Expert: Goran Mijoski, MA

10. TRANSPORT AND CONSTRUCTION

10.1. Planned and implemented activities of the Gevnment of the Republic
of Macedonia in the reporting period

10.1.1. Construction

Government activities in the field of constructioavered several areas in the
reporting period.

a) Roads

Major program activities and measures by the Gawent in the area of road

construction and maintenance in the reporting plen@ve included:

* Implementation of the second stage of the Projé&wconstruction and
strengthening of bridges on the highway M-1 (E-7®f the section Demir
Kapija — Gevgelija, which has been financed by aTRAdonation. The
project was implemented in the planned deadliee, by the end of 2008. The
value of this reconstruction was estimated aroud 3 million euro. This
confirmed the consistent NATO position towards Republic of Macedonia,
because the Republic of Macedonia is one of thg feav countries which is
not a NATO member state and still receives donatioom this organization.
The completion of this project has multi-complegngiicance for the country
(economic, political, and construction).

* A new Law on public roads was adopted, as well @sesof the bylaws
stemming from this law.

* A consulting company had made a feasibility studytransformation of the
road infrastructure in the Republic of Macedonia.

* Pursuant to the new Law on public roads, the Fonaational and regional
roads became the newly established Agency for sbatts.

* Adoption was made of the Annual program on constyac reconstruction,
maintenance, and protection of national and regiooads in the country,
which is worth 6.25 billion MKD (= 102.5 million ea). Most of this money
would be spent for the construction of capital ectg involving road
infrastructure. Smaller portion would go for roasiprovement and road
signalization, land expropriation, feasibility siesl and design; finally, the
last part will go for maintenance of national aedional roads.
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* Adoption was made of a separate Annual program @mntenance and
protection of national and regional roads in theutic of Macedonia for
2009 worth 970 million MKD (< 16 million euro).

» Adoption was made of the Law on transformationhaf PE for maintenance
and protection of national and regional roads ‘Miacea Road’, as well as
the action plan on its transformation.

* Amendments were made to the Law on public roads.

» Adoption was made of the Law on concessions aner ®RP forms. This law
allows that some public roads in the country begdaunder concession. The
consulting company ‘Louis Berger made evaluatidrthee possible interest
and profitability in context of placing under coss®n certain sections of the
public roads in the country.

» The National strategy of the Republic of Macedamathe promotion of the
road traffic safety was prepared by the Republimei on road traffic safefy
which the Assembly of the Republic of Macedonia @dd in November
2008.

» Upon finishing the required preparatory procedaomstruction was started of
the highway M-1 (E-75), as part of the internationead Corridor 10,
involving section Kumanovo-border with Serbia.

* Reconstruction of 11 road sections was startechgh®)0 km long and with
estimate of 35 million euro. This is done with a \é&n.

» The Skopje bypass was opened, with 27 km lengtls éxpected that this
detour will be used by heavy trucks and other ttavshicles just passing
through Skopje; this in turn will reduce the traffam in downtown Skopje.

b) Railway

The following more relevant construction activitigere made in the field of railway.

- Implementation was started of the project on refofmthe PE ‘Macedonian

Railways’, based on 4 studies:

1) Study on provisional public services (finished aties),

2) Study on access to railway infrastructure (finishetivities),

3) Study on rationalization (finished activities),

4) Study on privatization (postponed activities).
This project is implemented with a WM loan, andading to the set plan, this should be
finished by the end of 2009. Pursuant to the Lawransformation of PE ‘Macedonian
Railways’, this PE was split in two new PEs: PE tddonian Railways-Infrastructure’-
Skopje, and PE ‘Macedonian Railways-Transport’ Akp§e. The first 3 studies refer to
the two newly created PEs coming out of the foramenmon PE, while the fourth study
refers only to PE ‘Macedonian Railways-TranspoiD-8kopje.
Together with the WB, a project has been starteddoganize and modernize PE
‘Macedonian Railways-Transport’ AD-Skopje. Five pufjects will be implemented as
part of this.
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Thryristor operation and modernization was perfatman two six-axes
locomotives (finished project),

Modernization of four electro diesel switching loootives (project in
progress, to be finished by April 2010),

Purchase of 36 new flat rail cars (project in pesgt to be finished by August
2010),

Social package for (re)training of workers who wdigmissed as redundant
(project in progress),

Introduction of electronic paying of tickets forilveay passengers (project in
progress, to be finished by December 2009).

Implementation has been made of several projeleteceto the operation of PE
‘Macedonian Railways-Infrastructure’-Skopje.

Modernization of Corridor 10 (overhaul was madetla# lower part of the
railroad tracks from station Kadina Reka to statRajko Zinzifov near Veles;
overhaul was made of the upper part of the railvieaks in 3 sections of the
railroad line Negotino-Dubrovo; project was finisheelating to the remote
control of rail traffic from Tabanovce to Gevgelijghus traffic will be
controlled from one place, i.e., station Trubarepomject was finished on
telecommunications network involving optical calffiem Tabanovce to
Gevgelija, providing stations with equipment foiln@gad signalization, safety
and telecommunications; etc.),

Preparation of several preliminary projects, fedigtbstudies, cost-benefit
analysis, and environment impact analysis pursoftite operative program
on regional development for the 2007-2009 perio@ggsnre 2.1. aimed at
improving railroad infrastructure along the mainEstegional network),
Preparation is in progress of a preliminary projact master plan for the
railroad route of Corridor 8 from Kriva Palanka Devebair (deadline: first
quarter in 2010),

Preparation of a study and preliminary projectdection of Corridor 8 from
Kicevo to the borderline with Albania (deadlineceed quarter in 2010),
Integrated telecommunications networks for Skom#sVo and Gjorce
Petrov-Blace sections were completed.

c) Physical and town planning

In order to improve business conditions in the tmresion industry and to protect this
sector from unfavorable impact of the global ecoitarnisis, the Government adopted
the following more important measures and actisitie

The VAT rate for sale of houses and apartments nedaced from 18% to
5%. In circumstances of economic crisis, it is etpd that this decision
would stimulate construction of apartments and womnte to fall in prices of

apartments for about 13%, which in turn would halany people solve their
housing problems,

The northern stands of the Sports Arena ‘PhilipfliMacedonia’ in Skopje

were built and opened for sport fans in Skopjenemstones were laid down



for construction also of the eastern and westeadiwin stands, thus
ultimately the stadium could accommodate 40,00@tspers,

- The Iéaw on transformation of the PE for managenoéritousing and office
space,

- Continuation was made of the project to build statmed apartment
buildings; two such buildings with apartments forliare cases were
constructed. Apartment distribution will be condattelectronically, with
electronic application, while a competent commissiwill enter the
applications data in the corresponding softwareenTannouncement will be
made of a public preliminary distribution of themgartments electronically.
Then further control of the documentation and fieltetck will be made with
regard to the applicants, in order to make thd filegision. The methodology
of their distribution defines priority for those wiare children without parents
and parental care, and for persons who are viatinmatural disasters if such
applicants meet the criteria and send the requoaokrs. The rest of the
apartments will be distributed to other groups afsgble tenants. The
apartments have an area from 35 to 45 sq m. Ftensmnts will pay a rent of
20 MKD per sq m.

- It is planned to spend in 2009 about 370 million MKor construction of
water supply systems and systems of drainage ditch&9 municipalities.
Funds have been distributed for implementation bipkojects, of which 30
are for construction of local water supply systeansl 21 projects are for
construction of systems of drainage ditches andlsan

- Implementation of reforms in the AREChas continued. One of major
problems in the past that had high impact on theraipng efficiency of the
local Departments for real estate cadastre wasidgife number of backlog.
Since the start of reforms in 2005 when such backicluded 21,990 open
files or cases, by the third quarter in 2009 thanber was reduced to 2,645
files, with tendency that this will become a minimuumber in the near
future.

- The second important indicator of the efficiency tbe Agency is the
percentage of cadastre districts in which real testaadastre has been
established. By September 2009, cadastre relati®d.B1% of the real estate
has been established.

- A new Law on construction has been proposed tdviheedonian Parliament
for reading and approval.

10.1.2. Transport

The reporting period marked the implementatiorheffollowing more important
activities in the transport field.
- A Turkish company has been selected to be givedryear concession of the
AP ‘Alexander the Great’ in Skopje and AP ‘St. AgjesPaul’ in Ohrid. The
company will be obliged also to build a cargo APSitip. The company will

¥ PEMHOS - PE for management of housing and offiees.
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manage these APs for 20 years after which managsroéthe APs will go
back to the Republic of Macedonia. The overall stweent (expansion,
modernization, and construction of the APs) thatftitreign company would
have to invest is estimated at about 200 milliorogthe deadline (after initial
delays) to commence these activities is 1 Marct0201

The electronic system for distribution of the CEM&mits continued in the
reporting period as well. This is a system thamalates opportunities for
influence by human factor in selection of compangplying for such
permits, as well as chances for corruption.

The Ministry of Transport and Communications hasuésl thus far 534
licenses for transport of passengers and goodsauh traffic, of which 428 are
for transport of goods and 52 are for transpompassengers. Additional 444
applications are being considered. The Ministrystantly delivers training
for certification of drivers carrying passengersgoods, in accordance with
the Law on transport in road traffic. 4,797 cectates have been issued to
drivers for international transport and 1,973 diedtes for professional
competence of transport company directors. Isslitegses for international
road transport and certificate of competence foretls and company directors
has introduced standards that are compatible Wwitket in the EU.

10.1.3. Telecommunications

The following activities in the field of telecommigations were noted in the reporting

period.

The AEC announced a public call for offers for the senoééransmission of
DVB-T®. In April 2009, the best offerer was selected éEem Slovenia).
This company was given approval to have commenceaighe operation by
September 2009 and by 15 November 2009 to medoraéeen conditions
cited in the tender documentation.

Improvement was made of the service called ‘Pditabof numbers, thus
increasing the service efficiency. In first half2809, portability of more than
19,000 numbers was made.

AEC started to work on the LRIGnodel (for fixed telephony and mobile
telephony operators) to be completed by March 20his will define prices
of interconnection among operators.

10.2.What remains to be implemented (not yet implementedr not yet finished) in
the analyzed period

More important and not yet implemented or not y@shed activities in the analyzed
fields during the reporting period were as follows.

® AEC- Agency for Electronic Communications..
® DVB-T - Digital Video Broadcasting-Terrestrial.
" LRIC — Linux Infrared Remote Control.



Certain bylaws from the Law on public roads (Rulgks) that are important
for smooth execution of activities have not beeopéed (the deadline was
within 6 months after the passage of the law).

Deadlines from the action plan on transformationtlted PE ‘Macedonia

Road’-Skopje have not been respected. Pursuarttatioplan, all activities

should have been finished by 1 September 2009 andchdake entry of

establishment of two new shareholding companigténCentral Registry of

Macedonia.

There has been delayed start of the project todotre integrated electronic
system for collection of road toll, i.e., moderniza and improvement of

colleting the road toll and of the collection seevi(this project has been
implemented in cooperation with the WB; it shouldlth modernize the

system and improve the operation efficiently; adoay to the program of the
competent Ministry, this project was supposed texecuted in 2007), which
among other things will contribute to reductiorcofruption.

555 km of roads still wait to be put under conaassi

No reconstruction has been made of the so-calléstpof accident in the

national rod network pursuant to the foreseen paxckethe National strategy
of the Republic of Macedonia on promotion of rohsport safety.

There has been a second delay in the start of sslocemanagement of the
AP in Macedonia.

Introduction of forth mobile telephone operator Inas been made (although
there was announcement that a tender will be phadigo choose the fourth
national mobile operator, this has yet to be done).

10.3.Evaluation of potential risks from (non)implementaion or from (non)quality
implementation of activities

Major factors contributing to possible risks (indivally or by synergic action of several
of them) in the process of implementation of goweent-driven reforms in the field of
transport and communications in the period to coarebe some of the following:

Delay of certain reforms and postponement of thelementation deadlines
of scheduled activities, which could lead to certalower pace or even
postponement of planned reforms implementation.

Inconsistency in efforts to make reforms and radiln of some projects.
Ambitious plans and short deadlines for realizatainplanned activities,
which could lead to partial or non-quality implertegion of planned
activities.

Lack of consultation or lack of insufficient publaebate with Macedonian
expert circles on certain issues and projects intimieed areas.

Resistance towards reforms in institutions whefermes are planned with
possible reduction of employees.

Manifested political disagreements, with potengmlitical obstruction of
reforms.



10.4.0verall evaluation by the expert on implemented actities for the reporting
period, with possible recommendations

In the reporting period (September 2008 — Septer@bép), the field of transport and
communications has noted continuing implementatibmalready commenced projects,
and one can expect in the nearest future to sekemmemtation of new projects. In this
context, the Government has retained a consistsitign regarding implementation of
the projected program and undertaking reform aawvin said areas.

It is apparent that the implementation of assuneéaims and activities in all institutions
is not conducted with same pace. Reasons for #msnclude different starting positions,
lack of qualified staff, or, even, lack of ability follow the high intensity of activities by
the Government.

Need is imposed to undertake large-scale capitabésiments in the public sector
(construction sector — road and railroad infragtrte). Such infrastructure plays great
role in provision of better and accelerated develept of the Republic of Macedonia,
since every potential domestic or foreign investants to have good roads and railway
system, i.e., proper and good communication inroi@de able to smoothly conduct his
planned activities.

The successful level of economic development obantry depends on the level of
development and modernization of existing trangtimn systems in that country. Hence,
the Republic of Macedonia must make greatest sffiartvalidate its central position in
the Balkans, mostly by finishing the constructidrit® national road network.

After finishing the third stage of the project ‘Rastruction and strengthening of
bridges’, in the forthcoming period the Republic Macedonia should make efforts to
continue this project by realization of its thirthge (upgrading the hard surface of the
road in sections of highway M-1).

In the area of roads, a new law was adopted; iitiaddo good points, it also has weak
points, so it had to be amended. Namely, oppostumds not used at the very moment of
adoption of the law to incorporate modern expert gmofessional solutions and
provisions for certain problems. Similarly, certa@onstructive suggestions made by the
engineering community were not taken in due comata®n, which would have helped
raise the performances of this law to a higher lleMajor weak point is seen in the
manner of financing; this has been noted in thgesperiod of transition, and hence there
are not sufficient funds for managing, buildingptection, and maintenance of roads;
thus, many roads are still in poor condition.

Perhaps one can consider a positive fact that thee@ment appears as investor in road
infrastructure (since it is clear that great pubhligestment can stimulate the country
economic development); however, what concerns endipg rather modest sum of
money (less than 16 million euro) for maintenantaational and regional roads. Given
the fact that roads become increasingly older aathwut and there is increase in their
length in km, such allocated funds and resourcen@ameet even the minimum
requirements for this purpose. If one sees backost allocated overall sums for this
purpose, then one could arrive at rather contradiatonclusion that required sums and
allocated sums are in counter-proportional relatgm It is not a strong argument to say
that the budget for maintenance of roads is theesasnthe ones in previous years on
grounds of the forthcoming transformation of thadasector. In other words, there is



need to impose a radical shift in the manner ofagament and maintenance of roads in
the country when compared to the existing one.

On basis of the principle that transport is coneddh interaction of 3 factorstriver —
vehicle — road the National strategy of the Republic of Macedom promotion of road
traffic safety pays due attention to the factotezhroad (which has an impact of 33% in
traffic safety). This document proposes severalsuess to mitigate or eliminate weak
points or deficiencies in the road network. Howewere cannot but have the impression
that the application of this document has beeningss recent periods.

Although on few occasions announcement was madbeointention to build roads on
basis of their concessions (555 km of roads), pabbn of the related tender was
prolonged. A study prepared by a consulting comganyhis purpose is not available to
the public, so that expert circles are not ablextpress their views on this matter. In
addition to the good points (elimination of staternmopolies as primary aim and hence
release of budgetary funds as secondary aim), soobessions can have their own
numerous inconsistencies, as already shown in reagly cases in the world and in the
countries neighboring the Republic of Macedoniambking such decisions that relate to
longer periods and can cause great obligationth®country, one must act with greatest
consideration and highest professionalism.

The publication of tender for granting concessiorcollect the road toll (without any
obligation to build or maintain the roads) at &ihtions along the Corridor 10, lacked any
clearly defined obligations. Likewise, it is noteal why the WB project on
modernization of the system of collecting the rtaltiwas abandoned. Nevertheless, one
should wait and see the tender results and intefestmpanies concerning the tender.
One of the greatest traffic problems in the courgrthe very traffic in the capital city of
Skopje. Hence, the intention of competent autrewitd solve this (preparation of Study
on the traffic system in the city of Skopje) is tight thing to do; still this preparation
should be intensified.

Taking in consideration the fact that in the la8 ylears the level of current and
investment maintenance of the railroad system énctbuntry did not follow the level of
use and of its depreciation, i.e., there was ctargisack of any major investment for this
purpose, conclusion is noted that in the forthcamperiod it would be necessary to
intensify investment in this area. Present india(the fact that the present Corridor 10
railway line is single track line, which in caseméjor intervention would mean stoppage
of traffic and speed reduction during summer toare® km per hour) point out to the
conclusion that there is urgent need to make nmsnsive interventions in greater part
of the track by making greater investment. Theskcators should be reflected in plans
and programs of competent institutions for thehfooiming periods.

Air transport conditions are marked by problemsceoning the national air carrier
(safety problems, debts), decline in number of @agsrs (because of the global financial
crisis, the new type of flue, and even becausbetbnstant growth and expansion of the
airport in Pristina), high prices of air ticket&ckiet for Pristina-Zurich flight is between
110-140 Swiss francs, while ticket for Skopje-Zuriflight is between 400-900 Swiss
francs, depending on the season), as well as feakyodirect air connection with airports
in London, Paris, Rome, and New York. Accordingtmouncements by the Ministry of
Transport and Communications, there will be nohfeirtpostponement of the agreement
concluded with the said Turkish company (otherwidee bank guarantee will be



activated), which in turn should contribute to imypement of conditions in the field of
air transportation.

In the summer, several controls were conductedeathes in the Ohrid Riviera and on
several occasions, some beaches were closed fgettexal public due to lack of safety
and security precautions and even lack of anyuiéeds. The 2009 summer peak season
unfortunately was marked, or rather blurred by smvevater related accidents. The
sinking of the lake ship ‘llinden’ was the worsagedy ever to happen, when 16 foreign
(Bulgarian) tourists lost their lives by drowning Lake Ohrid. This very accident
revealed many weaknesses and mistakes in the w@tesport sector. Given the
aforementioned, competent authorities should geytaindertake serious measures to
prevent such and similar accidents.



