manner and conditions for purchase of securities from joint stock companies, when a certain
legal or natural person has acquired or intends to acquire more than 25 % of the voting shares, of the securities of the particular
joint stock company.

Strategic documents in this field are: The White Paper on Corporate Governance in South Eastern Europe (Securities and
Exchange Commission - Skopje, 2003); the Study for development and implementation of the One-Stop-Shop System (Central
Register of the Republic of Macedonia, 2005, supported by the United Nations Development Programme - UNDP), and the
Strategy for reforms in the judiciary (Government of the Republic of Macedonia, 2005) in the section on reforms of the courts and
their competences which provides the exemption of registration of trade entities from the courts' jurisdiction.

INSTITUTIONAL FRAMEWORK

The Ministry of Economy is in charge of the field of company law with seven employees in its Sector for Legal Affairs. The
Company Law is implemented by all trade companies. Other institutions and bodies involved in the implementation of the Law are
the following: the Public Revenue Office, Banks, the Central Securities Depository, the Macedonian Securities Stock Exchange,
the Securities and Exchange Commission and other competent (inspection) bodies.

The Central Register is competent for the registration of trade entities and the management of the one-stop-shop system through
the database of the Unique Trade Register. The registration and entry of the data into the trade register for trade entities is
performed in electronic form and the register is part of the central information base of the Central Register. Ten regional offices for
registration are operational. There are 212 employees at the Central Register and an Appeal Commission, as a second-instance
body, was established pursuant to the Law. (More information on the Central Register in the Economic Criteria chapter).

SHORT-TERM PRIORITIES

PROMOTING THE LEGAL FRAMEWORK

The Law Amending the Company Law, the Law Amending the Law on the One-stop-shop System, for maintenance of the
trade register and the register of other legal persons and the Law Amending the Law on Takeover of Joint Stock
Companies will be adopted at the beginning of 2007.

The Law Amending the Company Law will implement the medium-term recommendations from the ROSK Report of the World
Bank for the purpose of harmonisation with the OECD principles for corporate governance from June 2005 and for fulfilling the
responsibility from the PDPL 2 Arrangement made with the World Bank. This Law will facilitate the registration of trade companies
and will improve the business environment. Provisions on improving the management of the companies, especially management
of the joint stock companies will be detailed and will be harmonised with the Law on Misdemeanours (Official Gazette of the
Republic of Macedonia No. 62/06.) The Law Amending the Law on the One-stop-shop System, for maintenance of the trade
register and the register of other legal persons will facilitate and accelerate the registration of companies and will be
harmonised with the Law on Misdemeanours (Official Gazette of the Republic of Macedonia No. 62/06).
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The Law Amending the Law on Takeover of Joint Stock Companies will provide increased protection of the small
shareholders, greater transparency and complete informing of the shareholders as well as the general public. The Directive
32004L0025 will be implemented in this Law.

INSTITUTIONS

Priority for the upcoming period is the broadening of the network of Central Register offices for registration throughout the
remaining part of the state. Due to the one-stop-shop system, the Central Register (CR) will be reinforced with new staff in
accordance with the new competences. The Sector for Legal Affairs within the Ministry of Economy shall be reinforced with new
employees in 2007.

MEDIUM-TERM PRIORITIES

The submission of annual accounts to the Central Register will be modernised during the medium-term period, and a by-law on
the annual account will be adopted in the first quarter of 2008 thereby regulating the procedure for submission of annual accounts
electronically. The Company Law will be amended in 2008 in accordance with the Strategy and the Action Plan for corporate
financial reporting for harmonisation with the EU directives. In the medium-term period, training sessions in the field of company
law shall be continued for the Sector for Legal Affairs at Ministry of Economy, especially for the new employees.

3.6.2 ACCOUNTING AND AUDIT

Strategic document in this field is the National Strategy and the Action Plan for Reforms in Accounting and Institutional
Strengthening, adopted by the Government of the Republic of Macedonia in August 2006. The activities laid down in the National
Strategy and the Action Plan for Reforms in Accounting and Institutional Strengthening will enable application of the high quality
standards for financial reporting in the corporate sector and will provide improved environment for investments and development
in the private sector.

ACCOUNTING

CURRENT SITUATION

LEGAL FRAMEWORK

The field of corporate accounting, annual accounts, financial reports and consolidated financial reports for trade companies is
regulated by the Company Law, and the determining of annual accounts and financial reports (balance schemes) is regulated in
accordance with the Directive 31978L0660, the Directive 31983L0349 and the Regulation 32002R1606. The Rulebook on
determining the form and contents of the annual account and the Rulebook on the accounting plan and the separate accounts
contents in the accounting plan were adopted (Official Gazette of the Republic of Macedonia No. 113/06) harmonised with the
Directive 31978L0660. As regards small trade companies, pursuant to the Rulebook on determining the form and contents of the
annual account, special forms of balance schemes are provided for large and medium size companies, while small entities are
required to fill out reduced balance schemes by filling in the spaces marked with letters and Roman numbers.

With the Rulebook on Accounting Standards (Official Gazette of the Republic of Macedonia No. 40/97 and 73/99) the International
Accounting Standards (IAS) of the International Accounting Standards Committee (IASC) were accepted as accounting standards
applicable in the Republic of Macedonia since 1 January 1998. With the Rulebook on bookkeeping (Official Gazette of the
Republic of Macedonia No. 94/04 and 11/05) the International Accounting Standards, which were updated on an annual basis for
2003, the foreword of the International Financial Reporting Interpretations Committee, the interpretations of the Standing
Interpretations Committee (SIC) and the International standard for financial reporting No. 1 were translated. In accordance with
the new Rulebook amending the Rulebook on bookkeeping (Official Gazette of the Republic of Macedonia No. 116/05), the
International Financial Reporting Standards from No. 2 to No. 7 have been updated and published.

In compliance with the Law on Securities (Official Gazette of the Republic of Macedonia No. 95/05), the joint stock companies
with special reporting obligations are obliged to prepare and submit quarterly, semi-annual and annual financial reports according
to the adopted International Accounting Standards (pursuant to this Law, "a joint stock company with special reporting obligations”
is a company that has made a public offer of securities, or has a principal capital of 1.000.000 EUR, in MKD counter-value, and
has more that 100 shareholders, or is listed on the stock exchange).

INSTITUTIONAL FRAMEWORK

The competent institution for the accounting is the Ministry of Finance (Sector for Financial System) - the Unit for Accounting, in
which there are three civil servants employed. The institutional framework includes (in accordance with the Company Law): all
trade companies, the Central Register and the Public Revenue Office. In compliance with the other laws, the following institutions
are included in the institutional network: the Securities and Exchange Commission, the National Bank of the Republic of
Macedonia, the Unit for Insurance Supervision within the Ministry of Finance and the Agency for Supervision of Fully Funded
Pension Insurance. The Securities and Exchange Commission monitors the compliance with the responsibility for disclosure of
financial data prepared in accordance with the international financial reporting standards by the joint stock companies with special
reporting obligations.
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Pursuant to the Company Law, the following entities are obliged to bookkeeping: every large, medium and small trader, traders
determined by law, as well as traders undertaking banking activities, insurance activities, traders listed on the stock exchange, as
well as traders whose financial reports enter the consolidated financial reports of the aforementioned traders.

The small trade companies are exempted from the responsibility for audit of the annual accounts and have the responsibility to
prepare only annual accounts with reduced data in accordance with the Directive 31978L0660.

The Institute of Certified Auditors was constituted in 2006, within which Commission for Accounting Standards meeting
twice monthly was established. The responsibilities and competences of this Commission are transferred from the former
Accounting Standards Commission (Official Gazette of the Republic of Macedonia No. 30/1997). The Commission for
Accounting Standards within the Institute of Certified Auditors performs the activities on monitoring, harmonisation and
application of the International Accounting Standards and will initiate the direction for amendments in legislation.

SHORT-TERM PRIORITIES

PROMOTING LEGAL FRAMEWORK

Commission for Accounting Standards within the Institute of Certified Auditors will provide updated translation of the International
Accounting Standards and interpretations for 2006 by the end of 2007. In the 2007 annual programme of the Council for
Improvement and Supervision of the Audit (Official Gazette of the Republic of Macedonia No. 109/05) it will be defined that the
Council has to submit an annual report on its work and the work of the Institute of Certified Auditors.

INSTITUTIONAL FRAMEWORK

The Commissions at the Institute of Certified Auditors will be trained to initiate measures for complete application of the principles
of good corporate financial reporting. The Accounting Standards Commission within the Institute of Certified Auditors will be
obliged to monitor, harmonise and apply the international accounting standards. The numerous consulting companies represent a
good infrastructure for monitoring the processes and disseminating the amendments throughout the corporate sector.

MEDIUM-TERM PRIORITIES

The International Accounting Standards for small and medium size entities will be translated once set by IFAC/IASB during the
medium-term period. When published, acceptance and application of the international accounting standards for small and medium
size entities will be in place. The capacity of the Institute of Certified Auditors will be built, as well as of the biggest regulatory
institutions (the Public Revenue Office, the Securities Commission, the National Bank of the Republic of Macedonia, Supervision
of Insurance, the Agency for Supervision of Fully Funded Pension Insurance etc.) in order to monitor, and especially induce the
application of the International Accounting Standards (International Financial Reporting Standards) and the other accounting
standards, i.e. to make sure that there is a complete and timely disclosure of financial data developed in accordance with the
International Accounting Standards (International Financial Reporting Standards).

AUDIT

CURRENT SITUATION

LEGAL FRAMEWORK

In the field of audit, the main objective is the establishment of an auditing system compatible with the systems of the developed
countries, as well as to provide application of the directly and generally accepted International Standards on Auditing. With the
Law on Audit in 1997 (Official Gazette of the Republic of Macedonia No. 65/1997, 27/00, 31/01 and 61/02), in the Republic of
Macedonia the process for establishing the system for auditing compatible with the auditing systems of the developed countries
began, thus providing the direct application of the International Standards on Auditing. The Law regulated the criteria that certified
auditors have to fulfil, as well as the criteria regarding their competency and independence, whereby European Union measures
31978L0660, 31983L0349 and 31984L0253 were taken into consideration. Pursuant to the provisions of this Law, up to adopting
the new regulations, the regulations of the Law on Audit (Official Gazette of the Republic of Macedonia No. 65/1997, 27/00, 31/01
and 61/02) will be applied.

Due to the need for organising an independent profession of an auditor, a new Law on Audit was adopted in 2005 (Official
Gazette of the Republic of Macedonia No. 79/05), which is in compliance with the Directive 31984L0253, and also considers the
new Directive 32006L0043 on statutory audit of annual accounts and consolidated accounts. The legal framework is also covered
by the Company Law which contains general provisions on auditing, and what was determined by the Company Law, shall be
applicable for the regulation on audit as well. The Law on Audit deregulates the profession, whereby the Ministry of Finance has
transferred entirely the competence from the domain of audit profession to the Audit Promotion and Supervision Council and to
the Institute of Certified Auditors.

The International Standards on Auditing and the Code of Ethics, determined by the International Federation were accepted and
published in the Republic of Macedonia in 1997, whereas their application commenced in 1998. In the course of 2005 the
International Standards on Auditing and the Code of Ethics determined by the International Federation of Accountants (IFAC)
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were published (Official Gazette of the Republic of Macedonia No. 92/05). The Programme on taking the exam for obtaining the
Certified Auditor title, containing the subject areas that are examined, has been updated in April 2005 and published on the web
site of the Ministry of Finance.

INSTITUTIONAL FRAMEWORK

The Ministry of Finance is competent for the legal framework and the key legal acts in the auditing system within the Financial
System Sector, with two employees in the Unit for payment operations system and audit system. Pursuant to the Law on Audit, an
Audit Promotion and Supervision Council within the Ministry of Finance was established, which will contribute to audit promotion,
will promote compliance with the high professional standards in the auditing profession, the monitoring and application of the law,
the procedure for obtaining the certified auditor title, the activities of the Institute of Certified Auditors and the application of its
general acts. Currently, 20 auditing associations and 136 Certified Auditors are operational.

Pursuant to the new Law, on 26 May 2006, the Institute of Certified Auditors was constituted (it adopted its Statute on the day of
its constitution) — professional association of the Certified Auditors of the Republic of Macedonia as a chamber association. The
Institute of Certified Auditors (ICA) is competent for: keeping register of certified auditors; register of auditing associations and
Certified Auditors-sole proprietors; adopting a Programme on taking the exam for obtaining the Certified Auditor ftitle;
implementing the exam for obtaining the Certified Auditor title; monitoring the application of the International Standards on
Auditing and the IFAC Code of Ethics of the professional accountants at the auditing associations and the Certified Auditors-sole
proprietors, also performing additional responsibilities. Seven commissions were established pursuant to the National Strategy
and the Action Plan for Reforms in the Accounting and Institutional Strengthening: Commission for Accounting Standards;
Commission for Auditing Standards; Commission for Ethics; Commission for Quality Control of the Auditing Services; Commission
for Education, Training and Publications; Commission for Implementation of the Exam for Certified Auditor and Commission for
Registration of Certified Auditors.

The Commission for training and education for implementation of continuous professional education and training at the ICA will
prepare candidates for taking the exam for Certified Auditor. Pursuant to the Law on Audit, the Certified Auditors are obliged to
minimum of 40 hours professional continuous education per year, implemented by a relevant institution recognised by the Institute
of Certified Auditors. The Programme on continuous professional training will be adopted in the 2007. As of 1 December 2006, an
Administrator/Secretary-General of the Institute was employed in the Institute. An Activities Programme along with a budget plan
was prepared by the end of 2006.

SHORT-TERM PRIORITIES

PROMOTING LEGAL FRAMEWORK

The activities of the Institute of Certified Auditors from the National Strategy and the Action Plan for Reforms in Accounting and
Audit will be implemented and additional regulations will be adopted.

Until the new regulations are adopted, the regulations of the former Law on Audit (Official Gazette of the Republic of Macedonia
No. 65/1997, 27/00, 31/01 and 61/02) will be implemented, in order to provide continuity in the activities. Starting from 1 January
2007, a Project Unit with two employees will be established at the Ministry of Finance, coordinated by one civil servant from the
Ministry of Finance, to help implementation of the National Strategy and the Action Plan for Reforms in Accounting and
Institutional Strengthening.

The Institute of Certified Auditors will keep a register of Certified Auditors and register of Auditing Associations and Certified
Auditors-sole proprietors. ICA will adopt a Programme on taking the exam for obtaining the Certified Auditor title and implement
the exam for obtaining the Certified Auditor title, monitor the application of the International Standards on Auditing and the IFAC
Code of Ethics for professional accountants at the auditing associations and the Certified Auditors-sole proprietors and will
perform additional responsibilities. The Programme on taking the exam for obtaining the Certified Auditor title, for gaining a
working license for the Auditing Associations will be adopted by June 2007. The Institute will perform quality control of the work of
its members through the Commission for Quality Control, which will adopt a Rulebook on Quality Control of the Auditing Services
by the end of 2007. For the abovementioned goal, ICA will conduct activities for introducing the members to the necessary
procedures and standards and implement disciplinary measures for the members whose work do not comply with the standards.
The Commission for Education, Training and Publications will implement continuous professional education and training for
candidates who will take the exam for Certified Auditor. The Programme on continuous professional training will be adopted by
the end of 2007. The Commission for International Auditing Standards will prepare the procedures in order to enable continuous
translation of the International Standards on Auditing and the other publications by the International Auditing Standards Board.

INSTITUTIONS

The Sector for Financial System, competent for the system on auditing, will have new employees in the short term period.
Financial means have been provided for the Audit Promotion and Supervision Council from the Budget of the Republic of
Macedonia for 2007. The Council will adopt a new annual Programme by the end of the first quarter of 2007, in accordance to
which shall submit an Annual Report on its work, on the work of ICA and on the implementation of the Action Plan to the Minister
for Finance. In 2007 new persons will be employed in the ICA.
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MEDIUM-TERM PRIORITIES

PROMOTING LEGAL FRAMEWORK

The National Strategy and the Action Plan for Reforms in Accounting and Institutional Strengthening will be implemented in its
entirety during the medium-term period. Until the end of 2009, Law amending the Law on Audit will be adopted for transposition
with the Directive 32006L0043. The undertaken obligations from the Stabilisation and Association Agreement will be respected
and monitoring will be performed to the enforcement of provisions of the Law in order to establish an auditing system compatible
to those of the EU Member States.

INSTITUTIONS

Pursuant to the new Law on Audit, the Ministry of Finance will monitor the enforcement of the provisions of the Law. The Audit
Promotion and Supervision Council and the Institute of Certified Auditors shall perform activities within the framework of their
competencies governed by the Law. As regards medium-term plans, funds from the Budget of the Republic of Macedonia will be
provided for the Audit Promotion and Supervision Council.

INSTITUTIONAL BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
09001: Ministry of Finance MF: Sector for Financial System /Unit for 2 1 0 0 0 1
Payment Operations and Auditing System
MF: Sector for Financial System/ Unit for 3 0 0 0 0 0
Accounting
NEW: Institute for Authorised Auditors 1 1 1 0 0 2
09001: Ministry of Finance Total 6 2 1 0 0 3
10001: Ministry of Economy ME: Sector for Legal Affairs 7 2 0 3 2 7
10001: Ministry of Economy Total 7 2 0 3 2 7
CRRM: Central Register of the CRRM: Central Register 212 0 0 0 0 0
Republic of Macedonia
CRRM: Central Register of the 212 0 0 0 0 0
Republic of Macedonia Total
TOTAL 225 4 1 3 2 10
FOREIGN ASSISTANCE

According to the most recent calculations with the BERIS Project, funded with a loan from the World Bank, the amount of 530.000
EUR was foreseen for the Central Register for the purpose of financing the second phase of the Project on One-Stop-Shop
System for Registration, more specifically for the following activities: Rescue System (Skopje and Bitola) with 460.000 EUR and
Media Campaign in total of 70.000 EUR. Concerning the databases of the Central Register of the Republic of Macedonia and
their necessary operation, upgrading of the basic location in Skopje and establishment of a secondary location as a Rescue
System in case of an accident or a disaster, which in case of the primary location not functioning would be automatically
operational, is envisaged during the second phase of the One-Stop-Shop Project. A media campaign will be realised in order to
promote the new activities and to inform the public (more in the part on Economic Criteria).

The National Strategy and the Action Plan for Reforms in Accounting and Institutional Strengthening will be implemented until
2009 whereas the implementation started in the second quarter of 2006. The amount of 5.850.670 EUR was foreseen for the
implementation of the Strategy and the Action Plan, out of which 4.55 million EUR have been already provided (3.7 million EUR
from the Dutch Embassy in the Republic of Macedonia and 0.85 million EUR from Austria), and the Republic of Macedonia will
cost-share 10% of the total amount of the activities covered with the National Strategy and the Action Plan, i.e. an amount of
585.067 EUR.
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3.7 INTELLECTUAL PROPERTY LAW
3.7.1 COPYRIGHT AND RELATED RIGHTS

CURRENT SITUATION

LEGAL FRAMEWORK

For the purpose of a more efficient protection in the area of copyright and related rights, in 2005 the Law Amending the Law on
Copyright and Related Rights (Official Gazette of the RM No 04/05) was adopted, in compliance with the following EU
Directives: 31991L0250, 31992L0100, 31993L0083, 31993L0098, 31996L0009, 32001L0029 and 32001L0084. The following
international agreements have been ratified: World Intellectual Property Organisation (WIPO) Agreement on copyright and the
WIPO Agreement on performance and phonograms; thus fully completing the normative obligations referred to in Article 68 and
71 of the Stabilisation and Association Agreement (ANEX VII) of the Ministry of Culture. With the accession in the World Trade
Organisation (WTO), the Agreement on the Trade-Related Aspects of Intellectual Property Rights (TRIPS Agreement) has been
accepted, and the standards resulting from the TRIPS Agreement have been incorporated into the national legislation. The
strategic document for copyright and related rights is the National Programme for Culture (Official Gazette of the RM, No. 31/04)
with priority protection of copyright and related rights (2004 — 2008)..

INSTITUTIONAL FRAMEWORK

The Ministry of Culture (MC) is a competent body in the area of copyright and related rights (CRR), including protection
(administrative and inspectorial supervision). In March 2006, the Sector for Copyright and related rights was established with
three employees. The Sector which consists of two units, Unit for Copyright and Unit for Related Rights is competent for
normative and administrative affairs, administrative inspection within associations for collective administration, monitoring national
and international legislations as well as for cooperation international governmental and non-governmental organisations of the UN
(WIPO, WTO, and UNESCO), EU, and other organisations.

The Sector for Inspectoral supervision and Control has three employees in its two units, the Unit for Inspectoral supervision and
the Unit for administrative inspection and Control. The Sector is competent for administrative supervision and control and
inspectoral supervision in the area of culture. The State Market Inspectorate within the Ministry of Economy carries out inspectoral
supervision concerning reproduction and distribution of computer programmes as well as of music and audiovisual works and
computer programmes recorded on audio and audiovisual recording media with LCRR (detailed information on the State Market
Inspectorate are presented in Part 1 Free Movement of Goods).

The Government has appointed president and members of the Commission dealing with copyright and related rights (Official
Gazette of the RM No. 88/05). In 2006 an Advisory Body in the area of Copyright was set up composed of three national experts
concerning certain issues in this area. The Ministry of Culture announced a Public Competition (Official Gazette of the RM No.
105/05) thus issuing two licenses for two new associations for collective administration of related rights (Official Gazette of the RM
No 111/06), except the current Association for Protection of Music Copyright (APMC), which will assist in the implementation of
the Law, where AMPC is authorised on behalf of and on the account of CISAC (The International Confederation of Authors and
Composers Societies), AGICOA (Association of International Collective administration of Audiovisual Works), and international
associations entitled to exclusive radio broadcasting rights (EBU (European Broadcasting Union) and VPRT (Der Verband
Privater Rundfunk und Telekommunikation)), to collect fees from cable re-transmission. The Coordinative Body for copyright
and related rights was set up in accordance with the Government's Decision as an interministerial body competent to monitor
promotion, integrated and efficient management of the administration regime, including the protection of the aforementioned
rights.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

The Ministry of Culture shall draft a strategic document - National Strategy for furtherance of the legal protection of
copyright in 2007. On the basis of the LCRR, the Government shall adopt Decision on determining the remuneration for private
copying and reproduction on the proposal by the Ministry of Culture in the beginning of 2007. In the second half of 2007 New
LALCRR (Law amending the Law on Copyright and Related Rights) shall be adopted for the purpose of harmonisation with the
new Law on Misdemeanours and for more precise definition of the inspection competences of states authorities.

INSTITUTIONS

The capacity of the Ministry of Culture will be strengthened with new personnel in the Sector for Copyright and Related Rights and
in the Sector for Inspectoral supervision and Control. The activities of the union of the coordinative bodies for CRR (Copyright and
Related Rights) and industrial property in Coordinative Body for Intellectual Property will be realised. Following the issue of the
licenses for collective administration to both entities, issue of consents on their general acts concerning application of tariffs and
compensation allocations by the Ministry of Culture shall continue. Associations will be qualified for negotiations with their
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beneficiaries (including activities with regard to regular actions in the area of the fight against piracy). New public competitions for
collective administration shall be announced, in particular, on the right of private copy, the right to use audiovisual works as well
as use of artistic works.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

International trends and practices in the area of copyright and related rights and the EU regulation shall be monitored. New Law
on Copyright and Related Rights for the purpose of harmonisation with the Directive 32004L0048 and for improvement of the
collective administration will be adopted in 2009. The provisions shall be harmonised with other WIPO (The World Intellectual
Property Organisation) and EU international acts, with penalty provisions and collective administration of the rights shall be
improved.

INSTITUTIONS

In 2008 the Sector for Copyright and Related Rights and the Sector for Inspection supervision and Control should be enlarged to
a total number of employees. The support to the existing and the assistance for newly founded associations shall continue, if in
the prior period all types of use of copyright and related rights that are generally exercised in this manner are not covered yet. The
support includes continuous training for the personnel working in this area.

3.7.2 INDUSTRIAL PROPERTY LAW

CURRENT SITUATION

LEGAL FRAMEWORK

With the accession in the World Trade Organisation (WTO), the Agreement on the Trade-Related Aspects of Intellectual Property
Rights (TRIPS Agreement) has been accepted, and the standards resulting from the TRIPS Agreement have been incorporated
into the national legislation. The Law on Industrial Property - (LIP), (Official Gazette of RM No 47/02, 42/03, 09/04, 39/06) is the
main law in the area of industrial property, and it is harmonised with the following EU Regulations: 31992R1768; 31996R1610;
31998L0071; 31989L0104 and 31992R2081. The Directive 31998L0044 was transposed by amending the Law on Industrial
Property in 2006, thus introducing administrative measures concerning actions by the State Market Inspectorate, followed by
harmonisation of the bylaws. International agreements have been ratified in accordance with the Stabilisation and Association
Agreement of the Republic of Macedonia with the European Union (ANNEX V), for which the State Office of Industrial Property is
in charge. All industrial property rights, patents, industrial design, trade marks and appellations of origin of the products and
geographical indications are covered by this Law. The protection of topographies of integrated circuits is realised through their
registration in accordance with the Law on Protection of Topographies of Integrated Circuits — LPTIC (Official Gazette of the
Republic of Macedonia No. 5/98), and the Rulebook on the content and form of the application for registration on the Topography
of integrated circuits (Official Gazette of the RM No. 45/98) which have been harmonised with Directive 31987L0054 on the legal
protection of semiconductor products.

The protection of the industrial property rights in the Republic of Macedonia is realised through a number of international systems
for protection; administered by WIPO and the Cooperation Agreement in the area of patents with the European Patent
Organisation (EPO) which enables the extension of validity of the European patent on the territory of the Republic of Macedonia.
In 2006 EPO accepted the letter of interest for EPO membership of the Republic of Macedonia.

INSTITUTIONAL FRAMEWORK

The body competent for implementation of the Law on Industrial Property and the Law on Protection of Topographies of
Integrated Circuits is the State Office of Industrial Property (SOIP), an independent body of state administration, financed by
proper incomes. The competencies of the SOIP concern the implementation of the administrative procedure for recognition of
industrial property rights and other competences arising from the LIP and the LCM. The total number of employees in the SOIP (in
4 sectors and 8 units) is 28 civil servants.

For strengthening of the implementation of the industrial property rights protection, the Coordinative Body for industrial property
(Official Gazette of RM No 98/05) was established. The Body was constituted in March 2006, and is composed of representatives
from the institutions included in the protection system. A Draft-Programme for approximation of the rights protection to the
European standards has been prepared.

The overall activity of the SOIP is supported by an IT system covering specialised software for conducting an administrative
procedure, realisation of international communications with other national offices and international protection systems such as the
EPO and the WIPO. The CARDS Project (Community Assistance for Reconstruction, Development and Stabilisation) 2004 for
functional data base with web platform and server procurement has been realised. The new web-site of SOIP (State Office of
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Industrial Property) is functional. Association of representatives in the area of industrial property exists in the Republic of
Macedonia.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

In 2007 the Convention on the Grant of European Patents - European Patent Convention shall be translated and national
legislation to meet the conditions for membership in EPO shall be analyzed. In the first half of 2007 a Law Amending the Law on
Industrial Property shall be adopted for the purpose of harmonisation with the Law on Misdemeanours. An initiative for
amendments of the Criminal Code (Official Gazette of the RM No 37/96, 80/99, 4/02, 43/03, 19/04, 81/05) shall be instigated for
the purpose of harmonisation of incriminated activities for violation of the industrial property rights with the Law on Industrial
Property. In 2007, on initiative by the Ministry for Agriculture, Forestry and Water Economy, the Ministry of Foreign Affairs shall
instigate procedure for ratification of the new variety of plants - UPOV International Convention for Protection of New Variety of
Plants (detailed information in Chapter 12. -.Food Safety and Control)

INSTITUTIONAL FRAMEWORK

In order to strengthen the capacity of SOIP new people shall be employed. A functional database for violation of the industrial
property rights shall be established, providing access to the databases of the Office through the new web site and improving the
cooperation with the other participants in the system of the industrial property protection. The training of the employees of the
Office, and to other subjects involved in the system for protection shall be realised through national and regional seminars, study
visits and other activities within the frames of the cooperation with WIPO, EPO, and bilateral cooperation.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

There shall be continuous monitoring of the modifications in the EU legislation for the purpose of harmonisation of the national
legislation and to create conditions for EPO membership, in the second quarter of 2008 European Patent Convention shall be
ratified for the purpose of harmonisation of the Law on Industrial Property. In 2008 the Directive 32004L0048 and other
international agreements shall be analysed and on that basis amending the Law on Industrial property shall be proposed. An
initiative for ratification of the Vienna Agreement Establishing an International Classification of the Figurative Elements of Marks,
the Patent Law Treaty and the Trademark Law Treaty is planned for first quarter of 2009.

INSTITUTIONAL FRAMEWORK

The State Office of Industrial Property shall employ new persons in the medium-term period. The level of technical equipment
shall be maintained and there shall be continuous training of the employees in the Office, as well as to other subjects involved in
the system for protection. Furthermore expert assistance shall be used for harmonisation of the Law on Industrial Property with
the amendments of the international legislation.

3.7.3 ENFORCEMENT OF THE INTELLECTUAL PROPERTY RIGHTS

CURRENT SITUATION

LEGAL FRAMEWORK

The realisation of the intellectual property rights is regulated with the LCRR, LIP, LPTIC and litigation laws. The Decision on
Pronouncement of the Amendments to the Constitution (Official Gazette of the RM No 107/05) is adopted, according to
which, certain administrative bodies and institutions may pronounce sanctions without a court procedure.

The Law on Customs Measures for Protection of Intellectual Property Rights — (LCMPIPR), (Official Gazette of the RM No. 38/05)
concerning the Customs Administration has been adopted, which regulates action of the customs services, and the Law has
been harmonised with Regulation 32003R1383(Official Gazette of the RM No. 38/05).

For the State Market Inspectorate — Ministry of Economy (SMI), the Law on State Market Inspectorate (Official Gazette of RM
No 35/97, 23/99, 7/2002) is in force. The competences of SMI are defined in the applicable laws on intellectual property, in
particular LCRR and LIP. Amendments of the Law on Industrial Property introduced administrative measures for operation of SMI
in cases of violation of industrial property rights. In addition, strengthening of the penal provisions has been done through
regulating the measure on items’ confiscation by which violation of the industrial property rights was performed.

Judicial Protection of the intellectual property is realised through civil, misdemeanour and penal legal protection. Part of
the civil-legal protection regarding the provisional and other measures, compensation of damages in a civil procedure, as well as
provisions regarding misdemeanour protection and material violation of a misdemeanour nature have been determined in LCRR,
LIP, and LPTIC. The penal provisions has been regulated in the Criminal Code (Official Gazette of RM No 37/96, 80/99, 4/02,
43/03, 19/04, 81/05 and 73/06). The Law on Execution (Official Gazette of RM No 35/05, 50/06 and 129/06) stipulates execution
of fines and costs imposed in civil, misdemeanour, criminal and administrative procedure as well as enforcement of temporal
measures in civil procedure, according to LCRR. In case of violation of intellectual property right procedure before courts
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processing laws apply. In case of administrative procedure against decisions of second-instance commission administrative
dispute may be instituted before the Supreme Court (Administrative Court) in accordance with the Law on Administrative Disputes
(Official Gazette of RM No 62/06) and in accordance with the Law on Courts (Official Gazette of RM No 58/06).

INSTITUTIONAL FRAMEWORK

The Ministry of Culture is competent institution for implementation of the LCRR through administrative supervision of the
collective administration and through inspectoral supervision. The State Office of Industrial Property is competent for
implementation of the LIP and LCM. On the basis of the LCRR (Law on Copyright and Related Rights), LIP (Law of Industrial
Property), LCM (Law on Customs Measures for Protection of Intellectual Property Rights) and the particular laws, other state
bodies and institutions such as the State Market Inspectorate, the Customs Administration and the Ministry of Interior have certain
competences.

According to the Decision on Pronouncement of the Amendments to the Constitution certain administrative bodies and
institutions may pronounce actions without a court procedure. In relation to certain violations, determined by law, when other State
bodies pronounce sanctions, judicial protection is guaranteed.

The Inspectoral surveillance for part of LCRR and for LIP in entire is performed by the State Market Inspectorate within the
Ministry of Economy, in cases of trade in goods which violate the intellectual property rights (counterfeiting and piracy). The State
Market Inspectorate performs inspectoral supervision in legal, natural and other subjects, acting upon applications and petitions
from citizens and other institutions and in organised actions with other bodies. (The SMI matter is presented in details in the part
01. - Free Movement of Goods)

In the remaining cases of violation of the copyright and related rights, the inspection surveillance is performed by the Ministry of
Culture. Web site for wider presentation of the copyright and related rights was realised in the second quarter of 2006.

The competencies of the Customs Administration arising from the Law on Customs Measures for Protection of Intellectual
Property Rights — (LCM), (Official Gazette of the RM No. 38/05), which regulates action of the customs services in case when
there is violation of some of the intellectual property rights by import, export, re-export, temporary import or transit of certain
goods. The Law stipulates the measures taken against goods for when determined that such rights have been violated. A new
Unit for Non-Tariff Measures has been set up within the Sector for Customs System in the Customs Administration of the Republic
of Macedonia. This Unit currently has three employees, and six positions have been provided for in the systematisation. In each of
the five regional Customs Offices, as experts in this matter, are designated one coordinator and deputy coordinator. (This matter
is presented in details in part 29. Customs Union)

The Ministry of Interior is competent in cases when the violation of the intellectual property rights gains dimensions of organised
crime and it is responsible to undertake the prevention and detection of the crime ex-officio. (This matter is presented in details in
part 24. Justice, Freedom and Security)

Upon the decisions in the administrative procedure within the State Office of Industrial Property, appeal may be instituted before
the Second-Instance Commission in the Government, and for appeals upon decisions within the State Market Inspectorate before
the Second-Instance Commission within the Ministry of Economy. Appeals against the decisions of the second-instance
commission’s administrative dispute may be instituted before the Supreme Court.

Judicial Protection of the intellectual property is realised through civil, misdemeanour and penal legal protection. According to
the new Law on courts (Official Gazette of the RM No 58.06), which entered into force from 19.05.2006, and shall apply from
1.1.2007, intellectual property disputes shall settle in courts with broader competence (more details in part 23. Judiciary and
Fundamental rights)

The State Statistical Office according to the Programme for Statistical Researches and the Law on the State Statistic (Official
Gazette of RM No 54/97) enforces statistical researches for monitoring crime and its forms and the data in the Statistical
Yearbook. (More details in the part 18. Statistic)

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

The Ministry of Culture and the State Office of Industrial Property, shall adopt the Law on amending the Law on Industrial
Property and new Law Amending the Law on Copyright and Related Rights mostly for the purpose of harmonisation with the
Law on Misdemeanours in the first part of 2007,

In the part covered by the Customs Administration, the Law amending the Law on Customs Measures for Protection of Intellectual
Property shall be adopted for the purpose of harmonisation with the Law on Misdemeanours in the first part of 2007. (More details
in part 29. Customs Union)
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A new Law on the State Market Inspectorate shall be adopted for the purpose of obtaining efficient system of market
surveillance according to the principles of inspectoral supervision applicable in EU, and for public notification, in particular, where
there is a serious risk for public health and security. This Law shall: provide better accomplishment of the public and business
community interest; specialisation of inspectors; possibility the controlled subject to complain to the minutes; possibility to institute
misdemeanour procedure and active execution of inspectoral controls with extended authorisations in the supervision of business
premises; sampling and carrying out unplanned controls due to urgency and increase risk; and determination of new competence
of the State Market Inspectorate in accordance with the Law on Misdemeanours (more details in the part 01. Free Movement of
Goods)

The Ministry of Justice within the framework of the amendments of the Law on Courts shall focus the cases from the area of
intellectual property to 12 courts with broader competence. The Criminal Code shall be amended and supplemented in the 2007
in order to make distinction of the incriminated actions concerning violation of copyright and related rights. Other bylaws shall be
adopted in accordance with the Law on Courts to provide more efficient protection of the intellectual property rights. (The matter is
presented in details in Chapter 23, Judiciary and Fundamental Rights).

INSTITUTIONAL FRAMEWORK

The Ministry of Culture shall strengthen its system of efficient protection of the intellectual property rights. In order to monitor the
enforcement of copyright and related rights, the Ministry of Culture shall produce data base compatible with the SOIP data base
for industrial property of the subjects in exercise and protection of the copyright and the related rights.

Other measures and the activities for raising the awareness for the need of exercise the copyright and related rights of the
Ministry of Culture shall include: promotion campaign for fight against piracy shall be realised in the 2007; a web site for copyright
and related rights shall be available for the public in 2007; and activities for seizure and public destruction of seized pirated items
and inspection activities will be realised. Conditions for the associations for collective administration shall be provided, and
training funded with assets provided from the budget of the Ministry of Culture for 2007 in order to strengthen and begin with self-
financing. Commission dealing with copyright and related rights is in negotiation procedure with the associations of collective
administration and opinions about their rulebooks the funds are provided for in the Budget of the Ministry of Culture.

Building-up of the system for protection of the rights by the State Office for Industrial Property shall be achieved
through the realisation of the Programme of the Coordinative Body for intellectual property; thus increasing the
efficiency concerning exercise the rights. Subjects shall have network connection with the system for information exchange
and functional data base, and through the SOIP web-site the public will have extensive access to the date on registered and
recognised industrial property rights. The training of the SOIP personnel and other subjects will continue.

Future planned activities of the Customs Administration are as follows: employees’ participation in training on recognition of
original and counterfeit goods, cooperation between the competent institutions and exchange of information on registered rights
and holders of copyright (for that purpose an act shall be concluded with the Ministry of Culture in 2007 with regard to establishing
a list of associations for collective administration), minutes and information exchange with international institutions.

The State Market Inspectorate shall contribute to improvement of the conditions with regard to exercise of the
intellectual property rights. The new Law on Market Inspectorate (it shall be adopted in 2007) and the new organisation shall
strengthen the capacity of the State Market Inspectorate through differentiating and specifying the competences referred to in the
regulative from the area of intellectual property protection (the Ministry of Culture, police, market inspectorate), in order to achieve
more efficient intellectual property rights. From 27.05.2007, the State Market Inspectorate shall commence misdemeanour
procedure, and for that purpose SMI Commission shall be set up. The State Market Inspectorate shall intensify its activities; carry
out training and equipping for detection of counterfeit and pirate products (supported by CARDS Project). (More details in part 01.
Free Movement of Goods)

For the purpose of strengthening human resources in the Department for Cyber Crime and Counterfeiting within the Ministry of
Interior new persons shall be employed in 2007. (More details about the capacity in Chapter 24 Justice, Freedom and Security).

With regard to the judiciary reform and the new organisation of the courts, special account is taken on the protection of
intellectual property rights. Measures are taken due to located legal institutional and operative deficiencies, in particular:
compliance with the new Law on Misdemeanours; amendment to the Criminal Code of the Republic of Macedonia aimed at more
successful piracy management and violence of the intellectual property rights. Following the set up of Administrative Court,
appeals on first-instance decisions shall be transferred from the state bodies to this Court. According to the Law on Courts,
applicable from 1.1.2007, the courts of first instance shall be competent courts, in line with the territorial first-instance competence
— 27, 12 of which shall have extended competence (for cases of intellectual property). Within five courts of first instance with
extended competence, special court units shall be set up for trail of actions and of the area of organised crime. The Programme
for training of judges and prosecutors by the Academy for Training of Judges and Prosecutors shall be adopted in the second
quarter of 2007, where specialised training for those cases shall be provided. Hardware and software equipment shall be provided
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to courts and to public prosecutors’ offices and network connection with the data bases. (More details in Chapter 23. Judiciary and
Fundamental Rights)

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

In the medium term period until 2010 the national legislation shall be harmonised with the Directive 32004L0048 and with other
international acts (of UN and of EU). Civil servants and collective associations, judges and prosecutors shall be trained for cases
of violation of intellectual property rights and protection of rights and coordination of subjects in the system of advancement
through the Coordination Body activities.

INSTITUTIONAL FRAMEWORK

Ministry of Culture will prepare Program for education of the subjects in the field of protection of the copyright and related rights in
2008. . In the Unit for non —tariff measures in the sector for customs system new staff will be employed until the end of 2009.
(More in the part Customs union). Scope of the statistical data concerning disputes arising from violation of intellectual property
rights shall be extended in 2010 by the State Statistical Office, with methodology for statistical monitoring and statistical data
processing concerns measures taken for enforcement of the intellectual property rights and final decisions by the courts. The
methodology and statistics shall contribute to efficient use of the data base and information on enforcement of the protection of
intellectual property rights shall be communicated through reports.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/  [INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total

INSTITUTION 31.12.2006

09003: Customs Administration ~ |CUSTOMS: Sector for Customs System / 3 0 1 1 1 3
Unit for Non-Tariff Measures

09003: Customs Administration 3 0 1 1 1 3

Total

11002: State Office of Industrial ~ |SOIP: State Office of Industrial Property 28 4 4 4 3 15

Property

11002: State Office of Industrial 28 4 4 4 3 15

Property Total

18001: Ministry of Culture MC: Sector for Copyright and Related Rights 3 2 1 1 0 4
MC: Sector for Administrative and Inspection 3 0 0 0 0 0
Supervision

18001: Ministry of Culture Total 6 2 1 1 0 4

29010: Judiciary NEW: COURTS/Intellectual 0 0 0 0 0 0
Property/Administration
NEW: COURTS/Intellectual Property/Judges 0 0 0 0 0 0

29010: Judiciary Total

TOTAL 37 6 6 6 4 22

FOREIGN ASSISTENCE

Within the framework of the Regional CARDS Programme on training of employees in institutions of the system for protection of
the intellectual property (2004-2006), in 2007, Elaboration of Guidelines on Trade Mark Examination Procedure shall be
drafted. Functional database for violation of the industrial property rights shall be produced as well as network connection of the
subjects in the protection system through the National Programme CARDS 2004 (EUR 200.000) in the first half of 2006. For the
base to be functional appropriate hardware and software support is necessary for all subjects as well as methodology for record of
the actions and procedures concerning violation of the industrial property rights. The Project ‘Towards EU Standards for
Copyright and Related Rights’ is aimed at support and strengthening of copyright and related rights in the Republic of
Macedonia in accordance with the EU standards, through capacities building of the competent state authorities and interested
individuals. Carrier of the Project is the University "Macedonia" in Thessalonica, and implemented (coordinated) by the Faculty of
Law "Justiniana Prima" — Skopje, "Ss. Cyril and Methodius" within the framework of the TEMPUS Programme. The Project has a
total budget of EUR 292,577.00; EUR 277,929.00 of which are granted by the TEMPUS Programme (JEP-19076-2004), and the
remaining funds are provided by the carrier and the coordinator.

90



3.8 COMPETITION POLICY
3.8.1 COMPETITION POLICY

CURRENT SITUATION

LEGAL FRAMEWORK

The Law on Protection of Competition (Official Gazette of the Republic of Macedonia No 04/05 and 70/06) regulates the
protection of competition in the Republic of Macedonia. The Law is harmonised with the Treaty establishing the European
Community (Articles 81, 82 and 86 thereof) and the following EU measures: 31962R0017, 32003R0001, 31971R2821,
32004R0139, 31997Y1209(01) and 52001XC1222(03).

The bylaws envisaged with the Law on Protection of Competition (LPC) were adopted in 2005, and published in Official Gazette of
the Republic of Macedonia No 91/05:
« Decree on block exemption granted to vertical agreements on exclusive right of distribution, selective right of distribution,
exclusive right of purchase and franchise (aligned with 31999R2790);
o Decree on block exemption granted to horizontal research and development agreements (aligned with 32000R2659);
« Decree on block exemption granted to horizontal specialisation agreements (aligned with 32000R2658);
o Decree on block exemption granted to technology transfer agreements, license or know-how (aligned with
32004R0772);
o Decree on block exemption granted to agreements on distribution and servicing of motor vehicles (aligned with
32002R1400);
« Decree on block exemption granted to agreements in the insurance sector (aligned with 32003R0358);
o Decree on agreements of minor importance (aligned with 52001XC1222(03) and
o Decree on the form and the content of the notification and criteria on concentrations' evaluation (aligned with
32004R0802 and 32004R0139).

Guidelines for application of the bylaws adopted on the basis of LPC were developed in the last quarter of 2006.

INSTITUTIONAL FRAMEWORK

Pursuant to the Article 6 of the Law on Protection of Competition (LPC), the Commission for Protection of Competition (CPC) is
the authorised body for implementation of the Law. The Commission is an independent body, composed of a president and four
members. The president and the members are appointed and dismissed by the Assembly of the Republic of Macedonia for a five-
year mandate, with the right to be reappointed. The Commission reports to the Assembly of the Republic of Macedonia. The
president and at least two members of the Commission are professionally engaged in the work of the Commission. The budget of
the Commission is provided from the Budget of the Republic of Macedonia.

The managerial, expert and other administrative — technical activities are performed by the Department of Qualified Personnel of
the Commission. In the Department of Qualified Personnel (in the field of antitrust) twelve (12) persons are employed. A
Secretary-General manages the Expert Office, appointed by the Commission.

The Commission is authorised to supervise the application of the provisions of the law and the regulations adopted on the basis of
the law; monitor and analyze the conditions on the market to the extent necessary for the development of free and efficient
competition; conduct procedures and adopt decisions for issues regulated with the law; define market research methodology; lay
down rules and measures for protection of competition; measures for elimination of obstruction, limitation and barrier of
competition; provide opinions regarding draft laws and other legal acts regulating issues that refer to economic activity and which
may affect the competition on the market; provide expert opinions on issues in the area of competition policy and protection of
competition on the market at the request of the Assembly, the Government of the Republic of Macedonia, other state bodies,
companies or ex officio; conduct activities which are result of the international duties of the Republic of Macedonia in the field of
protection of competition, as well as other issues laid down in the law.

The strengthening of the institutional and personnel capacities of the Commission and the Expert Office is carried out in several
on-going projects: Technical Assistance by GTZ; the CARDS Twinning project for adoption of the acquis communautaire in the
field of competition and strengthening the administrative capacities of the body for protection of competition and the BERIS project
for reforms of business surroundings and strengthening the institutions, financed by the World Bank.

The web-page of CPC was launched in June 2006. The decisions, notifications, opinions and other information on the activities of

the Commission are posted on the web-page, and the decisions of the Commission and the decisions of the court are published in
the Official Gazette of the Republic of Macedonia.
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SHORT-TERM PRIORITIES
LEGISLATION
The following activities have been envisaged as short-term priorities in the field of legislation for protection of competition:

1. Enacting a Law Amending the Law on Protection of Competition which will regulate the authorisation of CPC to directly
impose penalties and other sanctions for misdemeanours prescribed in the LPC and repeal the right to file a complaint
and regulate the right to bring charges in front of the Administrative Court in accordance to the Law on Misdemeanours
and the Law on Administrative Disputes;

2. Adopting Guidelines for application of the Law and the bylaws, adopted by the Commission on the proposal of its Expert
Office;

3. Signing memoranda for inter-institutional cooperation in the field of protection of competition between the Commission on
the one hand and regulatory bodies, state bodies, consumer associations, faculties and scientific-research institutes on
the other.

INSTITUTIONS
The following activities have been envisaged as short-term priorities for strengthening the institutional capacities in the field of
legislation for protection of competition:

1. Employ 5 individuals with university degree at CPC by the end of 2007;

2. Conduct trainings for the members of the Commission and the employees in the CPC Expert Office for efficient

enforcement of the Law on Protection of Competition
3. Publishing a brochure with the Law and the bylaws and
4. Move CPC in new premises.

MEDIUM-TERM PRIORITIES
LEGISLATION
The following activities have been envisaged as medium-term priorities in the field of legislation for protection of competition:
1. Further development of a credible enforcement record for implementation of the protection of competition;
2. Harmonisation of the Law on Protection of Competition with the EU regulations 31987R3976 and 32006R1459, which
regulate block exemptions granted to agreements in the field of air traffic, and
3. Further harmonisation of the national legislation with the acquis.

INSTITUTIONS
The following activities have been envisaged as medium-term priorities for strengthening the institutional capacities in the field of
legislation for protection of competition:
e Increase the number of employees in CPC in accordance with the needs for efficient enforcement of the Law on
Protection of Competition;
o Conduct trainings for strengthening the personnel capacities of CPC for carrying out investigation procedures for
protection of competition and other responsibilities stipulated in the Law;
« Strengthen the transparency of the activities of CPC, and
« Strengthening the awareness of the governmental institutions and the business sector for protection of competition
through organising seminars, trainings, campaigns, conferences and other events.

FOREIGN ASSISTANCE
The current foreign assistance in the field of protection of competition is being realised through the following projects:

1. The German Association for Technical Aid (GTZ) supports CPC through organising conferences, seminars and
workshops, organising regional meetings, training of the employees in CPC with study trips in the German Competition
Authority, study trips in the countries in transition, support for the improvement of the English language knowledge,
financing the participation in international and regional meetings and seminars and publishing brochures with the Law on
Protection of Competition and the bylaws;

2. EU Twinning project: “Approximation of the legislation in the competition policy and strengthening of the administrative
capacity of the body for competition protection” Twinning partner of CPC is the German Direction for Competition. The
project is implemented in the period between February 2006 and August 2007 and covers technical assistance through
presence of a permanent expert from Germany in the CPC and of short-term experts from specific areas in order to
improve knowledge, skills and best practices in the efficient protection of competition in the market, and

3. BERIS, Business environment reform and institutional strengthening project of the World Bank. The project is being
realised in the period between 31.10.2005 and 31.03.2010 and covers operative support of the CPC activities for
developing a monitoring system, expert aid in the development of the procedures and mechanisms for institutional
communication between the Commission and the regulatory and other bodies, activities for promotion and affirmation of
competition policy and transparency in the CPC work through establishing a separate phone line for consumers’
complaints.
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3.8.2 STATE AID

CURRENT SITUATION
LEGAL FRAMEWORK
The legislation for state aid covers the Law on State Aid (Official Gazette of the Republic of Macedonia No. 24/03 and 70/06), as
well as the bylaws adopted on the basis of the Law:
o Decree on the forms and procedure of notification to the State Aid Commission (Official Gazette of the Republic of
Macedonia No. 81/03);
o Decree on establishing conditions and procedure for granting aid for rescuing and restructuring of firms in difficulty
(Official Gazette of the Republic of Macedonia No. 81/03) and
o Decree on Establishing Conditions and Procedure for Granting Regional Aid (Official Gazette of the Republic of
Macedonia No. 81/03).

The Macedonian state aid legislation is aligned with the Treaty establishing the European Community, Articles 87-89 and the EU
regulations 32001R0069 and 31999R0659.
A manual for the state aid providers has been prepared in 2006.

INSTITUTIONAL FRAMEWORK

With the Law Amending the Law on State Aid (Official Gazette of the Republic of Macedonia No. 70/06), the responsibility for
supervision and control of the state aid granted in the Republic of Macedonia was taken over by the Commission for Protection of
Competition. Formerly, this responsibility was under the authorities of the State Aid Commission the institutional capacity of which
was not in accordance to the needs for efficient enforcement of the Law on State Aid. The expert and technical activities of the
State Aid Commission were performed by the State Aid Unit within the Ministry of Economy. With the entrance into force of the
Law Amending the Law on State Aid, a Sector for control of the state aid was established within the Commission for Protection of
Competition. The State Aid Commission and the Unit within the Ministry of Economy were abolished. The Sector for control of the
state aid consists of 4 (four) employees with university degree, 3 (three) of whom are economists with a university degree and 1
(one) legal expert with a university degree. The Sector performs all the activities in the field of state aid stipulated by the Law.

With the purpose of building the institutional capacity of the state aid in the Republic of Macedonia, a number of activities were
performed:
« A total number of five state aid seminars were organised concerning the drafting and the start of implementation of the
state aid legislation, with technical assistance from GTZ;
e In the period September-November 2003, internship for one person was organised in the corresponding institutions for
competition and state aid in the Baden-Wurttemberg province;
e In October 2003, GTZ organised a study trip for the State Aid Commission and the State Aid Unit of the State Aid Sector
in the Republic of Slovenia;
«  With technical assistance from GTZ, participation on a seminar for state aid was provided in November 2003 within the
European Legal Academy in Trier;
« TAIEX seminars on state aid for the civil servants working on issues related to state aid were organised in October 2004
and in June 2006 within the TAIEX programme;
« Aseminar on state aid was organised in Skopje in October 2005 by TAIEX, intended for the state aid providers;
e In January 2006, a series of seminars for state aid providers were organised by the ATL project from the CARDS
programme 2004, and
« Within the BERIS project, financed by the World Bank, participation at the Summer School of the Athens University of
Economy and Business for regulatory bodies and bodies for protection of competition in Corfu was organised for two
individuals, as well as participation at the forum on state aid at the European Legal Academy in Trier.
In October 2006 Information regarding the state of play in the field of state aid in Repubic of Macedonia was adopted on the
session of the Government of the Republic of Macedonia and according to the resolutions adopted on the session contact-
persons from the state aid providers were appointed. These contact persons are obliged to notify the CPC for the state aid
granted. The CPC holds regular meetings with these contact persons.

SHORT-TERM PRIORITIES
LEGISLATION
The following activities have been envisaged as short-term priorities in the field of legislation for state aid:
« Amendment of the Rules of procedure of the Government of the Republic of Macedonia with the aim of incorporating
provisions according to which the state aid providers are obliged to previously notify the CPC for the planned state aid
« Drafting a bylaw — Decree on establishing conditions for granting state aid in specific areas. The Decree shall be aligned
with the following EU measures: 52002XC0508(02); 31998Y0213(01); 32004R0364; 31997Y0710(01);
31996Y0217(01); 32002R2204; 32001Y0203(02); 32000Y0311(03) and 32001R0068. Technical assistance for drafting
the Book of Rules has been provided within the CARDS 2004 project for Approximation of the Trade Legislation, and
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« Amendments to the Decree on rescuing and restructuring of firms in difficulty. The Decree shall be harmonised with the
EU measure 52004XC1001(01).

2.2 INSTITUTIONS
The following activities have been envisaged as short-term priorities for strengthening the capacities in the field of state aid:
1. Employ 3 (three) individuals with university degree at the Sector for control of the state aid at CPC by the end of 2007;
2. Establishing a system for monitoring and evaluation of the current structure of the state aid;
3. Conduct trainings for the employees at CPC for efficient enforcement of the Law on State Aid, especially in the part
regarding the part of investigative techniques and case handling, and
4. Training for the state aid providers.

MEDIUM-TERM PRIORITIES
LEGISLATION
The following activities have been envisaged as medium-term priorities in the field of legislation for state aid:
1. Adopting a methodology for setting the level of compensation for companies entrusted with the performance of services
of general economic interest;
2. Harmonisation of the industrial policies with the state aid regulations, and
3. Further harmonisation of the national legislation with acquis.

INSTITUTIONS
The following activities have been envisaged as medium-term priorities for strengthening the institutional capacities in the field of
state aid:
« Employ 1 (one) person with university degree in the Sector for control of the state aid at CPC by the end of 2008;
«  Conduct trainings for strengthening the personnel capacities of CPC for carrying out investigative procedures for granting
state aid and other responsibilities stipulated in the Law;
« Improve the procedures for investigating state aid, and
« Strengthening the awareness of the governmental institutions and the business sector for the state aid through
organising seminars, trainings, campaigns, conferences and other events.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
02005: Commission for Protection |CPC: Commission for Protection of 16 3 3 3 2 11
of Competition Competition - Antitrust
CPC: Commission for protection of 4 2 1 0 0 3
competition/ Sector for State Aid Control
02005: Commission for Protection 20 B 4 3 2 14
of Competition Total
TOTAL 20 5 4 3 2 14
FOREIGN ASSISTANCE

BERIS, Business environment reform and institutional strengthening project of the World Bank. The project is being realised in the
period between 31.10.2005 - 31.03.2010 and covers amendments of the Regulation on rescuing and restructuring, procurement
of equipment for the new employees, seminars and trainings.
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3.9 FINANCIAL SERVICES
3.9.1 BANKING

CURRENT SITUATION

The Banking system of the Republic of Macedonia (as of 30 September 2006) is comprised of 19 banks, out of which 18 are from
universal character, and one is a specialised bank for export and development promotion, and 12 savings houses. Banks have
dominant share (98.7%) in the total potential of the financial system. Regarding the ownership structure, the share of the state-
owned banks is below 5% in the total capital of the banking system, while foreign capital is present in 16 banks. In eight of these
banks, foreign owners represent the shareholding majority. As of 30 September 2006, the share of these banks in the total capital
is 50,1 %, i.e. 52,5 % in the total assets in the banking sector. Four out of these eight banks are subsidiaries of foreign banks.
Only the specialised bank for export and development promotion is fully state owned. It participates with 1.4% in the total assets
and with 4.8% in the total capital of the banks in the Republic of Macedonia.

LEGAL FRAMEWORK

The Law on Banks (Official Gazette of the Republic of Macedonia No. 63/00, 37/02, 51/03 and 85/03) regulates the founding of
banks in the Republic of Macedonia, the necessary level of capital required for conducting financial activities, defines the financial
activities which the banks may perform depending on the level of capital, determines the supervisory standards and limits the
banks are obliged to adhere to in the course of their operations, defines the bank's bodies and bank management, provides the
basic accounting and auditing principles, determines the main elements of the supervision of banks' operations and the
consolidated supervision over a banking group conducted by the National Bank of the Republic of Macedonia, defines the
measures which could be undertaken to improve the condition in the banks, and defines the activities in the case of bankruptcy
and liquidation of a bank. Pursuant to this Law, the National Bank adopted adequate bylaws, which regulate in more details the
obligations and requirements defined in the Law. The supervision-related decisions incorporate the contemporary Basel principles
and practices for prudential operations of banks, and they regulate the main supervisory standards. Also, legal grounds have
been provided for the functioning of a Credit Registry in the National Bank of the Republic of Macedonia, which contains
information on the banks' credit exposure towards individual clients. At the same time, the National Bank has prescribed
standards for security of the banks' information systems.

Pursuant to the Law on Banks, a bank may be established by domestic and foreign legal entities and natural persons. A foreign
bank may establish a subsidiary in the Republic of Macedonia. Subsidiaries are legal entities registered in the Republic of
Macedonia in which another entity or a group of individuals work together and hold 50% or more of the voting stocks or have
common interest. Regarding the establishment of a subsidiary of a foreign bank, there are no limitations in terms of the rights to
establishment and providing services. Even more, the subsidiary can also be fully (100%) owned by a foreign banking group.
Thereby, the subsidiary has the features of a corporate entity in the Republic of Macedonia and, together with its subordinate
entities, is supervised by the national supervisory authority — NBRM. The supervision on a consolidated basis over a foreign
banking group is a right of the supervisory authorities from the country of the parent entity.

In line with the obligations undertaken with the accession of the Republic of Macedonia to the World Trade Organisation, it was
envisaged the provision of banking services through branches of foreign banks to be permitted as of 1 January 2008. According to
the programme of the Government of the Republic of Macedonia, the new Law on Banks, that shall be submitted to the Assembly
in the beginning of the second quarter of 2007, adequate provisions are incorporated that liberalise the provision of banking
services through branches of foreign banks in the Republic of Macedonia, including the banks from the EU.

Insurance of deposits is performed by the Deposits Insurance Fund, which is state owned. The denar and foreign currency
deposits are insured in the Fund, as well as current accounts of natural persons, the deposits connected to payment cards and
foreign currency inflows of natural persons. The Fund also indemnifies the natural persons up to: (1) 100% of the deposit in a
bank in the amount of EUR 10,000 in counter value in denars and (2) 90% of the deposit of each natural person in a bank in the
amount of EUR 10,000 to EUR 20,000 in counter value in denars, but not exceeding EUR 20,000 in counter value in denars.

In January 2006, the National Bank adopted the Risk-Based Supervision Plan. In the course of the first quarter in 2006, a
consultant was selected (engaged and financed by IMF), who assists the National Bank in the process of transition towards risk-
based supervision. In the course of the first quarter in 2006, all necessary organisational and technical preparations were carried
out pertaining to the preparation of the Supervision Directorate to commence the activities for transition towards risk-based
supervision. The implementation of the Plan commenced in May 2006, and the objective of these reforms is full transition towards
risk-based supervision by the end of 2009. In the period up to 2009, preparations are to be made for application of the New Basel
Capital Accord (Basel II).
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Within the Business Environment Reform and Institutional Strengthening Project (BERIS), which refers to improving the access to
information in the Republic of Macedonia, the component Promotion of the existing Credit Registry in the National Bank is
realised, in line with the international practice and standards. In the course of 2006, report forms from the existing Credit Registry
in the National Bank were improved. In addition, agreement was signed with the Central Register of the Republic of Macedonia to
use part of the data from the Central Register within the Credit Registry, exclusively for internal needs of the National Bank.
According to the Agreement, first data should be submitted to the National Bank at the beginning of 2007. Thereby, one should
not exclude the possibility to establish private credit registries to work on a commercial basis.

In December 2006, regulation on inclusion of the market risk when determining the banks’ capital adequacy was prepared, which
was published in the Official Gazette of the Republic of Macedonia on 16 January 2007. With the adoption of this regulation,
harmonisation with the Basel Principle 12 was ensured.

INSTITUTIONAL FRAMEWORK

Competent body for adoption of legal regulations in the area of banking is the Ministry of Finance, i.e. the Unit for Banking System
within the Sector for Financial System. This unit employs four persons.

The National Bank of the Republic of Macedonia is the competent institution for implementation of the Law on Banks, as well as
for adoption of the bylaws arising from the Law. The National Bank issues licences and carries out supervision of the banks,
savings houses, exchange offices and providers of fast money transfer.

SHORT-TERM PRIORITIES
With the view of further harmonisation of the national legislation with the Directives 32006L0048 and 32001L0024, the text of the
new Law on Banks shall be submitted to the Assembly of the Republic of Macedonia in the second quarter of 2007, with which:

« the market will be liberalised, thus enabling the foreign banks, including the banks from the European Union, to provide
services in the Republic of Macedonia through the branches;

« definitions on connected entities, control and subsidiaries will be fully harmonised with the definitions in the European
legislation;

« capital requirement necessary for establishment and operations of a bank will be increased from the existing EUR 3.5
million to EUR 5 million;

« criterion will be introduced on revoking the license for founding and operations of a bank in case of failing to perform
banking operations longer than 6 months, compared to the previous 12 months;

« criteria on bank’s shareholder will be strengthened (prior consent for acquiring qualifying holding in a bank, with a
possibility for NBRM to revoke previously issued consent, possibility for NBRM to sell the stocks of the shareholder who
does not meet the shareholder criteria or who acquired qualifying holding without prior consent by the National Bank);

« corporate governance of banks will be strengthen by strengthening the role and the responsibilities of the management
bodies, internal control systems, the role of the external auditor, increasing the transparency in performing financial
activities, strengthening the accounting standards, etc.;

« efficiency in the procedure for exit (bankruptcy and liquidation) of a bank from the banking system will be strengthened
and

« types of risks to which banks are exposed will be identified, market discipline of the banks will be strengthened, risk
management will be connected with the type and scope of activities of the bank, resulting in approximation to the New
Basel Capital Accord.

By the end of 2007, Law for institutions issuing means of payment in the form of e-money shall be adopted. The Law shall be
harmonised with the Directive 32000L0046

In the course of 2007, the need for legislation on credit registries will be analysed and considered, and respective regulation will
be adopted to the end of reducing the time necessary to process the requests for awarding credits, creating conditions to reduce
the interest rates of the banks;

By the end of 2007, the founding and operations of financial companies will be regulated, which perform activities related to
factoring, crediting, guaranteeing and other types of financial activities;

To the end of improving the accounting records at the banks and achieving harmonisation and applying the international
standards in the field of accounting, the following documents will be prepared by the end of April 2007:

« unified chart of accounts for the banks to be harmonised with the IFRS;

« adequate accounting policies and rules on recording and

« format of financial reporting.
With the aim of further improvement of the Credit Registry in the National Bank, existing bylaws will be amended in mid 2007, so
as to reduce the limit of the credit exposure the banks report at the Credit Registry, increase the frequency of data submission
(monthly instead of quarterly) etc. Such expansion of the Credit Registry is directly related to the activities related to the
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realisation of the obligations under the BERIS Project (procurement of new hardware and software), the deadline for which is
December 2007.

Regarding the implementation of the Risk-Based Supervision Plan (which is actually a medium-term activity to be realised in the
upcoming 3-year period) on short-term, i.e. by the end of 2007, supervisory framework and supervisory procedures will be
finalised, they will be tested in at least two banks, and afterwards they will be finally adopted.

MEDIUM-TERM PRIORITIES
In furtherance of the short-term priorities that shall be realised in the course of 2007, the following activities represent the medium-
term priorities to be implemented for the purpose of harmonisation with the EU Directives in the area of banking:

« Defining the range of financial conglomerates and their supervision. This activity will be realised by the end of 2008, thus
attaining harmonisation with the EU Directive 32002L0087;

« Inclusion of deposits of legal entities in the Deposits Insurance Fund, thus fully implementing the Directive 31994L0019.
Therefore, by the end of 2009, Law on Deposits Insurance Fund will be amended;

« Implementation of the New Basel Capital Accord. Preparatory activities regarding the implementation of Basel Il are in
progress. The nature and complexity of this project imposes the need to undertake comprehensive activities in a longer
time period, which also include permanent training of the banking supervisors and of the banks. Adequate
implementation is expected in several years, but not earlier than 2010.

« Further realisation and implementation of the Risk-Based Supervision Plan by the end of 2009 and

« Enhancing the transparency and market discipline of the banks, i.e. adequate application of the third pillar of the New
Basel Capital Accord. Starting from the beginning of 2008, the banks will be obliged to publish a standardised set of
financial indicators from their operations on a quarterly basis.

3.9.2 INSURANCE AND PENSION INSURANCE

CURRENT SITUATION

The insurance market in the Republic of Macedonia comprises of 10 insurance companies and 5 insurance brokerage companies.
One of the insurance companies performs life insurance activities, while the others perform non-life insurance activities. Insurance
brokerage companies perform insurance brokerage activities within all classes of insurance. The procedure for licensing a foreign
life — insurance companies is expected to be finalised (request has been submitted to the Ministry of Finance for acquiring a
working licence to perform insurance activity), which is expected to upgrade the professional standards of operations and
diversity, as well as the quality of the insurance products in the field of life insurance in Macedonia. Total calculated gross
premium in the first three quarters in 2006 amounts 4.095 million denars, i.e. it grew by 6.89% compared to the same period last
year. The calculated gross premium in the third quarter alone amounted 1.568 million denars, and it grew by 26.4% compared to
the average realised gross premium in the first two quarters in 2006. Should the trend of growth of gross written premium continue
in the fourth quarter according to the average realised one in the first three quarters, total gross written premium in 2006 will grow
by approximately 5.7% in relation to the realised in 2005. 97.4 million denars, i.e. 2.38%, out of the total calculated gross premium
in the first three quarters in 2006 refers to life insurance, being an increase by 26.34% in relation to the same period in 2005.

The share of foreign capital in the total equity of the insurance companies amounted to 62.5% at the end of the third quarter in
2006, while the share of foreign capital in four insurance companies was 100%. Regarding the ownership structure in the
insurance companies, at the end of 2005, private capital participated with 91.45%, having the dominant share, whereby the
financial institutions participated with 57.3% and other legal and natural persons accounted for 34.15%.

The insurance market in general is characterised with relatively high market concentration at the end of the third quarter in 2006,
i.e. the share of gross premium of the two largest insurance companies in the total gross premium amounted to 51.7% at national
level during the reporting period. However, it is a drop by 6.6% in relation to the level of market concentration on the insurance
market at the end of 2005.

In 2000, foundations for the overall pension system were laid in the Republic of Macedonia as a three-pillar pension system,
which is part of the social insurance. The first pillar is represented by the national Pension and Disability Insurance Fund of
Macedonia, which operates on the basis of the pay-as-you-go principle. The second pillar is a mandatory fully funded pension
insurance. Two pension fund management companies operate within its frames, which administer one pension fund each. The
companies were established in 2005 and they obtained licences to manage the pension fund for a period of 10 years. The
National Bank of the Republic of Macedonia is the custodian bank of the resources of the pension funds in the first five years of
the functioning of the second pillar. First payments in the private pension funds were made in January 2006. Two pension fund
management companies are with mixed founding capital, domestic and foreign, the share of foreign capital being 51%. The third
pillar will be voluntary fully funded pension insurance.
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The pensions from the first pillar are in a form of defined pensions. The pensions from the second pillar are in a form of defined
contributions and will be paid as continual annuities by an institution authorised for that purpose, or as programmed withdrawals
from the Pension Fund, by choice of the member.

LEGAL FRAMEWORK

The basic legal framework that regulates the terms and conditions and the manner of conducting insurance and re-insurance
activities, supervision of the operations of the insurance companies and insurance brokerage companies, the manner and terms
and conditions for performing intermediation activities in the insurance are the Law on Supervision of Insurance (Official Gazette
of the Republic of Macedonia No. 27/02, 84/02, 98/02 and 33/04), Law on Mandatory Transport Insurance (Official Gazette of the
Republic of Macedonia No. 88/05), Law on Obligations in the part pertaining to insurance contracts (Official Gazette of the
Republic of Macedonia No. 18/01, 4/02 and 5/03) and Company Law (Official Gazette of the Republic of Macedonia No. 28/04).

The Law on Supervision of Insurance incorporates the insurance principles and standards of the International Association of
Insurance Supervisors (IAIS), as well as the EU Directives on insurance. By adopting the Law, national legislation has been
harmonised to a great extent with the EU acquis. The Law is aimed at establishing strict rules for risk management. The insurance
company may be founded only as a joint stock company with a head office in the Republic of Macedonia. The establishment of an
insurance company requires a license issued by the Ministry of Finance that can be related to one or more classes of insurance
exclusively within one of the groups of insurance that is non-life insurance and life insurance. An insurance company can be
founded under equal terms and conditions by both domestic and foreign natural persons and legal entities. In line with the
assumed obligations arising from the accession of the Republic of Macedonia to the World Trade Organisation, branches of
foreign insurance company can perform insurance-related activities on the territory of the Republic of Macedonia by 1 January
2008 at the latest, under terms and conditions defined in the Law on Supervision of Insurance.

Mandatory transport insurance is regulated by the Law on Mandatory Transport Insurance (Official Gazette of the Republic of
Macedonia No. 88/05 and 70/2006), which envisages greater protection of the interests of the damaged persons in traffic
accidents by increasing the insurance amounts and their gradual (according to prior defined stages by law) harmonisation with the
insurance amounts adopted with the EU acquis, regulation of the deadlines for reporting and damage compensation by the
insurance companies, determination of the right to mediation, strict regulation of the competences of the Guarantee Fund, change
in the manner of determining the premium tariffs by establishing of a Commission for Automobile Liability Insurance, as well as
facilitation of the cross-border provision of insurance services by establishing a so-called claims representative, and establishment
of a Service for Compensation of Damages (the last two solutions will become effective the moment Republic of Macedonia
becomes member of the European Union). The Commission for Automobile Liability Insurance was established on 19 December
2005, and it prepared a new premium tariff for automobile liability insurance in May 2006 within the Il stage of the Project for
Reform in Mandatory Transport Insurance, financed by FIRST Initiative, and covering the implementation of the Law on
Mandatory Transport Insurance. In October 2006, the Commission, pursuant to the authorisations awarded to it referred to in
Article 45 of the Law on Mandatory Transport Insurance, prepared and submitted Criteria on Non-Material Claims Caused by
Motor Vehicles. By the end of 2006, the Commission should monitor the implementation, as well as the initial effects from the
application of the set criteria.

The pension system in the Republic of Macedonia is regulated by the Law on Pension and Disability Insurance (Official Gazette of
the Republic of Macedonia No. 80/93, 3/94, 14/95, 32/96, 24/00, 96/00, 5/01, 50/01, 85/03, 40/04, 4/05 and 101/05), Law on
Mandatory Fully Funded Pension Insurance (Official Gazette of the Republic of Macedonia No. 29/02, 85/03, 40/04 and 113/05)
and bylaws further regulating the respective area. The Law on Pension and Disability Insurance regulates the structure of the
three-pillar pension system.

The Law on Mandatory Fully Funded Pension Insurance regulates the foundation and operations of the pension fund
management companies, membership in the pension funds, reporting, fees, investing and evaluation of the resources of the
Pension Funds, custodian of the resources of the Pension Funds, establishment and functions of the Agency for Supervision of
Fully Funded Pension Insurance, as well as other issues important for the mandatory fully funded pension insurance.

INSTITUTIONAL FRAMEWORK

Competent body for adoption of the legal regulations in the area of insurance and conducting supervision over the operations of
the insurance companies and insurance brokerage companies in the Republic of Macedonia is the Ministry of Finance, within
which the following two units are responsible for the insurance system: Unit for Insurance System (2 employees) within the Sector
for Financial System, in charge of preparing the laws and bylaws in the field of insurance and licensing of insurance companies,
insurance brokerage companies, insurance brokers and actuaries, and Unit for Insurance Supervision (3 employees) within the
Sector for Affairs Inmediately Related to the Minister, in charge of conducting on-site and off-site supervision over the operations
of the insurance companies and insurance brokerage companies.
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Regarding the pension insurance, institutions competent to adopt laws and bylaws are the Ministry of Labour and Social Policy,
the Pension and Disability Insurance Fund of the Republic of Macedonia and the Agency for Supervision of Fully Funded Pension
Insurance. The Ministry of Labour and Social Policy is the creator of the pension policy, the Pension and Disability Insurance
Fund carries out pension and disability insurance, including the contribution collection for both pillars and their distribution
between the first and the second pillar, while the Agency for Supervision of Fully Funded Pension Insurance supervises the
operations of the pension fund management companies and the Pension Funds, as well as protects the interests of the members.

SHORT-TERM PRIORITIES

For the purpose of further harmonisation with the EU legislation and adoption of the European insurance principles and standards,
especially in the area of strengthening the independence of the supervisory body, enhancing the fit and proper requirements in
relation to the management bodies and the shareholders in the insurance companies, regulation of the insurance representation
activities, as well as further strengthening of the preventive and corrective supervision measures, in December 2006, the Ministry
of Finance prepared a Draft Law Amending the Law on Supervision of Insurance, to be adopted by the Assembly in the second
quarter of 2007. Basis for preparation of the amendments to the Law will be the detailed analysis of the level of harmonisation of
the insurance legal framework with the relevant EU Directives and the principles and standards of the International Association of
Insurance Supervisors, prepared within the project for Technical assistance to the Ministry of Finance in the area of the insurance
regulation, financed by the European Agency for Reconstruction.

In the course of 2007, pursuant to the provisions in the Law Amending the Law on Supervision of Insurance, competences for
carrying out supervision over the operations of the entities on the insurance market will be fully transferred to the newly
established Agency for Insurance Supervision, as an independent institution for insurance supervision with public authorisations
awarded to it pursuant to law, the principles and standards of the International Association of Insurance Supervisors (IAIS). The
Agency will have adequate organisational setup, authority, legal protection and financial resources to enable it to perform the
functions in an independent and accountable manner. it is planned for the Agency to start its operations in September 2007.

In the course of 2007, approximately 15 bylaws arising from the Law on Supervision of Insurance will be adopted, which will more
precisely regulate certain issues related to the operations of the insurance companies, such as the manner of setting technical
reserves aside, investing funds that cover the technical reserves, the manner of determining the capital and the necessary level of
solvency margin, calculating the liquidity ratio, detailed contents of the annual report of the insurance companies, detailed
contents of the audit report, new chart of accounts and balance sheets for the insurance companies, etc. The adoption of the
above-mentioned bylaws will lead to supplementing the regulations and their further harmonisation in particular with Directive
91/674/EEC which refers to the consolidated financial reports of the insurance companies, as well as the Third generation
Directives on non-life insurance and life insurance in the area of detailed regulating of the necessary level of solvency margin and
the capital of the insurance companies, monitoring the liquidity and other measures pertaining to risk management.

MEDIUM-TERM PRIORITIES

On the medium run, the Ministry of Finance plans to further harmonise the national insurance regulations with the EU acquis, in
particular the implementation of the provisions that pertain to co-insurance, e-commerce, financial conglomerates and other rules
to be in force in the European Union. The legal framework in the field of insurance will be also additionally regulated by fully
transposing the following EU Directives: Directive 78/433/EEC - co-insurance; Directive 84/641/EEC - tourist assistance; Directive
87/343/EEC - credit insurance; Directive 87/344/EEC - legal expenses insurance; Directive 91/674/EEC - consolidated accounts;
Directive 98/78/EEC - supplementary supervision of insurance undertakings in an insurance group; Directive 2001/17/EEC -
reorganisation and winding up of insurance companies; Directive 32002L0013 - solvency margin requirements; Directive
2002/13/EEC - financial conglomerates; Directive 2002/92/EEC - insurance mediators.

Regarding the mandatory insurance in traffic, on the medium run, harmonisation is envisaged with the Vth EU Directive (V Motor
Directive) on automobile liability insurance.

Regarding the institutional and administrative capacity, on the medium run, full operational functioning of an independent
supervisory body is envisaged — Agency for Insurance Supervision, which will have the capacity to conduct adequate,
professional and continuous supervision over the operations of the insurance companies and insurance brokerage companies.

On the medium run, priority in the field of pension insurance is continuation of the commenced reforms, mainly by completing the
legal framework by adopting the Law on Voluntary Fully Funded Pension Insurance and the Law on Payment of Pensions. The
envisaged deadline for adoption of the two laws is 2008, whereby the Ministry of Labour and Social Policy, as it has been the
case so far, is the creator of the pension policy, while the Agency for Supervision of Fully Funded Pension Insurance supervises
the fully funded pension insurance and the payment of pensions on the basis of fully funded pension insurance. In addition,
regarding the Law on Payment of Pensions, from the point of view of the mandatory fully funded pension insurance, it is
envisaged for the programmed withdrawals to be made directly from the Pension Funds, and the annuities to be paid by a special
institution authorised for this purpose. The laws will also regulate the other competent institutions. The short-term and medium-
term priorities regarding these issues are described in more details in Chapter 02 - Freedom of movement of persons, sub-title
3.2.4. - Coordination of the system of social security.
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STRENGTHENING THE INSTITUTIONAL CAPACITIES

Envisaged institutions (establishment of new ones, equipping and training) for the period 2007-2010

Agency for Insurance Supervision Total number of employees is planned to be 20 persons, and it will be completed by 2010 as
follows:

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total

INSTITUTION 31.12.2006

09001: Ministry of Finance MF: Sector for Financial System 15 1 1 1 1 4
NEW: Agency for Supervision of Insurance 0 3 3 3 4 13

09001: Ministry of Finance Total 15 4 4 4 5 17

MSEC: Macedonian Securities and [MSEC: Securities and Exchange 16 4 3 3 3 13

Exchange Commission Commission

MSEC: Macedonian Securities and 16 4 3 3 3 13

Exchange Commission Total

TOTAL 31 8 7 7 8 30

3.9.3 CAPITAL MARKET

CURRENT SITUATION

Trading with securities on the capital market in the Republic of Macedonia is performed through the Macedonian Securities Stock
Exchange, established in 1995. There are 17 licensed participants on the capital market in the Republic of Macedonia, 11 out of
which are brokerage houses, 6 are banks, which have special head offices to deal with long-term securities. The share of foreign
capital in the equity capital of 11 brokerage houses accounts for 5.32%.

LEGAL FRAMEWORK

The legal framework that regulates the capital market comprises the following: Law on Securities (Official Gazette of the Republic
of Macedonia No. 95/05), as a basic law regulating the securities and the Law on Investment Funds (Official Gazette of the
Republic of Macedonia No. 9/2000).

The Law on Securities facilitates the possibility for the foreign brokerage houses to have branch offices in the Republic of
Macedonia and regulates a more organised system for establishment of branch offices in the country by the Macedonian
brokerage companies; it envisages more detailed guidelines for keeping records and keeping the order book by the brokerage
companies; it introduces provisions for founding and operations of companies for investment advising and investment advisors; it
precisely defines the obligations pertaining to disclosure of data of the joint stock companies registered in the Register of the
Securities and Exchange Commission as joint stock companies with special reporting obligations, and it includes completely new
obligations for reporting to the employees, members of their management bodies, directors and individual shareholders; every
single shareholder owning more than 5% of the securities of the company with special obligations for reporting must disclose to
the Securities and Exchange Commission all the transactions and non-trade transfers of that company with special obligations for
reporting. Pursuant to the Law on Securities, a brokerage house can be established by domestic or foreign natural persons or
legal entities. A foreign brokerage house, licensed to render all or some of the services with securities in any of the member states
of the Organisation for Economic Cooperation and Development, may provide the same services on the territory of the Republic
of Macedonia through its own subsidiary that has obtained a working license from the Commission. The following EU Directives
were transposed with the Law: 32004L0039 - 31993L0006 - 32003L0071 — 32001L0034 and 32003L0006.

The legal framework for regulation of the field of operations of the investment funds comprises the Law on Investment Funds
(Official Gazette of the Republic of Macedonia No. 9/2000) and the bylaws arising from this Law. Pursuant to the Law on
Investment Funds, the investment funds are established in order to pool funds for investment purposes, raised by the investors
through a public announcement, managed on behalf of the investors by an investment fund management company. The Law
envisages two types of investment funds: open-ended funds and closed-ended fund. The investment fund management company
is established upon obtaining an approval for commencement of its activities by the Commission. One company can manage
several funds. Directives 31985L0611 and 31993L0022 are implemented with the Law. This Directive is replaced by the Directive
32004L0039.

There is no investment fund functioning in the Republic of Macedonia yet. However, the development of the capital market in the
previous years and the appearance of new securities on the capital market, issuance of treasury bills which started in January
2004 and the start-up of the two pension funds in October 2005 are expected to contribute to increasing in the interest in
establishing investment funds in the Republic of Macedonia. In line with the assumed obligations arising from the accession of the
Republic of Macedonia to the World Trade Organisation, foreign investment fund management companies will be permitted to
provide services in the Republic of Macedonia starting from 1 January 2008.
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INSTITUTIONAL FRAMEWORK

Competent body for preparation of the legal regulations in the field of capital market in the Republic of Macedonia, in particular the
Law on Securities and the Law on Investment Funds is the Ministry of Finance, in cooperation with the Securities and Exchange
Commission. The Securities and Exchange Commission adopts the bylaws arising from the Law on Securities and the Law on
Investment Funds.

There is a Unit for Capital Market within the Sector for Financial System within the Ministry of Finance, employing 2 persons, in
charge of preparing the regulation in the field of capital market, undertaking the necessary activities for timely adoption of the laws
under the competence of the Unit for Capital Market.

The Securities and Exchange Commission regulates and controls all the participants in the operations with securities on the
territory of the Republic of Macedonia, and within its legal competencies and authorisations, it is responsible for legitimate and
efficient functioning of the long-term securities market and for protection of the investors' rights, so as to continuously strengthen
the confidence of the public in the institutions on the long-term securities market in the Republic of Macedonia. Pursuant to the
Law on Securities, the Securities and Exchange Commission operates as an autonomous and independent regulatory body,
having public authorisations stipulated by law. Internationally, so far the Securities and Exchange Commission has signed 8
bilateral Memoranda of Cooperation with the respective regulatory bodies of Slovenia, Albania, Federation of Bosnia and
Herzegovina, Bulgaria, Montenegro, Croatia, Turkey and Romania. At national level, the Commission has also concluded
memorandum of Cooperation and Exchange of Information with the National Bank of the Republic of Macedonia (NBRM) and the
Agency for Supervision of Fully Funded Pension Insurance (ASFFPI). The Securities and Exchange Commission is a member of
the International Organisation of Securities Commissions (IOSCO). In the course of 2006, the Securities and Exchange
Commission, pursuant to the Law on Securities, adopted 58 rulebooks. Five rulebooks out of the envisaged bylaws arising from
the Law on Securities are in the procedure of adoption.

SHORT-TERM PRIORITIES

To the end of improving the legal framework governing the operations of the investment funds in the Republic of Macedonia, and
implementing part of the European Directives in this field, the Ministry of Finance plans to adopt a new Law on Investment Funds
by the second quarter in 2007, which would incorporate the following directives:

o 31985L0611 - Directive on the coordination of laws, regulations and administrative provisions relating to undertakings for
collective investment in transferable securities (UCITS),

e 32001L0107 - Directive amending Directive 31986L0611 on the coordination of laws, regulations and administrative
provisions relating to undertakings for collective investment in transferable securities (UCITS) with a view to regulating
management companies and simplified prospectuses, and

e 32001L0108 - Directive amending Directive 31985L0611 on the coordination of laws, regulations and administrative
provisions relating to undertakings for collective investment in transferable securities (UCITS), with regard to investments
of UCITS.

In 2007/1, the Securities and Exchange Commission will prepare a Strategy for Strengthening the Role and the Functions of the
Securities and Exchange Commission pertaining to the capital market control. Areas and participants in the capital market should
be identified in the Strategy, for which there is a great possibility to be a source of violation of the rules regarding the operations
with securities and frauds. After identifying the areas with highest risk, the Securities and Exchange Commission will be able to
more efficiently allocate its resources, thus focusing on the most risky problems and entities.

MEDIUM-TERM PRIORITIES

On medium term, the Ministry of Finance plans to further harmonise the regulations governing the capital market with the EU
Directives, and their implementation by the participants in the capital market in the Republic of Macedonia.

Medium term priority is harmonisation of the Directive for financial collateral 2004/47/EEC.
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3.10INFORMATION SOCIETY AND MEDIA
3.10.1 TELECOMMUNICATIONS AND INFORMATION TECHNOLOGY

CURRENT SITUATION

LEGAL FRAMEWORK

The Law on Electronic Communications (Official Gazette of the Republic of Macedonia No. 13/05) lays down the conditions and
manner of carrying out operation in the field of electronic communications, it creates conditions for complete liberalisation within
the electronic communications, especially in relation to infrastructure building, then it enables access and interconnection to public
communication networks of other operators and providers of public communication services and provides a simpler procedure for
the commencement of communication activities. The Law incorporates all the relevant EU measures.

Additional improvement of the legislative framework regulating this area was achieved by 35 bylaws deriving from the Law on
Electronic Communications (Official Gazette of the Republic of Macedonia No. 13/05) adopted by 31.12.2006 which directly affect
the telecommunications market liberalisation and introduction of competition.

The Amendments to the Law on Electronic Communications are in parliamentary procedure that shall ensure alignment in
relation to the possibility to obtain a realistic view of the financial operations of the regulator in the previous period, on the basis of
the audit report prepared by an outside independent auditor. The Amendments to the Law that are proposed shall supplement
and make more precise the provisions regulating issues related to the conditions for dismissal of the president and of the
members of the commission, as well as the conditions for election, i.e. appointment of the Director of the Agency.

STRATEGIC DOCUMENTS

Interim Strategy for Universal Service (Official Gazette of the Republic of Macedonia No. 72/2006)

The Interim Strategy for Universal Service (valid up to March 2007) provides for identification of the needs of the population by
means of setting the priorities in terms of providing universal service, as well as providing a set of measures to be conducted by
the Agency for Electronic Communications in a period of two years after the enactment of the Law on Electronic Communications,
with the objective of stimulating the provision of this service without subsidies.

INSTITUTIONAL FRAMWORK
The Ministry of Transport and Communications and the Agency for Electronic Communications are the institutions
competent for the implementation of the operations related to electronic communication.

The Ministry of Transport and Communications is the competent state body responsible for creation and implementation of the
electronic communications policy and drafting of the legal regulations, in cooperation with the Agency for Electronic
Communications. Pursuant to the Law on Electronic Communications, the Ministry of Transport and Communications performs
the duties related to the development of electronic communications and information technologies, the creation and development
of the information society, and coordinates and harmonises the issues in the filed of electronic communications and information
society. The Ministry promotes competition development in the field of electronic communication and information society and
enhances the availability and use of electronic communications and information technologies.

The Agency for Electronic Communications, in operation since 1July 2005, is an independent regulatory body and the legal
successor of the Telecommunications Directorate. The Agency for Electronic Communications is competent for: providing the
users, including end-users with special needs, with a possibility to make use of the advantages in terms of choice, price and
quality of the access to electronic communications; protecting against violation or limitation of the competition in the field of
electronic communications; stimulating efficient investments in infrastructure building and supporting innovations; promoting
efficient use of radio frequencies and numerical space as limited natural resource and ensuring non-discrimination in similar
circumstances, regarding treatment of electronic communication network operators and electronic communication service
providers.

LIBERALISATION OF ELECTRONIC COMMUNICATIONS IN THE REPUBLIC OF MACEDONIA

In December 2006 the Agency for Electronic Communications passed a decision ordering JSC Macedonian
Telecommunications to make changes to the Reference Interconnection Offer, in particular Annex: 8B- Fees. The change
made leads to significant reduction in interconnection prices thus creating conditions for introducing efficient competition in the
electronic communications market in the Republic of Macedonia, especially in the fixed telephone service market, which will
contribute to enhancing the benefits for the users. The Agency for Electronic Communications has determined the amount of fees
for interconnection on the basis of the Methodology for calculating the weighted average cost of capital WACC, as well as on the
basis of the performed comparative analysis of the electronic communications markets in European states similar to the electronic
communications market in the Republic of Macedonia.
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The Agency for Telecommunications has started a procedure for introduction of a forth mobile operator in the Republic
of Macedonia.
The third mobile operator in Republic of Macedonia has already been selected.

The new mobile operator in the Republic of Macedonia should be selected at the beginning of 2007.

On 18 October 2006 the Government of the Republic of Macedonia passed a Decision for allocation of shares it owns in
JSC Macedonian Telecommunications to the employees in the firm.

The sales of packages of shares owned by the Government of the Republic of Macedonia in JSC Macedonian
Telecommunications continues.

The Government of the Republic of Macedonia, after the previous sale of 9.9% shares performed in the middle of 2006, continues
the trend of sales of shares.

The process for allocation of radio frequencies of WiMax scope has started, and thus greater liberalisation and entry of a
large number of alternative operations in the Republic of Macedonia is expected.

Relevant measures are being undertaken by the Agency for Electronic Communications and The Ministry of transport
and Communications for bringing of the work of the current operators in line with the Law on Electronic
Communications.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Enactment of a document on the strategic goals of the Agency for Electronic Communications according to the
competences set out in the Law on Electronic Communications.

The document shall be prepared by the Agency for Electronic Communications in cooperation with the technical assistance —
TATS provided by the European Agency for Reconstruction.

Adoption of the amendments to the Law on Electronic Communications submitted to the Assembly of the Republic of
Macedonia in 2006.

Adoption of a Decree on determining measures for providing public communication services in case of war, emergency
or natural disaster that ought to be included in the operators’ plans on measures. The Decree will define the obligation of
the operators of public communication networks and public communication services to design and adopt a Plan on Measures
aiming to provide integrity for the public communication network and access to public communication services in case of a
network failure, war, emergency or natural disaster.

Adoption of a Decision on determining the groups of users with the right to priority network connection points, during
war, emergency or natural disaster

Convergence of the existing regulatory bodies for electronic communications and radio broadcasting activity

Taking into consideration the new trends in the information and communication technologies, especially in the creation of an
information society in the Republic of Macedonia, the convergence that is gaining impetus among the electronic technological
platforms and electronic media creates an immediate need for convergence among the regulatory bodies responsible for the
technological platforms and the regulatory bodies responsible for regulating the electronic media.

The Government of the Republic of Macedonia shall submit to the Assembly of the Republic of Macedonia two new texts of the
Law on Electronic Communications and the Law on Broadcasting Activity by which, inter alia, it will provide the possibility for
convergence of the existing regulatory bodies for electronic communications and broadcasting (Agency for Electronic
Communications and the Broadcasting Council) in a new regulatory body — Agency for Electronic Communications, Broadcasting
and Postal Services.

The convergence of the regulatory bodies will enable full operation of the one-stop-shop system for issuing permits/approvals
promoted by the European Commission that shall reduce the existing bureaucratic model. At the same time, the planning and
issuing of radio frequencies will be done by one joint specialised service and thus overcome the existing lack of coordination
among the regulators. The convergence of the regulatory bodies will also overcome the lack of coordination in their work
regarding the closure of illegal broadcasters, where the ban to broadcast and the confiscation of the equipment will be performed
by the new regulatory body in a transparent and efficient manner, and the problems that exist with the cable operators regarding
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the issue of approvals, registration of programme packages, technical standards and so on would be overcome. The correct and
efficient implementation of the legal provisions will be provided through the establishment of one — joint specialised service that
would be able to perform its tasks better and more efficiently and would avoid the duplication of certain occupations (guards,
secretaries, drivers and so on) that would lead to an adequate rationalisation of the personnel.

STRATEGIC DOCUMENTS

Adoption of a National Strategy on Development of Electronic Communications and Information Technologies

The National Strategy on Development of Electronic Communications and Information Technologies will determine the strategic
directions, activities and objectives to create an ambience of support to the digital convergence of info-communications
technologies and electronic media in the Republic of Macedonia, as a precondition to the development of the information society.

INSTITUTIONAL FRAMEWORK

Staffing of the Sector for Communications within the Ministry of Transport and Communications

In the Sector for Communications Sector — Unit for Telecommunications and Information Technologies, in accordance with the act
on systematisation of 2006, a total of 5 highly qualified expert persons have been foreseen, while the total number of such
personnel, within the Sector for Communications, as foreseen by the same act, is 15.

In the course of 2007 two experts will be employed in the Sector for Communications.

Strengthening the capacity of the Agency for Electronic Communications- will take place through the EU project, and at the
same time an analysis will be conducted of the existing personnel. For that purpose a new Rulebook on internal organisation of
the specialised service of the Agency and a new Rulebook on systematisation of activities and assignments will be adopted and
appropriate activities will be undertaken for reorganisation and further staffing of the Agency for Electronic Communications.
Currently, the Agency for Electronic Communication employs 95 persons, whereas the projected optimum number of employees
to be around 80.

Improving the efficiency in the appeal procedure- - Regarding the appealing procedure efficiency, it is provided by the
provisions of the Law on Electronic Communications which stipulate that the decisions of the Director of the Agency for Electronic
Communications can be appealed to the Commission of the Agency for Electronic Communications which decides at the second
instance, within 8 days from the day the decision was received. The Commission is bound to decide upon the appeal within 15
days after the receipt date, and its decision regarding the appeal is final. Thus, abuse of the appeal system, in terms of delaying
the implementation of the regulator’s decision, is prevented.

FOREIGN ASSISTANCE

CARDS 2005 Program: Technical Assistance for Establishing an Independent Regulator within the Electronic
Communications Sector, 1.000.000 EUR. This Project refers to the Agency for Electronic Communications; it lasts 18 months,
and should be completed by the end of 2007. The project is focused on assessment of the situation and an action plan which will
include a staff and systematized job description assessment; support to specific regulatory functions, including on-the-job and off-
the-job training; permanent capacity building and enhanced transparency of operations.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

Further harmonisation of the Law on Electronic Communications and the Law on Broadcasting Activity with the aquis
With the development of the information-communication technologies, the previously separate sectors of information technology,
telecommunications and audio-video technology, including radio broadcasting, converge in one. This refers to the convergence of
the networks and terminals, but also of the content. Having this in mind, The European Commission started revising the directives
on electronic communications and the Television without Frontiers Directive. In this direction, amendments to the Law on
Electronic Communications and to the Law on Broadcasting Activities are planned in the medium term and conditioned by the
adoption of the revised directives of the European Union in these two sectors.

INSTITUTIONAL FRAMEWORK

Establishing a new regulatory body for electronic communications, broadcasting and postal services

The two new laws, for electronic communications and for broadcasting (to be adopted in 2007) will provide the possibility to
converge the existing regulatory bodies for electronic communications and broadcasting activity in a new regulatory body for
electronic communications and media.

Establishing a new Emergency Call Service

The Service will unite the existing emergency services, as follows: police 192 (Ministry of Interior), fire fighting service 193
(Ministry of Interior), emergency medical service 194 (Ministry of Health) and the Alert Service 195 (Ministry of Defence). The
implementation of the emergency call service shall be conducted by the Crisis Management Centre according to its legal
competences.
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3.10.2 INFORMATION SOCIETY

The development of the information society is determined as a national priority in Republic of Macedonia and thereby
establishment of a new Ministry of Information Society is envisaged, requiring adoption of the proposed amendments to the Law
on Organisation and Operation of the State Administrative Bodies which shall be adopted by 2/3 majority and is in a parliamentary
procedure, as well as allocations of certain budgetary means for financing a great number of projects for development of the
information society.

As an interim solution, the Assembly has elected a Minister without portfolio in charge of the information technology sector.

CURRENT SITUATION

LEGAL FRAMEWORK

The field of Information Society in the Republic of Macedonia is regulated by the National Strategy for Development of Information
Society and Action Plan (NSISDAP).

The Strategy describes the basic development directions broken down into 8 strategic pillars (Infrastructure, E-business, E-
Government, E-Education, E-Healthcare, E-Citizens, Legislation and Sustainable Development Priorities of the Information
Society).

The Action Plan defines in detail the 109 planned projects in the field of the information society and measurable indicators for
them.

The objective of the Strategy is to enable efficient implementation and use of the ICT by all entities in the Republic of Macedonia,
through the realisation of the legislative and institutional priorities defined in the Action Plan such as establishment of a National
Council for Information Society; raising the public awareness for the needs and importance of the information society
advancements; enabling access to Internet for all citizens, defining mechanisms that provide resources for funding the process of
information society building and development; and establishment of continuous monitoring and evaluation.

The National Strategy for Development of Information Society and the Action Plan are in accordance with the obligations
undertaken by the Republic of Macedonia deriving from the adopted “E-Declaration 2002, Recommendations for accelerated
development of information society and digital economy in the Republic of Macedonia as national priority”; Action Plan and
Declaration of the World Summit Information Society in Geneva, 2003; the adopted concept for e-Government by the Government
of the Republic of Macedonia, 2004, and so on. The Strategy covers also the draft-action plan of the European Commission, i-
2010, eEurope 2005, eEurope+ 2003.

Law on Electronic Data and Electronic Signature (Official Gazette of the Republic of Macedonia No. 34/2001 and No 06/2002)
enables the electronic documents to be signed electronically, which would make them equivalent to the paper documents signed
in handwriting and/or stamped. It creates preconditions for the electronic documents to, de facto, be equivalent to the one
inscribed in hand.

The adoption of all the bylaws derived from Law on Electronic Data and Electronic Signature has additionally ensured its
implementation.

INSTITUTIONAL FRAMEWORK

Until the establishment of the Ministry for Information Society, the Committee for Information Technology (CIT) and the National
Task Force for Information Society shall be the competent institutions for coordination of the activities pertaining to the information
society building and the NSISDAP Projects implementation.

Another body competent for information society establishment and development is the Ministry of Transport and Communications,
on the basis of the Law on Electronic Communications of 2005 (Official Gazette of the Republic of Macedonia, No. 13/05).

Projects providing for development of the Information Society
According to the National Strategy for Information Society, the following projects are currently implemented:
« Portal for all citizens of the Republic of Macedonia, www.uslugi.gov.mk (Project 6.01 from the Action Plan of NSDIS)

— Project for Assessment of Good Governance Potential in Macedonia.
On 19 December 2005 the portal www.uslugi.gov.mk was set as a centralised and standardised information portal for all
the citizens of the Republic of Macedonia, which will facilitate considerably the obtaining of information from the public
sector and the access to the state administration services. Through its final version, this Portal will enable complete
electronic communication and undertaking transactions between the citizens of the Republic of Macedonia and the state
administration.
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Through this Portal the citizens will be able to obtain information on services- documents, forms, procedures, protocols
and contact persons in a timely and simple manner. They have the possibility to ask questions and give comments on
every service and respectively receive answers from the civil servants.

A working group has been established to analyze the Portal and conduct a poll on the 5 most used services, with the
support of Metamorphosis, responsible for the IT component. The same WG will prepare a draft concept for further
development of services and upgrading of the portal towards greater interaction.

This WG is connected also with the Working Group for simplification of the administrative procedures (“guillotine”).

Collaborative portal solution for the General Secretariat of the Government of the Republic of Macedonia
The Project includes electronic management of information within the General Secretariat of the Republic of Macedonia:
The implemented solution will cover the following process for which the General Secretariat is responsible:
- Processing questions from parliamentarians of the Assembly of the Republic of Macedonia;
- Following the implementation of the conclusions adopted at a session of the Government of Republic of
Macedonia;
- Setting and monitoring of the implementation of the Annual Program of the Government of the Republic of
Macedonia.

Online application regarding employment in the state institutions

This application enables electronic online submittal of applications for employment of civil servants through the internet
page of the Civil Servants Agency http://prijava.ads.gov.mk.

The system is in operation since 19 December 2005

E-procurement service
This project introduces in several institutions a software application for electronic management of the comprehensive
public procurement process.

E-Market Centre

Building an E-market portal will enable integration of the information on the small and medium-sized enterprises in the
Republic of Macedonia, for the purpose of their promotion at the global market. The mission of the portal
www.emarketplace.org.mk is to improve the work of small and medium-sized enterprises in the Republic of Macedonia,
by using the Internet as one of the most efficient media to conquer new markets and acquire new foreign partners. This
portal will enable the small and medium-sized enterprises to present independently, in a simple and free of charge
manner, the profile of their company, its activities and products on the Internet medium through own web infrastructure.

E-taxation service

The Public Revenue Office, the body responsible for collecting taxes in the Republic of Macedonia, has restructured its
operations by introducing e-taxation portal, in order to increase the efficiency and transparency of its performance. The
portal will enable online tax reporting for taxpayers.

For the start, on 3 July 2006, 130 taxpayers were invited to use the system, of those 94 have signed an agreement with
the PRO to use it.

E-school

Furnishing of additional 200 schools with computer laboratories, upgrading the existing computer laboratories and
equipment for the Central Computer Laboratory Maintenance System at about 700 schools is envisaged. The project
also involves creation of a portal with educational topics and exchange of experiences among participants within the
educational system, as well as continuation of the process of teacher training in the field of ICT and e-issues.

Electronic session of the Government of the Republic of Macedonia

Starting with the session held on 11 May 2006, the Government prepares, organises and holds its sessions through a
modern integrated information system, thus minimizing the use of paper in this process. The gains from this way of
working are multi-fold, with a focus on increased efficiency of the members of the Government in the preparation and the
holding of the Government sessions.

Macedonia connecting

A Project for National Broadband Wireless Network Maintenance and Extension, as well as implementation of the
information portal pertaining to primary and secondary education institutions, their activities and e-mail and web services
for all schools, teachers and pupils.

e-Rider



This project gives support to the non-governmental organisations and local self-government efforts aiming at
development of strategies for use of ICT technologies. The project was implemented by Metamorphosis.

Health registers (drug monitoring)

Health Registers and Drug Monitoring — a new system has been established in the Ministry of Health for supervision
of the distribution and consumption of drugs. This also strengthens the intention of the MH to supervise closely the way
in which the drugs on the positive list become available and their correct distribution throughout the country according to
the needs of the consumers. This system will detect the irregularities in the issue of prescriptions/drugs, adequate
allocation for all those that need medical treatment to have available the necessary drugs at all times, it will eliminate the
possibility for abuse of the health fund and reduce the possibility for sales of illegally registered drugs.

e-CEMT
A Project of the Ministry of Transport and Communications for electronic issue of CEMT permits.

Responsibility through transparency

This project shall be implemented by 10 units of local self-government. The goal is to enable easier monitoring of the
work of the local authorities and strengthen the dialogue between the citizens and their municipal councils. Besides the
regular access by web, each municipality that participates in this project will have the obligation to provide one computer
only for the citizens and they will be able to access the program “Responsibility through Transparency” where they can
write their comments or ask direct questions about activities undertaken by the local authorities.

e-Budgeting

This project will facilitate the process of developing and monitoring the national budget through electronic
management/processing by the Ministry of Finance.

The system will befis tested in the course of the preparation of the 2007 budget and will be fully implemented in the
preparation of the 2008 budget.

e-Learning (CSA, collaboration with IMPACT), ICT manual for state administration
The Project e-Gov in cooperation with the Civil Servants Agency are preparing two e-learning courses (learning through
internet), aimed for civil servants and candidates interested in working as civil servants.

ICT handbook for professionals — accomplished by the Secretariat for European Affairs and NORMAK

Security training courses

The system designers and system programmers in different sectors in the Government of RM have successfully finished
the course/training on computer security. The need for this type of training was presented because of the fact that all
these sectors in the Government are at an initial level in the development of information technologies and even those
who are at a higher level are now starting to get to know the security systems, especially since this is implemented in
several fields, of which the financial sector stands out as a key sector.

As a result of this project, the capability of the Government of the Republic of Macedonia is being developed in security
of classified information and their transfer through the authorities of the Government, such as the capability of providing
services to the public. This reflects on better managed government institutions that become more transparent and more
efficient.

Guidelines for ICT security

The project is implemented by Metamorphosis to raise the public awareness and create a document with directions for
ICT security for all institutions, with a special accent on protection of the privacy of the personal data of the citizens. The
project represents the implementation of the first phase of the PG 6.02 programme for e-security of NSDIS.

FOREIGN ASSITANCE
The realisation of the projects for development of the information society is supported by:

FIOSM (SOROS) - Portal for all citizens of the Republic of Macedonia, www.uslugi.gov.mk;

USAID - e-Procurement service; e-Taxation service; e-School; Macedonia connecting; Health registers - drug monitoring
(e-Gov IMPACT); e-CEMT (e-Gov IMPACT), Responsibility through transparency, e — Budgeting (e-Gov IMPACT), e-
Learning;

Equipment donation from the People’s Republic of China for the e- School project;

NORMAK project — ICT Handbook for professionals

OSI Budapest — Guidelines for ICT security.
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SHORT-TERM PRIORITIES
INSTITUTIONAL FRAMEWORK
Priority in building the institutional framework for information society development is the establishment of Ministry for Information

Society.

The role of the Ministry for Information Society will be to define the policy and its priorities, as well as coordination of the
implementation of NSISDAP and individual projects.

The Ministry for Information Society will establish and develop partner relations between the public, private and civil sector as
basic precondition for the establishment and development of an information society in the Republic of Macedonia.

The Ministry for Information Society will put a special accent on the implementation of the National Information Society
Development Strategy and Action Plan, on the construction of a spinal electronic communications network to link the state
institutions and with a strong partnership with the private sector.

Among other things, the competences of the Ministry for Information Society will be:

Defining the mechanisms to provide and manage funds to finance the development of the information society;

Records, coordination and monitoring of the implementation of approved projects for information society development in
the Republic of Macedonia;

Coordination and recommendations for implementation of the information systems in the state administration in the
Republic of Macedonia;

Creating and keeping a central register and inventory of the available hardware, software, telecommunications
equipment and other information equipment and licenses within the state administration;

Creating and keeping a central knowledge base available to the information sectors in the state administration;
Prescribing policies, recommendations, directions and other strategic and operational documents at central level;
Proposals for conclusion of agreements with strategic partners

Prescribing a policy for operational processing and archiving data and information as public good;

Coordination of activities performed by information sectors in the state administrative bodies;

Coordination, management and development of an integrated secure government network for the needs of the public
administration;

Planning, implementation and development of an electronic communication network to link all public institutions;
Organisation of a large number of massive training for citizens of the Republic of Macedonia aimed getting directly
acquainted with and included in the realisation of projects like: Portal for all the citizens of the Republic of Macedonia, e-
taxation, e-government, e-learning, health registers, e-school, e-market centre and similar;

Care for preparing and raising the public awareness and education on the meaning of information society development
and the use of the benefits;

Preparation of educational and promotion materials on use of electronic services;

Monitoring, initiating and introducing international standards in the state administrative bodies in the field of information
and telecommunications, security aspects and infrastructure development;

Establishment, development and use of state and local registries and databases and their connection and exchange of
information in a secure manner;

Development of information and telecommunications infrastructure and technology of the state administrative bodies;
Preparation, coordination and monitoring of the realisation of plans for continuous education and professional
development of the personnel in information sectors;

Creation and continuous development of an educational and scientific research system;

Following, recording and realisation of technical and technological international cooperation and conclusion of
international cooperation agreements;

Sending staff to specialised training abroad and using the services of foreign experts;

Scholarships, specialisation and practical education on the basis of international, state and other agreements;

Other tasks determined by law.

OTHER INSTITUTIONS
Strengthening the capacity of the IT-sector of the General Secretariat of the Government, and the IT-sectors of the ministries,
state administrative bodies and other state and public institutions.

In this respect, the General Secretariat of the Government, each ministry and state institution should have an IT-sector8, and
consider the advantages and disadvantages of hiring more employees, as compared to the fulfilment of duties on a contract basis,

& An obligation assumed under the Stability Pact.
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through outsourcing. Specific competences of each IT-sector should be specified with the documents that define the functions of
each institution, in accordance with the Law on Information Society.

Establishing an IT sector at local level- each municipality in the Republic of Macedonia would have to prepare an information
society development programme at municipal level, and to establish an IT-sector, the management of which will be within the
competence of the Municipal Council and/or Mayor. Basically, these IT sectors’ competences will be related to the implementation
of heterogeneous activities and projects for information society development at municipal level. These sectors will have to
cooperate with each other and with the Ministry for Information Society in Republic of Macedonia.

There are already institutions in place in charge of performing the regulatory function and others will be set up too, in accordance
with the needs in particular areas.

Organisation of training for the newly employed in the Ministry for Information Society as well as courses for project
coordinators from the ministries and other institutions, leaders of projects and initiatives in compliance with NSISDAP. Topics of
the training courses to be conducted are: Project Cycle Management; Project coordination and institutional cooperation; Fiscal
Management; Risk Management.

Projects providing for development of the Information Society (underway projects and beginning of new)
In compliance with the National Strategy for Information Society, the following projects will be implemented in the short- term:

« Portal for all citizens of the Republic of Macedonia, www.uslugi.gov.mk
The following phases of this project envisage full two-way electronic communication and transactions among citizens and
the public administration- short-term measure.

« E-axation service
In the next phases of this project it is planned to further modernise the performance of its activities by introducing a portal
for electronic tax services. The goal is to increase the efficiency and transparency of the work of the Public Revenue
Office. Further developing the system and its extension to small and medium-sized enterprises in underway.

« e-Governance in the Republic of Macedonia
The project introduces tools for e-governance at local level, by establishing public access points for the citizens of the
Republic of Macedonia.

« ICT support for the Municipalities in the Republic of Macedonia and sustainable development
The local self government, by using ICT technology, undertakes activities aiming at increasing transparency and
responsibility.

« Citizens’ participation (e-Local Self-government)
Through this project, the organisation “Metamorphosis”, in cooperation with USAID and the Foundation Open Society
Institute Macedonia, provides ICT solutions and consultations to the municipalities, for the purpose of strengthening the
relations between the citizens and the local self-government and motivating citizens to participate more in public
debates.

« Physical infrastructure among state institutions
After conducting an analysis of the existing situation and observing possible technical and technological solutions, the
process of selecting the most appropriate mode of implementation of the project of installing physical infrastructure
among the state institutions and access to Internet was launched.

o MARNET
Follow-up of MARNET’s connecting to GEANT, as well as interconnection of higher education institutions in the country
through FP6 projects.

« EMIS
The project foresees establishment of an education management information system.

« Digital clubs for bridging the digital gap

The "Metamorphosis" project goal is bridging the digital gap through the establishment of public points of access to
Internet in rural and underdeveloped areas. Up to now 12 DC have been opened.
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FOREIGN ASSISTANCE
The realisation of the projects for development of the information society is supported by:
- USAID - e-Taxation service, Citizens’ participation (e-Local self — government);
- UNDP - e-Governance in Republic of Macedonia (Global Cooperation Agreement between UNDP and
Microsoft;
- FIOSM (SOROQS) - Citizens’ participation (e-Local self — government);
- Grant from the Kingdom of Netherlands - EMIS project.

PROJECTS AND ACTIVITIES IN THE DIRECTION OF INFORMATION SOCIETY DEVELOPMENT IN THE REPUBLIC OF
MACEDONIA REALISED BY THE GOVERNMENT OF THE REPUBLIC OF MACEDONIA

In 2007 and 2008, according to the Programme of the Government, the following projects will be implemented:
« Financial support for the formation of information personnel. In the 2007 budget resources have been allocated for

financial support for 120 persons.

Purchase of cheap computers for schools and citizens (continuing the e-school project)

Massive training for work with computers, Internet and office programmes

Introduction of an obligatory subject informatics in elementary education and full computerisation of schools

Connection of all border crossings in a centralised information system compatible with the EU system

Implementation of an integrated medical information system and introduction of an electronic health card

Computer system to follow documents in the judiciary

Digitalisation of the cadastre

Stimulation of non-cash payments, e-commerce and e-banking

Free of charge internet for all citizens in a period of 4-6 months

Implementation of the National Library Information System (the software has already been made through financing of the

project of the Ministry of Education and Science)

« The State Archives of the Republic of Macedonia has prepared a software package used in part of the state institutions
for electronic office and archive operations

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Medium-term priorities include carrying on with the harmonisation of all laws (existing and new ones) which contain provisions
pertaining to the filed of information society, as well as amendments to the laws, whereby the new directives on development and
building of information society would be transposed.

The adoption of the following has been planned:
e Law on Cyber Crime

e Law on Electronic Commerce and Electronic Banking

e Law on Distance Learning

e Law on Conditional Access to Services

e  Harmonisation of all laws (existing and new) containing provisions pertaining to the field of information society
INSTITUTIONAL FRAMEWORK

All projects (109), planned in accordance with NSISDAP, should be implemented on a medium-term basis. Also, hardware and
software have to be purchased, activities regarding ICT system installation and maintenance should be undertaken, and training
and enhancing of the professional capacity of employees in the Ministry for Information Society should continue, as well as
training of project coordinators in the ministries and other institutions leaders of projects and initiatives based on NSISDAP.

3.10.3 AUDIOVISUAL POLICY

BROADCASTING

CURRENT SITUATION

LEGAL FRAMEWORK

In the Republic of Macedonia the sphere of broadcasting is regulated by the new Law on Broadcasting Activity (Official Gazette of
the Republic of Macedonia 100/05), the Law on Establishing Public Enterprise Macedonian Broadcasting (Official Gazette of the
Republic of Macedonia No. 6/98-313), the Law on Electronic Communications (Official Gazette of the Republic of Macedonia No.
13/05), the Law on Copyrights and Related Rights (Official Gazette of the Republic of Macedonia No. 47/96, 3/98, 98/02 and
04/05), Law on Ratification of the European Convention on Trans-frontier Television and the Protocol Amending the European
Convention on Trans-frontier Television (Official Gazette of the Republic of Macedonia No. 18/2003-59).
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The new Law on Broadcasting Activity completely incorporated the provisions of the Television without Frontiers Directive of the
European Union, the provisions of the Convention on Trans-frontier Television of the Council of Europe, as well as of the
declarations and recommendations of the Council of Europe which define more precisely the European standards and principles
in broadcasting.

Besides the existing two (public broadcasting service and commercial sector), the Law introduces the possibility of the existence
and development of a third, non-profit sector, thus establishing that non-profit broadcasting operations can also be performed by
educational, cultural and other institutions and citizens’ associations and foundations.

The provisions of the new Law enable balancing of two opposed principles: plurality in media ownership and free
entrepreneurship in the field of electronic media.

Pursuant to the new Law, the Government will not grant concessions for performing broadcasting activities any more. Instead, the
Broadcasting Council will issue licenses, which is in compliance with the Council of Europe Recommendation 2000/23, whereby
all the authorisations with regard to regulating the broadcasting sector, including issuing licenses, are to be transferred to the
regulatory body.

The new Law on Broadcasting Activity provides regulation of satellite broadcasting and re-transmission of original programme
services via cable, which will encourage competitiveness in broadcasting, regardless of the availability of natural resources
(frequencies).

The transparency of the procedure for awarding license is enhanced and control is ensured, on the part of the public and
stakeholders, of the decision making process at the Council.

Programme standards are set on the basis of the Council of Europe recommendations, the European Convention on Trans-
Frontier Television and the Television without Frontiers Directive. They also incorporate the provisions on European audiovisual
works, which are a prerequisite for preserving the European cultural identity and for integrating the Macedonian broadcasting
market into the single European broadcasting market.

Furthermore, the provisions on advertising and tele- shopping have been completely harmonised with the Convention on Trans-
frontier Television and the Television without Frontiers Directive.

The transfer of signals through the public communication networks is regulated by the new Law on Electronic Communications
and now they fall under the jurisdiction of the Agency for Electronic Communications.

The Law on Broadcasting Activity establishes a system of bundled procedure in relation to the registration of programme services
re-broadcasted through over the public communications networks.

The Amendments to the Law on Broadcasting Activity are in parliamentary procedure.

The amendments to the Law foresee establishment of a Managing Authority comprised of two executive directors in the public
broadcasting service PE Macedonian Radio-Television, of which one will be a foreign national. The two executive directors will
use the “joint signature” as a principle in the operations that will enable better efficiency and security in the operation of the public
broadcasting service.

STRATEGIC DOCUMENTS

A Strategy for Development of the Broadcasting Activity in the Republic of Macedonia is currently being drafted.

A working group comprising representatives of all competent institutions has been established and a process of consultations with
all relevant entities in this field has started. Through the TAIEX programme, in December 2006, an expert from the High
Audiovisual Council of France visited the Council. The main priorities and goals of the strategy are performing an analysis of the
existing market and a projection of the technological development rate in the field of broadcasting, telecommunications and
information technologies.

INSTITUTIONAL FRAMEWORK

In accordance with the Law on Broadcasting Activity, the Broadcasting Council conducts supervision over the implementation of
the Law in terms of observing the programme principles, programme requirements and restrictions, as well as the conditions
stipulated in the license.

The Broadcasting Council is an independent regulatory non-profit body with public authorisations in the broadcasting industry,
stipulated in the Law on Broadcasting Activity. The Broadcasting Council has the capacity of a legal entity. In fulfilling its
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competences, defined by this Law, the Broadcasting Council takes care of ensuring freedom and plurality of expression, then the
existence of independent and autonomous media, economic and technological development of the industry and safeguarding
citizens’ interests in relation to the broadcasting industry. The expert and administrative part of the operations of the Council are
carried out by an expert service established by virtue of the Law on Broadcasting Activity of 1997. On 3 December 2006, the
expert service of the Council had 24 full time employed persons. Furthermore, according to Article 30 paragraph 3 of the Law on
Broadcasting Activity, the nine members of the Council are employed on a full time basis, so the total number of employees
amounts 33 persons.

Pursuant to the Law on Broadcasting Activity, the Broadcasting Council is primarily funded by the broadcast fee (4% of the totally
collected funds), and a small part from the finances are provided from the charges for licenses for broadcasting operators.

The supervision of compliance with the operation requirements contained in the approval for using frequencies, construction,
maintenance and using networks and programme broadcasting and transmission devices is performed by the Agency for
Electronic Communications and the Ministry of Transport and Communications.

The Ministry of Transport and Communications is the competent state body with regard to creation and implementation of the
policy related to electronic communications, information society and broadcasting.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Priorities to be achieved in short-term are the following:
o Drafting a National Strategy for Development of Electronic Communications and Information Technologies.
e Drafting a new Law on Electronic Communications and a new Law on Broadcasting Activity.

The National Strategy for Development of Electronic Communications and Information Technologies will determine the strategic
directions, activities and goals for creating an ambience of support to the digital convergence among info-communication
technologies and electronic media in the Republic of Macedonia, as a condition for development of the information society.

The two new laws on electronic communications and broadcasting activity (that the Assembly of the Republic of Macedonia
should adopt in 2007) will provide, among other things, convergence of the existing regulatory bodies for electronic
communications and broadcasting, namely, the Agency for Electronic Communications and the Broadcasting Council, in one new
regulatory body — Agency for Electronic Communications and Media. The new Law on Broadcasting Activity will also introduce a
more efficient manner of financing the public broadcasting service in the Republic of Macedonia.

For the purposes of full implementation of the Law on Broadcasting activity the following activities are defined as short
term priorities:

« adoption of all bylaws deriving from the Law on Broadcasting Activity;

« harmonisation of the existing concession agreements with the provisions of the Law on Broadcasting Activity, that is,
transfer from a system of concessions to a system of licenses;

« drafting a Strategy for Development of the Broadcasting Activity in the Republic of Macedonia.

« establishing a new system of monitoring the fulfilment of programme requirements by broadcasting operators, system
of monitoring media concentration, procedure for action in cases when exclusive rights for broadcasting events of great
importance are used contrary to the provisions of Article 78 of the Law and procedure for action upon appeals by viewers
and listeners.

« organisation of workshops with broadcasting operators to review, through practical examples, the provisions of the
Law and all adopted bylaws.

« conducting a large campaign in the field of protection of underage audience, aimed for citizens in order to promote and
explain the programme signalling model.

INSTITUTIONAL FRAMEWORK

Staffing of the Broadcasting Council - Bearing in mind the set up of the regulatory body and the extended competences, it is
planned for the total number of employees to be increased to 43 persons, including the nine members of the Council, employed
on a full-time basis. From the total number, in 2007, the number of employees in the expert service is planned to be increased by
4 persons.

Organisation of training for the existing and the new employees, in 2007, it is planned to realise trainings with the aim to provide
efficient implementation of the Law, especially with regard to issues on which the experience in Macedonia is insufficient:
implementation of provisions related to media concentration, drafting a Strategy for Development of the Broadcasting Activity,
establishment of procedures for action upon appeals by viewers and listeners and so on).
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Purchase of equipment —it is also necessary to purchase and install new ICT equipment for the new members of the Council
and expert service, aiming to increase the efficiency of the internal organisation and operation of the Council.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

Further harmonisation of the Law on Broadcasting Activity with the revised directives of the European Union
Full implementation of the Strategy for Development of the Broadcasting Activity in the Republic of Macedonia

INSTITUTIONAL FRAMEWORK

Improvement in regulating issues in the field of broadcasting, staffing and full implementation will be provided by the
establishment of the new regulatory body, whose efficiency and establishment has been explained in the segment related to
electronic communications.

FILM FUND

CURRENT SITUATION

LEGAL FRAMEWORK

The film industry, cinematic sector and the field of protection of copyrights and related rights, in accordance with the Law on
Culture, (Official Gazette of the Republic of Macedonia No. 66/03- Final Text), the Law on the Establishment of the Cinematheque
of the Socialist Republic of Macedonia (Official Gazette of the Socialist Republic of Macedonia), the Law on Compulsory Copy
(Official Gazette of the Republic of Macedonia No. 11/94) and the Law on Copyrights and Related Rights (Official Gazette of the
Republic of Macedonia No. 47/96, 3/98, 98/02 and 4/05) fall within the competence of the Ministry of Culture.

As stipulated by the Law on Culture, the film industry is an activity for production of cinematographic, television and video film and
other audiovisual products or other artistic works, presented as series of related motion pictures, with or without sound, regardless
of the medium that contains them. Cinematheque related activities, as they refer to protection and preservation of the moveable
cultural heritage, are also considered film activity, in accordance with the relevant culture regulations. The Law on Protection of
Cultural Heritage (Official Gazette of the Republic of Macedonia No. 20/04) defines a new kind of moveable cultural heritage-
sound archive works, as an authentic material of recorded sounds, i.e. original oral, musical or other kind of sound recordings or
their copies, regardless of the format, sound recording technique and medium type, including the compulsory phonogram sample.

On 1 July 2003, the Republic of Macedonia acceded to the European Convention of Cinematography (Official Gazette of the
Republic of Macedonia No. 18/03) on the basis of which the obligations arise for the Republic of Macedonia towards the
European Fund for Co-production, Distribution and Exhibition EURIMAGES.

The Republic of Macedonia is also a member of the European Audiovisual Observatory, and the SEECN (South Eastern
European Cinema Network) whose seat is in Thessalonica, Greece.

The Law on Culture provides a possibility to establish funds for culture as national institutions, and the National Program for
Culture for the period 2004-2008 determined the need to adopt a Law for the Establishing a Film Fund.

In 2006 the Law on the Film Fund of the Republic of Macedonia was adopted (Official Gazette of the Republic of Macedonia No.
70/2006) by which harmonisation with the European Convention on Cinematographic Co-production was made. The Law on Film
Fund was adopted with delayed application from 1 January 2007.

STRATEGIC DOCUMENTS
The National Culture Program for the period from 2004 to 2008 (Official Gazette of the Republic of Macedonia No. 31/04) is a
strategic document regarding the audiovisual policy.

INSTITUTIONAL FRAMEWORK

In the Ministry of Culture, the audiovisual policy is regulated in two sectors: Sector for Legal and General Affairs and the Sector for
Activities in the field of culture, art and cultural heritage with 13 units. The Unit of Film Activities performs the activities related to
film creation, such as- preparing studies, analyses, elaborate reports and programmes, monitoring, studying and researching the
state of affairs in the industry, programming and monitoring the implementation of the Annual Programme for Funding National
Interest in Film Activities, participation in proposing activities belonging to the sphere of international cultural cooperation (See
Chapter 26).

The body competent for operations pertaining to keeping records, documentation, valorisation, categorisation, fostering and other
ways of expert protection of phonotheque goods is the National and University Library “St. Kliment Ohridski” — Skopje.
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The cinematheque of the Republic of Macedonia was established in 1974, and commenced operations in 1976, with the basic
activity — including research, protection, preservation, processing and public exhibition of films and film materials from the national
film production and from the world cinematography, as well. The cinematic items are a special kind of movable cultural heritage,
defined by the Law on Protection of Cultural Heritage.

SHORT TERM PRIORITIES

LEGAL FRAMEWORK

Improvement of the legal framework by adoption of a Rulebook for establishing criteria for financing projects and elements to
be included in the projects based on the Law on Film Fund of the Republic of Macedonia (Official Gazette of the Republic of
Macedonia No. 70/06).

Preparation for participation in the Programme of the European Union - MEDIA 2007. The Ministry of Culture will create
conditions for participation in projects for the development of the production, distribution of film and audiovisual programmes,
promotion of film works and audiovisual programmes.

INSTITUTIONAL FRAMEWORK

Establishing a Film Fund - it will be established and operate as a national institution in the field of culture, as an entity beneficiary
of the Budget of the Republic of Macedonia. Besides the budget funds, it will be financed by other alternative sources of funds.
The establishment of the Fund will provide conditions for continuous generation of resources for financing the film industry
through film projects, as well as to promote, stimulate, present and foster film creativity.

Staffing of the National Institution — Film Fund of the Republic of Macedonia — the realisation of this goal is planned through
employment of 5 persons, to be undertaken in 2007.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/|INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
04001: Government of the Republic|GRM: All ministries (IT sectors) 0 15 15 20| 20 70
of Macedonia
NEW: Ministry of Information Society 0 6 7 7 5 25
04001: Government of the Republic 0 21 22 27 25 95
of Macedonia Total
05004; Crisis Management Centre [CMC:  Crisis ~ Management  Centre/ 0 0 0 0 0 0
Emergency Call Service (single number)
05004: Crisis Management Centre 0 0 0 0 0 0
Total
13001: Ministry of Transport and|MTC: Sector for Communications 6 1 1 0 0 2
Communications
13001: Ministry of Transport and 6 1 1 0 0 2
Communications Total
18001; Ministry of Culture NEW: Film Fund 1 0 0 0 0 0
18001: Ministry of Culture Total 1 0 0 0 0 0
AEC. Agency for Electronicl/AEC: Agency for Electronic Communications/ 95 0 0 0 0 0
Communications Sector for Telecommunications; Sector for
Radiocommunications
AEC: Agency for Electronic 95 0 0 0 0 0
Communications Total
TOTAL 102 22 23] 27| 25 97
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3.11AGRICULTURE AND RURAL DEVELOPMENT
3.11.1 AGRICULTURE AND RURAL DEVELOPMENT

The Agriculture and Rural Development sector in the Republic of Macedonia plays a significant role in the overall social and
economic development. In the following period greater level of activities is expected, both in terms of the approximation of the
European legislation and in terms of the institutional building and creation of new institutions in this field. The adoption of the Law
on Agriculture and Rural Development — expected to be completed by the end of 2007 — as the highest legal act in the agriculture
is the starting point of the reforms and the basis of the development not only of the sector itself, but also of the Macedonian
economy as a whole. The basic principles of the Law are planning the agricultural development and development of the rural
areas, measures of the agricultural policy and the beneficiaries of those measures, minimum quality and designations of the
agricultural products, establishment of a database and surveillance over the implementation of those measures.

1.1. CURRENT SITUATION

LEGAL FRAMEWORK

Currently there is no systemic legal act for horizontal regulation of the agricultural sector and rural development. Certain areas in
the agricultural sector are regulated by the following legal acts:

The Law on Wine (Official Gazette of the Republic of Macedonia No 69/2004)

The Law on Livestock Breeding (Official Gazette of the Republic of Macedonia No 61/97)

The Law on Agricultural Land (Official Gazette of the Republic of Macedonia No25/98)

The Law Amending the Law on Agricultural Land (Official Gazette of the Republic of Macedonia No 18/99; 2/2004)

Law on Tobacco and Tobacco Products (Official Gazette of the Republic of Macedonia No. 24/06)

The Law on Agricultural Activity (Official Gazette of the Republic of Macedonia No. 11/02)

Law on Establishing Agency for Promoting Development in Agriculture (Official Gazette of the Republic of Macedonia No
03/98)

The Law on Agricultural Inspection (Official Gazette of the Republic of Macedonia No 38/04)

The Law on Organic Agricultural Production (Official Gazette of the Republic of Macedonia No 16/04)

The Law on Pastures (Official Gazette of the Republic of Macedonia No 3/98)

The Law on Stock Exchanges of Agricultural and Food Products (Official Gazette of the Republic of Macedonia No
32/92)

The management and control of budgetary funds earmarked for support the development of agriculture is regulated by the
following legal acts:
« Law on Organisation and Operation of the State Administrative Bodies (Official Gazette of the Republic of Macedonia No
58/2000)
« Law on Promoting Agriculture Development (Official Gazette of the Republic of Macedonia No 24/92, 32/92, 83/92,
78193, 14/96)
The Law on Budget (Official Gazette of the Republic of Macedonia No 79/93)
The Law on State Audit (Official Gazette of the Republic of Macedonia No 73/2004)
The Law on Audit (Official Gazette of the Republic of Macedonia No 79/2005)
The Law on Financial Operations (Official Gazette of the Republic of Macedonia No 42/1993 and 32/1997)
The Law on Investment Funds (Official Gazette of the Republic of Macedonia No 9/2000)
The Law on Banks (Official Gazette of the Republic of Macedonia No 63/2000, 103/2000, 37/2002, 51/2003 and
85/2003)

The support in the rural areas is implemented in accordance with the partial programmes implemented pursuant to the following
laws:
e The Law on Indebtedness of the Republic of Macedonia at the International Fund for Agricultural Development for
realisation of the Project for Rural Development of the Southern and Eastern Regions (Official Gazette of the Republic
of Macedonia No 7/97 and 45/97)
« The Decision on Rising and Use of Funds from the Foreign Economic Assistance for Agricultural Development in the
Republic of Macedonia (Official Gazette of the Republic of Macedonia No 1/98)
The Law on Promoting Agriculture Development (Official Gazette of the Republic of Macedonia No 24/92, 78/93, 14/96)
The Law on Establishing National Extension Agency (Official Gazette of the Republic of Macedonia No 3/98)
The Law on Associations of Citizens and Foundations (Official Gazette of the Republic of Macedonia No 31/98)
The Law on Waters (Official Gazette of the Republic of Macedonia No 4/98 and 19/2000);
The Law on Water Communities (Official Gazette of the Republic of Macedonia No 51/2003);
The Law on Water Management Enterprises (Official Gazette of the Republic of Macedonia No 85/2003);
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« The Law on Promotion of Economically Underdeveloped Areas (Official Gazette of the Republic of Macedonia No 2/94
and 39/99);

o Decision on Determining Economically Underdeveloped Areas in the Period 2003 — 2007 (Official Gazette of the
Republic of Macedonia No 28/03 and 2/04).

« The Law on Forests (Official Gazette of the Republic of Macedonia No 47/97, 7/2000 and 89/2004);

« The Law on Hunting (Official Gazette of the Republic of Macedonia No 20/96, 26/96, 34/97 and 69/04);

« The Law on Nature Protection (Official Gazette of the Republic of Macedonia No 67/04);

The Ministry of Agriculture, Forestry and Water Economy prepared a Draft-Law on Establishment of Directorate for Financial
Support of Agricultural and Rural Development, which is in an adoption procedure by the Assembly of the Republic of Macedonia.
This Law shall regulate the establishment of an institutional framework for EU funds management earmarked for agriculture and
rural development.

Although, at this moment there is no integrated legal act for introduction of integrated systems of data collection and management
of registers and databases to support the creation and implementation of the agricultural policy, however, this is regulated with a
general legal framework regulating the collection of data and information and setting up and management of databases and this
ares is regulated with the following legal acts:

« The Law on Classified Information (Official Gazette of the Republic of Macedonia No 9/2004).

« The Law on Personal Data Protection (Official Gazette of the Republic of Macedonia No 12/94, 4/02 and 07/05)
harmonised with the following EU acts: 32001R0045 of the European Parliament and the Council on the protection of
individuals with regard to the processing of personal data by the Community institutions and bodies and on the free
movement of such data (OJ L 8, 12.01.2001); 32002R0831 on application of the Council Regulation (EC) No. 322/97 on
Community statistics, related to access to confidential information for scientific purposes (OJ L 133, 18.05.2002).

e The Law on Electronic Data and Electronic Signature (Official Gazette of the Republic of Macedonia No 34/2001;
6/2002).

« The Law on State Statistics (Official Gazette of the Republic of Macedonia No 54/97), harmonised in terms of data
protection to 31997R0322 (OJ: L052 of 22/02/97 Act on Community Statistics); Council of Europe, Convention 108 (81)
for protection of individuals with regard to automatic processing of personal data, Directive 96/46/EC of the European
Parliament and Council of 24 October 1995 on protection of individuals with regard to the processing of personal data
and on the free movements of such data (OJ of the European Communities No. L 281/31), Council of Europe,
Recommendation No R (97) 18.

« The Company Law (Official Gazette of the Republic of Macedonia No. 28/04)

« The Law on Surveying, Land Register and Entry of Rights to Real Estate (Official Gazette of the Republic of Macedonia
No .27/86, 17/91).

The current legislation regulating the keeping of registers for various purposes in the agricultural sector includes all the laws
regulating certain areas of the sector, stated above. In addition, the existing legal acts regulating the setting up of registers in the
agriculture are as follows:
« Law on of Animal Identification and Registration (Official Gazette of the Republic of Macedonia No 69/2004)
« The Law on Plants Protection (Official Gazette of the Republic of Macedonia No 25/98, 6/00) and the Law on Plant
Health (Official Gazette of the Republic of Macedonia No 29/2005)
o The Law on Seeds and seedlings from Agricultural Plants (Official Gazette of the Republic of Macedonia No 39/2006);
and
« The Law on Wine (Official Gazette of the Republic of Macedonia No 69/2004).

The following strategic documents define the policy of development of the agricultural sector and the rural development:
o National Strategy for Integration of the Republic of Macedonia in the European Union, National Programme for
Approximation of the Legislation (NPAL), Economic and Social Part, section 3.6.14 Agriculture.
o Strategic Plan 2007-2009 of the Ministry of Agriculture, Forestry and Water Economy, and
«  Working Programme 2006-2010 of the Government of the Republic of Macedonia.

INSTITUTIONAL FRAMEWORK
The Ministry of Agriculture, Forestry and Water Economy (MAFWE), with all its sectors, administrations and inspectorates, is in
charge of drafting the legal acts in the field of agriculture and rural development.

MAFWE is designated as the Managing Body in charge of rural development in the Republic of Macedonia with the publication of
the Government Decision (Official Gazette of the Republic of Macedonia No. 05/2006)

Currently there is no institution in the Republic of Macedonia able to manage the EU funds earmarked for development of
agriculture and rural areas in the pre-accession period. Pursuant to a Decision of the Government of the Republic of Macedonia,
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MAFWE is obliged to submit a draft-law on establishing Paying Agency. Within the scope of the activity for establishing Paying
Agency, 22 persons were employed in the Secretariat for European Affairs in 2006, which immediately after the Agency will be
established shall be transferred therein. The employed were also provided with appropriate offices and basic work equipment.
Furthermore, the newly employed and the employed in the Sector for Financial Support of Agriculture and Rural Development
within MAFWE and the representative of the National Fund within the Ministry of Finance in 2006 supported by the SLR Project
realised a number of training on IPARD and IPARD Programming, other countries experience with regard to the SAPARD
Programme, project cycle management and project realisation and monitoring, bases for drafting investment programmes,
document management and risk analysis and reporting on irregularities.

The partial programmes for rural areas development are implemented through the Ministry of Local Self-Government, the Ministry
of Transport and Communications, Ministry of Environment and Physical Planning, and other state institutions.

With regard to the rural development in 2006 MAFWE started the realisation of a new programme for rural development, for which
734.000 EUR were allocated, intended for investment in agricultural mechanisation and equipment for natural and legal entities.

Due to the necessity of inclusion of the EC recommendations and the actual needs for support of the agricultural policy in the
process of approximation to the EU Common Agricultural Policy (CAP), and in relation to establishing an integrated Agricultural
Information System (AIS), Sector for agricultural policy analysis and agricultural information system (SAPAAIS) has been set up
within the MAFWE, comprising 3 units. This Sector covers the following elements: analysis of the agricultural policy, integrated
data system for agricultural holdings (data bases and registers), including all elements of AIS — Farm Monitoring System/Farm
Accountancy Data Network (FMS/FADN), market information system for agricultural and food products, agricultural statistics and
economic accounts for agriculture.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

With regard to better realisation and management of the general measures for agricultural development, the realisation of the
following activities is foreseen:

Adoption of a Law on Agriculture and Rural Development

Preparations of a Law on Agriculture and Rural Development are underway, and the adoption of this Law is expected in 2007.
The Law is a systematic legal act in this sector, which creates a legal framework for implementation of all reforms in the policy and
institutions in the agricultural and food production sector and the rural areas. The basic principles of the Law are planning the
agricultural development and the development of the rural areas, agricultural policy measures and the holders of the right to
benefit from those measures, minimum quality and designations of the agricultural products, setting up of databases and
supervision over its implementation. The Law on Agriculture and Rural Development will be in compliance with the provisions of
the EEC Council Regulation No 26 applying certain rules of competition to production of and trade in agricultural products (OJ
030, 20.04.1962, p. 993), and will partially be in compliance with the EU legal acts in the following areas:

Establishment of advisory and expert bodies for support of the agricultural policy;

Regulating the markets of certain agricultural and food products;

System of direct support of the agricultural producers;

Protection of geographical indications, designations of origin and traditional specialty guaranteed on agricultural and food
products;

«  Rural Development Support Policy;

o Support for scientific and research projects in the area of agriculture;

o Agricultural Information System (AIS).

Adoption of bylaws to the Law on Agriculture and Rural Development
For the purpose of enforcing the Law on Agricultural and Rural Development, adoption of number of (over 200) bylaws is
expected. By the end of 2007, adoption of bylaws in the following fields is foreseen:

o Establishment of advisory and expert bodies;

o Support for scientific and research projects in the field of agriculture;

«  Geographical indications, designations of origin of agricultural and food products and traditional specialty guaranteed;

o Integrated agricultural production.

Adoption of National Strategy for Agricultural and Rural Development 2007-2013

Preparations of the National Strategy for Agricultural and Rural Development are underway, accompanied by operational plans for
its implementation (Action Plan for Agricultural Development and Action Plan for Rural development). The Strategy and the Plans
shall be adopted in the second half of 2007. The objective of the strategy is defining a development policy and increasing the
competition in agriculture and rural areas in compliance with the EU Common Agricultural Policy (CAP).

For the purpose of harmonisation the legal regulation and improvement of the quality of agricultural and food products in the
Republic of Macedonia, the following activities shall be realised:
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Drafting a programme for support of the introduction of certification and registration systems

As an integral part of the programme for promotion of the agricultural development, a programme for support of the introduction of
certification systems (HACCP, EUREP GAP and etc) and introduction of quality standards of target products with high export
potential.

Introduction of Code of Good Agricultural Practice

The Code of Good Agricultural Practice shall provide practical guidelines and information to agricultural producers and processors
as well as to all other parties engaged in the agricultural activities. The Code will describe the main managing practices in the
process of sustainable agricultural production to be adopted in order to minimise the risk from the harmful effect of the agricultural
production on the environment.

With regard to realisation of the National Programme for Rural development, and in particular with regard to the management of
the EU pre-accession funds allocated to agriculture and rural development, the following activities shall be realised:

Adoption of bylaws to the rural development measures
The adoption of these acts will regulate the criteria for use of the financial support in accordance with the policies and measures
laid down in the Strategy for Agricultural and Rural Development and in the IPARD Programme.

Drafting of IPARD Programme
Drafting of the Programme for Pre-accession Assistance for Agriculture and Rural Development in the Republic of Macedonia
This document will include a description of the foreseen measures and activities in the area of agriculture and rural development
that are to be subject of financial support and justification with a detailed explanation of the measures foreseen to ensure effective
and efficient use of the EU funds. The Programme shall be drafted in a form of legal act that will also state the national co-
financing in the form of financial arrangements between the European Commission and the Republic of Macedonia. The IPARD
Programme will include: Preliminary Assessment, Sector Analysis, National Strategy for Agricultural and Rural Development,
Report on the legislation serving as the basis for the IPARD Programme, Description of the institutions involved, Description of the
selected support measures; Financial table(s)/details for allocation of funds by measures and years, support and co-financing
rates, as well as details on the implementation of the Programme and monitoring and assessment arrangements.
Conclusion of Multi-annual Financing Agreement
This Agreement will regulate all legal, technical and administrative frameworks for implementation of the IPARD Programme.
Adoption of the Law on Establishing the Directorate for Financial Support of Agriculture and Rural Development
Essential condition for use of the EU pre-accession funds and realisation of the measures for support of agriculture from the
Budget of the Republic of Macedonia is to set up an institution for implementation of the measures for financial support of
agriculture and rural development. The Directorate as a body within the Ministry of Agriculture, Forestry and Water Economy will
implement the policy and measure imposed by the Government of the Republic of Macedonia and will be competent for
management of EU funds intended for development of agriculture and rural areas in the pre-accession period and for the budget
funds for agricultural and rural development.
Adoption of bylaws to the Law on Establishing the Directorate for Financial Support of Agriculture and Rural
Development
To realise the abovementioned objectives, the following bylaws regarding the operation of the Paying Agency shall be drafted:

e Rulebooks on implementation of the rural development measures, defined in accordance with the Strategy for

Agricultural and Rural Development;
o Procedures on administrative and accounting procedures;

For the purpose of establishing an integrated system for flow and exchange of all information in the area, in this period the
following activities will be realised:

Drafting a strategic document for establishing integrated IT system of the Ministry of Agriculture, Forestry and Water
Economy

The purpose of this document is to create strategic IT platform, hardware and software solutions to establish integrated system for
networking of the different existing databases and registers as well as those which are in the phase of creation.

Drafting a strategy and operational plan for development of sustainable and efficient Agricultural Information System
(AIS)

Drafting a strategy and operational plan for development of sustainable and efficient Agricultural Information System, including
data modelling, defining standards and forms of exchange, procedures for quality control and entire strategy for application of
information and communication; development of market information system for agricultural and food products, and setting up a
National Committee for Agricultural Information System.
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Agricultural census

The Republic of Macedonia is not in disposal of relevant and internationally comparable agricultural data, and in particular with
regard to individual agricultural holdings. The Census will provide relevant, complete, internationally comparable data concerning
agricultural holdings in the country, necessary for analysis of the conditions and the future plans of the agricultural development in
the country, scientific research and to satisfy the needs of other beneficiaries.

Adoption of a Law on Farm Accountancy
For the purpose of introducing a Farm Accountancy Data Network (FADN) and taking into account the characteristics of the
agricultural activity in the Republic of Macedonia, a legal act regulating this area will be adopted.

INSTITUTIONAL FRAMEWORK

With regard to strengthening the administrative capacity for better realisation and management of the general measures for
agricultural development, the realisation of the following activities is foreseen:

Adoption of new systematisation of the Ministry of Agriculture, Forestry and Water Economy and strengthening and
reorganisation of the administrative capacity

Building the capacity of the administration in the field of agriculture will enable full preparation for implementation and practical
application of the mechanisms for management of the Common Agricultural Policy (CAP) and realisation of the EU instruments for
rural development. The new MAFWE systematisation provides for setting up of new units for human resources, planning and
project management, sectors for land policy and pastures etc. Following the setting up of the Unit for Human Recourses, the
situation with the existing human capacities will be assessed and according to the identified needs, the training of the existing as
well as of the new employees within the newly set up organisational units will be planned. Furthermore, restructuring the regional
MAFWE units on regional principle and redefining their competences is also foreseen.

Establishing Agro-food Council for development of private and public dialogue

The Agro-food Council for development will provide efficient framework for development of a dialogue between the public and
private sector concerning different sectoral needs and it will enable the groups of individual producers and processors of
agricultural products to influence the process of policy creation in the agricultural sector.

From aspect of rural development and in particular with regard to the use of the EU pre-accession funds, the following activities
are foreseen:

Setting up an inter-ministerial group for rural development

The Inter-ministerial group for rural development will be established by the Government of the Republic of Macedonia, upon a
proposal from the MAFWE, for the purpose of coordination, sustainability and overall coverage of the rural development of the
Republic of Macedonia, as the highest body in charge of formulating an integrated national rural development tpolicy.

Setting-up a Monitoring Committee for the IPARD Programme

For the purpose of ensuring efficient and effective monitoring and control of the realisation of the IPARD Programme as well as
providing guidelines for improving the efficiency and effectiveness of the programme, following the adoption of IPARD
Programme, Monitoring Committee for the IPARD Programme will be set up comprising representatives from relevant institutions
and bodies as well as representatives form relevant economic and social partners.

Strengthening the administrative capacity of the Sector for Rural Development
Further staffing of the Sector for Rural Development for the purpose of coordination of the other stakeholders in the matter and for
determining the criteria on the use of funds from the IPARD Programme and from the national programmes for support.

Strengthening the administrative capacity of the Paying Agency

Following the adoption of the Law on Establishing Directorate for Financial Support of Agriculture and Rural Development and the
approval of the appropriate systematisation, the currently employed persons in the MAFWE, the employed persons in 2006 as
well as the newly employed persons in 2007, anticipated to work in the Directorate for Financial Support of Agriculture and Rural
Development will continue to attend the training (through seminars, workshops, on-position training, study visits, and etc.) in order
to completely draft the procedures necessary for adoption of the act for accreditation by the European Commission and for
implementation of the current programmes for rural development and the programme for promotion of agricultural development.
For this, it is necessary to provide appropriate technical and safety standards for work — computer equipment, software, office
equipment, fire prevention equipment etc.

With regard to strengthening the capacity for management and realisation of the measures and activities concerning agricultural
information system, the following activities will be carried out:
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Setting-up a National AIS Committee

For the purpose of ensuring coordination of the institutions and consistency of data collected and processed in the field of
agriculture, it is foreseen to set up an inter-institutional body — National AIS Committee.

Further staffing of the Sector for Agricultural Policy Analysis and Agricultural Information System

Further staffing of the Sector for Agricultural Policy Analysis and Agricultural Information System, as institution competent for
setting, coordination and implementation of the development policy and management of the information systems in the field of
agriculture.

Establishing a Single Farm Register

In accordance with the results from the agricultural census and by supplementing and integrating different registers on the basis
of standardised procedures and methodologies for management, access and exchange of data supported by appropriate software
and hardware capacity, a Single Farm Register in the Republic of Macedonia will be established.

Establishing a Land Parcel Register
As a basis for establishing a complete LPIS with digitalisation of the data from the cadastre in the State Authority for Geodetic
Works (SAGW), a Land Parcel Register will be established.

Farm Monitoring System

For the purpose of preserving the existing FMS and defining the directions of development and improvement of the System and
its transformation into a Farm Accountancy Data Network (FADN) in compliance with EU, project documentation will be prepared
for the establishment of a Farm Accountancy Data Network (FADN).

MEDIUM-TERM PRIORITIES
LEGAL FRAMEWORK
Bylaws pursuant to the Law on Agriculture and Rural Development
In this period it is planned to adopt bylaws pursuant to the Law on Agriculture and Rural Development in different areas. Namely,
the adoption of the following bylaws is foreseen:
o  Bylaws on direct payments,
« Bylaws on intervention on the market of agricultural and food products.
«  Bylaws on implementation of the measures for development of rural areas, and
« Bylaws on acts concerning AlS.
Act on Accreditation of the Paying Agency by the European Commission
It is foreseen that in 2008 accreditation will be granted as well as the transfer of the competence for managing and use of the pre-
accession support for agriculture and rural development for the measures foreseen.

INSTITUTIONAL FRAMEWORK

For the purpose of successful realisation of the Law on Agriculture and Rural Development, apart from the existing staff capacity
of the existing and newly established institutions, it is required to employ new suitable personnel. In addition, it is necessary to
provide equipping with adequate IT technology, professional personnel upgrade, additional training and engagement of local and
foreign experts. For this reason, in this period strengthening the administrative capacity on most levels is foreseen.

From the aspect of realisation of the measures for support of agriculture and rural development, it is foreseen to realise the
following activities:

Strengthening and further staffing of the Sector for Rural Development
Further staffing of the Sector for Rural Development as an institution in charge of setting, coordinating and implementing the
policy for development of rural areas.

Strengthening the capacity of the newly formed Paying Agency

In accordance with the foreseen competences of the Agency for Implementing Measures of National Programmes for Support and
the capacity required for the development of appropriate mechanisms for management of the EU pre-accession funds, as well as
the other accompanying activities in terms of; registration of applications (regional office); approval of applications; authorisation
of payments; carrying out payments; accounting and internal audit; system of checks and controls / on-site inspections, and
preparing operational reports, there is series of additional medium-term measures to be implemented in relation to the IPARD
Management and Agency which will be determined in details upon the adoption of the IPARD Programme. Moreover, for the
requirements for managing an agricultural policy and regulating the market for agricultural and food products, it is necessary to
strengthen the capacity in terms of interventions on the market, storing and keeping goods, selling goods in cases laid down by
law etc. To that end, taking into consideration the foreseen scope of medium-term activities of the Agency, as upgrading of the
short-term priorities, it will be necessary to provide additional technical and safe working conditions.
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To realise these objectives, and in terms of establishment of the required administrative capacity for management and realisation
of the measures and activities in the field of agriculture and rural development, the following activities have been foreseen:

Establishing a Agricultural Market Information System (AMIS)
For the needs of market price policy and following the movements of the markets for agricultural and food products, it is foreseen
to establish an agricultural market information system.

Further staffing of the Sector for Agricultural Policy Analysis and Agricultural Information System

Further staffing of the Sector for Agricultural Policy Analysis and Agricultural Information System, as an institution competent for
setting, coordination and implementation of the policy for development and management of the information systems in the field of
agriculture.

Land Parcel Identification System (LPIS)
Establishing a Land Parcel Identification System (LPIS) pursuant to Regulations 32003R1782 and 32004R0795 for the purpose of
recording the use of land parcels.

Integrated Administrative and Control System (IACS)

Establishing an Integrated Administrative Control System (IACS) in accordance with Regulations 32003R1782 and 32004R0795
for the purpose of efficient implementation of the measures for support of the agriculture sector. A computer database, as a single
farm register, will be established for the purpose of data modelling, defining standards and forms of exchange, control procedures
for data quality and an overall strategy for application of information and communication (including an alphanumerical
identification of agricultural parcels in accordance with the land parcel register and a System of Identification and Registration of
Animals). IACS will also include the following systems as part of the activities for financial support of agricultural producers:
System for Identification and Registration of Payment Orders, Applications for Financial Support, Integrated Control System, and
a single system of recording the identity of every farmer submitting an application for support.

Establishing a Farm Accountancy Data Network (FADN)

Introduction of a network for collection of accounting data on the income and business operations of the agricultural holdings in
the Republic of Macedonia pursuant to Regulation 31965R0079, due to the necessity of support for the agricultural policy in the
process of adjustment to the EU Common Agricultural Policy.

FOREIGN ASSISTANCE

To implement part of the abovementioned reforms and activities, the MAFWE receives technical assistance provided through the
following: Project of Introduction of EU Directives in the Macedonian Agricultural Policy and Support of the Cooperation in the
Agricultural and Food Production Sector with the countries in the region, funded by the German Government, Project for
Structural and Legal Reforms of MAFWE, which is funded by EU and managed by EAR.

Besides the ongoing projects, the realisation of additional projects funded by several international financial
institutions — the World Bank, International Fund for Agricultural Development — IFAD and EU is foreseen
in this period.

3.11.2 LIVESTOCK BREEDING

CURRENT SITUATION
LEGAL FRAMEWORK
The field of livestock breeding in the Republic of Macedonia is currently covered by the Law on Livestock Breeding (Official
Gazette of the Republic of Macedonia No 61/97), which regulates the breeding of and trading in cattle, sheep, goats, pigs, horses,
poultry, cunicules and other animals of economic importance; also manufacturing of livestock products, manufacturing and trading
in semen and embryos, manufacturing and trading feeding stuffs products, and other livestock-related issues. The Law also
defines the authorisations of legal entities regarding the basic keeping of a Herd Book, selection and monitoring in livestock
breeding, as well as regarding the authorisations to manufacture and trade in semen and embryos. In addition to the Law on
Livestock Breeding, the following legal acts regulate this field:

o The Law on Veterinary Health (Official Gazette of the Republic of Macedonia No 28/98);

« The Law on Animal Identification and Registration (Official Gazette of the Republic of Macedonia No 69/2004
The strategic document that defines the policy and the guidelines for development of the area is the National Livestock Breeding
Programme 2000 -2009 of the Republic of Macedonia (Official Gazette of the Republic of Macedonia No 17/2000).

INSTITUTIONAL FRAMEWORK
The Sector for Agriculture within the Ministry of Agriculture, Forestry and Water Economy is the competent body for drafting,
proposing and implementation of the legislation, as well as for administrative and expert issues in the area of livestock breeding.
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The implementation of acts in the field of livestock breeding is under the competence of the Unit for Livestock Breeding (Sector for
Agriculture), which has one employee. Besides the Unit for Livestock Breeding, the State Agriculture Inspectorate, a body within
the Ministry of Agriculture, Forestry and Water Economy, is directly responsible for the surveillance over the implementation of the
provisions provided for in the Law on Livestock Breeding. The Inspectorate structure includes a Sector for inspection and
surveillance in the area of crop production, livestock, fisheries, and land policy, with total number of twenty four (24) employees,
out of which one head of a sector, five (5) head of regional units, and eighteen (18) state inspectors positioned in the six (6)
regional units of the sector. The Institute for Livestock Breeding - Skopje of “Ss. Cyril and Methodius” University is the institution
authorised to keep the Herd Book, selection and monitoring of livestock.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

In this period the drafting of a new Law on Livestock Breeding and the related bylaws is foreseen that will ensure complete
transposition of the EU law into the national legislation in this field.

The adoption of the Law on Livestock Breeding in 2007 will ensure harmonisation of the national legislation with that of the EU in
the fields of identification of criteria for associations and organisations of livestock breeders, harmonisation of the conditions of
keeping the Herd Book and monitoring, the zoo-technical standards and the genealogical conditions for importing animals, and
the collection and dissemination of information related to the marketing of pure race heads of livestock, encompassing the basic
regulations in the field of zoo-techniques. The related bylaws to the law on Livestock Breeding will cover the EU measures
concerning: conditions for high-quality and elite reproductive livestock in terms of the production and reproduction abilities, testing
of the male reproductive livestock (pro-gene testing) under unique method; Herd Book keeping; manner of keeping records of the
type, quality, quantity, and delivery of semen for artificial insemination; records of the type and quantity of fertilized ova and
embryos and the manner of keeping and transplantation of embryos.

INSTITUTIONAL FRAMEWORK
Further staffing of the Unit for Livestock Breeding within the Sector for Agriculture with 2 (two) new employees as well as of the
State Agriculture Inspectorate is foreseen.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

The drafting and adoption of a National Livestock Breeding Programme for the period 2009-2018 is foreseen, which will define the
Guidelines for promotion and development of certain livestock breeding branches.

INSTITUTIONAL FRAMEWORK
Further staffing of the Unit for Livestock Breeding within the Sector for Agriculture with 1 (one) new employee as well as of the
State Agriculture Inspectorate is foreseen.

3.11.3 ORGANIC AGRICULTURAL PRODUCTION

CURRENT SITUATION
LEGAL FRAMEWORK
The Law on Organic Agricultural Production (Official Gazette of the Republic of Macedonia No 16/04) regulates the production,
processing, trading, import-export, labelling, expert control and certification, programme for promotion and development of the
organic agricultural production, surveillance, and penalty provisions. The Law is in compliance with the Council Regulation (EEC)
No. 2092/91 on organic production of agricultural products and indications referring to agricultural and foodstuffs, and is partially
harmonised with the EU legal acts 31992R0094; 32001R1788; 31998R1367; 31999D0468.
Pursuant to the law, the following three Rulebooks were adopted:

« Rulebook on organic animal production (Official Gazette of the Republic of Macedonia No 60/06),

« Rulebook on organic plant production (Official Gazette of the Republic of Macedonia No 60/06), and

« Rulebook on organic products processing (Official Gazette of the Republic of Macedonia No 60/06).

The following strategic documents define the development policy in this area: the Stabilisation and Association Agreement
between the Republic of Macedonia and the European Communities and their Member States and the Strategy with an Action
Plan for Biological Diversity Protection.

INSTITUTIONAL FRAMEWORK
The following institutions are competent for preparation of the legal acts in the area of organic agricultural production:
e The Ministry of Agriculture, Forestry and Water Economy, as authority competent for organic agricultural production,
setting and proposing policies related to this field;
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The Ministry of Environment and Physical Planning, as the institution competent for issuing licenses for export of
products of self-sown plants and subsidiary forest fruits;

The Ministry of Health is the institution competent for protection of human health and consumer protection against deceit;
The Ministry of Economy is the institution in charge of regulating the turnover of the internal and external markets.

The following institutions are in charge of implementation of the regulations in the field of organic agricultural production,
consumer protection, protection of human health, and trading in organic products:

The Unit for Organic Agriculture, Sector for Agriculture within MAFWE with one employee is in charge of the following
activities: development of policies for introduction and development of organic agricultural production, registration of the
entities involved, monitoring and record keeping of the situation in the production, processing and trading in organic
products, and cooperation with related governmental and non-governmental institutions and organisations;

The State Agriculture Inspectorate, the State Market Inspectorate, the Food Directorate and the State Environment
Inspectorate are bodies competent for surveillance and control of the implementation of the legislation in this area;

The Ministry of Environment and Physical Planning is competent for sustainable use of natural resources through issuing
licenses for exports and processing of certain plant varieties and their processed products, protection against extinction
of endangered plant varieties by published lists of strictly protected species, and protection against pollution of waters,
soil and biodiversity as a whole;

The Ministry of Economy is in charge of consumer protection and inspection and surveillance of the implementation of
the regulations related to the internal trade in organic products;

The Ministry of Health is responsible for the protection of human health, which is defined in the Committees Codex
Alimentarius;

The Ministry of Finance is responsible for the implementation of the customs regulations through its Customs
Administration;

The Institute for Accreditation of the Republic of Macedonia is responsible for accrediting the bodies authorised for
organic agriculture inspection and certification, as well as inspection and certification of organic products in accordance
with the international criteria;

The Institute for Standardisation of the Republic of Macedonia adopts the technical regulations (standards) in this area;
The State Office of Industrial Property is in charge of registration of organic products trade marks;

The Faculty of Agricultural Sciences and Food, as a scientific and educational institution, in its Department for Eco-
agriculture educates staff in the field of organic production, prepares studies and analyses, participates in drafting legal
acts and bylaws;

The Agency for Promoting the Development of Agriculture provides appropriate services for producers and processors;
Accredited bodies (authorised legal entities) for performing expert control in organic agricultural production;

The Union of Organic Associations BIOSAN organises the associations and producers with a view to implementation of
organic standards in the production, joint marketing and export.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

In this period the adoption of the following 8 bylaws harmonised with the EU legislation in the field of organic production is
foreseen:

Rulebook on labelling of organic products,

Rulebook on expert control and certification of systems for organic production and products,
Rulebook on registration of organic producers,

Rulebook on registration of processors of organic products,

Rulebook on registration of traders of organic products,

Rulebook on registration of authorised bodies for expert control in organic production;
Rulebook on registration of authorised laboratories, and

List of officially recognised certification bodies from third countries.

The following programme documents are foreseen to be adopted in the same period:

Strategy for development of organic agricultural production

National action programme for organic agricultural production

Annual Programme for funding measures and activities in the field of organic agricultural production and Guidelines on
the manner of using the measures, and

Guidelines on the forms of organisation and association in the organic production.

Furthermore, the drafting of over 15 Manuals on organic agriculture is foreseen, authorised by international institutions —
CIHEAM-IAM (Bari) and FIBL (Switzerland).
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INSTITUTIONAL FRAMEWORK

In terms of institutional strengthening, in this period, the following activities are foreseen:
o Further staffing of the Unit for Organic Agricultural Production with 1 (one) new employee, and
« Authorisation of bodies for performing expert control in the field of organic agricultural production, and
« Introduction of registers for organic production on national level.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

Further harmonisation of the national legislation with the EU legislation is foreseen in this period as well as development of
Programmes for support of organic agricultural production in accordance with the National Action Plan.

INSTITUTIONAL FRAMEWORK

In terms of institutional strengthening, in this period, the following activities are foreseen:
o  Further staffing of the Unit for Organic Agricultural Production with 2 (one) new employees, and
e Training in the area of organic production on more levels (institutional, production, marketing).

FOREIGN ASSISTANCE

The foreign assistance in the area of organic agricultural production is realised through the Project for organic agricultural
production in Macedonia (SDC-FIBL from Switzerland 2005-2008) and through realisation of part of the activities of the MAFWE
Project for Structural And Legal Reforms (CARDS-2004).

3.11.4 WINE

CURRENT SITUATION

LEGAL FRAMEWORK

The legal framework of the wine production in the Republic of Macedonia is contained in the Law on Wine (Official Gazette of the
Republic of Macedonia No 69/2004). Taking into account that from the 13 foreseen bylaws to the Law on Wine, only the Rulebook
on the methods of partial dehydration of must and oenological methods and procedures applied in the wine production and the
Rulebook on analysis methods for determining the chemical composition of wines and the method of use of refractometer (Official
Gazette of the Republic of Macedonia No 38/2006) were adopted, whereas the remaining are in the adoption phase, part of the
provisions referred to in the old Law on Wine (Official Gazette of the Republic of Macedonia No 27/1973) are still in force as well
as the Rulebook on regionalisation of vineyards on conditions for producing and trading in grapes, must and wine and products
made from grapes and wines, and determining the quality and protection of the geographic origin of wines and labelling in SR
Macedonia (Official Gazette of the Republic of Macedonia No 27/1973);

The Law on Wine (Official Gazette of the Republic of Macedonia No 69/2004) regulates the production and trading in grapes and
wine and other products made from grapes and wine, the national register of vineyards, rights and obligations of the legal and
natural entities producing and trading in wines, the description, indication, marking, presentation, and protection of wine. The Law
on Wine (Official Gazette of the Republic of Macedonia No 69/2004), as general frame regulating the sector, is in compliance with
the EU measures, and in particular with Regulation 31999R1493 on common organisation of the market in wine (OJ L 179).

INSTITUTIONAL FRAMEWORK

The Sector for Agriculture within the Ministry of Agriculture, Forestry and Water Economy is the competent body for drafting,
proposing and implementation of the legislation in the area of wine production.

The implementation of the Law on Wine (Official Gazette of the Republic of Macedonia No 69/2004) is under the competence of
the Unit for Viticulture, Wine Production and Fruit Growing (Sector for Agriculture), staffed with one (1) employee. In addition to
the Unit for Viticulture, Wine Production and Fruit Growing, the State Agriculture Inspectorate within the Ministry of Agriculture,
Forestry and Water, is directly responsible for surveillance over the implementation of the provisions in the Law on Wine. Within
the Inspectorate, there is a Sector for inspection and surveillance in the field of fruit growing, viticulture, wine production and
seedlings, consisting of 2 regional units and 1 unit for expert and administrative operations. Currently, the sector employs six (6)
persons, out of which one is a head of a regional unit with 2 state inspectors — counsellors positioned in the regional units of the
Ministry, and the employment of one head of the Unit for expert and administrative operations with 3 employed civil servants is
foreseen.

The activities of inspection and surveillance of the trading in wine is carried out by the Food Directorate (Ministry of Health).

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

In addition to the two adopted rulebooks in the field of wine production, 12 additional bylaws will be adopted emerging from the
Law on Wine (Official Gazette of the Republic of Macedonia No 69/2004) to ensure compliance with the EU legislation in the field
of wine production. The rulebooks foreseen to be adopted as short-term priorities are the following:
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Classification of vine varieties for wine production,

Rulebook on the form, the content and the dimensions of the wine label and other details on the label,

Rulebook on the conditions regarding the premises and equipment for wine production,

Rulebook on identification of vineyards and identification of producers,

Rulebook on registering of the wine producers,

Rulebook on the manner of registering the grape and wine quantities produced in the last harvest, stocks of grape and

wine from the previous years and stocks of imported grape must and wine,

« Rulebook on the conditions regarding the premises and equipment of the authorised laboratories for oenological testing
and analyses, and

¢ Rulebook on supply of marc and wine lees for distillation or vinegar production.

INSTITUTIONAL FRAMEWORK
In the field of wine production the following short-term priorities are foreseen in terms of institution strengthening of the sector:
o Establishment of the first territorial database to introduce the National Register of Vineyards; part of the funds (for the
Tikves region) have been provided through the Project “Vineyard Monitoring and Management System”, funded by the
EU CARDS 2002 Programme and managed by the European Agency for Reconstruction;
e Procurement of equipment for operation of the National Vineyards Register on the entire territory of the Republic of
Macedonia and
o Strengthening the capacity of the referent laboratory for testing the wine quality; the funds are provided by the EU
CARDS 2006 Programme.

MEDIUM-TERM PRIORITIES
LEGAL FRAMEWORK
In addition to the 8 Rulebooks to be adopted in a short-term, in the field of wine production, the adoption of 4 additional rulebooks
is foreseen as medium-term priorities, which will ensure full compliance with the EU legislation in the field of wine production.
They are as follows:

e Rulebook on issuing planting approvals,

« Rulebook on accompanying documents and entry and exit registers for grape and wine products,

« Rulebook on division of regions planted with grapevine, and

« Rulebook on protection of wines with geographical indication, indication of their production regions and the method of

their production.

Furthermore, priority in the field of wine production, which is obligation in accordance with Article 5 of the Law on Wine, is drafting
and adoption of a Strategic document for marketing of Macedonian wines. It will be adopted by the end of 2008.

INSTITUTIONAL FRAMEWORK
In the field of wine production the following medium-term priorities are foreseen in terms of institutional strengthening of the
sector:

« Further staffing of the wine sector; employment of 12 persons within the Unit for Viticulture, Wine Production and Fruit
Growing and in the regional units of the Ministry of Agriculture, Forestry and Water Economy;

« Completion of the territorial database and introduction of a National Vineyards Register; part of the funds will be provided
through a project funded by the EU CARDS 2006 Programme, and 1.000.000 denars from the national budget are
required.

« Establishment of a National Vineyards Register; the funds shall be provided through a project funded by the EU CARDS
2006 Programme, and managed by the European Agency for Reconstruction.

FOREIGN ASSISTANCE
A project funded by the EU CARDS 2006 Programme is in the preparation stage concerning extension of the National Vineyards
Register on the entire territory of the Republic of Macedonia.

3.11.5 TOBACCO AND TOBACCO PRODUCTS

CURRENT SITUATION

LEGAL FRAMEWORK

Currently, the Law on Tobacco and Tobacco Products (Official Gazette of the Republic of Macedonia No 24/06) is in force and
under the competence of the Ministry of Agriculture, Forestry and Water Economy, the Ministry of Economy, the Ministry of
Finance and the Ministry of Health through the Food Directorate. The Law regulates the primary production of raw tobacco,
contract for tobacco production and purchase, purchase, storing, processing of the purchased tobacco leaves, trade of fermented
tobacco, production and wholesale of tobacco products, monitoring the use of additives in the tobacco products, funding, tobacco
and tobacco products control, supervision and penalty provisions.
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On the basis of the Law on Tobacco and Tobacco Products (Official Gazette of the Republic of Macedonia No 24/06) 11 bylaws
were adopted:

Rulebook on the unique measurements for quality and quantity assessment of the raw tobacco leaves (Official Gazette
of the Republic of Macedonia No 38/97, 110/2000)

Rulebook on the form, the contents and the manner of issuing the cardboard for tobacco production;

Rulebook on the size of the premises for purchase, storage, keeping and industrial processing of tobacco, suitable
premises for storing the processed tobacco and suitable equipment for purchase and industrial processing of tobacco;
Guidelines on the manner of application, the form and the contents of the application form for the contracted production
of tobacco and the manner of keeping records of the purchased and processed tobacco quantities;

Rulebook on the contents and the form of the application form for registering in the register of tobacco purchasers;
Rulebook on the form, the contents and the manner of keeping the register of tobacco purchasers;

Rulebook on the contents and the form of the application form for registering in the register of producers, importers and
exporters of tobacco products ;

Rulebook on the contents, the form and manner of record keeping on production, export, import and stocks of tobacco
products and the manner of notification;

Rulebook on the form, the contents and manner of keeping the register of producers, exporters and importers of tobacco
products and the register of tobacco product brands and the form and contents of the application form for registering in
the register of tobacco product brands;

Rulebook on the conditions for export and import of tobacco products;

Rulebook on the conditions for production of tobacco products;

Strategic document defining the policy and guidelines for development of the sector is the Strategy for Control of Tobacco, for the
purpose of ensuring and improving the protection of the public health in the Republic of Macedonia 2005-2010.

INSTITUTIONAL FRAMEWORK
The following institutions are competent for drafting the legal acts related to the tobacco production and industry:

MAFWE, as the body competent for the tobacco production, setting and proposing policies in this field.

The Chamber of Commerce of the Republic of Macedonia through its Association of Tobacco and Tobacco Products
Producers participates in the drafting regulations related to the sector, by submitting proposals in their interest.

The Ministry of Economy is the institution in charge of regulating the turnover of the internal and external markets.

The Ministry of Finance, through the Public Revenue Office, is the institution competent for regulating the taxation and
charges policy.

The following institutions are competent for implementation of the regulations in the area of tobacco production, tobacco industry,
consumer protection, protection of human health, and trading in tobacco and tobacco products:

The implementation of the legal acts related to this area is the responsibility of the MAFWE’s Unit for Crop-production
and Horticulture (Sector for Agriculture), with one (1) employee
The Ministry of Economy is responsible for consumer protection.
The Ministry of Health is responsible for protection of human health.
The Ministry of Finance, through the Public Revenue Office is the institution competent for regulating the taxation and
charges policy, and through the Customs Administration for the customs regulations.
The Association of Tobacco Producers, which is the highest association in the country concerning implementation of the
regulations in the field of tobacco production and purchase, gives its opinion on the contents of the contracts for
production and purchase of tobacco concluded between the producers and purchasers; and obligatorily participates at
the purchase of tobacco with its members, having the right to contest the price of tobacco.
The following institutions carry out the inspection and supervision over the implementation of the provisions of this Law:

- The State Agriculture Inspectorate, which conducts surveillance and control of the production, purchase,

processing and trading in tobacco, of the producers and of traders;

- The State Market Inspectorate, which conducts surveillance and control of the production and trading in tobacco
products; and

- The Food Directorate, which conducts surveillance and controls of the trading in tobacco products, the use of
additives and the provisions on consumer protection.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Three bylaws will be adopted in this period, one by the Ministry of Agriculture, Forestry and Water Economy, and the remaining
two are within the competence of the Ministry of Health:
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e Rulebook on the form and contents of the application form for permitted additives, list of permitted and banned additives
used in the tobacco products, and
e Rulebook on the wording of the warnings on the packages of the tobacco products put in circulation.

Draft programmes will be prepared for the purpose of funding the activities in the primary tobacco production, for additional
funding of the primary agricultural production and for funding export promotions, which, according to the Law on Tobacco and
Tobacco Product, will be adopted by the Government of the Republic of Macedonia.

INSTITUTIONAL FRAMEWORK

To implement the Law and the related bylaws, it is necessary that 2 (two) persons are employed in MAFWE as well as training of
the current human recourses in terms of upgrading computer skills and training on introduction with the EU regulations related to
the common agricultural market in raw tobacco. In addition, further staffing is foreseen in the State Agriculture Inspectorate
(MAFWE) in this period.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

The reforms in the tobacco production for the period 2008-2010 will be aimed towards establishing a Common Market
Organisations for raw tobacco, provision of financial and technical assistance for organised tobacco producers, registration and
control of the production of and trading in tobacco and tobacco products, and ensuring human health protection, protection of the
environment, and finding ways to diversify the primary tobacco production.

In this period, amendments to the Law on Tobacco and Tobacco Products (Official Gazette of the Republic of Macedonia No
24/06) will be drafted; thus ensuring compliance with the EU legal framework in the areas of common market organisations for
raw tobacco and inter-sectoral organisations as well as contracts in the tobacco sector.

INSTITUTIONAL FRAMEWORK

With regard to the institutional reorganisation and strengthening, five (5) new officers are foreseen to be employed within the
MAFWE in this period, responsible for the area of industrial cultures where tobacco is covered, with the following activities and
duties: registration and records of the production and areas with tobacco, registration of tobacco purchasers, actions and
procedures concerning obtaining licences for tobacco assessment, drafting measures for support of tobacco production and
organisations of tobacco producers, monitoring the situation in the tobacco economy and cooperation with other competent
governmental and non-governmental organisations. In addition, further staffing is foreseen in the State Agriculture Inspectorate
(MAFWE) in this period.

3.11.6 INSPECTION AND SURVEILLANCE OF AGRICULTURE

CURRENT SITUATION

LEGAL FRAMEWORK

The State Agriculture Inspectorate, within the MAFWE is the body authorised for carrying out inspection and surveillance in the
agricultural sector. The authorisations of the Inspectorate are provided for in the applicable laws and the related bylaws. Any
amendments to these laws in the process of approximation to the EU acquis will result in changes in the competences and
responsibilities of the State Agriculture Inspectorate in terms of its operational procedures, adequate capacity, and organisational
set-up required for carrying out the competences delegated to it.

INSTITUTIONAL FRAMEWORK

The State Agriculture Inspectorate is part of the MAFWE, established pursuant to the Law on Organisation and Operation of the
State Administrative Bodies (Official Gazette of the Republic of Macedonia No 58/00). The Inspectorate includes two sectors: the
Sector for Inspection and Surveillance of Crop- production, Livestock Breeding, Fisheries and Land Policy and the Sector for
Inspection and Surveillance of fruit growing, viticulture, wine production and seedlings.

The Sector for inspection and surveillance in the area of crop production, livestock breeding, fisheries, and land policy in the State
Agriculture Inspectorate has a total number of twenty four (24) employees, out of which one (1) head of a sector, five (5) head of
regional units, and eighteen (18) state inspectors - counsellors positioned in the regional units of the Inspectorate. The Sector
conducts inspection and control of the laws and regulations from the aspect of their application in the area of crop-production,
land policy, livestock breeding and fisheries; inspection and control of marketing of raw-materials (seeds, means of protection,
fertilizers, premixes for feeding stuffs, fish, etc.).

The Sector for Inspection of Fruit Growing, Viticulture, Wine Production, and Seedlings employs 6 (six) persons, out of which 1
(one) head of regional unit with 2 state inspectors - counsellors positioned to the regional units of the Ministry and one head of the
Unit for expert and administrative operations with two (2) employees. The Sector conducts surveillance and control of the laws
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and regulations from the aspect of their application in the area of fruit growing, viticulture, wine production, and seedlings,
inspection surveillance of the marketing of wine and raw materials.

The Inspectorates employs a total of 30 (thirty) persons. Its management is at a central level, whereas decisions are made at a
local level as well. In the course of 2006, the State Agriculture Inspectorate was strengthened with 4 new employees.

SHORT-TERM PRIORITIES

In accordance with the legal provisions eleven (11) new employments are planned. The further staffing of the Inspectorate will
take place through transfer of staff from other institutions and through new employments for the purpose of bringing the
Inspectorate closer to the EU inspection principles and methodologies. All employees in the Inspectorate will receive training on
EU legislation in all sectors of the agriculture, along with the procedures, programmes and activities of inspection controls.

MEDIUM-TERM PRIORITIES

In the period of 2008-2010, the part of the Inspectorate competent for agriculture is to be staffed with expert personnel of 51 new
employees (a total of 66 to 2010, including 4 newly employed in 2006 and 11 newly employed in 2007). All employees in the
Inspectorate will undergo training on EU legislation in all sectors of the agriculture, along with the procedures, programmes and
activities of inspection controls.

FOREIGN ASSISTANCE

The foreign assistance in the area of agricultural inspection is realised through the realisation of a part of the Project on Organic
Agricultural Production (SDC-FIBL from Switzerland) and a part of the activities of the Project on Structural and Legal Reforms of
the MAFWE (CARDS - 2004).

Foreign assistance is also foreseen in the area of inspection and surveillance of the wine production through a planned project
funded by the EU 2006 CARDS Programme.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ |INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
14001; MAFWE: Ministry of IV: Institute for Vine (Vine Quality Reference 0 0 0 0 0 0
Agriculture, Forestry and Water  |Laboratory)
Economy
MAFWE: Directorate for Land/ Sector for Land 3 3 4 4 4 15
Policy
MAFWE: Sector for Agriculture (according to 0 1 1 1 0 3
the Law on Organic Production)
MAFWE: Sector for Agriculture (according to 15 1 1 1 0 3
the Law on Agriculture and Rural
Development)
MAFWE: Sector for Agriculture (according to 1 1 1 1 2 5
the Law on Tobacco)
MAFWE: Sector for Agriculture (according to 1 0 2 4 4 10
the Law on Vine)
MAFWE: Sector for Agriculture (according to 0 1 1 1 0 3
the Law on Husbandry)
MAFWE: Sector for Agriculture Information 0 5 5 4 4 18
System and Policy Analysis
MAFWE: Sector for International Cooperation 4 3 3 3 3 12
and European Integration
MAFWE: Sector for Legal Affairs 3 3 2 2 1 8
MAFWE: Sector for Rural Development 3 2 2 2 2 8
MAFWE_IPARD: Payment Agency 19 10 20 30 40 100
(Administration for Financial Support of
Agriculture and Rural Development)
SAl; State Agriculture Inspectorate/ Inspection 30 10 10 15 20 55
Supervision according to all relevant laws
14001: MAFWE: Ministry of Agriculture, Forestry and Water Economy Total 79 40 52 68 80 240
14002: APDA: Agency for APDA: Agency for Promotion Development of 126 0 0 0 0 0
Promotion Development of Agriculture - Bitola
Agriculture
14002: APDA: Agency for Promotion Development of Agriculture Total 126 0 0 0 0 0
TOTAL 205 40 52 68 80| 240
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3.12FOOD SAFETY, VETERINARY AND PHYTOSANITARY POLICY
3.12.1 FOOD SAFETY AND CONTROL

CURRENT SITUATION

The main aim of the National policy for food safety of the Republic of Macedonia is development of an integrated system for food
safety according to the principle ‘from farm to fork’, i.e. control of all stages of food production including primary production. The
system of food safety and control in the Republic of Macedonia is under jurisdiction of several state administrative bodies: the
Food Directorate within the Ministry of Health, the Veterinary Directorate, the Phytosanitary Directorate, the Seed and Planting
Material Directorate and the State Agriculture Inspectorate for within the Ministry of Agriculture, Forestry and Water Economy.

LEGAL FRAMEWORK

The Law on Food Safety and Products and Materials in Contact with Food (Official Gazette of the Republic of Macedonia 54/02)
is the basic legal act that regulates the conditions for providing food safety and materials in contact with food, in the production
and in the circulation process, the rights and the obligations of the natural and legal persons in order to protect the human health,
to protect the consumers from inaccuracy and deception and to provide free circulation of goods in the internal and external
market, partly in compliance with the EU acquis. In the Law the following EU legal acts have been incorporated 31998L0004,
31992R2082, 31997R0258, 32000L0013, 32001L0018.

According to this Law thirteen bylaws have been adopted harmonised with the EU legislation that regulate the following fields: the
form and the contents of the applications for opening production facilities and manner of record keeping, food labelling, special
requirements concerning safety of infant dairy food, the manner of knowledge testing and issuing certificates for acquired basic
knowledge for food hygiene and protection of the environment, the additives which can be used for food production, the general
requirements for food safety, (MRL) pesticide maximum residue levels, heavy metals, mycotoxins, veterinary drugs and other
components), sanitary and hygiene conditions for food production, special requirements concerning infant and children cereal-
based food, natural mineral water safety, special requirements concerning safety of cocoa and chocolate products, special
requirements for sugar safety, special requirements for safety of fruit juices and certain related products, special requirements
concerning quick-frozen products.

Furthermore, Instructions on implementation of the HACCP System in the food production sector, Instructions on practicing proper
hygiene in the food production industry, Instructions on basic food hygiene in catering.

The following strategic documents define the food safety policy:
o Strategy for adjustment of the Macedonian Agricultural Sector with the CAP of the EU,
e Strategic plan of the Ministry of Health — Food Directorate 2007-2009,
o National Strategy for Integrated Border Management,
o National Action Plan for Integrated Border Management.

INSTITUTIONAL FRAMEWORK

In accordance with the Law on Food Safety the institutions which are in charge of the implementation of the legal acts in the field
of control and safety of food are the Ministry of Health - Food Directorate and the Ministry of Agriculture, Forestry and Water
Economy - the Veterinary Directorate.

The Food Directorate as a body within the Ministry of Health has the competences for carrying out the expert and administrative
matters in the field of food safety and products and materials that come in contact with food. The Veterinary Directorate as a body
within the Ministry of Agriculture, Forestry and Water Economy carries out the matters that refer to the food of animal origin in
coherence with the regulations for veterinary health and the general requirements provided for in the Law.

Commission for the Macedonian CODEX ALLIMENTARIUS is an expert advisory body (comprising 15 members and president),
that considers issues that regulate the Macedonian CODEX ALLIMENTARIUS and the methods for food analysis based on
international scientific findings.

The following institutions are included in the system of food control and safety: the Republic Institute for Health Protection, 10
regional units for health protection across the territory of the Republic of Macedonia, the Faculty of Veterinary Medicine - Food
Institute, the Consumers Organisation of the Republic of Macedonia, the Ministry of Economy, the Ministry of Environment and
Physical Planning and entities for food production.

The total number of employees in the Food Directorate is 75, working in 3 sectors and 12 units.
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The training on the HACCP System of the state food inspectors, veterinary inspectors and of the producers as well as the training
of trainers on the HACCP System (26 state food inspectors have completed their training on the HACCP System and on EU
standards) is continuously maintained.

Strengthening the cooperation between the institutions included in the food control
e The Memorandum of Mutual Understanding and Cooperation between the Food Directorate, the Ministry of Health and
the Veterinary Directorate, the Ministry for Agriculture, Forestry and Water Economy has been signed.

SHORT-TERM PRIORITIES

The Law amending the Law on Food Safety and Products and Materials in Contact with Food (Official Gazette of the
Republic of Macedonia 54/02) is drafted with the aim of further harmonisation of the national legislation with the EU legislation
concerning the following EU legal acts: 320002R0178, 32004R0852, 32004R0882, 32004R0853, 32004R0853, 32000R0013 and
31997R0258. The general principles and competences, the risk assessment, communication and risk management, precaution
and transparency principles, the regulations that refer to the food safety, the obligations of food operators and consumer
protection, official food safety and quality control, keeping a register, permitting facilities to start production, storage, placing
products on the market, export-import, accredited laboratories, crisis and emergencies management. By the end of 2007, 16
bylaws are planned to be adopted (See form 1, NPAA, Short-term priorities)

Strengthening the cooperation between the institutions included in the food control
« Adoption of a National Strategy for Food Safety.

Enabling facilities for food processing with an aim to fulfil the EU requirements
The process of harmonisation of the legislation will strengthen the current structure and establish new administrative structure
towards support for food producers relating to the introduction of EU standards and wide application of the HACCP systems. The
processes of implementation and certification of the HACCP System in the production capacities in the Republic of Macedonia
have started, in accordance with the legal requlation, harmonised with the EU legislation. The Implementation and certification of
the HACCP System is, in part, funded by the budged funds granted to the Ministry of Economy. In this context the following shall
be drafted:
« Administrative procedures for carrying out official controls in processing facilities intended for their registration, approval
and product certification,
« Technical check lists for official veterinary controls, including risk assessment and action plans for adjustment of
conditions for registration,
e Manual for good hygiene practice and HACCP training of local veterinary inspectors and state food inspectors for
keeping documentation of official controls of the food facilities,
e Programme for training and technical support aimed at improving the industry capacity to fulfil EU food safety
requirements.

Strengthening the capacities of the Food Directorate
In the course of 2007, the employment of 25 new employees is planned in the Food Directorate.
Training of the personnel is planned in the following fields of food safety:
« EU legislation in the food sector;
Procedures of inspection control of food and products and materials in contact with food;
Risk analysis for food safety;
Food dangers and their control;
Epidemiology of diseases transmittable through food;
Good hygiene practice;
Water treatment and testing;
Technological procedures for food processing;
HACCP system and HACCP controls;
Official certification systems;
Risk management and communication with the EU countries;
Legal procedures and implications from the official controls and taking minutes;
Computer training;
Continuous training of all inspectors from the food sector;
Study visits by food inspectors in EU Member State.

The Food Directorate will be also strengthened with additional sampling equipment for quick detection for the state food
inspectors and upgrading of the ICT systems (hardware and software) and a network connection of the regional units.
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MEDIUM-TERM PRIORITIES
Harmonisation of the national legislation with the EU legislation will continue by progressive adoption of the bylaws given in Form
1, NPAA, Short-terms priorities.

Strengthening the systems of food safety control through:

« High level of implementation of HACCP by food producers (pursuant to the legal regulation, the implementation and
certification of HACCP should be carried out in all facilities for food processing, production and trade not later than 31
December 2008);

« Upgrading the system for food safety control through accreditation of laboratories for food analysis (chemical,
microbiological, GMO, and etc.);

« Preparation of annual training programs of the persons included in the official food control, emphasizing the HACCP.

FOREIGN ASSISTANCE
A project is planned in the field of food safety within the framework of the CARDS 2006 Programme. At the same time, the
implementation of a project from the bilateral Swedish aid (SIDA) and Hellenic AID-WBCPN is expected to start.

3.12.2 VETERINARY POLICY

CURRENT SITUATION
LEGAL FRAMEWORK
This field is regulated by the following laws:

« The Law on Veterinary Health (Official Gazette of the Republic of Macedonia No. 28/98); this law is the primary law in
the veterinary field in the Republic of Macedonia that regulates the animal health protection against diseases, protection
against diseases that are transmittable from animals to human beings, veterinary and sanitary examination and control,
veterinary protection and improvement of the environment and the nature, minimal mandatory degree of animal health
protection against diseases, reimbursements and costs for animal health protection, organisation and carrying out the
veterinary-health activity and other issues in the field of the veterinary health. This Law, among other things, defines the
competences of the veterinary service as a whole as well as the rights and the obligations of each segment of the
service structure and their responsibility. The Law is not approximated to the EU legislation;

« The Law on Food Safety and Products and Materials in Contact with Food (Official Gazette of the Republic of
Macedonia No 54/02); (explained in the subsection Food Safety):

e Law on Medicinal Drugs, Supplementary Treatment Substances and Medical Devices (Official Gazette of the
Republic of Macedonia No 21/98); this Law regulates the production, circulation and use of veterinary-medical
preparations;

« Law on Animal Identification and Registration (Official Gazette of the Republic of Macedonia No 69/2004); this Law
regulates the identification and registration of farm and other animals. This Law is approximated to the EU legislation.

The field of zoo-technology in the Republic of Macedonia at the moment is regulated with the Law on Livestock Breeding (Official
Gazette of the Republic of Macedonia No 61/97), which regulates the breeding and the circulation of livestock, sheep, goats, pigs,
horses, poultry, cuniculus and other animals of commercial importance, obtaining feedingstuffs, obtaining and putting into
circulation of semen and embryos, the production and circulation of feed and other issues in the field of livestock breeding. The
Law defines the competences of the legal entities in relation to the keeping of a Herd Book, selection and monitoring in the
livestock breeding.

The strategic documents that define the veterinary policy and the development of the Veterinary Directorate are as follows:
Business plan in the Veterinary Directorate,

o The MAFWE Strategic Plan 2007-2009,

« The National Strategy for Integrated Border Management with Action Plan ,

« International Animal Health Code of the OIE (International Office of Epizootics).

INSTITUTIONAL FRAMEWORK

The Veterinary Directorate is responsible and competent for implementation of the administrative matters and monitoring
inspection activities deriving from the abovementioned laws and bylaws in the field of safety of food of animal origin, healthcare of
animals, protection against diseases transmittable from animals to human beings, veterinary-sanitary checks and control of
products, raw materials and wastes of animal origin, prevention of animal reproduction, veterinary protection and improvement of
the environment and the nature, minimum mandatory degree of animal health protection against diseases, organisation and
carrying out veterinary-health activity, veterinary health control of feed and the products for animal feeding, production, circulation
and use of medicines for veterinary use identification and registration of the animals and animal welfare.
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There are six units within the Veterinary Directorate. The Veterinary Directorate projects a total number of 205 employees, from
which 95 are already employed. As state veterinary inspectors in the regional offices there are 44 employees, and as border
veterinary inspectors there are 12 employees.

The system for control of animal diseases and of safety of food of animal origin includes the laboratories within the Faculty of
Veterinary Medicine which have started with accreditation procedures.

Through the CARDS Programme, equipment was procured for strengthening the inspection service, improving laboratory testing
facilities as well as part of the equipment of the animal identification and registration system.
Furthermore, laboratory equipment for avian plague testing has been procured.

Strengthening the capacity of the Veterinary Directorate
The Veterinary Directorate was strengthened with 30 new employees.

Training performed in the course of 2005/06
e Procedures for checks on border inspection posts and in-situ training,
« Training of laboratory staff in relation with good laboratory practice and provision of quality,
o Epidemiology,
« Implementation of the principles on compulsory reporting of infectious diseases, general measures and procedures for
eradication of infectious diseases,
« General guidelines concerning the contingency plans for urgent activities in case of occurrence of infectious diseases,
«  Workshops for introduction of the new package of legal acts to be adopted and new procedures for official controls,
« HACCP, GMP.

SHORT-TERM PRIORITIES
LEGAL FRAMEWORK
In 2007 the following law and bylaws are planned to be adopted:
« Basic Law on Veterinary Health, as well as bylaws deriving thereof included in Form 1, NPPA Short-terms Priorities,
« Amendments to the Law on Animal Identification and Registration and the Rulebook on sheep and goats
identification and registration,
o The Law on Public Veterinary Health,
o The Law on Animal Welfare,
« The Law on Waste and By-products of Animal Origin

Strengthening the Veterinary Directorate capacities

Training

The training of the employees of the Veterinary Directorate will be carried out in the field of the harmonised EU legislation,
implementation of the official control procedures included in the new package of laws in the field of veterinary.

Equipment

Development of an IT system for network connection and exchange of information and establishing databases is planned,
including introduction of the systems compatible with the EU IT systems foreseen with the third phase of the | and R Project,
which is to start in May 2007.

Human Capacities Strengthening of the Veterinary Directorate
The Veterinary Directorate will be strengthened with 20 new employees.

FOREIGN ASSISTANCE
The short-term priorities will be supported with the CARDS Projects: Structural and Legal Reforms of the Ministry of Agriculture,
Forestry and Water Economy, veterinary component and the Project: Animal Identification and Registration.

MEDIUM-TERM PRIORITIES
LEGAL FRAMEWORK
The following are foreseen to be adopted:
o Law on Animal Feeding,
e Law on Veterinary Medicinal Products

Adoption of bylaws deriving from the Law on Veterinary Health is planned, included in Annex 1.

Adoption of bylaws deriving from the Law on Veterinary Public Health is planned, included in Annex 1
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Adoption of bylaws deriving from the Law on Animal Welfare is planed, included in Annex 1
Adoption of bylaws deriving from the Law on Animal By-Products is planned, included in the Annex 1
Adoption of bylaws deriving from the Law on Veterinary —Medicinal Preparations is planned, included in Annex 1

Strengthening the capacities of the veterinary services
Training
Training of the veterinary inspectors for the introduction of a system for control of the production, circulation and the use of the
veterinary medicinal preparations, of a system for control of production, circulation and use of feed, continuing the training on
eradication/control of other infectious diseases, plans for urgent activities in case of occurrence of infectious diseases, safety of
food of animal origin
« Introducing of position- authorised veterinarian,
« Upgrading the system for animal registration and identification with IT equipment and training on data base management
« Establishing a system for collection and treatment of animal by-products

Human Capacities Strengthening of the Veeterinary Directorate

In the period from 2008 to 2010 the employment of approximately 50 persons is required in the Veterinary Directorate for
accomplishing the foreseen systematisation in the units, and in particular in the Unit for veterinary inspection as veterinary
inspectors in the regional offices and border veterinary inspectors.

FOREIGN ASSISTANCE
Financial and technical assistance is required for a system for collection and treatment of animal by-products, equipment for
testing laboratories, training of the staff.

Implementation of a CARDS 2006 project is planned in the field of animal identification and registration and a CARDS 2006
regional project for integrated border management.

3.12.3 PHYTOSANITARY POLICY

CURRENT SITUATION
For the purpose of providing safe food of plant origin, achieving higher level of food control and complete consumer protection, a
single Phytosanitary System in the Republic of Macedonia was established.

LEGAL FRAMEWORK

This area is regulated by the following laws:

Law on Plant Health (Official Gazette of the Republic of Macedonia No. 29/05)

This Law regulates the plant health, measures and obligations related to the occurrence of organisms harmful to plants, measures
for eradication, biological measures for plant protection, exchange of information and information system, costs and
reimbursements, competence of the authorities, competent services, authorities and bodies in the field of plant health, and other
matters concerning plant health. This Law is based on the Council Directive 2000/29/EEC.

Law on Plant Protection (Official Gazette of the Republic of Macedonia No. 25/98)

With the adoption of the Law on Plant Health (Official Gazette of the Republic of Macedonia No 29/05), the provisions that refer to
the plant protection against diseases, pests and weed, the health control of plants in the internal circulation and the cross-border
circulation are repealed, whereas the provisions that remain refer to the production, circulation and use of the means for plants
protection, equipment and the measures for preventing harmful consequences from the use of the means for plants protection of
the human and animal health, the environment and nature. (These provisions will apply until the adoption of the Law on Plant
Protection Products, planned to be adopted by the end of 2007, harmonised with the Directive 91/414/EC) as well as the
provisions concerning agricultural sowing seeds for seed production, forest plantation for production of forest seed, facilities for
production of planting material for multi-annual agricultural and forest plants and circulation of seed and planting material.

The Law on Seed and Planting Material for Agricultural Plants (Official Gazette of the Republic of Macedonia No 39/2006),
harmonised with EU Directives. This Law regulates production, control, finishing production, certification, labelling, trade, import
and export of seed and planting material from agricultural plants. Furthermore, this Law regulates the procedure on approval of
new varieties in the Republic of Macedonia, post-control of propagating material, holding the original samples in a gene bank,
approval of public authorisations for performance of certain activities in terms of seed and planting material aimed at obtaining
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quality seed and planting material, adoption of an Annual Programme on seed and planting material as well as other activities in
the area of seed and planting material.

Strategic documents that define the phytosanitary policy and the directions for the development in this field are as follows:
« The International Plant Protection Convention ;
« The International Convention for the Protection of New Varieties of Plants (UPOV);
« The Standards of the European Plant Protection Organisation ;
o The Strategy for Adjustment of the Macedonian Agricultural Food Sector with the CAP;
« The National Strategy for Integrated Border Management with Action Plan;
- The Strategy for Adjustment of the Macedonian Agricultural Food Sector with the CAP;

- The Strategic Plan 2007-2009 of the Ministry of Agriculture, Forestry and Water Economy.

INSTITUTIONAL FRAMEWORK

The Phytosanitary Directorate and the Seed and Planting Material Directorate within the Ministry of Agriculture, Forestry and
Water Economy are in charge of the implementation of phytosanitary policy. The current number of employees in the
Phytosanitary Directorate is 28, of which 10 on border inspection posts; the control is done by 16 phytosanitary inspectors and
two local inspectors, 3 counsellors, regional reporters and competent institutions for monitoring of the health situation of the plants
in the Republic of Macedonia. The current number of employees in the Seed and Planting Material Directorate is 6.

In accordance with the Law on Plant Health, the State Phytosanitary Laboratory is established to conduct diagnostics and
determination of harmful organisms, analysis of physical and chemical characteristics of the plant protection products, analysis of
active substances, as well as biological examinations in certain fields of the phytosanitary legislation. The laboratory is in the
course of staffing. The Institute for Agriculture — Skopje, the Institute for Southern Crops — Strumica, the Tobacco Institute —
Prilep, the Faculty of Agricultural Sciences and Food and SPL - the State Phitosanitary Laboratory within the Ministry of
Agriculture, Forestry and Water Economy are engaged in some of the activities of the Seed and Planting Material Directorate.

The inspection supervision and control of the production, circulation and use of plant protection products as well as of the seed
and planting material for agricultural plants is carried out by 26 state agriculture inspectors from the State Agriculture Inspectorate
within the Ministry of Agriculture, Forestry and Water Economy.

The inspection supervision and control in the area of seed and planting material is carried out by the State Agriculture
Inspectorate in the primary plant production and in internal trade and phytosanitary rights on the border inspection points.

SHORT-TERM PRIORITIES
LEGAL FRAMEWORK
o Adoption of the Law on Plant Protection Products
« Adoption of bylaws deriving from the Law on Plant Health: List of harmful organisms, registration of producers and
importers of plants and plant products and orders for control of potato diseases.
« The adoption of bylaws deriving from the Law on Seed and Planting Material in line with the Directives: 31966R0401,
31966R0402, 31968R0193, 31992R0033, 31992R0034, 31998R0056, 32002R0053, 32002R0054, 32002R0055,
32002R0056, 32002R0057.

Furthermore, in 2007 the procedure for ratification of the International Convention for the Protection of New Varieties of Plants
(UPOV) will start.

Strengthening the capacities of the phytosanitary system

« Drafting a plan for development of the institutional capacity of an integrated phytosanitary system;

« Training for transposition of EU measures in the Law on Plant Health;

« Establishing an IT system for exchange of information among the responsible services and establishing a database of
the granted authorisations;

« Continuous training of the personnel within the Phytosanitary Directorate (phytosanitary inspectors, regional reporters,
and the administrative personnel)

« Staffing of the Phytosanitary Directorate with 27 new employees;

« Staffing of the Seed and Planting Material Directorate with new employments followed by staff education in the
Directorate;

« Establishing information system for exchange of information between the competent institutions and providing a
database;

« Technical strengthening of the Seed and Planting Material Directorate intended for prompt and efficient performance of
the activities deriving from the legal regulations;

o Adoption of annual programmes, information, rules of procedures and other activities.
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MEDIUM-TERM PRIORITIES

Adoption of a Law on Protection of New Agricultural Plant Varieties

This Law will regulate the procedure for protection of new varieties, protection of the holder of the author or of the creator
of the variety, the method of performing DUS tests, control of the protected variety during the protection period,
regulation of the costs concerning the procedure and the performing DUS tests, keeping the original samples of the
protected variety in a gene bank as well as regulation of other rules in the area of new variety protection.

Adoption of the Law on Fertilisers and its bylaws;

Adoption of bylaws deriving from the Law on Protection of New Agricultural Plant Varieties (included in the table given in
Form 1, NPAA).

Adoption of bylaws deriving from the Law on Plant Protection Products;

Adoption of other acts deriving from the Law on Seed and Planting Material (included in the table given in Form 1,
NPAA);

Registration of producers and importers of plant and plant products;

Issuing plant passports;

Introducing a concept for protected zones and training of the staff on the protected zones requirements;

Training of the staff on risk assessment of the files submitted for authorisation;

Drafting bylaws in the area of residue monitoring;

Continuous training of the staff of the Phytosanitary Directorate (phytosanitary inspectors, regional reporters, and the
administrative personnel);

Organisation of monitoring according to the EU on the determined harmful organisms;

Education of the staff concerning conduct of control and post-control of sowing seeds in line with the OECD schemes
(International Organisation on post-control tests for identifying the identity and purity of the variety).

Accreditation of the State Phytosanitary Laboratory in the area of seed and planting material in line with ISTA
(International Seed Testing Association);

Participation at the International meetings organised by UPQV, ISTA and OECD intended for monitoring all regulations
that apply;

Accreditation of the laboratory for pesticide analysis in line with ISO 17025 and training of the staff on pesticide analysis;
Defining a list on national maximum residue levels compatible with EU values;

Establishing laboratory for residues and its accreditation in accordance with ISO 17025 and training of the staff on
residue analysis

FOREIGN ASSISTANCE

To perform all short and medium-term activities, projects on financial support from the Budget of the Republic of Macedonia and
foreign assistance should be foreseen.

Necessary foreign assistance for expert staff training for:

Approximation of regulations,

Phytosanitary inspection,

Introduction of registers and issuing plant passports;

Monitoring, diagnostics and determination of plant harmful organisms;
Authorisation procedure for plant protection products;

Control and testing of the equipment for application of plant protection products;
Standards for fertilizers.

INSTITUTION BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
14001: MAFWE: Ministry of Agriculture, |Ph_LAB: State Phytosanitary Laboratory 1 10 5 5 5 25
Forestry and Water Economy
PhA: Phytosanitary Administration 28 10 10 10 20 50
SAl; State Agriculture Inspectorate 0 3 3 3 3 12
SPMD: Seed and Planting Material 9 3 2 2 2 9
Administration
VA: Veterinary Administration 74 10 10 20 20 60
14001: MAFWE: Ministry of Agriculture, Forestry and Water Economy Total 112 36 30 40 50 156
19001: Ministry of Health C_CODEX: Commission for Food Codex 16 0 0 0 0 0
FD: Food Directorate 75 5 5 10 15 35
19001: Ministry of Health Total 91 5 5 10 15 85
TOTAL 203 41 35 50 65 191
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3.13 FISHERIES
3.13.1 FISHERIES AND AQUACULTURE

CURRENT SITUATION

LEGAL FRAMEWORK

The entire fishing in the Republic of Macedonia takes place in freshwater fishing areas and pools. The Law on Fisheries (Official
Gazette of the Republic of Macedonia No. 62/93) is the basic act regulating this area and refers to the usage, management and
protection of the fish stock in the fishing waters. However, the current national legislation is not in line with the EU measures
related to the structural and market policies, the fisheries, and aquaculture information system.

Therefore, activities for drafting a new Law on Fisheries and Aquaculture is in its course. The working text of the Law has been
drafted and submitted for opinion to all relevant stakeholders in the field of fisheries. After intergrating the possible remarks in the
text and following the public debate held thereon, the Draft Law was submitted for procedure within the Government of the
Republic of Macedonia in December 2006.

INSTITUTIONAL FRAMEWORK

The Ministry of Agriculture, Forestry and Water Economy, Unit for Livestock Breeding (Sector for Agriculture), currently staffed
with one (1) employee is in charge of drafting, proposing and implementing the legal regulation and dealing with the administrative
and expert issues in the area of fisheries.

Besides the above mentioned Unit for Livestock Breeding, the State Agriculture Inspectorate, a body within the Ministry of
Agriculture, Forestry and Water Economy, is directly responsible for supervising the implementation of the provisions referred to in
the Law on Fisheries. The Inspectorate also includes a Sector for inspection and supervision in the area of agriculture, livestock
breeding, fisheries, and land policy, with a total staff of twenty four (24) employees, out of which one head of sector, five (5) heads
of regional units, and eighteen (18) state inspectors in six (6) regional units of the sector.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Most of the legislation of the common fisheries policy such as the technical rules, quotas, fleet register, vessels monitoring
system, etc. is inapplicable in the Republic of Macedonia due to the fact that the country has no access to sea. Yet, the new Law
on Fisheries and Aquaculture and its bylaws will align the national legislation with the EU law in the areas applicable for the
Republic of Macedonia, such as: resources management, inspection and control, structural and market policies, and information
dissemination.

The adoption of the Law on Fisheries and Aquaculture in 2007 shall cover the EU measures regulating the field of fisheries and
aquaculture in EU and are of importance for the Republic of Macedonia. In 2007 the bylaws refering to the Law on Fisheries and
Aquaculture shall be adopted, in the following areas:

« Resources management — bylaws on: (1) determination of fishing areas, zones and pools and recreational zones, (2)
commercial fisheries, (3) recreative and sports fishery, (4) equipment, tools and other means of fishery, (5) manners and
conditions of designation of competent institutions for fisheries.

« Inspection and Control — bylaws on control in fishery.

o Structural and Market Policies — bylaws on: (1) conditions, manner and procedure related to the use of assistance in the
fisheries and aquaculture, (2) payment of compensations and damages in fishery, (3) fish and fish products quality, (4)
forms of organisation and association in fishery.

« Information dissemination — bylaws on record keeping in fishery.

INSTITUTIONAL FRAMEWORK

For the purposes of smooth implementation of the planned activities concerning the drafting of the legal regulation, additional
employment of one executive officer in the area of fisheries is foresees as well as setting up a Unit for Fisheries within the Sector
for Agriculture. The State Agriculture Inspectorate, for more efficient supervision and control in this field, has foreseen
employment of 4 fishery inspectors.

Moreover, for the purpose of realisation of the activities and the responsibilities in the field of fisheries, relevant institutions shall
be authorised and appointed and the relevant working bodies shall be in 2007, pursuant to the law.
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MEDIUM-TERM PRIORITIES
LEGAL FRAMEWORK

Following the completion of the analyses of the fish stock in the fishing waters, the legal obligation to draft the fishery basis shall
be continuous activity within the period to 2010.

INSTITUTIONAL FRAMEWORK

Taking into consideration that in the period following the transposition of the EU legislation in the field of fisheries and aquaculture
it will be necessary to monitor structural and market policies, and information dissemination and unimpeded performance of the
activities emerging from the harmonised regulation, additional employment of one executive officer in the field of fisheries and
aquaculture has been foreseen within the Unit for Fisheries, in 2009,.
Furthermore, for the purpose of more efficient supervision and control in this field, it is foreseen to employ 4 fishery inspectors
within the State Agriculture Inspectorate.

In 2008, a unique ICT system shall be set up for monitoring the structural and market policies and for information dissemination in

the field of fishery.
INSTITUTION BUILDING REQUIREMENTS
BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
14001; MAFWE: Ministry of MAFWE: Sector for Agriculture/ Unit for 1 1 0 2
Agriculture, Forestry and Water Cattle Breading (fisheries)
Economy
SAl; State Agriculture Inspectorate /Control 0 1 1 5
of Fisheries
14001: MAFWE: Ministry of Agriculture, Forestry and Water Economy Total 1 2 1 7
TOTAL 1 2 1 7
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3.14TRANSPORT POLICY
3.14.1 ROAD TRANSPORT

CURRENT SITUATION
LEGAL FRAMEWORK

Law on Road Transport

The Law on Road Transport (Official Gazette of the Republic of Macedonia No.68/04 and 127/06) entirely regulates the conditions
and manner in which the transport of passengers and goods is carried out in inland and international road transport. The latest
amendments entirely regulate the procedure and manner of examination for obtaining certificate for managers or manager's
authorised person responsible for transport and drivers engaged in international transport of passengers and goods. According to
the solutions foreseen by the amendments the training for obtaining a certificate for professional competence and certificate for
drivers to be engaged in international road transport is carried out by legal persons authorised by the Minister for Transport and
Communications who fulfill the conditions as prescribed by the law. Such solutions create conditions for initiating a procedure on
obtaining a license for separate types of road transport.

The Law transposes several directives and regulations of the Council of the European Union which regulate certain issues in the
field of road transport of passengers and goods such as: Directive 96/26/EC; Directive 84/647/EEC; Regulation (EEC) No.56/83;
Regulation (EEC) No.684/92; Regulation (EEC) No0.881/92; Regulation (EEC) No.3118/93; Regulation (EC) No. 792/94;
Regulation (EC) No.3315/94; Regulation (EC) No.12/98; partially Regulation (EC) No 2121/98.

Law on Public Roads

The Law on Public Roads (Official Gazette of the Republic of Macedonia No. 26/96; 40/99; 96/00; 29/02; and 68/04) regulates the
conditions and manner of construction, reconstruction, maintenance, preservation, use, management, funding of public roads as
well as supervision. Among the more important issues, the Law regulates: categories of roads, competences, sources of funds
and allocations among entities responsible for the road network, adoption of medium-term and annual program for construction,
reconstruction and maintenance of roads, competences for granting concessions and other.

Law on Carriage of Dangerous Goods

The Law on Carriage of Dangerous Goods (Official Gazette of the Socialist Federal Republic of Yugoslavia No. 27/90 and
No.45/90) and (Official Gazette of the Republic of Macedonia No.12/93) regulates the conditions for transport of dangerous goods
(preparation of goods, loading, transport, transport manipulations, unloading, transport safety, vehicle equipping and staff training)
as well as supervision of enforcement of the law.

The Law implements the Directive 31989L0684 concerning vocational training of drivers engaged in road transport of dangerous
goods.

Law on Road Transport Safety

The Law on Road Transport Safety (Official Gazette of the Republic of Macedonia No.14/98, 38/02 and 38/04) completely
determines the conditions which have to be met by the vehicles engaged in road transport, the devices and equipment which
have to be owned by the vehicles, dimensions, overall mass and axis weight of vehicles, the conditions for obtaining a driving
license and the form and application form of the driving license, verification and technical control of vehicles, registration of
vehicles and application form of the traffic license etc.

INSTITUTIONAL FRAMEWORK
The competent authorities for implementation of activities related to the transport of passengers and goods in domestic and
international road transport are: the Ministry of Transport and Communications, the State Transport Inspectorate, the Customs
Administration and the local self- government units.
The Ministry of Transport and Communications is a state authority responsible for policy-making and implementation of the road
transport policy. Activities in this field are carried out by:

« Unit for Road Transport of Goods — six persons

o Unit for Transport of Passengers — three persons
The State Transport Inspectorate is an authority within the Ministry and it employs 34 state inspectors for road transport. It is a
control authority responsible for inspection and supervision of the work of the legal and natural persons registered for road
transport of passengers and goods.

The competent authorities for implementation of the Law on Public Roads are: the Ministry of Transport and Communications, the
Fund for National and Regional Roads of the Republic of Macedonia, the Public Enterprise “Makedonijapat” and the local
government units as institutions competent for local roads and streets. For more information, see Chapter 3.21.1, point 1.4.
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The competent institutions for implementation of the legislation in the field of carriage of dangerous goods, apart from the Ministry
of Transport and Communications are the Ministry of Interior, the Ministry of Health, the Ministry of Environment and Physical
Planning and Radiation Safety Directorate. There is a Unit for Carriage of Dangerous Goods within the Sector for Land Transport
in the Ministry of Transport and Communications which employs two persons.

The competent authority for implementation of the activities related to road transport safety and control is the Ministry of Interior
within which there is a Sector for Traffic Affairs employing seven persons. The implementation process is carried out through the
police stations and police units for road safety.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

Law Acts

In the second quarter of 2007 adoption of a new Law on Public Roads is envisaged. Apart from determining the basic conditions
as stipulated by the existing law, this law shall provide for: keeping records on roads as public goods in ownership of the state;
maintaining of roads, intersections and junctions; regulating road connections, ensuring minimal safety of tunnels, defining
responsibilities of inspectors.

In the third quarter of 2007 adoption of a new Law on Carriage of Dangerous Goods in Road and Railway Transport is
envisaged which aims to improve the services for users and introduce measures for stimulation of transport safety as well as to
determine all appropriate means and activities within the activities of enterprises including the control of implementation of such
activities in accordance with rules applied in the most possible secure manner.

The Law is to be partially harmonised with the provisions of Annexes of the Directive 31994L0055 which, inter alia, concern the
vocational training for drivers engaged in road transport of dangerous goods.

In the second quarter of 2007 adoption of a new Law on Road Transport Safety is envisaged. The new law is to transpose the
following EU measures: 31992L0006; 31985L3821; 31989L0459; 31991L0439; 31991L0671; 31996L0053; 31996L0096;
32000D275; 31985R3820; 31985R3821; 31998R2135; 31988L0599; 32002L0015; 31999L0037; 31994L0072; 31996L0047;
31997L0026; 32000L0056; 32001L0011; 32001L0092; 32002L0085; 32003L0020; 32003L0059; 32003D0425; 32003L0020;
32003L0127; 32004L0011.

Bylaws
Based on the Law on Road Transport adoption of the following bylaws is envisaged during the first quarter of 2007.

« Rulebook on special technical and exploitation conditions to be met by the vehicles for certain types of transport
including the form and contents of the receipt for meeting conditions. 31991L0671 and 32003L0020 shall be transposed.

e Rulebook on the form and contents of travel order.

« Rulebook on the form and contents of license for certain types of public road transport and manner and procedure on
obtaining and revoking license. 31996L0026 shall be transposed.

« Rulebook on the manner, procedure and program on examination for certificate for professional competence of manager
or manager's authorised person responsible for transport, form and contents of the document for passing examination
and certificate for professional competence. 3199610026 shall be transposed.

¢ Rulebook on the manner, procedure and program on examination for certificate for drivers engaged in international road
transport, form and contents of the document for passing examination and the certificate. 31996L0026 shall be
transposed.

Other rulebooks which are envisaged define:

« Formand contents of travel order and license for municipal line transport of passengers

o Criteria for approval of itineraries for new lines and change of approved lines in inter-municipal and international
transport of passengers.

o Register for issued licenses for international lines.

« License for special line transport of passengers and free transport of passengers in international road transport.

«  Other technical details.

During 2007 adoption of Decision on determination of amount and terms of payment of charges for use of road
infrastructure is envisaged. The decision is to be harmonised with the following EU measures: 31999L0062; 32004L0052.

Based on the Law on Carriage of Dangerous Goods in Road and Railway Transport, the following bylaws are envisaged to be
adopted in 2007:
« Rulebooks for councilor for safety of carriage of dangerous goods and vocational training of drivers of motor vehicles,
with which, among others, are to be prescribed duties and responsibilities of the councilor for safety and the drivers of
dangerous goods, their vocational training and conditions to be met by the legal persons performing vocational training.
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e Rulebooks on the form, contents and submission of application for transport of explosives, toxins or contagious and
radioactive goods as well as on the list of checks for purpose of inspection and supervision during the transport of
dangerous goods.

Upon adoption of a new Law on Road Transport Safety in 2007, most of the bylaws regulating the transport safety are to be
adopted and amended.

INSTITUTIONAL FRAMEWORK
It is envisaged that the capacity of existing institutions is build up with new employments, technical equipment and provision of
training for the employees for preparation and implementation of the legal regulations in this field.

In the Ministry of Transport and Communications — the Sector for Land Transport develops employment of two persons is
envisaged as well as technical equipment for one office.

During 2007 in accordance with the conditions prescribed by the Law on Road Transport legal persons are to be engaged for
purpose of training for obtaining a certificate for professional competence and training for obtaining certificate for drivers engaged
in international road transport. Upon this, the procedure for obtaining licenses for certain types of road transport is to begin.

In 2007 a development of database is planned as regards the transport companies dealing with international transport of
passengers and goods for purpose of documentation of transports to and from the EU countries as well as third countries. The
software is designed not only to keep statistical records on transports but also to enable the monitoring of issue and use of
international transport licenses.

MEDIUM-TERM PRIORITIES

INSTITUTIONAL FRAMEWORK
In the Sector for Land Transport within the Ministry of Transport and Communications it is envisaged one person to be employed
in 2008 and 2009, respectively.

3.14.2 RAIL TRANSPORT

CURRENT SITUATION
LEGAL FRAMEWORK

The Law on Railways (Official Gazette of the Republic of Macedonia No. 64/05) regulates the organisational structure of the
railway system, the manner and conditions for carrying out railway transport, construction, reconstruction, repair, maintenance
and preservation of railway infrastructure as well as access to the railway infrastructure, conditions for concessions for a new
construction or management of entire or part of the railway infrastructure, financing railway infrastructure, provision of services of
public interest and supervision. The Law is harmonised with the following directives 319991L0440; 32001L0012; 32001L0013;
32001L0014; 32004L0049.

Law on Transformation of the Public Enterprise “Macedonian Railways”- UnLtd Skopje (Official Gazette of the Republic of
Macedonia, No0.29/05) regulates the transformation of the Public Enterprise “Macedonian Railways™ UnLtd Skopje, i.e.
transformation and privatisation of one part, by division of the existing Public Enterprise “Macedonian Railways’- UnLtd Skopje
into two new entities.

o Public Enterprise for Railway Infrastructure “Macedonian Railways™- an institution which determines the infrastructure

charges and allocates the infrastructure capacity and
« Joint Stock Company for Transport "Macedonian Railways Transport JSC" Skopje.
« The Law is harmonised with the following directives: 31991L0440; 32001L0012.

INSTITUTIONAL FRAMEWORK
The Ministry of Transport and Communications is responsible authority for the policy-making, making proposals on laws and
adoption of bylaws in the field of railway transport and infrastructure.

In accordance with the amendments of the Act on Systematisation, within the Ministry of Transport and Communications the
Sector for Railways was formed as a regulatory body, safety authority and an authority for issue of license for public transport
and decision on safety of passengers as well as the license and decision on managing railway infrastructure. The new Sector is
formed due to the fact that until the Agency for Railway Transport is established by the 1st of January 2009 at the latest by a
separate law, the activities are delegated to the Ministry of Transport and Communications. Within this Sector there are two units:
the Unit for Railway Transport and the Unit for Railway Infrastructure. In accordance with the Act for systematisation for
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employment posts, a total of 14 persons are to be employed. Presently, there are 4 employees engaged in activities in the field of
railway transport.

SHORT-TERM PRIORITIES
LEGAL FRAMEWORK

During the first quarter of 2007 the Law on Railway Transport Safety is to be adopted regulating the rules and conditions for
safe, orderly and uninterrupted railway transport on the territory of the Republic of Macedonia. The EU measure that will be
implemented is: 32002L0049.

During the first quarter of 2007 the Law Amending the Law on Railways is to be adopted. The amendments of the Law on
Railways provide for further harmonisation with the legislation of the European Union concerning the conditions for obtaining
license for legal person managing the railway infrastructure and the conditions for obtaining decision on safety for managing
railway infrastructure as well as the conditions for obtaining license for public transport and decision on safety of legal persons
dealing with railway transport (railway carriers).

The amendments of the law include an article which for the first time provides for a combined transport of goods.

During 2007 the Law on Contracts for Carriage by Railways is planned to be prepared and adopted. The Law shall be aligned
with the Convention for International Carriage by Rail (COTIF), which encompasses the uniform CIV rules (Contract for
International Carriage of Passengers and Luggage by Rail) and CIM rules (Contract for International Carriage of Goods by Rail )

Bylaws
The bylaws are to be prepared within six months as from the entry into force of the Law Amending the Law on Railways and the
Law on Railway Transport Safety.

INSTITUTIONAL FRAMEWORK
Capacity building is foreseen for the Sector for Railways by new employments, technical equipment and provision of training for
the employed in drafting and monitoring the legal regulations in this field.

By the end of 2007 3 new employments are planned, distributed in the Unit for Railway Transport and Unit for Railway
Infrastructure, as well as technical equipment for offices.

As regards the necessary training in drafting and monitoring the legal regulations in this field, it is foreseen that domestic experts
and experts through TAIEX Program are engaged for training of persons who participate in drafting of the laws and bylaws for
purpose of their harmonisation with the legislation of the European Union, in the area of gathering information for preparation of
common safety indicators, prescribing and adoption of common safety methods and their revision, prescribing and adopting of
common safety goals and their revision and defining conditions and elements of safe management system.

According to the Law on Railway Transport Safety aligned with the requirements of the Directive 32002L0049, an independent
Commission shall be established as an investigating body in cases of accidents and incidents, composed of 5 members ( by two
from the infrastructure manager and the operator and one from the Ministry of Transport and Communications.

The process of transformation of the Public Enterprise “Macedonian Railways”. By the mid 2007 the Report on estimation
of the capital, funds, rights, obligations and the employees of the Public Enterprise “Macedonian Railways” - UnLtd Skopje is to
be amended and updated for the state of affairs of up to the 31st of December 2006 and a plan is to be prepared for the balance of
partition for purpose of its transformation. Furthermore, by the mid 2007 a financial statement, a balance sheet and report on
cash flows for the status of up to 31st of December 2006.

Upon adoption of Decisions on establishment and Statutes of the Public Enterprise for Railway Infrastructure “Macedonian
Railways” — Skopje and the Stock Company for Transport “Macedonian Railways Transport JSC” — Skopje in governmental
ownership the two new companies are to be registered in the court register.

Prior to adoption of the Statutes, upon proposal of the Ministry of Finance, the Government is to adopt Decision on the status of
the depts of the Public Enterprise for Railway Infrastructure “Macedonian Railways presently upon all bases.

Upon registration of the two new companies in the court register, the transformation process of the existing Public Enterprise for
Railway Infrastructure “Macedonian Railways” is to finish. The deadline foreseen for the whole process is the second quarter of
2007.

MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

During 2008 it is foreseen that bylaws related to the Law on Carriage by Railways are drafted. Also, by the end of 2008, Law
Establishing an Agency for Railway Transport is to be adopted. By the end of 2010 implementation of the adopted legal package
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for railways in the Republic of Macedonia is to be monitored and necessary amendments in the legislation are to be initiated with
a view to improve the functioning of the railway system in the Republic of Macedonia in accordance with the new directives of the
European Union, as well as to develop the combined transport in the Republic of Macedonia.

INTITUTIONAL FRAMEWORK

Capacity building is foreseen for the Sector for Railways by new employments, technical equipment and provision of training for
the employed in drafting and monitoring the legal regulations in this field. In the period 2008-2010 five new employments are
foreseen: two employments in 2008, two employments in 2009 and one employment in 2010 and appropriate technical
equipment.

As of 2009 onward, an Agency for Railway Transport shall function as an independent regulatory body.

FOREIGN ASSISTANCE
The project of the World Bank for Reform of the Railway No. 83499. It contains 4 components as follows:
« Component 1: Technical assistance for restructuring, regulation and preparatory steps for the involvement of the private
sector as well as capacity building and support for the implementation. The total value is 1.52 million Euro.
« Component 2: The social component designed for mitigation of social impediments. Total value is 0.65 Euro (0.4 million
Euro from the budget of the Republic of Macedonia as in-kind money and 0.25 million Euro from the loan).
« Component 3: Increasing the functional capacity of the Macedonian Railways Transport. Total value is 7.90 million
Euro.
e Component 4: Mechanisation of railroad maintenance and modernisation of the infrastructure of the Macedonian
Railways Transport. The total value is 5..25 million Euro.

On the 12t of June 2006 implementation of the components 1 and 2 of the project began. As for the components 3 and 4, the
condition for the credit to be effective is division and formation of the two new enterprises. The project is to end in the second half
of 2009.

3.14.3 INLAND WATERWAYS TRANSPORT

CURRENT SITUATION

LEGAL FRAMEWORK

The inland waterways navigation is carried out in the natural and artificial lakes of the Republic of Macedonia. The waterways
navigation is not carried out in rivers.

The Law on Inland Waterways Navigation (Official Gazette of the Republic of Macedonia No. 27/2000, 74/2005) regulates
inland waterways navigation in the Republic of Macedonia, the conditions and manner for the use, maintenance, marking and
preservation of navigation passages, ports, winter ports, roadstead and bathing areas, the conditions which have to be fulfilled by
navigation vessels, the procedure for registration and de-registration of navigation vessels as well as the safety of inland
waterways navigation, the procedure in case of navigation accident, rescue missions and retrieval of sunken vessels.

The Law implements the Resolution no. 24 of 15t of November 1985 and concerns the application of CEVNI — European rules for
maritime in inland waterways navigation passages

INSTITUTIONAL FRAMEWORK
The Ministry of Transport and Communications and the Port Authority as a subordinate body, are responsible for policy-making,
drafting legislation and implementation of the activities related to the safety of inland waterways navigation.

In accordance with the Law on Inland Waterways Navigation, the Port Authority is competent for carrying out technical and
expert issues in the field of inland waterways navigation safety; issuing approvals for use of navigation passages, ports, winter
ports, roadstead and bathing areas; registration and de-registration of vessels; issuing ships logs and permits for boarding;
issuing documents for competency in handling boats; issuing approvals for docking of foreign yachts or boats; organising rescue
missions for human lives and property in inland waters.

The Port Authority carries out its tasks with four employees

SHORT-TERM PRIORITIES
LEGAL FRAMEWORK
In 2007 it is foreseen:
¢ Drafting a new Law on Inland Waterways Navigation to be harmonised with the legislation of the EU in this field
o Drafting bylaws regulating the rules, signals and signs in inland waterways navigation, the plan and program for
acquiring ranks and authorisations of crew members of ships, prescribing the form and contents of the ship log and
permit for boarding including the form of the identification document of inspector for waterways navigation safety
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MEDIUM-TERM PRIORITIES

LEGAL FRAMEWORK

In 2008 drafting of bylaws prescribing the manner of determination of names, designations and signs for recognition of ships are
to be drafted as well as the form and contents of the main ship registration book which acquired the status of belonging to the
Macedonian state.

INSTITUTIONAL FRAMEWORK
It is foreseen that two persons are employed in the Port Authority by 2010.

3.14.4 AIR TRANSPORT

CURRENT SITUATION

LEGAL FRAMEWORK

Legal acts

At the beginning of 2006 the Law on Aviation was adopted (Official Gazette of the Republic of Macedonia 14/06) which regulates
the air transport in the Republic of Macedonia. The Law on Aviation is partially harmonised with the following EU measures:
32004R0549, 32004R0550, 31993R0095, 31994L0056 and 31996L0097, and also provides for the basis for all these measures
to be completely transposed into bylaws.

Bylaws

Drafting of bylaws of the new Law on Aviation is in progress. In this context nine EU regulations and directives are already
transposed in accordance with the obligatons arising from the Agreement on Common Aviation Area: 31992R2407, 31991R3922,
31989L0391, 32003L0088, 32000L0079, 31990L0314, 31992L0059, 31993L0013 and 31995L0046.

INSTITUTIONAL FRAMEWORK

The Ministry of Transport and Communications, in accordance with the Law on Aviation, is responsible for activities related to
aviation policy, concessions in the field of aviation, proposing laws and adoption of bylaws in the field of air transport and
management supervision over the Agency. Within the Ministry of Transport and Communications these activities are carried out
by the Sector for Air Transport. In 2006 five persons were employed in this sector.

Activities related to examination of air accidents and serious incidents are related to the Ministry of Transport and
Communications. An independent commission for examination of accidents led by a commissioner as a permanent member
already nominated by the Government of the Republic of Macedonia is formed, and the alternative members are nominated for
each particular case of accident and serious incident chosen especially from the staff on the list of aviation experts in accordance
with the Law on Aviation.

An authority within the Ministry of Transport and Communications is Civil Aviation Administration. The Civil Aviation
Administration is responsible for the preparation of the laws and bylaws in the field of air transport, for implementation of aviation
standards in practice, for issuing documents, approvals and permits for supervision. Presently, the Administration has 264
employees..

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

In October 2006 in the Ministry of Transport and Communications a Working group is formed whose task is to make a draft-text of
the National Strategy on Development of Aviation of the Republic of Macedonia. The Strategy is medium-term for 3-5 years
and is a modular strategy which enables a continuous maintenance, upgrading and updating of the contents. The deadline for
adoption of final draft text of the strategy is the end of the second quarter of 2007,

In the beginning of 2007 the Law Amending the Law on Aviation is to be adopted. The draft-law is adopted by the Government
of the Republic of Macedonia and is in the parliamentary procedure. The amendments are to remove the impediments for
transformation of the Civil Aviation Administration, provide details on financial resources of the new Civil Aviation Agency, bring
harmonisation with the provisions of the Law on Misdemenours (adopted after the Law on Aviation) and bring harmonisation with
the international regulations and standards.

In the first quarter of 2007 a Multilateral Agreement on Establishment of European Common Aviation Area (ECAA) signed in
Luxembourg on the 9% of June 20086, is to be ratified. Its aim is creation of uniform conditions for free market of services in air
transport and uniform rules in the field of safety, security, management of air traffic, social sphere and protection of environment
on the entire teritory of the European continent. Estabilshment of European Common Aviation Area and the membership of the
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Republic of Macedonia implies respect of aviation regulations and standards of the European Community with a view to creating
of a more efficient, adequate and competitive transport system of the Republic of Macedonia.

The remaining bylaws deriving from the Law on Aviation are to be adopted by the end of 2008 and to transport the following EU
measures: 31992R2408; 31993R0095; 31996L0097; 32004R0549 (partially); 32004R0550; 32004R0551; 32004R0552;
31994L0056; 32002R1592; 32003L0042; 32003R1702; 32003R2042; 32002R2320; 32003R0622; 32003R1217; 32004R1138;
31989L0629; 31992L0014; 32002L0030; 32002L0049; 31991L0670; 31991L3925.
The bylaws, inter alia, prescribe also the following:
« Conditions, manner and procedure on obtaining flight approval, allocation of slots, on carrying out activities at airport and
runway, on obtaining flight approval, on providing services in aviation navigation.
e Procedure and manner of reporting, examination of accidents and serious incidents of aircraft or parachutes and of
incidents and special events related to ATM.
« The construction of aircraft and change of aircraft, motor, elipse, parachute, aircraft equipment including technical control
of the construction
Procedure on establishment of airworthiness of aircrafts

« Conditions and manner of carrying out airport services and conditions on safety of air port.
« Establishment of a National Commettee on Safety and National Commettee on facilitation of air transport.
e Maximum allowed noise and maximum allowed quantity of emission of gases made at take offs, during flights or at
landing.
INSTITUTIONS

On the day of the entry into force of the Law on amendments and alterations of the Law on Aviation, the Civil Aviation
Administration is to continue to function as Civil Aviation Agency. The final division of the regulatory from the operative functions
and formation of two independent bodies for which a foreign aid is provided from GTZ through DFS (the German Air Traffic
Control) is to be over upon expiry of one year as from the date of the entry into force of the Law on amendments and alterations of
the Law on Aviation. The Law on Aviation defines the competent state authorities for aviaton in the Republic of Macedonia to be
the Ministry of Transport and Communication and the Civil Aviation Agency which undertakes the regulatory functions of the
former administration, and as for the operative functions related to the flight control it is foreseen that a Stock Company with one
shareholder - the State is established in accordance with the Company Law. Furthermore, in accordance with the EU
regulations it is required that an independent coordinator for allocation of slots is to be designated.

The Civil Aviation Agency in accordance with the new Law on Aviation is to be an independent authority of the state admiistration
in capacity of legal person responsible for drafting laws and adoption of bylaws in the field of aviation in accordance with the
aviation standards and regulations of EU, ICAO, ECAC, EUROCONTROL, JAA/ EASA; supervision over the application of the
provisions of the laws and bylaws on aviation on the part of industry; administration procedure for issuing, renewing, replacing,
suspension and withdrawing permits, authorisations, documents, approvals, registration of aircrafts, airports, runways and records
on terreins; organising and coordinating activities related to search and rescue missions of aircrafts and other.

The Agency is to take over a part of the employees from the former administration dealing with activities related to the
abovementioned competences. The CARDS Regional ASATC Phase Il on promotiion of aviation safety and flight control
strengthens the functions of the Agency and the Stock Company for flight control which they have in accordance with the Law on
Aviation, builds up the capacity through organised training, seminars and other. Furthermore, capacity building of the staff of the
new Agency is envisaged.

MEDIUM - TERM PRIORITIES

LEGAL FRAMEWORK

In the last quarter of 2008 the Law on Obligatory Relations in Aviation and appropriate bylaws are planned to be adopted. The
Law is to regulate the private law-related issues in the field of aviation in relation to the agreement on transport, i.e. air tickets for
the transport of passengers, the responsibilities of air companies arising from the agreement for transport, compensations for
damages, insurance etc. The Law and related bylaws will be harmonised with the following EU measures: 31992R2409;
31997R2027; 32004R0261 and 31989R2299.

In the second quarter of 2008 it is planned that correspondance with the operative procedures of the subjects of aviation industry
with the provisions of JAR FCL and JAR 145 is achieved.

In the last quarter of 2008 it is planned that the remaining bylaws of the Law on Aviation are adopted as well as bylaws regulating
certain aspects of aviation which are based upon provisions of other laws.

In the last quarter of 2009 it is planned that reorganisation of the national aviation area into functional blocks (FABs) is completed
as well establishment and maintainance of mechanisms for coordination of the three strategic levels prescribed by the principle of
flexible use of aviation area (FUA).
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INSTITUTIONAL FRAMEWORK

It is planned that capacity building of the estabilshed institutions is achieved as well as investments, training of the employees,
organising seminars and other.. In the last quarter of 2009 obilgations from transitional periods taken by the Protocol of the
Agreement on estabilshment of European Common Aviation Area (ECAA) are to be completed which would leed to acquisition of
full membership of the Republic of Macedonia in ECAA and full liberalisation of the aviation market among the EU Member States
and the Republic of Macedonia.

FOREIGN ASSISTANCE

Currently the foreign assistance is made through the CARDS Project 2005 “Transport policy and administrative management —
Improvement of the regulation framework in air traffic’. This project is aimed to strengthen the functions of the Ministry of
Transport and Communications in accordance with the Law on Aviation, capacity building of the Sector for Aviation through
organised training, seminars and other.

In the last quarter of 2009 the CARDS Regional ASATC Phase Il for the improvement of aviation safety and air traffic control is to
be realised.

3.14.5 STATE AID

CURRENT SITUATION

LEGAL FRAMEWORK

The legislation related to state aid includes the Law on State Aid (Official Gazette of the Republic of Macedonia No. 24/03 and
70/06) and the bylaws related to this law. The Macedonian legislation concerning the state aid implements , articles 87-89 from
the Treaty establishing the European Community and the following EU measures: the; 32001R0069 and 31999R0659. See
chapter 3.08.

Until now, there is no state aid in the transport sector granted by the Ministry of Transport and Communications. Activities are
initiated such as nomination of a contact person from the Ministry of Transport and Communications for the Commission for State
Aid with a view to state aid related issues for to-date and future work.

SHORT-TERM PRIRORITIES

Drafting of the bylaw — Regulation establishing conditions for allocation of state aid in certain areas is in progress. The draft-
Regulation is prepared by technical assistance within the project CARDS 2004 Harmonisation of trade legislation. The Regulation
establishing conditions for allocation of state aid in certain areas is to be harmonised by the following EU measures:
52002XC0508(2); 31998Y0213(01); 32004R0364; 31997Y0710(01);  31996Y0217(1); 32002R2204; 32001Y0203(02);
32000Y0311(03) and 32001R0068.

MEDIUM-TERM PRIORITIES
Further harmonisation of the Macedonian legislation for state aid with EU measures related to transport is foreseen.

INSTITUTIONAL BUILDING REQUIREMENTS

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
13001: Ministry of Transportand ~ [MTC:Sector for Air Traffic 3 1 1 0 0 2
Communications
MTC: Sector for Railway 4 3 2 2 1 8
PA: Port Authority 4 0 1 0 1 2
STI: State Transport Inspectorate 34 0 0 0 0 0
MTC: Sector for Road Transport 12 2 1 1 0 4
NEW: Agency for Railway Transport 0 0 0 5 10 15
13001: Ministry of Transport and Communications Total 57 6 5 8 12 31
13002: Civil Aviation Administration [MTC_CAA: Civil Aviation Agency 264 0 2 2
NEW: Air Navigation Service Provider 0 0 0 0 0 0
(MAKKONTROL)
13002: Civil Aviation Administration Total 264 0 2 2 3 7
TOTAL 321 6 7 10 15 38
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3.15ENERGY
3.15.1 SECURITY OF SUPPLY

CURRENT SITUATION

LEGAL FRAMEWORK

The legal basis for the security of the supply of specific energy types was established in the Law on Energy (Official Gazette of
the Republic of Macedonia No. 63/2006), through the definition of activities of public interest.

In addition, a novelty that was introduced with the Directives 68/414/EEC and 98/93/EC, which are transposed into the Law on
Energy and refer to the oil derivatives reserves, is the manner of provision and maintaining commodity reserves of oil derivatives.

The Final Act of the European Energy Charter Conference with: Annex 1 - Energy Charter Treaty, Annex 2 - Decisions with
respect to the Energy Charter Treaty and Annex 3 - Energy Charter Protocol on Energy Efficiency and Related Environmental
Aspects, has been ratified by the Assembly of the Republic of Macedonia with the Law on Ratification of the Final Act of the
European Energy Charter Conference (Official Gazette of the Republic of Macedonia No.16/98), and thus it has been transposed
into the national legislation of the Republic of Macedonia.

Pursuant to the Law on Commodity Reserves (Official Gazette of the Republic of Macedonia No. 68/04), commodity reserves of
oil derivatives shall be compulsory stored, maintained and restocked by entities that perform oil derivatives production or trade
and meet the general and the specific conditions for trade in oil derivatives in the Republic of Macedonia.

The Assembly of the Republic of Macedonia, upon a proposal of the Government of the Republic of Macedonia, adopts mid-term
programme, specifying the type and the quantity of commodity reserves. The Mid-Term Programme for 2005-2007 envisages that
the restocking of oil derivatives reserves for up to 60 days of coverage of the consumption be achieved by the end of 2007, while
coverage of the consumption for up to 90 days will be achieved by the end of 2010, which will be a subject of the Mid-Term
Programme for the period 2008-2010.

INSTITUTIONAL FRAMEWORK

The oil derivatives are an integral part of commodity reserves under the competence of the Commodity Reserves Bureau. The
Bureau is an institution within the Ministry of Finance, established as a legal person. The Bureau has 26 employees, of which 1 is
a director, 9 civil servents and 16 workers for supplementary works (without status of civil servants). Furthermore, the Bureau has
the rights, obligations and responsibilities of management and utilisation of the commodity reserves of the Republic of Macedonia.
It has in direct resposability before the Government of the Republic of Macedonia and the Minister of Finance.

SHORT-TERM PRIORITIES

LEGAL FRAMEWORK

The energy policy of the country is defined in the Strategy for Development of the Energy in the Republic of Macedonia for a long-
term period. The Strategy for Development of the Energy in the Republic of Macedonia shall define: long-term goals for
development of certain energy activities in order to provide security in the supply of different types of energy, development
priorities, sources and manner of provision of necessary energy quantities and energy resources, identification and utilisation of
the energy resources and capacities of strategic importance of the country, transformation of the energy sector, driving measures
for investment in energy objects in which renewable energy sources are used, driving measures for increase of the energy
efficiency, meeting the obligations of the international charters, agreements, treaties, conventions and other documents ratified by
the Republic of Macedonia and to which the Republic of Macedonia has accessed, condition and manner for provision of
environment protection and measures for implementation of protection, and other elements deemed important to the energy
development of the Republic of Macedonia. The Strategy for Development of Energy shall cover at least twenty years.

In 2007, Amendments of the Rulebook on the quality of liquid fuels (Official Gazette 90/06 and 120/06) is envisioned in order
to introduce the new European standards ( for petrol EN 228 2005, diesel fuels EN 590 2005) and to use them gradually.

INSTITUTIONAL FRAMEWORK

Within the Ministry of Economy, the Sector of Energy consists of four Units: Unit for Investment Projects in the Area of Energy,
Unit for the Electricity System, Unit for Fossil Fuels and Unit for Energy Efficiency and Renewable Energy Sources, with 10 full
time employees. In accordance with the current systematisation of working posts, additional 7 individuals will be employed.

MEDIUM-TERM PRIORITIES

In this period, activities will continue for drafting bylaws for the purpose of implementing the Law of Energy, attracting private
investments for construction of new energy facilities, implementation of specific projects for energy efficiency enhancement,
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increase of the share of RES in the energy consumption, as well as, international activities and other ongoing activities in the area
of energy.

LEGAL FRAMEWORK

According to the new Law on Energy, in the segment of oil reserves, an obligation has been stipulated for supply and
maintenance of oil derivatives to be gradually transferred to the participants in the oil derivatives market, so that in 2012 it is fully
transferred under their responsibility.

Furthermore, the Strategy for Development of the Energy in the Republic of Macedonia will be adopted during 2008.

The Government of the Republic of Macedonia, in accordance with this Law, will adopt a Decree by which it will stipulate in more
detail the conditions, the procedure and the manner of establishing, maintenance, use and restocking of commodity reserves of oil
derivatives.

3.15.2 ENERGY MARKET

CURRENT SITUATION

LEGAL FRAMEWORK

The electricity and natural gas (Energy) market was transformed in accordance with the Treaty establishing the Energy
Community, which was closed between the Republic of Macedonia and the other South Eastern European countries (Albania,
Bosnia and Herzegovina, Bulgaria, Romania, Croatia, Serbia, Montenegro and UNMIC®) and the European Commission as
representative of the European Union member states.

The legal framework for the energy market in the Republic of Macedonia consists of the Law on Energy (Official Gazette of the
Republic of Macedonia No. 63/2006) and several bylaws. In this context, the provisions that refer to electricity market, natural gas
market, oil and oil derivatives market and thermal and geothermal energy market are of relevance. The Directive No. 2003/54/EC
of the European Parliament and the Council of 26 June 2003 on the general relations within internal electricity market
(32003L0054), the Directive No. 2003/55/EC of the European Parliament and the Council of 26 June 2003 on the general
relations within internal natural gas market (32003L0055) and the Directive 68/416/EEC and 98/93/EC, which amends
68/414/EEC on the oil derivatives reserves, are transposed in this part of this Law.

At the end of 2006 will be the Rulebook on the quality of liquid fuels (Official Gazette 90/06 and 120/06), in order to introduce
biofuels used for transport in the Republic. These amendments transpose the Directive 2003/30/EC of 8 May 2003 on promotion
of use of biofuels or other renewable fuels for transport into the national legislation. This Rulebook introduces two types of biofuel:
biodiesel and bioethanol.

On 25 August 2006, the Energy Regulatory Commission of the Republic of Macedonia adopted a Decision No. 02-1203/1
approving the Network rules for transmission of electricity.

PETROLEUM AND OIL DERIVATIVES MARKET

The new Law on Energy shall define the rights and the obligations of the participants in the petroleum and oil derivatives market.
By means of law, the performers of activity of petroleum processing and oil derivatives production, transport of petroleum and oil
derivatives through oil pipelines and product pipelines and through other means of transportation, wholesale of oil derivatives,
retail of oil derivatives, and transit of petroleum and oil derivatives through oil pipeline or product pipelines are defined.

THERMAL OR GEOTHERMAL ENERGY MARKET
The new Law on Energy sets the terms of use and the responsibilities in the area of thermal/geothermal energy.

ENERGY COMMUNITY TREATY

The Republic of Macedonia is signatory to the Treaty establishing the Energy Community. The Treaty was signed on 25
October 2005. The Treaty was ratified by the Assembly of the Republic of Macedonia on 21 May 2006, and entered into force on
1 July 2006. The main goal of the Treaty is to enable free trade in energy under transparent conditions between countries in the
Region and with the EU Member States.

The entry into force of the Treaty posed obligation for the Republic of Macedonia to fully implement, within one year, the
provisions of Directives 2003/54/EC and 2003/55/EC, in accordance with a predefined dynamics of the market opening for all
consumers, except households, the possibility to select their supplier by 1 January 2008, and for all consumers by 1 January
2015.

% In the role of representative of the temporary executive authority of Kosovo, pursuant to the United Nations Council Resolution No. 1244.
147



In the period between August and November 2006, and in cooperation with the Energy Community Secretariat, Directions for
each country have been developed, containing appropriate conditions, criteria and time frames in accordance to which the
implementation of the remaining responsibilities regulated with the Treaty will be managed. The Directions were supported by the
Ministerial Council at the Meeting held in Skopje on 17 November 2006.

INSTITUTIONAL FRAMEWORK

The Government of the Republic of Macedonia, i.e. the Ministry of Economy has the role of policy creator for the energy sector.
Within the Ministry of Economy, the Sector of Energy consists of four Units: Unit for Investment Projects in the Area of Energy,
Unit for the Electricity System, Unit for Fossil Fuels and Unit for Energy Efficiency and Renewable Energy Sources, with 10 full
time employees. In accordance with the current systematisation of working posts, there is a need for additional 7 employees.

The Energy Regulatory Commission was established on the basis of the amendments of the Law on Energy of December
2002, and it has been operational as of 1 January 2004. The Regulatory Commission is independent in its performance and
decision making within the regulations stipulated by the Law. The five members of the Regulatory Commission, at the proposal of
the Government, are appointed and released from duty by the Assembly of the Republic of Macedonia. The Assembly also
approves the budget of the Regulatory Commission. The Energy Regulatory Commission of the Republic of Macedonia is
responsible for monitoring of the energy market functioning and recommending of appropriate measures for its functioning.

The Macedonian Electro-Transmission System Operator (METSO) started its official operation on 1 January 2005. METSO owns
the entire equipment for electricity transmission and it is also responsible for maintenance, planning of extension and construction
of the transmission network, management of the electricity system and supply of electricity to wholesale tariff consumers and
system services, as well as organisation and management of the electricity market, i.e. performance of the function Electricity
Market Operator (EMO). EMO, as a separate organisational unit within METSO, is responsible for organising the wholesale
electricity market on the national level. Depending on the demands and needs for the development of the electricity market in the
Republic of Macedonia and the Region, EMO could be transformed into a new institution, separated from METSO.

The legal procedure of separating the production from the vertically integrated company and the registration of a separate Joint
Stock Company Electric Power Generators of Macedonia (EPGM) was completed in September 2005. In parallel to this, the Joint
Stock Company Electric Power Company of Macedonia (JSC-EPCM) was registered as Joint Stock Company for electricity
distribution and supply, performing the functions related to distribution network, Distribution System Operator (DSO) and electricity
supply to retail tariff consumers, as last resort supply (regulated retail supplier of tariff customers, as supplier of last resort). The
JSC-EPCM is also the owner and manager of distributed production units of the former vertically integrated company. The
organisational restructuring of the JSC-EPCM, enabling accounting and functional separation of the DSO, was completed by the
end of 2005.

SHORT-TERM PRIORITIES

At the beginning of 2007, in accordance with the Government's operational programme related to renovation and reconstruction of
the electricity sector, a Programme for consolidation of JSC EPGM and JSC METSO will be developed in terms of: technical,
economic and financial, legal and developmental investing, i.e. covering all the areas of operation.

In March 2007 Analyses and defining of possible models for privatisation of the energy system will be developed. The
objective of this analysis is to conduct analysis of the possible solutions and their effects in relation to the privatisation of the
energy sector and to recommend dynamics for possible implementation.

The Energy Regulatory Commission of the Republic of Macedonia, in the course of 2007, will develop and adopt the bylaws
necessary for the full implementation of the Law on Energy and the establishment of a functional energy market: The Network
rules for distribution of electricity and the Market rules for electricity. The following draft texts have been developed: The Tariff
System for sale of electricity to the consumers that are connected to the transmission network, the Tariff System for sale of
electricity to the consumers that are connected to the distribution network and Conditions for electricity supply, which are
expected to be adopted during 2007.

In the area of natural gas, adoption of Network rules for transmission of natural gas and Conditions for natural gas supply. Bylaws
in the area of thermal, i.e. geothermal energy, planned to be adopted, i.e. approved by the Energy Regulatory Commission during
2007: Network rules for distribution of thermal energy, Tariff System for sale of thermal energy to consumers connected to the
distribution network, Conditions for thermal energy supply, Network rules for distribution of geothermal energy, Tariff System for
sale of geothermal energy to consumers connected to the distribution network and Conditions for geothermal energy supply.

MEDIUM-TERM PRIORITIES
Intensive activities of the Ministry of Economy and Energy Regulatory Commission, within their scope of work, aimed at
developing and adopting the bylaws necessary to implement the new Law on Energy towards the establishment and
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strengthening of the energy market are planned for the mid-term period. In the area of electricity and natural gas, the activities will
be carried out in accordance with the action plan for fulfilling the obligations under the Energy Community Treaty. In this period,
the need for harmonisation of the regulatory framework and adjustment of the market structure in line with the development of the
regional energy market remains. The envisaged dynamics of opening the electricity and natural gas market should enable all
consumers except households the free choice of a supplier by 1 January 2008, while for the households by January 1, 2015.

During this period, it is also expected that the deregulation of the energy sector and the newly established policy for construction
of new energy facilities will start to produce results in terms of private investments effectuation, especially in the production of
electricity and the distribution of natural gas.

3.15.3 RENEWABLE ENERGY SOURCES AND ENERGY EFFICIENCY

CURRENT SITUATION

LEGAL FRAMEWORK

In the Law on Energy (Official Gazette of the Republic of Macedonia No. 63/2006) there is a separate part that deals with the
energy efficiency and the renewable energy sources. This Law on Energy stipulates that the policy for upgrading the renewable
energy sources (RES), as well as the policy for promotion of the energy efficiency is created by the Government of the Republic of
Macedonia through strategic documents.

The Restricted Invitation No. 1/2006 for selection of consultancy services — development of a basic study on renewable energy
sources in the Republic of Macedonia was announced in the course of 2006. The stated is in its final phase and after the selection
of the best bidder, the development of the Basic Study on Renewable Energy Sources in the Republic of Macedonia will
commence, which, during 2007, will serve as a basis for development of the Strategy for renewable energy sources. The Swiss
Compensating Fund, as well, approved funds in amount of 4.000.000 MKD for the development of the Basic Study on RES.

INSTITUTIONAL FRAMEWORK

The Law on Establishing an Agency for Energy of the Republic of Macedonia was brought on 28 July 2005 (Official Gazette of the
Republic of Macedonia No. 62/2005) which is responsible for preparation of medium-term and long-term strategies and
development plans, preparation of long-term and short-term programmes for energy efficiency (EE) and for utilisation of
renewable energy sources (RES), preparatory and coordinating activities regarding the implementation of investment projects. At
this moment in the Agency are employed the Actiing-Head Director and 3 other employees. For 2007 is planned to be employed 2
more. The stuffing will be gradual: 2008-3 employees, 2009-3 employees,and 2010 — 4 employees.

SHORT-TERM PRIORITIES

RENEWABLE ENERGY SOURCES

On the basis of the Basic Study on Renewable Energy Sources, a Strategy for Renewable Energy Sources will be developed
durinlg 2007 and will be adopted in 2008. The Strategy for Renewable Energy Sources defines the objectives for utilisation of the
renewable energy sources and the manners of achieving such objectives, especially: the potential of the renewable energy
sources, the feasibility potential of the renewable energy sources, the arranged scope and dynamics for introduction of electricity
consumption from renewable energy sources in the electricity balance, definition of transitional measures for support of the
renewable energy sources utilisation through preferential tariffs for privileged electricity manufacturers and other support
measures.

ENERGY EFFICIENCY

Pursuant to the Law on Energy, the Rulebook on labelling the household appliances from aspect of energy efficiency will
be adopted in 2007. The following Directives of the Commission will be implemented: 95/12/EC, 95/13/EC, 96/57/EC, 96/60/Ec,
97/17/EC, 92/42/EC, 98/11/EC, 94/2/EC, 92/75/EEC, 2002/31/EC and 2002/40/EC, which refer to the energy labelling of the
household appliances.

MEDIUM-TERM PRIORITIES

RENEWABLE ENERGY SOURCES

Pursuant to the Law on Energy, during 2008, a Rulebook on enhancing the utilisation of renewable energy sources will be
developed. The Directive 2001/77/EC will be implemented with this Rulebook.

In addition to this, the Agency for Energy of the Republic of Macedonia should commence, as of 2007, with the issuance of
Certificates of Origin for the Electricity Generated from RES. By the end of the medium term, the establishment of a functional
mechanism for feed-in tariffs to support the RES is expected, as well as results from its implementation.
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Furthermore, during 2008, will be adopted the Strategy for Renewable Energy Sources which is prepared for a period of 10
years.

ENERGY EFFICIENCY
The priority in this period will be given to the adoption and implementation of the following bylaws on energy efficiency promotion
by the Minister in charge of the activities in the filed of energy:

« Technical specifications and standards for efficient utilisation of the fossil fuels that will in more detail establish
the criteria to be met by the motor vehicles, electricity and thermal energy production plants and other devices from
aspect of energy efficiency.

« During 2008, the Rulebook on energy efficiency of new and reconstruction of existing buildings will be adopted.
The Directive 2002/91/EC on the energy performance of the buildings will be implemented with this Rulebook.

3.15.4 NUCLEAR SAFETY AND RADIATION PROTECTION

CURRENT SITUATION

The issues in the area of nuclear safety are regulated by the Law on lonising Radiation Protection and Radiation Safety (Official
Gazette of the Republic of Macedonia No. 48/02) which has been aligned with the relevant EU legislation.

The Directorate for Radiation Safety (DRS) is responsible in the area of nuclear safety and radiation protection, in accordance
with the Law on lonising Radiation Protection and Radiation Safety. The Directorate is formed on 5 of May 2005 and is managed
by Director, which is responsible directly before the Government of the Republic of Macedonia.

The Republic Institute for Health Protection (RIHP), upon request and under the conditions laid down by the Directorate,
performs the activities in the area of radiation protection in accordance with the standards of the international organisations and
the European Union.

MEDIUM-TERM PRIORITIES

« Establishing a Radiation Safety Commission which represents an advisory body for certain issues in the area of ionising
radiation protection and preparation of proposals and solutions within its competence;

« Law amanding the Law on lonising Radiation Protection and Radiation Safety;
Development of four priority Rulebooks, in accordance with the international security standards and the European
Directives:

- Rulebook on the limits of exposure on ionising radiation, the conditions for exposure under specific
circumstances and implementation of interventions in emergency cases;

- Rulebook on the conditions and measures for protection from ionising radiation for performance of activities with
radioactive sources;

- Rulebook on the conditions and measures for protection from ionising radiation for performance of activities with
X-ray apparats, accelerators and other devices that produce ionising radiation;

- Rulebook on protection from ionising radiation of the professionally exposed individuals.

e Memorandum of Cooperation with Customs Administration - Ministry of Finance, Ministry of Interior and the Food
Directorate — Ministry of Health and other administrative bodies;

Memorandum of Cooperation with relevant international institutions;

Up-dating of the National Register of ionising radiation sources;

Development and adoption of National Action Plan for Emergency Cases;

Completion of the MAK/4/002 Project “Management and storage of low and medium active radioactive waste”, financed
by IAEA, with the aim to construct a storehouse for low and medium active radioactive waste, thus meeting one of the
conditions stipulated in the Article 103 of the Stabilisation and Association Agreement of the Republic of Macedonia. The
value of the project is €150,000 and it is a donation in a form of equipment and training of the staff to work in this
construction;

« Operationalisation and strengthening the capacity of the Directorate for Radiation Safety.

SHORT-TERM PRIORITIES

o Entire operationalisation and capacity strengthening of DRS;

o Development of the remaining Rulebooks and adoption of bylaws to regulate: environmental monitoring with regard to
radioactive contamination; health protection of the population and workers exposed to ionising radiation; protection of
external workers engaged in controlled zones of radiation; basic measures for medical exposure and health protection in
case of medical exposure; in-door radon exposure as well as exposure to radon in drinking water; transportation control
of radioactive material and waste; designing a standard document for supervision and control of radioactive waste
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transportation and import certificates for agricultural products; import of food products from areas affected by nuclear
disaster or radiological accidence.
e Training and education of the users of ionising radiation sources.

3.15.5 STATE AID

The Law on State Aid (Official Gazette of the Republic of Macedonia No. 24/03) defines the areas in which state aid can be
awarded, including the coal sector.

3.15.6 DEVELOPMENT OF THE INSTITUTIONAL CAPACITIES

BUDGETARY BENEFICIARY/ INSTITUTION/ SECTOR Current status | 2007 | 2008 | 2009 | 2010 | Total
INSTITUTION 31.12.2006
09004: Commodity Reserves CRB: Commodity Reserves Bureau 26 0 0 2 3 5
Bureau
09004: Commodity Reserves 26 0 0 2 3 5
Bureau Total
10001: Ministry of Economy ME: Sector for Energy 8 2 2 2 1

ME: Sector for Mineral Raw Materials 7 2 1 1 0

NEW: Agency for Energy 1 2 3 3 4 12
10001: Ministry of Economy Total 16 6 6 6 5 23
19001: Ministry of Health RSD: Radiation Safety Directorate 3 5 5 5 5 20
19001: Ministry of Health Total & & 5 5 20
ERC ERC: Energy Regulatory Commission 0 0 0 0 0
ERC Total 5 0 0 0 0 0
TOTAL 50 11 11 13 13 48

3.15.7 FOREIGN ASSISTANCE

In the area of renewable sources and energy efficiency with the financial support from the Global Environmental Fund (GEF),
through the World Bank, the implementation of the Project for Developing the Programme for Sustainable Energy (Project for
Sustainable Energy) was completed on 11 May 2006. The total value of the preparatory phase of this Project is US$ 350.000.

For the purpose of achieving this goal, a Study on Establishing an Institution for Sustainable Energy Development Projects
(PDAF) and a Study on Establishing an Institution for Sustainable Energy Development Projects Financing (SEFF) have been
developed. The Studies have been developed by the Consulting Companies Exergia from Greece and Nexant from the USA,
respectively. A separate part of the Project for Sustainable Energy is envisaged as assistance in the preparatory activities for the
establishment of an Energy Service Company (ESCO). For the purpose of the implementation of this part, a Study for ESCO
Development and Support has been developed by the Consultant Ecoenergy from the USA, and training and local capacity
building have already been completed, as well as, energy reviews and studies for four pilot projects have been made by HEP
ESCO from Croatia.

The implementation of the Program will commence in April 2007, and for that propose will be used a GEF Grant of US$
5.500.000. The time frame of this Program is till April 2011, and is expected its extension in the fallowing four years.

With the financial support from the Austrian Government, activities aimed at implementing the Project for Solar Energy Utilisation
in the Republic of Macedonia "Solar Water Heaters" are underway. The Project has been scheduled for implementation in the
period between November 2005 and October 2008. The value of the Project is 300.000 EUR, Austrian Grant. The implementation
of the Project activities is under the responsibility of the Austri