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1. SECTORANALYSIS

1.1 SECTOR GENERAL OVERVIEW

11.1 NATIONAL SECTOR POLICY AND SOCIO-ECONOMIC CONTEXT

The former Yugoslav Republic of Macedonia is a country of 25.713 sq. km and population of about 2
million. It is a landlocked country, located in the midst of the Balkan Peninsula and bordering:

e In the South, an EU member state, with a border of 246 km long,

e In the East, an EU member state, with a border of 148 km long,

e In the North, with a border of 221km long,

e In the West with a border of 151 km long.

According to the NUTS classification there are eight NUTS III regions and 84 municipalities. The
main cities and towns are widely distributed, with Skopje the national capital city, being located in the
north east of the country. As a result, the country has a monocentric regional structure based on the
dominance of the capital city Skopje that attracts about 40 % of the urban population.

The Skopje region dominates with approximately with 29% of the national population. There are only
13 towns and cities with a population above 50,000, of which 4 are in the Skopje region and no such
large towns or cities in the Eastern region. The annual growth rate of 2.0% is typical in the recent
years.

In 2002 the country had a population of 2.022 million and by 2012 it had increased to 2.061 million.
The 2002 census showed that majority community constitutes 64% of the population and non-majority
community constitutes 35%, out of which Turks, Roma and 3 other sub-groups constitute 10% of the
population.

The efforts of the governmental policy are focused on the provision of: increased economic growth
and employment, as a precondition for increased standard of living and improved quality of life,
integration of the former Yugoslav Republic of Macedonia into EU and NATO, uncompromising fight
against corruption and crime and efficient law implementation by undertaking deep reforms in the
judiciary and public administration, maintenance of good inter—ethnic relations based on the principles
of mutual tolerance and respect and investment in education, science and information technology as
elements of a knowledge—based society.

The candidate country status for accession in the European Union and its membership in the World
Trade Organization have created conditions for greater opening of national economy towards
international global market, fostering of investments, strengthening of GDP and by all these —
prosperity of the national economy.

Key objectives to be achieved with the realization of the economic program of the Government of the
former Yugoslav Republic of Macedonia are: increased production, exports and investments;
unemployment reduction and improvement of the citizens’ standard of living, development of
agriculture and improved farmers’ standard, protection of the standard of living of the vulnerable
categories of citizens and economic infrastructure development.

1.1.2 DESCRIPTION OF THE TRANSPORT SECTOR

The geographic location of the country is at the crossroad of South-Eastern Europe, making it an
important transit route for land traffic between Central Europe, the Aegean Sea, the Black Sea and the



Adriatic Sea. The favourable landlocked geographical location of the country has contributed to the
development of international traffic on two Trans National Axes: North-South (Corridor X) and East-
West (Corridor VIII) linked to the Trans European Transport Networks.

The basic infrastructure of the country is relatively well established and it can be considered as a good
basis for further modernization. Several significant transport routes connect the country with the
Central and Eastern Europe, with South and South-East Europe and beyond. Further development of
the transport sector will contribute towards competitiveness of the national economy and balanced
regional development.

The transport of passengers and goods in the former Yugoslav Republic of Macedonia is utilizing the
following modes of transport:

= Road transport

= Railway transport

= Air transport

= Inland waterway transport

= Urban transport

In general terms the physical infrastructure consists of about:
1. 14.159 km. public roads, of which 236, 5 km are motorways, 911 km are national roads,
3771, 5 km are regional, and 9240 km are local roads
2. 925 km railways, and
3. two (2) international airports.

The two Trans National Axes (Corridors VIII and X) that cross the country are important because they
support the easy movement of people and goods within the country and also provide connections to
regional neighbours and further to other European Countries.

» TR0y —

QI'\/ama

iBurgas

Bidxandrougeh —

S L

e )

\ | ORETEL — 1 \

‘ 1 — e [}

Illustration 1: Transport Corridorsin SEE Europe, with focus on the ones crossing the former
Yugoslav Republic of Macedonia

The EU policy regarding the extension of the major Trans-European Transport Axes to the EU
neighbouring countries is confirmed and the orientation is already given in the Memorandum of
Understanding (MoU) on the Development of the South East Europe Core Regional Transport
Network. The SEETO Comprehensive network is established by the technical secretariat of the South
East Europe Transport Observatory (SEETO).



The development of the transport infrastructure has achieved good results in the recent period.
However, it does not have all the features and characteristics of a fully functional, well-developed and
modern transport infrastructure system.

Main challenges remain the financing of transport infrastructure development and relatively slow
uptake of innovative ideas and technology, which lead to reduced opportunities for taking advantage
of alternative sources of funding including Public- private partnership (PPP), road tolling and new
modes of transport such as multi-modal and combined transport.

1.1.3 NATIONAL TRANSPORT PRIORITIES

The national priorities for the development of the transport sector are defined in the following national
and regional strategic documents:

= National Transport Strategy 2007-2017

= Public Investment Programme 2011-2013

= Five year programme of the Public Enterprise for State Roads 2013-2017
= Multi-annual Plan of South East Europe Transport Observatory (SEETO)
= Programme of the Government 2014-2018

= Pre - accession Economic Programme 2014-2016 (PEP 2014-2016)

The Government recognises the importance of transport in the current phase of national development.
The National Transport Strategy (NTS) was adopted by the Government in July 2007 determining the
national transport development priorities for the period 2007-2017 and is updated every two years.
The focus of the National Transport Strategy is on the following objectives:

1. Promotion of the economic growth by building, enhancing, managing and maintaining transport
services, infrastructure and networks to maximize their efficiency

2. Improvement of the safety of journeys by reducing accidents and enhancing the safety of
pedestrians, cyclists, drivers

3. Improvement of integration by making journey planning and ticketing easier and working to
insure smooth connection between different modes of transport

4. Protection of the environment and improved health by building and investing in public transport
and other types of efficient and sustainable transport which minimize emissions and consumption
of resources and energy

5. Promotion of the social inclusion by connecting distant and disadvantaged communities and
increasing the transport network accessibility

These objectives shall be achieved by:

1. Modernisation and extension of the infrastructures on Corridors X and VIII to enable transport
service delivery to be improved both in qualitative and quantitative terms

2. Building modern transport infrastructure and facilities with enhanced safety features that, together
with modern targeted safety awareness campaigns, contribute to safer and more secure transport

3. Initiation of a public transport operators’ forum to address ways to promote better integration
between modes and thereby increase public transport patronage by providing easy and convenient
ways to use the various modes

4. More and better opportunities through improving the transport networks, to provide improved
mobility for all and provide better access to goods and services, particularly for those in the rural
areas leading to improved social cohesion

5. Better quality and more transport links that will enable improved access to health centres and
facilities



Regarding the environmental aspects of the transport system, the following TSOPics related to the
environmental sustainability are to be the outstanding areas where the national transport policy will
focus its consideration:

1. Protection of water resources-The main objective is to reduce the transportation impact on the
quantity and quality of the water environment. The considerations are also applied on the physical
aspect of water bodies, including for example potential morphological alterations arising from
disturbances to existing hydrological patterns by engineering works, dredging etc;

2. Protection of biodiversity- The main objective will be to preserve biodiversity at all levels and
according to the protection of national environmental programs and strategies;

3. Improving the air quality- Transport is the major contributor to local air pollution, especially in
terms of nitrogen dioxide (NO,) and particles. This includes effects on local air quality in terms of
human health and biodiversity. The National Transport Strategy will be focused on improving the air
quality through reducing emissions and pollution from the transport system. The Strategy promotes
reduction of the overall traffic volumes which will positively assist in reducing the air pollution. In
addition, measures are promoted for reducing the negative impact from the human activities associated
with the construction of new transport infrastructure, including extraction of materials and energy use,
which will be fully assessed at the design stage. The Strategy also encourages the introduction of
demand management measures to reduce traffic flows, to prevent induced traffic from taking up the
public transport road space, to promote use of alternatively fuelled vehicles and to include public
transportation;

4. Improving the use of land- The Strategy promotes measures for reducing the negative impact from
the human activities, especially the use of arable and agrarian land for the purpose of transport
infrastructure. The measures will be in line with the particular institutional policy and the National
Spatial Plan.

5. Reducing the negative climate impact-Reducing the energy consumption and CO, emissions and the
associated impacts of climate change will be an important issue of the future sector development. The
Strategy will support measures for reducing climate change effects through the inclusion of policies as
to reduce the need for travelling and to promote sustainable travelling as well as measures on
promoting use of alternatively fuelled vehicles.

6. Protecting the existing material assets- New developments in infrastructure require new resources
and waste generation.. The use of material assets will be an integral part of environmental appraisal at
the national and/or local level. Use of recycled or secondary made aggregates should be encouraged
where possible.

7. Protecting the landscape-Both the physical and visual appearance of transport infrastructure can
pose a major impact on the existing landscape. Transportation activities could have impact on the
character and integrity of the landscape, in particular on areas designated at the national or local level
on the grounds of their natural beauty. New infrastructure projects can have a significant impact on the
quality of panoramas, specific views and the visual environment of sensitive areas. The strategy will
promote protection on the character, diversity and unique qualities of the landscape. Environmental
appraisal at the national and local level will determine how the infrastructure will fit with the
landscape and will propose measures that will retain, improve and protect characteristic features and
landscape patterns.

1.1.4 INSTITUTIONAL ARRANGEMENTS

The Ministry of Transport and Communications (MTC) is in charge of creating and implementing
transport policy including national strategies and action plans, inspection and enforcement. The Sate
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Transport Inspectorate, the Railway Safety Directorate and the Captaincy-Ohrid, within the Ministry,
are responsible for supervising the implementation of relevant laws and rules.

Road administration and restructuring activities

The national road network is managed by the Public enterprise for State Roads (PESR). Public
enterprise for Sate Roads is responsible for designing and implementing the Annual Programme for
planning, funding, construction, reconstruction, maintenance, and protection of the national and
regional road network. In 1996 the Law on Public Roads was adopted, according to which the Fund
for National and Regional Roads of the former Yugoslav Republic of Macedonia was functioning
from 1996 to 2008. With the amendments of the Law on Public Roads as of 11" July 2008, the
Agency for Public Roads was established as the legal successor of the Fund for National and Regional
Roads of the former Yugoslav Republic of Macedonia. With the Law Amending the Law on Public
Roads as of 27" December 2012, the Public Enterprise for State Roads was established and took over
the rights, responsibilities, employees, property, assets and archives of the Agency for State Roads.

Maintenance of the national road network is under auspices of the "Public Enterprise Makedonija pat"
which, in accordance with the Law on Public Roads, is competent and responsible for the protection
and maintenance of the national and regional road network in the country including: designing smaller
road facilities, paving smaller sections and patching holes, design, fabrication and installation of
vertical and horizontal signalization, road protection, automatic and manual traffic counting, cadastre
of roads and bridges, information service for the state of the roads, and more.

Rail administration and restructuring activities

Railway infrastructure and transportation are managed by two state-owned public enterprises, Public
enterprise for railway infrastructure "Macedonian Railways' Skopje and Joint Stock Company for
Transport "Macedonian Railways Transport” JSC Skopje, as a result of separation into two new
entities of the "Public Enterprise Macedonian Railways" in 2006.

Public enterprise for railway infrastructure "Macedonian Railways' Skopje as priority activity has
service related to land transportation, namely organization and regulation of railway service, managing
with systems for regulation and safety, management of railway infrastructure, construction of railway
infrastructure, reconstruction of railway infrastructure, repair of railway infrastructure, maintenance of
railway infrastructure, protection of railway infrastructure

Joint Stock Company for Transport "Macedonian Railways Transport" Skopje is in charge of
transportation of passengers and goods for public or personal needs in domestic and international
traffic.

Other bodies of importance for rail sector:

Agency for regulation of the rail sector - (regulatory body) provides a transparent and non-
discriminatory operation of the infrastructure and rail carrier. Agency actively controls the quality of
service provided by all market participants as rail services.

Administration for safety in railroad system - (safety authority) issues certificates and authorisations
for all the rail stakeholders, proposes new legislation regarding the safety of the railway system and

enable transparent access to primary and secondary legislation of all participants in the sector.

Committee for investigations of serious accidents as part of the General Secretariat of the Government
is responsible for investigation of incidents and accidents in the rail sector.

Aviation administration and restructuring activities



Ministry of Transport and Communications through the Aviation Department has the following
responsibilities in the field of aviation:
- Drafting the national strategy for developing aviation;
- Implements the policy of the Government in the field of aviation;
- Implements the policies of the Government in the provision of concessions in the field of
aviation;
- Proposes laws in the field of aviation and prepares and adopts the bylaws;
-Supervises the work of CAA (Civil Aviation Agency);
- Implements a procedure for temporarily concession under forced administration;
- Appoints an independent slot coordinator for the allocation of slots for take-off and landing,
and
- Establish a commission to investigate accidents and serious incidents.

Transformation of the Civil Aviation Agency

Pursuant to Article 7, paragraph 2 of the Aviation Act, the Civil Aviation Agency is an independent
state body that functions as a legal entity. The transformation of the Civil Aviation Agency is an
obligation arising from Article 193 of the Law on Aviation. As a result, the sector in the civil aviation
agency responsible for air traffic control has become a separate joint stock company in state
ownership, with activity "provision of air navigation services”. The Agency for Civil Aviation will
retain regulatory functions of air regulation in aviation. The new joint stock company in state
ownership as service provider of air navigation M-NAV AD Skopje is registered in the Central
Register on 04.06.2009.

Air Navigation Service Provider (ANSP)

The establishment of joint stock company in state ownership functioning as air navigation service
provider M-NAV AD Skopje should enhance the efficiency and lead to improvements not only
integrated in the organizational structure and technology of work, but also in terms of increasing
traffic safety as the highest priority on raising the quality of ANS services and availability for end
users. The new joint stock company shall be designated provider of air navigation services in the air
space of the country, if it has a certificate under the Law on Aviation, and this is maintained as a
permanent validity.

Joint Stock Company for Airport Services “ Airports of Macedonia "- Skopje
The new joint stock company for airport services "Airports of Macedonia" - in state ownership is
registered in the Central Register on 22.08. 2008. In accordance with ICAO standards and regulations
of the EU, the following commissions and committees exist:

e Commission to investigate serious accidents and incidents in aviation
This committee investigates accidents and serious incidents in aircraft or parachutes the airspace of the
former Yugoslav Republic of Macedonia and is independent in its work. There is a permanent member
appointed by the Government and temporary members that in case of accident or incident of serious
aircraft or parachute are appointed by the Minister of Transport and Communications from the list of
aviation specialists, depending on the type of aircraft in question

e National Committee for Aviation Safety
The work of the committee including representatives from the Ministry of Transport and
Communications, Ministry of Defense, Ministry of Interior, Ministry of Finance (Customs), airport
operators, airlines and air navigation service providers. The committee works as a permanent
committee for coordination of all activities to ensure all actions for unlawful conduct in the aviation.
The Committee is responsible for taking preventive measures, organized action and removal of
consequences of actions directed against the security of civilian air traffic.

e National Committee to facilitate transport in air traffic
The committee consists of representatives from the Ministry of Transport and Communications,
Ministry of Defense, Ministry of Interior, Civil Aviation Agency, air navigation service provider,
Customs, Air ports operators, providers of airport services and airlines. The Committee is responsible
for taking measures to facilitate the acceptance, accommodation and sending aircraft, passengers,
baggage, cargo, mail and more.



¢ National Slot Coordinator (NSC)

Currently, each airport in the former Yugoslav Republic of Macedonia performs allocation of slots and
thus has a direct impact on airlines and flight schedules. The Law on Aviation provides appointment
of independent national coordinator to RM to allocate slots for takeoff and landing.
Independent national coordinator for the allocation of slots is appointed only if the flow of passengers
at the airport, exceed one million per year and if there is continuous lack of facilities handling. In this
case, the further allocation of slots is important at least half of all new or returned slots to allocate to
new interested carriers, so as to stimulate competition.

Inland waterway administration

The Captains Port office in Ohrid scope of work is the regulating relations between participants in the
internal (lake and river) sailing. In Captains Port office in Ohrid, the Department of Inland Waterways
performs technical and professional duties in the field of safety of inland navigation; issuing licenses
for the use of waterways, ports, port places, berths and bathing areas; performs registration and
deletion of vessels in the register; keep a register of ships and boats , runs the registry and issue ships
logs, boarding permits , authorizations for carrying out appropriate title for the boat and certificates of
competence to drive a boat, authorizing the arrival of foreign yachts and boats , organized rescue
human lives and property in inland waters ; authorises the removal of sunken vessels ; inspect the
work and activities of the participants in inland navigation(lakes); performing inspection supervision
in inland navigation transport ; taking administrative and other measures relating to the actions of
participants in inland navigation.

1.1.5 SUSTAINABILITY AND MAINTENANCE

Works related to sustainability and maintenance of the public roads is under auspices of the "Public
Enterprise Makedonija pat" (national and regional road network), the City of Skopje and the
municipalities in the former Yugoslav Republic of Macedonia (local road network).

Each year the legal entities in charge, draft year programs aligned with budgetary allocations for
protection and maintenance of road network, including designing smaller road facilities, paving
smaller sections and patching holes, design, fabrication and installation of vertical and horizontal
signalization. The year programs are in line with the five year program for development and
maintenance of the public roads adopted by the Government of the former Yugoslav Republic of
Macedonia upon proposal by the Public Enterprise for State Roads and include detail description of
the actions to be undertaken, locations, scope of works, budgetary allocations and time frames for
execution.

The management of the construction, reconstruction, overhaul, maintenance, protection of the railway
infrastructure, organization and regulation of the railway traffic, management of the regulation and
safety systems and assigning of the infrastructure capacities as activities of public interest are
performed by the "Public Enterprise Macedonian Railway Infrastructure-Skopje" (PE MRI).

PE MRI, according to the three year National Program for Railway Infrastructure (adopted by the
Parliament of the former Yugoslav Republic of Macedonia), is obligated to issue a annual business
plan which include the investment and financial programs. The business plan is prepared in order to
achieve optimal and efficient utilization and development of the railway infrastructure which will
provide financial balance of the infrastructure manager as well as realize other technical, financial and
service goals. PE MRI, in its business plan, is obligated to determine the methods for realization of the
investment and financial programs.

Based on the three year National program, PEMRI prepare an Annual Program for Financing of the
Railway Infrastructure where the funds are secured through the Ministry of Transport and
Communications. For the realization of the Annual Program PE MRI, through the Ministry of
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Transport and Communications submit a report to the Government of the former Yugoslav Republic
of Macedonia during the first quarter of the following year.

The airports are under concession for 20 years and the Concessionary is in charge for the operation,
development and maintenance of the two national airports.

1.1.6 LEGAL FRAMEWORK

Since 2002, the country commenced the process of harmonization of its national transport legislation
with the EU acquis. The approximation of the transport legislation is an important step towards
implementation of projects that put in place EU requirements in the field of transport. Main document
that prescribes the process of harmonization of the national legislation with the EU Acquis is the
Governments’ National Programme for Adoption of the acquis communautaire (NPAA), which under
the Stabilization and association process together with the European Commission’s annual progress
reports is updating annually. NPAA revision 2014-2016 can be found on the web page of the
Secretariat for European Affairs (www.sep.gov.mk/en/). Under NPAA, the chapter 3.14 Transport
policy covers the national transport policy developments and the chapter 3.21 Trans-european
networks covers the infrastructure development along the SEETO Comprehensive network.

1. Rail Transport Legal Framework

Law on Railway system This Law shall regulate the development of the railway traffic and the
railway infrastructure, the organization of the railway system, the method and conditions for
performance of the railway transport and the types of transport, the management, organization,
protection of the railway infrastructure and the access to the railway infrastructure, the collection of
the track access charge, assignment of the infrastructure capacities, the network statement,
establishment of the independent and autonomous regulatory body, granting and types of concessions,
financing of the railway infrastructure and the services of public interest in the railway passenger
transport.

Law on the Safety of the Railway System This Law regulates the method and the conditions to be
met to achieve the safety in the railway system which includes the safety requirements as a whole,
including the safety management of the infrastructure and the traffic operations and collaboration
between the railway undertakings and the infrastructure manager. Law on Contractsfor Carriage by
Rail determines the rights and responsibilities arising from contracts for carriage of passengers and
goods in the domestic and international rail transport, unless otherwise laid down in an international
agreement.

Law on Carriage of Dangerous Goods in road and rail transport regulates the carriage of
dangerous goods both by road and railway. It regulates the terms and conditions according to which
the transport of dangerous goods is carried out (including preparation of the goods, loading, transport,
manipulation which can occur during the transport, unloading, security during transport and
adequately equipping the vehicle as well as training of staff).

Law on interoperability within the railway system This law regulates the conditions which the
railway system of the former Yugoslav Republic of Macedonia should fulfill due to safe and
uninterrupted movement of the rail vehicles on the level of the trans-European conventional railway
system, through compatibility of the certain sub-systems based on technical, operational and managing
conditions which should be fulfilled in order to fulfill the essential requirements in accordance with
the Law.

Law on Transformation of the Public Enterprise " Macedonian Railways’ determines for the
current Public Enterprise “Macedonian Railways” to be separated into two new entities, Public
enterprise for railway infrastructure "Macedonian Railways" Skopje, and Joint Stock Company for
Transport "Macedonian Railways Transport" JSC Skopje.

Law cableways and ski lifts - This Law regulates the conditions and manner of construction,
equipping, maintenance, operation and management cableways, ski - lifts and the way of organizing
and protecting the transportation of persons over cableways and ski — lifts.
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2. Road Transport Legal Framework
The management of the regional and national roads is regulated by the following laws:

The Law on Road Transport regulates the conditions and the manner in which the transport of

passengers and goods is carried out, both in the domestic and international road transport. It prescribes

the terms for professional competency and financial stability, some of the conditions for access to the

profession of transport operator, as well as the terms and procedures for acquiring a licence for

carrying out transport of passengers and goods by road. Several bylaws arising from the Law on Road

Transport have been adopted.

The Law on Public Roads regulates the conditions and the manner of construction, reconstruction,

maintenance, protection, use, management, and funding of public roads, as well as the supervision of

the enforcement of this Law. Among the most important issues, the Law regulates:

= Road categories; competencies; sources of funding and allocation of funds among the entities
responsible for the road network;

= Adoption of medium-term and annual programmes for construction, reconstruction and
maintenance of roads;

= Competencies for granting concessions,

The Law on Road Transport Safety determines the conditions which have to be met by the vehicles
engaged in road transport, as well as the devices and equipment which have to be provided in the
vehicles, dimensions, overall mass and axle weight of vehicles; the conditions for obtaining a driving
permit and the form and application form for the driving permit, verification and technical control of
the vehicles, registration of the vehicle and the application form for the traffic permit etc.

Law on working hours and mandatory rest times for mobile workers and the devices for
international road transport regulates social aspects of the road transport and also the
implementation of the digital tachographs rules.

1.2 RAILWAY TRANSPORTATION

121 RAILWAY INFRASTRUCTURE

The railway infrastructure in the former Yugoslav Republic of Macedonia was established in 1873
with the first railway track from Skopje to Thessaloniki in Greece. Today the railway network is
about 925 km in single track lines and normal gauge of 1435mm. Whilst there are no significant
geographic constraints to complete the implementation of the planned rail network along the
Corridors, the prime impediment to completion arises from lack of funds availability and in turn, the
inability to attract funds from international financing institutions. The current level of funding remains
insufficient for maintenance or for upgrading those sections identified for higher line speed.

Pursuant to the Law on Railways, the railway infrastructure covers the following areas:

Railway tracks with superstructure and substructure

Railway stations

Buildings, facilities, and track devices

Electrification systems

Signalling-safety systems

Telecommunications and information systems in the railway transport

Buildings, depots, and other facilities on the railway stations in function of organisation,

regulation of the railway transport and infrastructure maintenance

The land that functionally belongs to and under the rail and the facilities within the railway belt

9. The air space above the rail in height of 12 m, i.e. 14 m above the upper border of the track next to
the overhead transmission line with power of over 220 KW.

Nk Wb —

*®
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The actual condition of the railway network is shown in the illustration below:
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Ilustration 2: Railway network in the former Yugoslav Republic of Macedonia

Just as the road network, the rail network in the country also follows the Trans- European networks.
The railway network is composed of one track railroad with train traffic in both directions. The total
length of the network is 925 km, of which:

a. Open line 699 km

b. Terminal tracks 226 km

c. Industrial tracks 102 km

1.2.2 CONDITION OF THE RAIL INFRASTRUCTURE ALONG THE CORRIDORSVIII AND X

The railway line along the Corridor X and branch Xd, is 215 km long and starts from the border
crossing Tabanovce in the North and ends in the South with the border crossing Gevegelija, including
the branch Xd of the Corridor X that starts in Veles and ends at the border crossing Kremenica by
Bitola. The railway connection along the Corridor X provides for speed of 100 km/h, and at some
points the speed is drastically limited. Taking into consideration that large proportion of the transport
is performed on the Corridor X, special priority is given to the increase of speed on certain sections to
130 km/h and to improve the level of infrastructure, with an aim to achieve technical conditions on a
level of a Corridor.

The railway line along the Corridor VIII is in total length of 315km, whereas only 50% of the railway
line has been constructed so far. At the moment, the former Yugoslav Republic of Macedonia does not
have railway links with the two neighbouring countries, namely Republic of Albania and Republic of
Bulgaria. The Eastern part of the Corridor VIII towards Republic of Bulgaria requires another 89 km
to be built (29 % of the total), while in its Western section towards Republic of Albania another 70 km
is needed (21 % of the total). Railway line along the Corridor VIII is in total 156 km existing link.
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[llustration 4: Railway infrastructure. The gauge of the entire network is 1435 mm.

The main line of Corridor X runs from Tabanovci to Gevgelija alongside Skopje and Veles and is
electrified, 312 km of tracks with a single - phase system of 25 kV/50 Hz. Corridor X d runs from
Veles to Bitola and beyond to West Greece) is served by diesel powered trains up to Bitola. The track
from Bitola to Kremenica will be reconstructed as part of project with the IPA I-OPRD 2007-2013.

Corridor VIII was confirmed as an integral part of one of five new Trans-National European axles: the
South- East axle. Also in the context of the Euro-Asiatic transport links Corridor VIII was identified to
connect Europe with Asia, the Middle and far East to the Balkans and Turkey with both railway and
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road infrastructure. Currently there is an ongoing the process for development of Rail Corridor VIIIL.
The missing links towards Bulgaria are planned for construction and to be operational by 2022.

Other domestic rail links are supportive to the main international corridors. These include tracks from
Skopje stations to Kosovo and from Veles (Eastbound) to Shtip and Kocani.

1.2.3 BORDER CROSSINGS

There are 3 rail border crossings: 2 with Serbia and 1 with Greece.

The border crossing issue is depending mainly on the successful implementation of the modernization
of customs regulations, improvement and operability of the cross border buildings, enhancement of the
battle against smuggling, corruption and illegal human trade. These border crossing issues are
seriously hampering the operations of trucking and railways. At the borders, the railway companies
have to change locomotives and staff.

The former Yugoslav Republic of Macedonia is making efforts to make “one stop shop” on the rail
network with the neighbouring countries but due to political constrains there is only one active
agreement and that is with Kosovo. The preparatory activities for concluding similar agreement with
Serbia are ongoing.

Multi-modal transport is a logistics concept that places the legal liability for the movement of goods
by several modes on a single operator. An overall regulatory framework that permits the licensing of
multi-modal transport operators will be a challenge for the near future.

124 TRACTIONAND ROLLING STOCKS

Currently there are 56 locomotives, 124 passenger cars, and 1553 freight wagons. For improving the
need of providing service for the carriage of passengers and goods in the rail transportation, there is a
Project for renewal of transport fleet for passengers and supply of 150 wagons of different types of
freight transport. With realization of this project, it will be purchased: 4 diesel engine passenger; 2
three- passenger electric motor gaskets; Reconstruction of 5-6 electrical locomotives (including
reconstruction of buildings where vehicles are maintained in terms of energy efficiency); 150 freight
cars of various types and also until 2016 a purchase of another 150 passenger wagons are planned to
be completed.

On the issue of the Rolling stock safety, Directive 2004/49/EC states that national safety authorities
are responsible for the authorization of existing rolling stock. Rolling stock may be put into service
only if it is designed and constructed in such a way as to meet the essential requirements concerning
the sub-system. The rolling stock safety is prescribed with RIV and RIC (international regulations)
and the Law on safety in the railway system (the national legislative), which are mutually coordinated
and regulate the way of the technical inspection of the rolling stock, their maintenance and use, the
way of pulling the brakes of the vehicles, equipment of the vehicles with automatic and manual
devices for pulling brakes. With by-laws which arise from the Law on the composition of the trains,
the number and schedule of the vehicles in the trains, the way of executing the inspection of the
correctness of the brakes, handling and maintenance of the vehicles separately and the vehicles
included in the trains are elaborated in details.

125 RAIL SAFETY

" This designation is without prejudice to positions on status, and is in line with UNSCR 1244/1999 and the ICJ Opinion on
the Kosovo declaration of independence.
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The Administration for safety in railroad system (whitin the Ministry of Transport and
Communications) as competent authority for rail safety system ensures the development and
improvement of the safety rail system, collects information on common security indicators through
annual reports from the security authority, infrastructure manager and the carriers. The common
security methods serve to estimate the level of safety and security of the goals achieved, and
implementation of other security requirements. Common security objectives define the level of
security needed to reach certain parts of the rail system and the system as a whole. Manager of
infrastructure and the carrier separately made, down and organize system security management in
order to ensure that the rail system can achieve common security goals.

The safety of railway infrastructure is laid down in Law on the Safety of Railway system, Law on
Railway system and by-laws which sets conditions, measures, records on protection in the railway
infrastructure which provided legal, technical and physical protection, protection and supervision of
real estate.

The safety in the rail transport system as set in the National transport strategy remains a priority of the
Government of the former Yugoslav Republic of Macedonia. Under the current [PA I assistance (2007
— 2013) there is an ongoing project for supply and Installation of Equipment for European Train
Control System (ETCS level 1) and Global System for Mobile Communications-Railway (GSM-R)
along the Corridor X. The role of the Global System for Mobile Communications-Railway (GSM-R)
along the Corridor X (Tabanovce — Gevgelija) is to enable exchange of voice and information between
the control room and train, including too signalization information to the train master and also to
provide increased accuracy, capacity and speed of the trains along with the higher safety level. The
European train control system (ETCS), as part of the European rail traffic management system
(ERTMS) enables automatic speed control of the train according to the characteristics of the rail
network and signalization and directly influence on the traffic safety excluding all the possible train
driver errors and disrespect of the signalization. European system for speed control of the trains is a
system that not only allows speed limits to be transmitted to the driver, but can also continuously
monitor the driver’s response to this information. An on-board computer effectively compares the
speed of the train with the maximum permitted speed and automatically applies the train’s brakes if it
exceeds the limit. The implementation of these two systems will have direct affect on the improvement
of the safety of the rail system.

However, continues efforts are going to be made in the forthcoming period as well for increasing rail
safety with improving signaling equipment on the collision spots, implementation of the security
measures on the cross sections with the roads and improvement of the railroad level crossing.

1.2.6 INVESTMENT IN THE RAIL SECTOR

The construction, reconstruction, rehabilitation and modernization of rail infrastructure along the
SEETO comprehensive network, with a special emphasis on the improvement of rail safety and
railway electrification and making rail a competitive and attractive mode of goods and passengers
transportation is a long and expensive process. Main risks can be summarized to lack of financial
resources to implement the projects, lack of maintenance plans and financial resources allocated to
this, lack of commitment by neighbouring countries to implement the SEETO and TEN-T agenda.

There are currently projects for improvement of the rail infrastructure in the former Yugoslav
Republic of Macedonia such as rehabilitation of railway stations, rehabilitation of rail sections,
projects for increasing the speed, electrification and operational aspects of the rail but still there is still
room for improvement.

There are investments along the Corridor X in the period from 2012 — 2014 with an overhaul of a total
length of 54 km of three sections: Tabanovce — Kumanovo, Miravei — Smokvica, and until the end of
2014 will be completed an overhaul for the section Nogaevci — Negotino. However, this is not
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sufficient to make rail competitive over other means of transportation. As the data in the show in the
Table 1 and Table 2 below, the relative share of the railway transport both in terms of passengers
carried as well as in terms of transport performance is about 9%. The average transport distance of
international trips by rail is very low (87.2 km. This means that despite the positive trend as outlined in
the tables below, the actual market share of the railway transport from all intercity trips is much lower.

The strategic goals of the government in the field of rail transport are:

e Attractive passenger transport by rail by providing high quality commuting services, safe
transport options and guaranty that passenger’s’ choice of transport takes into account the
environmental aspects, including air quality and noise emissions.

e Support of heavy freight trains carrying a number of different products with an effective
transshipment from rail to road transport and vice versa.

e Support of national industry in providing cost effective and efficient mode for mass
transportation.

While assessing the potentials for development of railways in future, one should not overlook its
advantages over road transportation. Railways represent a significantly less burden on environment.
The land used for railway construction is significantly smaller than the land required for construction
of highways. Railways transportation is also significantly less air polluting and needs less energy per
unit of services performed. Second, safety on railways is much better than in road transportation sub-
sector. These advantages, together with cost efficiency arguments, bode well for an intensified
railways development in the country.

1.3 ROAD TRANSPORT

1.3.1 THE ROAD NETWORK

According to the Law on Public Roads, the road network administratively is divided in national,
regional and local roads. National and regional roads are under state responsibility (generally referred
to as the main road network), and the local roads are under municipal responsibility. The national road
network is of the highest administrative classification and importance as it is in concordance with
Trans National Axes (Corridors VIII and X) and other important international links. The regional road
network is of less administrative importance as it interconnects with the national road network and is
of crucial importance to the municipalities.

= M.Road >7m

R.Road >5.5m
R Road 4 5.5 5

— RRoad <i5m
ressmsrernnse PN NEtwork
,,’., Int. Airports
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[lustration 5: Road Network of the former Yugoslav Republic of Macedonia

The national road network consists of six (6) roads (A-1 to A-6). Most national roads consist of two
traffic lane carriageways. Two of the national roads are in concordance with Trans National Axes
(Corridors VIII and X) as well as European road network, A-1 (E-75) and A-2 (E-872) are in
concordance with Corridors X and VIII respectively. Other national roads form part of important
international links, for example, A-3 (E-65), A-4 (E-65), A-5 and A-6.

Traffic counts take place either on road sections upon one of the motorways (national network counts -
automatic or manual), or upon regional road segments (regional network counts - usually manual).

As in many other countries, the road transport in the former Yugoslav Republic of Macedonia has the
largest share, both in freight and in passenger transportation segments. In the structure of the freight
transport, domestic traffic dominates the international and transit ones. In a similar way, the relative
share of the road passenger transport exceeds the share of rail transport. Data on number of passengers
transported by intercity public transport modes for period from 2003 to 2011 are presented in the
following table:

Table 1: Passengerscarried in intercity and international traffic

'000 fyetod® | Average
passengers 2003 2004 2005 2006 2007 2008 2009 2010 2011 011 annual
carried period growth
Domestic 12112 9661| 9751| 9348| 99565 11052 12344 | 14533 | 15021 11531 2.7%
Coach 11244 B7B4| 5B59| GIB6| H900| 9628 171194 13044 | 13613 10 409 24%
Raifway 868 87T 862 952| 1056 1424 1150 1489| 1408 1422 5.2%
International 1152 1070 1 161 1109 1223 1231 1020 1209 1 452 1181 2.9%
Coach 592 511 553 476 512 519 413 430 &10 513 0 4%
Railway 34 40 41 49 48 24 &3 23 14 X3 -10.8%
Air 526 519 567 584 663 688 584 756 828 533 2.8%
Total 13264 | 10731 1032 10457 11179 | 12283 | 13364 | 15742 | 16473 12712 2.7%
Railway 202 /7 03[ 101 1104 1448 1173 1512 1421 1155 5.8%
6.5% 8.5% 8.3% 9.7% 90%| 11.8% 8 .8% 9.6% B.6% 9.1%
Coach 11836 9295 9442 B862| 9412 10147 11607 | 13474 14223 10922 23%
B0.2%) B66%| O65% | B47%| B42%| B26%| B6.9%| 85.6%| 86.3% 83.9%

Source: Stale Statstical office, own calculabons

Table 2: Passenger intercity and international transport performance
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Performance A;ggi’.fe Average
‘000 000 2003 2004 2005 2006 2007 2008 2009 2010 2011 2011 annual
pax-km period growth

Domestic 1139 907 889 806 781 1011 1095 1283 1255 1018 1.2%
Coach 1050 817 799 709 676 865 943 1130 1110 900 0.7%
Railway 89 90 90 97 105 146 152 153 145 118 6.2%

International 297 297 291 3N 355 376 272 313 386 322 3.3%
Coach 294 293 287 307 351 374 270 311 385 319 3.4%
Railway 3 4 4 4 4 2 2 2 1 3 -15.4%

Total 1436 1204 1180 1117 1136 1387 1367 1396 1640 1340 1.7%

Railway 92 94 94 101 109 148 154 155 145 121 59%

6.4% 7.8% 8.0% 9.0% 96% | 107% | 11.3% 9.7% 8.9% 9.1%
Coach 1344 1110 1086 1016 1027 1239 1213 141 1495 1219 1.3%
936% | 922%| 920%| 910%| 904%| 893%| 887%| 903%| 91.1% 90.9%

Source: State Statistical office, own calculations

Intra-country transport dominates the road freight sector while the remaining is distributed between
international transport and transit transport. From the data above it is evident that:

= QOver 90% of the overall transport performance belongs to the coach (and air) transport.
= The average transport in international trips by coach compared to distance of international trips by

rail which is very low
= [t should be noted that the above data refer to the public transport only (excluding the lake
transport), i.e. trips by car are not taken into account in the calculations.

1.3.2 CONDITION OF THE ROAD INFRASTRUCTURE ALONG THE CORRIDORSVIII AND X

Corridor X is the most important element of the core transport network, linking from Greece to
Austria. Present average annual daily traffic of 15,000 is set to increase at 6% per annum to over
20,000 and to 40,000 by 2020. The E-75 is mostly four lane tolled motorway. A high proportion
(25%) of it is regional or international'. Within the national territory, the relevant part of the Corridor
X is in concordance with National road A-1 (international mark E-75), which crosses the territory in
direction North-South.

Concerning the construction of road infrastructure along Corridor X, of the 172 km long Corridor X
passing in the North — South direction, 83% has been already constructed at modern highway
standards with the remaining 17% are under construction. Until 2016 the Corridor X will be on
motorway standards in the full length of the territory of the country

Corridor VIII spans over the South Eastern European area where transport infrastructure is
traditionally weak. It connects the Adriatic with the Black Sea. Corridor VIII is a multi-modal
transport system along the East-West axis comprising sea and river ports, airports, multi-modal ports,
roads and railways, with a total extension of 1270 kilometres of railways and 960 kilometres of roads.
In view of future planning for the extension of the Trans-European Transport Axes it is of common
interest of all the countries of the region to consider Corridor VIII the Motorway of the Sea connecting
Varna/Burgas, Sofia, Skopje, Tirana, Durres to Bari/Brindizi in Italy (the Black Sea with the Adriatic
Sea). Corridor VIII is passing through the national territory from East to West with a total length of
304 km. concerning the road infrastructure along the Corridor only 37% are on motorway standards.

" SEETO Five Year Multi-annual Plan 2006-2010, May 2006.
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1.3.3 BORDER CROSSINGS

The government considers the border crossing points located on the Corridors VIII and X to be
strategic border crossing points, whilst others are classified as regional and local border crossing
points.

There are different stakeholders in charge for the border crossing controls on the road border crossing
points, such as Custom service, Ministry of Interior and other related inspections. Up to now when
considering the peak traffic flows in the summer period and around end of the year, there has been
proven that the various institution have excellent coordination and cooperation among themselves in
order to cope with the challenge and facilitate efficient border crossing.

Moreover, Custom services in the recent years have invested in modernizing border crossing services
with providing x-rays scanners for more efficient fright control at the border crossing points, with
greater frequency and electronic exchange of documentation.

1.34 ROAD SAFETY

Each accident — particularly where serious injuries or deaths result — is a personal tragedy and has a
major impact on productivity and implication in the health sector. In the former Yugoslav Republic of
Macedonia 51.5 accidents happened each day, of which 11.4 accidents with injuries. The average
number of persons killed per day is 0.39, the number of seriously injured 3.0, and the number of
people with light injuries 8.3. The official estimated cost of accidents to the economy was about 1.5
million euro, not taking into account the cost for recovery, permanent invalidity or death.

The full range of road safety measures are covering:
¢ Enforced Road worthiness of the vehicles and security equipment,
e Improve Driving skills & responsible behaviour,
e Stricter Law Enforcement
¢ Improve Road infrastructure safety and
¢ Implement Road Safety Management.

The Government is politically and financially committed to reduce the death toll on the roads by 50%
within a period of 10 years. This is in line with the goals set in the EU White Paper on transport from
2011 which sets the goal for moving close to zero fatalities in road transport by 2050 and halving road
casualties by 2020.

The State Security Council on Road Traffic developed the National Strategy to improve road safety in
2009 - 2014 and it was adopted by the Assembly on 11.11.2008. In November 2009 the Government
of the former Yugoslav Republic of Macedonia established a coordinating body for the safety of
traffic on roads in the country, chaired by the Deputy Prime Minister of the former Yugoslav Republic
of Macedonia. Coordinating authority is responsible for monitoring of the implementation of the
National Strategy to improve road safety in 2009 - 2014.

The Government will continue to work on improving the safety situation across all transport modes
with safety standards orientated towards EU best practices. Safety and personal security concerns
associated with transport will be addressed in order to improve quality of life. The Government will as
well encourage participation by any road users and from those that are affected by transport in the
design of new safety regulations and monitoring. Efforts are going to be made for a further alignment
in the area of road safety with the Road safety directive.

Road vehicle safety measures in the national legislation are defined as follows:
e Every road vehicle needs to be registered and to meet the current legislation regarding
technical conditions, equipment and accessories.
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e In the case of special transport equipment, the vehicles also have to meet the requirements
regarding dangerous good (ADR) and perishable goods (ATP).

e Motor Vehicles and trailers have to meet the countries’ homologation regulations and / or
being in line with the ratified international agreements.

¢ Enforce the compulsory use of active and passive vehicle security devices.

¢ Implementation of EU best practices guidelines on securing cargo and special transport.

Regarding the behaviour on the roads, every citizen is supposed to abide to the law, respect of
speed limits and avoiding driving under the influence of alcohol, drugs or medicines that affect
people’s driving ability. The aim is to reduce the death toll & severe injuries. The policy towards
defensive driving includes special educational programs and tougher restrictive measures. To
positively influence the attitudes and behaviour of road participants, the following initiatives are taken
into consideration:

¢ Enforcing the existing traffic rules and criminalize road rage;

e Revise the current legislation on issuing Drivers Licenses;

e Cooperating, coordinating and co-funding with relevant partners specific Road Safety

Campaigns

e Improve training and education of road participants

e Enforce and monitor efficiently driving and rest periods of professional drivers

* Reducing road rage and set speed limits in residential and school areas.

There are continuous public campaigns for road safety financed from the State Security Council on
Road Traffic and the Ministry of Interior for arising public awareness and behaviour on the roads.

Secure road infrastructure is contributing substantially to reducing accidents. The "self-explaining
road"-concept is to influence and guide the driver's behaviour. Road infrastructure has to provide safe
and continuous traffic flow on all public roads in the country. This could be achieved with measures
such as:
e Harmonization of signs and road markings in line with EU best practices.
e Improving the tunnel safety measures (exceeding 500 meters of length) aligned to the
European proposed safety standard.
o Introduce binding Infrastructure Safety Management Measures for contractors and road
authorities in all stages of planning and execution.
e Improving security standards on Road-Railways crossings
e Eliminate bottlenecks and black spots wherever possible
e Proper and efficient road maintenance
e Ensure visibility on the roads by eliminating physical and illegal obstacles

With an IPA T assistance under current period OPRD 2007-2013, it is foreseen implementation of a
project for preparation of a study and action plan for improvement of road safety along SEETO
Comprehensive Network. Though the CENSOR (South East Neighborhood Safe Routes financed from
the ERDF), project where the Ministry of Transport and Communication and the "Drivers Association
of Macedonia" are partners, a survey was conducted of the roads conditions using EURORAB
methodology. Final recommendations from CENSOR project and the study for improvement of road
safety along SEETO Comprehensive Network are going to be taken into consideration to implement
measures for increasing road safety along the Corridors in the period 2014-2020.

In order to increase safety on road infrastructures, the Government of the former Yugoslav Republic of
Macedonia makes efforts to introduce a Road Infrastructure Safety Management system in the
forthcoming period focusing on:

e Road safety impact assessments

® Road safety audits

e Network safety management

e Safety inspections by the competent authorities
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o Traffic Information System

e Introduction of an integrated road management systems, which includes:

e Vehicle classification, surveillance and detection systems from tunnel management, vehicle
classification systems and video surveillance to automatic incident detection, meteorology
stations, road infrastructure protection, wide-area alert systems, disaster response and recovery
systems, road winter maintenance system.

Concerning the implementation of the Road safety audit, the State Security Council on Road Traffic
financed by World Bank loan agreement is strengthening the administrative capacity in this area.

The Government, in the coming period envisages implementation of Intelligent Transport System on
Corridor X, which will have an impact on the safe management of the road system and safer roads for
the users.

14 AIR TRANSPORT

Two airports are in operation in the former Yugoslav Republic of Macedonia:
a) Skopje international Airport and
b) Ohrid International Airport

The Skopje airport is the main airport with connections to international destinations. It is connected by
road via de Al (Corridor X). The airport is given under concession for a period of 20 years to T.A.V.
Airports, Turkish Corporation. Airport "Alexander the Great" - Skopje is near the crossroad of the
Corridor "NorthSouth" (E-65 and E-75) Corridor and East-West "(E-850 and E-871) (fig.m 01). Thus,
it has very good location to become an important logistics and transport junction, not only for the
country but for the entire Balkan region as well. Ohrid airport is primarily a tourism oriented airport
and is connected by road to the A3. Airport St. Paul the Apostle "- Ohrid near the south-western edge
of Corridor East-West" (E-850 and E-871), near the border with Albania (fig.m 01): This airport
would have good access to the Adriatic Sea through Albania to Montenegro and Croatia.
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Ilustration 6: Map —Airport in Skopje and the connections between Skopje and Ohrid

The table below shows the distance from the Airport in Skopje to the main logistical and industrial
destinations in the region

Destination Distance (km)
Belgrade 420
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Destination Distance (km)
Sofia 250

Tirana 230
Thessalonici 230

Athens 700

Zagreb 815

Prishtina 90

Saraevo 450

Source; http://www.airports.com.mk/cargo CargoCentre.htm

Development of air transport contributes to the economic growth of the former Yugoslav Republic of
Macedonia. Moreover, a modern and reliable aviation system will help the country to reach its goal of
European Union integration through both the utility of the system itself and positive growth effects
that can be derived from increased transport. There are several projects that should be implemented in
the short to medium term in order to meet the increased amount of traffic and the needs of passengers,
these projects include:

Increase in capacity,

Full compliance with ICAO standards,

Creation of accessible facilities and services,

Adaptations for handling of passengers of restricted mobility,

Upgrading Car Parking Facilities,

The improvement of Access to and from Airports

Providing additional land to deliver the future needs of airports and

Upgraded road and urban transport in general, the connection of the main airports service
areas.

Full membership of the former Yugoslav Republic of Macedonia in JAA - Joint Aviation
Authorities

Aviation officials of the European countries of ECAC (European Civil Aviation Conference) in 1970
formed the association body of ECAC under the name JAA - Joint Aviation Authorities in order to
develop high safety standards for aviation in Europe. Aviation Authority of the former Yugoslav
Republic of Macedonia was established in 1993 as the Directorate for Civil Aviation. Directorate and
became a candidate member of the JAA in 1999, while it applied for full membership in 2002. The
former Yugoslav Republic of Macedonia has received an invitation to acquire full membership in JAA
at meeting of the Board of Directors of the air authorities of the Member States of the JAA, held on
12.03.2008 in Paris, France, with which the Civil Aviation Agency officially became a full member of
JAA. With this, the country fulfilled one of the most important obligations under Protocol V of the
multilateral agreement for establishing the European Common Aviation Area with the European
Union.

1.5 |INLAND WATERWAYS

The access to the neighbouring ports is established through the roads and railway links. Passenger
transport exists only on Ohrid Lake with smaller ships from 25 to 150 seats. At the moment there are
no special stations for gas supply of the vessels.

There are two types of passenger transport on the Ohrid Lake: Line and out-of line transport by
agreement between the gondolier and the users of transport. Line transport is carried out on a certain
route and by previously set schedule of sailing, and non-line transport is often used for night cruises
for transport by boat to a group of passengers who have the same final destination.
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http://www.airports.com.mk/cargo_CargoCentre.htm

Lake traffic plays an important role and an important potential that can greatly contribute to the overall
planned development of the Ohrid region. Water traffic on the Ohrid Lake has great potential and
there are good preconditions for its development. Its development should also contribute to meeting
the objectives of building a sustainable transport system in the region, if it succeeds to attract a greater
number of trips. The next image shows the lines proposed in lake transportation lines, the current
(black squares) and proposed new ports (purple circles) in the future should be built.
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1.6 URBAN AND GREEN TRANSPORT

The transition economies combine rapidly increasing motorization with a rapidly declining fiscal
capability to support public transport systems and improving transport infrastructure. This has
generated differences between social and economic development of cities, particularly identified
through a greater role in shaping land use.

The National transport strategy defines priorities for urban transport development which are aimed
towards:
e Improving the movement of people rather than improving the movement of motorized
vehicles.

e Ensure safe, affordable, quick, comfortable, reliable and sustainable access for the growing
number of city residents to jobs, education, recreation and other needs in accordance with the
National Transport Strategy.

e The focus will be placed on country main urban areas with a population more than 50.000
inhabitants.

In accordance with the Law on Local Self Government and Law on City of Skopje, municipalities at a
local level have the competencies over urban transport development.
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However, considering that the Capital Skopje is populated with around 40 % of the urban population,
the Ministry of transport and communication undertook measures in order to support development and
improve the urban transport systems using buses, in accordance with the European emissions
legislation in the capital. In 2012, the project was completed for supply of 313 new buses, providing to
the citizens, comfortable, modern and safe public transportation. The investment is in total of EUR 50
million financed from the national budget. Additionally, city of Skopje is implementing activities for
improving conditions of city bus sTSOPs with replacing the old and ruined constructions with modern
226 new bus stops in a total value of EUR 1.07 million from the own budgetary resources.

There are measures implemented in relation to the parking organization nearby key points of the mass
public transport as construction of new parking garages by private investors, providing new 1384
parking places and by the national funds, providing new 1686 parking places in the central area.

The municipalities with own budget resources are undertaking continues activities for construction,
reconstruction and rehabilitation of pedestrian lanes, alleys and sidewalks, bicycle lanes, including
related activities such as installation of signs, markings as a part of the integrated urban transport
system.

However, Ministry of transport and communication, in the past period with own budgetary resources
supported urban infrastructure development and constructed 78km of pedestrian lanes and 2km bicycle
lane with total value of EUR 1.4 million in the Municipality of Dojran Veles and Krusevo.

In the period 2014-2020 we shall continue to pursue the goal for greener urban transport in the cities in
the country.

2. SOCIO-ECONOMIC ANALYSIS(INCLUDING SWOT ANALYSIS)

One of the key factors to pursue economic growth is to establish and improve the transport and
environment infrastructure, as prerequisites for sustainable development.

Underdeveloped infrastructure inhibits from the sustainable development of the economy, or the
development is inadequate and at the prejudice of the environment deterioration and health of
population. The key socio-demographic and economic factors that influence changes in transport
demand (and that in turn influence the rate of transport developments) are population growth, gross
domestic product, motorisation growth, tourism, agriculture and industry. High quality transport
infrastructure is necessary to support the growth of the external trade activities and to increase
mobility of individuals with neighbour countries and the EU.

The population growth rate is relatively low (0, 3%) and it influences economic activity levels that in
turn influence the growth of consumer demand. The process of migration to a market-based economy
is now established and irreversible. This gradual process should generate higher economic growth in
future years, which in turn should generate an increase in demand for transport services. The major
export destinations for agricultural products are Serbia, Kosovo, Montenegro, Greece and Germany.

21 CONTINUATION OF THE NATIONAL INVESTMENT POLICY AND IPA |
ASSISTANCE UNDER  OPERATIONAL PROGRAM FOR REGIONAL
DEVELOPMENT 2007 — 2013

Based on the principles of developing the Transport corridors — Axis in the previous programming
period the Operational Programme Regional Development-OPRD, was prepared as a multi-annual
program, firstly for three year period 2007-2009 and twice extended for periods 2010-2011 and 2012-
2013, respectively. OPRD 2007-2013 streamlined the EU assistance into the general framework of the
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country’s development and ensured that both the national and EU development priorities and policies
are respected. The OPRD programme strategy embraced the period 2007 — 2013, with financial
indications in the transport sector of EUR 109 million (18% of the total envelope). On rail
infrastructure were allocated EUR 31 million and on road infrastructure were allocated EUR 78
million.

The Operational Programme for regional development 2007-2013 reflected the guideline principles of
the Commission’s Multi- annual Indicative Planning Document (MIPD) which was the strategic
document for IPA. It also directly related to the priorities set out in Strategic Coherence Framework
(SCF) which is the basic instrument for programming of pre-accession assistance from the EU through
the IPA’s component III (Regional Development). The programme strategy embodied in this
Operational Programme is fully consistent with the strategic priorities and is compliant with the
Community Strategic Guidelines for Cohesion 2007 — 2013 and with other documents governing EU
principles of sustainable development and with regulating external assistance.

The strategic objective of the OPRD 2007-2013 was to support the conditions for sustainable
development through the improvement of the transport infrastructure. In particular, the objective was
focused on upgrading and modernisation of the road and railway infrastructure along the Pan-
European Transport Network (Corridors VIII and X). The above objectives are achieved through the
various defined priority axes and their measures. The OP has defined four priority axes:

1. Corridor X Motorway Completion

2. Upgrading and Modernization of the Transport Infrastructure

3. Improvement of Environmental Infrastructure

4. Technical Assistance

The measures are focused on upgrading and modernisation of roads and railways, whereby the
implementation of one major road construction project along Corridor X. Important attention has also
been given for the preparation of new projects that will form a pipeline of eligible projects in the
transport infrastructure development. The created pipeline formed a sound basis for the
implementation of the priorities in the forthcoming programming periods.

During the preparation of the OPRD 2007-2013 the main problem was a serious lack of project
documentation for further implantation of the projects and one of the goals archived was the
development of project documentation in order to be able to implement project and realise the goals.

In this context the project Support in identification, assessment and selection of eligible projects for
IPA Regional Development Component — part Transport has been implemented back in 2011 under
the fourth priority axis of the OPRD 2007-2013 which gave a clear picture in the road and rail
transport infrastructure, creating an indicative list of projects and action plans for investments and thus
formed a sound basis for the implementation of the transport infrastructure priorities in the
forthcoming programming period. The study was prepared on basis of the Multi-Criteria Analysis
(MCA) and analyzed 15 projects for the rail sector and 22 projects for the road sector with time frame
of 10 years. The national transport strategies and priorities were thoroughly presented in this
operational programme.

The defined priorities in the Sector Operational programme on Transport for implementation of IPA 11
assistance are fully compliant with the priorities determined in the national strategic documents and
particularly with the National Transport Strategy and the national Public Investment Programme.
Regarding the regional approach it is noteworthy to mention that the priorities of the Sector
Operational programme on Transport contribute to the development of the Core Network in the South
East Europe as determined in the Five-Year Multi-annual Plan of SEETO.

Taking into account the projects implemented under the OPRD 2007-2013 and the investments

(projects) financed by IFI’s, the state budget and other institutions, the state of play of project on the
SEETO Comprehensive road and rail network is as following:
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TOTAL investments ROADS on SEETO Network
o Completed investments in the period 1990 -2014 are EUR 340 million.
o Planned and ongoing investments for 2014-2019 is EUR 780 million.

Total investment on RAIL on SEETO Network
o Completed investments in the period 1990 -2014 is EUR 7 million.
o Planned and ongoing investments for 2014-2022 is EUR 550 million.

Total Transport investment on SEETO Network
o Completed investments in the period 1990 -2014 are EUR 347 million.
o Planned and ongoing investments for 2014-2020 EUR 1.3 billion.

22 SWOT ANALYSIS

The location of the former Yugoslav Republic of Macedonia is favourable and places the country at
the crossroads of East and West and is a transit route for traffic between Central Europe, the Aegean
Sea, the Black Sea and the Adriatic Sea. This can be categories as strength or an opportunity.

Due to historic and political relations in the past, the transport connection from north south was the
main axis which was pursued and developed. This is natural and logical knowing that Albania was
until the 1990°s a closed country and Bulgaria was part of the Warsaw pact. The Socialist Federal
Republic of Yugoslavia was developing the north-south connection. This is the main reason why the
favourable geographic location of the former Yugoslav Republic of Macedonia was not materialised in
the previous period. This can be characterised as a weakness.

After the independence in 1990 and the difficult transition from planned to market economy the
investments in transport sector were decreeing (in some cases not even funds for this were available).
With the relative improvement of the economic station (when growth rates are positive) the
investments in transport are more increasing and what is known as the 3 - | for growth “Investments,
Infrastructure and Innovation” are rolling on.

In 2007 the first National transport planning document was adopted which was the National Transport
Strategy (NTS) for the period of 2007-2017. Operational Program for Regional Development (OPRD)
was also adopted in 2007 covering the period 2007 -2013. The OPRD and NTS are complementary
and strive to achieve the same goals. The goal is to have better connectivity with the EU members,
better connections with the neighbouring countries.

The implementation of this goal will lead to a better integration and cohesion of the whole region to
the EU and will contribute to the goal of achieving a single European market. The investments on the
developing the main transport axis north — south and east west are the main focus. The logic and the
rationale is that due the above mentioned the there is a serious need for investments in developing
these axis. These are the main arteries in the former Yugoslav Republic of Macedonia which have the
highest traffic volumes.

The sector approach which aims as the transport system as whole is fully supported, but should also be
tailor made for each county and serve the real needs deriving from the transport sector. The former
Yugoslav Republic of Macedonia is a country “in the middle” and will peruse development of the
transport system as a whole, but with a specific priority towards streamlining the investments where
they are needed.

In setting out the medium-term needs and objectives of the Sector Operational programme on
Transport, the socio-economic analyses have been supported by the SWOT analyses to analyse the
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transport sector in details, to better justify and address the objectives of the operational program and to
set out the strategy, how to achieve the objectives.
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Table 1 — SWOT analysis of the Transport Sector

Strengths

W eaknesses

Excellent geographic location along main Balkan international
routes

Dense and extensive road network connecting the main
populated areas

Acceptable condition of main road network, with already
existing high speed segments

Developed education system related to transport and civil
engineering qualifications

Developing road transport services

Modern legal framework in course of implementation for all
modes of transport, progressive integration of the EU acquis in
the transport sector

Pipeline of transport sector projects prepared for implementation
Active participation in regional cooperation activities (including
the South East Europe Transport Observatory-SEETO) to
support project development and a more regional approach for
transport infrastructure development

Limited network’s connection of rail and road with neighbouring countries
Insufficient number of transport connections in the main transport corridors (TEN-T)
Poor condition of the railway infrastructure negatively influencing the speed and travelling
comfort as well as attractiveness of goods transport

Limited capacity to support national PSO in the rail sector.

Backlog in maintenance of rail infrastructure

Cross border delays

Limited quality and array of services in road operations

Unsatisfactory level of financing of road maintenance

Insufficient founds for innovative technologies and research activities

Low level of road safety

Low quality of railway services and difficulties with railway financing

Lack of connection between different transport services and between different transport
infrastructures (intermodality, multimodality), absence of logistic centres

Opportunities

Threats

Programmed access to EU pre-accession instrument for the
development of infrastructure

Coordinated regional IFI policy for transport project alignment
favourable to projects in the former Yugoslav Republic of
Macedonia

Development of transport service for international passenger
mobility

Development of logistics activity supporting the growing
interior market

Development of transport demand for intercity connection,
potentiality of development of some public transport service
network

International financial support is not at the expected level

External trade is hampered by transport bottlenecks

The EU legal framework is formally adopted but not fully implemented in the field
Alternative transit routes are preferred by shippers

Interior economic demand weakness

Strict rules and procedures for implementation of EU funded programmes
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Support of the transport services for the development of trade
relations with the EU, especially in long distance rail transport
mobility

EU recognises that the importance of Trans-European Corridors
VIII and X including branch X-d as trans-national axes and
multimodal directions are part of TEN - T
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3. SCOPE FORA SECTOR APPROACH

The Sector Operational programme on Transport is implemented through a sector approach. The below
text provides a short overview and a more detailed description of the various constitutive elements of the
sector approach.

Various important elements such as the sector policy framework, the sector policy dialogue and the
consultation and monitoring mechanisms need further development. For this purpose the Government and
the Commission will work together and agree on a roadmap that will define the main challenges, the
activities to be undertaken, the responsibilities and the timelines in order to gradually fulfill the
requirements of the sector approach.

The Government and the Commission will also work together and agree on a policy table that will set out
the key reforms in the Transport sector over the coming years (including approximation with the EU
acquis) and will serve as the basis or the common policy dialogue.

The gradual improvement of the sector framework and the implementation of key sector reforms will be
supported by the Commission through this SOP, notably via Activity 3 and the support might take the
form of TAIEX, Twinning, service contracts, etc.

3.1 NATIONAL SECTOR POLICIESAND STRATEGIES

The Government recognises the importance of transport in the current phase of national development. The
main document is the National Transport Strategy 2007-2017 which was adopted by the Government in
2007 and the preparation was financed through CARDS program, determining the national transport
development priorities for the period 2007-2017. The National Transport Strategy (NTS 2007-2017)
foresees the implementation of necessary reforms in the sector in accordance with defined national
priorities and obligations arising from the National Programme for the Adoption of the acquis. The
Strategy defines the main investment priorities in the sector, taking into consideration the TEN-T
network, focusing on construction, reconstruction, rehabilitation and modernisation of the road and
railway infrastructure along the SEETO Comprehensive Network with a view to fully connecting the
country to the Trans-European Transport axes

Other strategic documents of importance for transport development are:

° Operational Program for Regional Development for period 2007-2013

° Annual Programs for construction, reconstruction, rehabilitation and maintenance of state roads,
adopted by the Board of Directors of the Public Enterprise for State Roads;

. Five-years Program for construction, reconstruction, rehabilitation and maintenance of state
roads, adopted by the Government of the former Yugoslav Republic of Macedonia for the period
2013-2017;

. The National Program for railway infrastructure 2011-2013 and 2014-2016
Annual Program for rail infrastructure of the "Public Enterprise Macedonian Railways

Infrastructure”

. National Strategy for Air Transport 2014-2018

. Program of the Government of the former Yugoslav Republic of Macedonia for the period 2014-
2018
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3.2 INSTITUTIONAL SETTINGS, LEADERSHIP AND CAPACITY

The Ministry of Transport and Communications is in charge of creating and implementing transport
policy including national strategies and action plans, inspection and enforcement. The State Transport
Inspectorate, the Railway Safety Directorate and the Captaincy-Ohrid, within the Ministry, are
responsible for supervising the implementation of relevant laws and rules. Railway infrastructure and
transportation are managed by two state-owned enterprises Public enterprise for railway infrastructure
"Macedonian Railways' Skopje and Joint Stock Company for Transport "Macedonian Railways
Transport” the national road network is managed by the Public Enterprise for State Roads (former
Agency for State Roads) and "Public Enterprise Makedonija pat", which in accordance with the Law on
Public Roads, is competent and responsible for the protection and maintenance of the national and
regional road network in the country. The two airports in Ohrid and Skopje are under concession from the
Turkish company TAV Airports for 20 years.

Decentralized Implementation System-D.I.S for management of EU funds is in place since June 2009.
Until 2013 there has been no de-commitments concerning the EU funds and 40% of the funds available
have been executed i.e. paid.

In the previous period besides the project for strengthening the capacities of the State Transport
Inspectorate Contract No0.09-42802/1 contracted in 2013, Technical assistance project though CARDS
2006 for preparation of the National Transport Strategy Contract No. 06/MAC/09/102 and also Technical
Assistance to the Ministry of Transport on Restructuring of the Road Sector in 2007/2008 Contract No.
06MAC/01/09/104 was engaged.

In the current programming period of IPA I, OPRD 2007-2013 in the JASPERS assistance there is as well
horizontal measure envisaged for implementing capacity building measures. As an outcome Road Safety
training is going to be organized for all related stakeholders. Additionally, in the course of the project
implementation, in order to widen the knowledge and expertise of the administration on the issues of the
transport sector development project, related trainings and workshops are organizing. As for example in
the frames of the Project for development of a study for Multimodal nodes in the former Yugoslav
Republic of Macedonia, MoTC together with the Faculty of civil engineering organized transport
modelling training for better understanding of the benefits of the multimodal transport development and
use of IT tools in transport planning process.

Furthermore, in the frames of particular loans related with the project implementation, there is usually
foreseen technical assistance component. For instance, in the new railway loan from EBRD for the second
rail section Beljakovce - Kriva Planka, which in the stage of preparation for negotiations, it is envisaged
to have a consultants, who will assist to Public Enterprise for Railway Infrastructure in drafting and
signing a Joint Network Statement with the Serbia and Kosovo rail infrastructure manager. In the project
for construction of the motorway section, Demir Kapija-Smokvica, in the frames of the EIB loan,
technical assistance in the process of the project implementation in amount of 1,4 mil. euro is engaged.

Policy and institutional strengthening is considered as continues process. Following the recommendation
from the European commission’s Progress report, various instruments on disposal will be explored further
such as Twinning and TAIEX instruments, JASPERS assistance, technical assistance provided via loans
for further capacity building measures and policy and institutional strengthening.

3.3 SECTOR AND DONOR COORDINATION

Coordination is mostly done though inter service consultation between Governmental institutions,
meaning that every information adopted by the Government, has to have a positive opinion from the
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relevant authorities concerned. Public consultations according to relevant national legislation take place
for every project during the preparatory phase and all concerned stakeholders, NGO’s are informed for
the projects. After the consultations are held the opinions and remarks (if relevant) are taken on board and
incorporated in the project documentation.

Donor assistance to the country has decreased over the last years. The EU remains by far the largest
donor, with other main EU donors including Germany, the Netherlands, and the United Kingdom. Other
principal bilateral donors include Switzerland and the United States. Multilateral donors include the
Council of Europe, the Organisation for Security and Co-operation in Europe (OSCE) and the United
Nations. The main lenders are the Council of Europe Development Bank (CEB), the European Bank for
Reconstruction and Development (EBRD), the European Investment Bank (EIB), the International
Monetary Fund (IMF), the World Bank (WB), EXIM Bank and Western Balkans Investment Framework-
WBIF.

Government donor coordination is led by the Secretariat for European Affairs, which oversees a general
and sector donor coordination mechanism, on the basis of the country's Sector Based Approach. The EU
Delegation organises regular donor coordination meetings in the context of the annual IPA II
programming exercise, as well as ad hoc donor coordination meetings involving EU Member States,
international organisations, other donor organisations, civil society and other relevant stakeholders.

34 MID-TERM BUDGETARY PERSPECTIVES

According to the plan for the implementation of the Sector Operational programme on Transport 2014 —
2020 there is a steady growth in the period 2014-2016, then in 2017 there is small decrease and then
increase again in the period 2018-2022. In the period 2014-2017 investments are focused on road
transport and in the period 2018-2022 investments are focused on rail transport.

341 PERFORMANCE ASSESSMENT FRAMEWORK

The quantitative and qualitative progress made in implementing the programme as well as its efficiency
and effectiveness in relation to its objectives will be measured by the use of evaluation and monitoring
indicators related to the results and outputs of the individual measures. The Head of the IPA Unit within
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the Ministry of Transport and Communications will be responsible for programme monitoring. In this
context, this Unit will collect performance data (outputs, results and expenditure) from operations and
projects. They will establish, maintain and update the reporting and information system by taking this
project-level data and aggregate it to measure, priority axis and whole operational program levels. Data
on individuals, who are the ultimate beneficiaries must be collected for each project and used for
aggregation at measure and priority level. On this basis the IPA Unit within the Ministry of Transport and
Communications will assess the progress of the Operational Program at each level against objectives and
targets, prepare reports to the Sector Monitoring Committee, draft the sectoral annual and final reports on
implementation and to launch interim evaluations if required. In the context of monitoring and for the
purpose of using indicators, the role of the IPA Unit within the Ministry of Transport and
Communications will also be to ensure that:
a. monitoring requirements are built into the calls for tender and proposals documents (application
forms and guidelines for applicants);
b. project applications (when appraised and selected) include proposed outputs and results, as well as
data on individuals, that are consistent with the OP indicators for the appropriate measure;
c. provision of data is built into the contract with beneficiaries as an obligation, and that performance
data is provided systematically and in a timely manner by beneficiaries alongside the project
reimbursement claim.

The sectoral annual and final reports on implementation will provide information on the use of
expenditure according to the above categories.

35 PUBLIC FINANCE MANAGEMENT

Adverse economic conditions affected negatively public finances, as state budget deficit expanded to -
2.5% in 2011 from below 1% prior to 2009. Public finances however remain solid. The financial sector
was also affected negatively by the worsened business conditions and private credit growth rates declined
significantly, but still remain at levels of over 5%.

Unemployment rate has continued its downward trend even after 2009, but still remain at levels which
presents and important economic and social challenge. Women remain at a particularly disadvantaged
position, where their labour participation rate was just below 45% in 2011, while that of men stood at
nearly 70%. On the other hand, high unemployment rates and low activity rates of the women unveil an
important extensive growth factor for the economy of the former Yugoslav Republic of Macedonia.

Labour, however, is estimated to have had a marginal contribution to economic growth and might
therefore provide a considerable source for growth, if certain structural weaknesses of the country’s
economy are overcome. Positive prospects for EU accession have also contributed to real income
convergence and further integration of the economy of the former Yugoslav Republic of Macedonia with
the EU.

36 MACRO-ECONOMIC FRAMEWORK.

The former Yugoslav Republic of Macedonia is a middle-income small open economy with GDP of EUR
3 600 per capita. Economic growths averaged over 5% p.a. in 2005-2008, but dropped to 1.6% in the past
few years. GDP growth slowed down significantly to an estimated 0.5%3 in 2012, but growth prospects
for 2013 are favorable, as the economy shows signs of recovery, based on short-term indicators of
industrial output and business surveys. While domestic demand had a major contribution to economic
growth prior to the downturn, in 2009 and 2010 the weaker performance of imports as compared to
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exports drove upwards GDP growth. As a result current account balanced improved significantly.
External shortfalls narrowed from nearly 13% in 2008 down to 2% in 2010 and 3% in 2011.

The slowdown in economic activity since 2009 had a positive effect on inflationary and current account
pressures, but affected negatively the financial and budgetary sectors. Inflationary pressures eased down
considerably. Consumer prices declined in 2009 and increased moderately in 2010 and 2011. Current
account dwindled as well, but FDI inflows contracted to around 2% of GDP in 2009 and 2010. Still, they
increased to 4.5% in 2011. Gross external debt also expanded to nearly 65% of GDP in 2011, among
others also due to the decline in GDP. External sector however remained stable, as measured by the
coverage of imports with the gross foreign reserves.

3.7 OVERALL ASSESSMENT

Overall assessment is that investments in transport sector are more than needed and should be
streamlined for development of the rail and road SEETO Comprehensive Network as part of the
TEN-T Network as presented in theillustrations bellow.

Particularly, the road transport investments should be aimed at further development and modernization of
the SEETO Network since these are the roads that have the highest traffic volumes as described in the
part 1.3. These investments will complement the investments for improvement of local and regional
roads, which is given though loans from the World Bank and European Bank for Reconstruction and
Development in amount of EUR 120 million. From the period 2011-2014, 225 local roads in length of
430 km have been reconstructed in an amount of EUR 35 million. Until 2015, 122 local roads in length of
200 km and in amount of EUR 20 million will be reconstructed. Regional roads were reconstructed in the
period 2011-2014 in an amount of EUR 28 million in length of 170 km.

Concerning the rail transport, investments are needed further to develop the functionality and operation of
the rail network in the former Yugoslav Republic of Macedonia considering the missing rail links with
the neighboring countries Albania and Bulgaria, since the network is almost 90% on the on the SEETO
Network.
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Illustration 8:

Casa San Biaaio

SEETO Comprehensive rail network as part of the TEN-T
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4. OBJECTIVESOFTHE IPA Il SECTOR APPROACH

The strategic objective of the Sector Operational programme on Transport for the programming period
2014 — 2020 is to support the conditions for sustainable development through the improvement of the
transport infrastructure. Moreover, the objective is focused on improvement of the SEETO
Comprehensive road and rail network in the former Yugoslav Republic of Macedonia as part of the TEN-
T Network (Corridors VIII, X and branch X d). In particular, the objective is focused on improved access
and safety of connections with neighbouring countries by upgrading and modernisation of the transport
infrastructure along the SEETO Comprehensive Network as part of the TEN-T Network (Corridors VIII,
X and branch X d). These actions will be in compliance with European Union standards and are essential
in improving the quality of individuals’ lives and for achieving sustainable economic development of the
country.

The specific objectives of the Sector Operational programme on Transport 2014-2020 are as follows:

= To upgrade and modernise the transport infrastructure along the SEETO Comprehensive network by
connecting national economic centres with Europe and the neighbouring countries

* To promote international and transit movements of people and goods with the EU and its regional
neighbours by modernisation and development of the SEETO Comprehensive Network

= To promote sustainable development especially through minimizing the adverse effects of transport
on the environment and through transport safety improvement.

Furthermore, the aim of the Sector Operational programme on Transport 2014-2020 is to implement
actions, based on lessons learned from IPA I implementation and following recommendation from the
Final interim evaluation report on OPRD 2007-20113 (part transport), emphasizing that IPA II uses
process of sector approach management closer to Cohesion Fund and Structural Funds management and
different than previous EU pre-accession funds. Finally, the aim is to improve the management capacity
of the institutions implementing the Sector Operational programme on Transport 2014-2020.

Implementing the Sector Operational programme on Transport 2014-2020 actions will produce direct
development benefits such as a reduction in the travel time for passengers and freight, increasing the
safety and competitiveness between different transport modes.

The above objectives will be achieved through the various defined priority actions. The Sector
Operational programme on Transport 2014-2020 has defined three priority actions:

1. RAIL TRANSPORT INFRASTRUCTURE

2. ROAD TRANSPORT INFRASTRUCTURE

3. HORIZONTAL SECTOR ASSISTANCE

Definition of the strategic priorities creates a framework for the Sector Operational programme on
Transport 2014-2020 to ensure achievement of the specific objectives using the assigned Instrument for
Pre-accession Assistance-IPA 1II financial resources for the given period. The priorities are derived from
the analyses and the set of objectives, contributing to achieve the objectives and priorities of the other
strategic documents as National Transport Strategy-NTS 2007-2017, Country Strategy Paper-CSP, Five
Year Multi-annual Rolling Plan of SEETO, Programme of the Government of the former Yugoslav
Republic of Macedonian for the period 2014-2018 and Pre - accession Economic Programme 2014-2016
(PEP 2014-2016).

The Instrument for Pre-accession Assistance -IPA II is the main financial instrument to provide EU
support to the beneficiary countries in implementing reforms with a view to Union Membership.
Financial assistance under IPA II pursues the following four specific objectives: (a) support for political
reforms, (b) support for economic, social and territorial development, (c) strengthening the ability of the
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beneficiary country to fulfil the (future) obligations stemming from membership in the EU by supporting
progressive alignment with the Union acquis, (d) strengthening regional integration and territorial
cooperation.

Sector Operational programme on Transport 2014-2020 is one of the instruments for implementation of
the national policy for development of the country and particularly of the national transport policy.
Objectives and priorities of the national policy shall be supplemented also by other means, other financial
resources, respectively, in accordance with the national sectoral and regional programs and plans.

National Transport Srategy-NTS 2007-2017 present comprehensive plan or action oriented document for
implementation of the necessary reforms in the transport sector in accordance with the obligations of the
National program for Adoption of the acquis communautaire.

Country Strategy Paper-CSP sets out the priorities for EU financial assistance for the period 2014-2020
to support the former Yugoslav Republic of Macedonia on its path to accession. It translates the political
priorities as defined in the Enlargement Strategy, and the most recent Annual Progress Reports into key
areas where financial assistance is most useful to meet the accession criteria. Also, the Country Strategy
Paper sets meaningful and realistic objectives, identifies the key actions and actors, describes the expected
results, indicates how progress will be measured and monitored, and sets out indicative financial
allocations. The priorities defined for financial assistance will serve as a basis for the (multi-) annual
programming of IPA II funds in 2014 to 2020.

The five-year Multi-annual Rolling Plan of SEETO is adopted as a regional strategy for development of
the core regional transport network in South East Europe. This plan identifies significant number of
regional important reforms and measures for management in the transport sector. The list of priorities
covers the whole territory of the participating countries and includes all transport modes.

Programme of the Government of the former Yugoslav Republic of Macedonia for the period 2014-2018
sets the set of priorities of the Government for the 4 year period. Since good infrastructure is the
foundation for accelerated economic development, better competitiveness of the economy, faster flow of
people, goods and passengers, investments in the infrastructure will meet the strategic objectives of the
Programme of the Government of the former Yugoslav Republic of Macedonia for the period 2014-2018
which is increased economic growth and employment, as a precondition for increased citizens’ standard
of living and improved quality of life. Given the fact that the former Yugoslav Republic of Macedonia is
located on the main corridors east—west (Corridor VIII) and north—south (Corridor X, including branch X
d), the Government will continue with the realization of the capital infrastructural projects which will
contribute to improvement of the competitiveness of the national economy, increased economic growth
and will make the regional development steadier. This will intensify the integration towards EU standards
and reduce the infrastructural gap.

Pre - accession Economic Programme 2014-2016 presents the priorities and economic policies for next
year, medium term macroeconomic and fiscal framework, as well as the agenda of structural reforms. Its
goal is to present the activities of the Government of the former Yugoslav Republic of Macedonia aimed
at realizing the priorities arising from the Accession Partnership of the former Yugoslav Republic of
Macedonia with the EU, accelerating the economic growth of the country and improving the living
standard of citizens.
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5. OPERATIONAL FEATURES OF THE PROGRAMME

51 GEOGRAPHIC AND THEMATIC CONCENTRATION

The geographic location places the country at the crossroads of South-Eastern Europe, making it an
important transit route for land traffic between Central Europe, the Aegean Sea, the Black Sea and the
Adriatic Sea.

The efforts of the governmental policy are focused on the provision of stability of economic trends,
revitalization of economic activities and strengthening of the EU integration processes.

According to the estimated data, the growth rate of the Gross Domestic Product (GDP) in the fourth
quarter of 2013 was 3.2%. In this quarter, an increase was registered in most of the sections.

The biggest increase was recorded in sections F - Construction by 32.1%, H - Hotels and restaurants by
4.4% and C+D+E - Mining and quarrying, Manufacturing and Electricity, gas and water supply by 2.6%.
In the fourth quarter of 2013, Household final consumption, including Non-profit institutions serving
households, increased by 2.4% in nominal terms compared to the same period of 2012, and its share in the
GDP structure was 70.7%. In the same period, Export of goods and services increased by 5.2% in
nominal terms, while Import of goods and services decreased by 2.3%.

52 INTERACTION OF THE PROGRAMME WITH IPA Il PROGRAMMES IN OTHER
SECTORS

Based on the principles of developing the Transport corridors in the previous programming period with
the Operational Programme Regional Development-OPRD, 2007 — 2013, Sector Operational Programme
on Transport 2014-2020 is streamlining the EU assistance into the general framework of the country’s
development and ensured that both the national and EU development priorities and policies are respected.

The strategic objective of the Sector Operational Programme on Transport is to support the conditions for
sustainable development through the improvement of the transport infrastructure. In particular, the
objective was focused on upgrading and modernisation of the road and railway infrastructure along the
Pan-European Transport Network (Corridors VIII, X and branch X-d).

Sector Operational Programme on Transport in correlation with the Sector Operational Programme on
Environment meaning that the measures, which are implemented in the Transport portfolio have impact
on the environmental issues aimed less CO2 emissions and reduction of the adverse impacts generated
from transport activities

53 COMPLEMENTARITY OF IPA Il ASSISTANCE IN THE SECTOR WITH OTHER
DONORS

Apart of the IPA programme, there are a number of other donor activities aiming to support development
of the transport

IFI and bilateral financial assistance to the country is substantial. All major IFIs are present in the field,
such as the World Bank, the IMF, the EIB, the EBRD, EXIM bank WBIF, etc. Clearly, [FIs and other
donors’ assistance has not only decisively contributed to stabilize and improve the political, economic and
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social situation in the country but has also complemented the EU association agenda, which is recognized
by all members of the donor community. In addition, EU member states as well as other bilateral and
multilateral donors also provide significant financial and technical support. One of the projects which
clearly shows the complementarity of IPA I assistance in the sector with other donors (in this case EIB
and EBRD) is the Major project within the OPRD 2007-2013 in the field of road infrastructure:
Construction of New Motorway Section Demir Kapija - Smokvica As A Part Of Pan - European Corridor
X.

With IFI and other donor assistance being channeled into many areas the challenges to the programming
of EU financial assistance was and is to avoid overlaps and to ensure that different but related activities
are aligned. The coordination has improved with initiatives taken by the beneficiary and the large
stakeholders.

54 EQUAL OPPORTUNITIESAND GENDER MAINSTREAMING

The challenge of cultural differences and providing fair work opportunities for all sections of society is
recognized. The equal opportunities must include enhanced integration of women in all areas of the
workplace including in the selection, training and development initiatives.

Equality in the freedom and rights of citizens regardless of sex, race, color of skin, national and social
origin, political and religious beliefs, property and social status are provided for in the Constitution of the
country. Equality between men and women constitutes a basic principle of the international and regional
human rights instruments that the country has signed and ratified. There are several positive
developments in this field such as adoption of the National Action Plan on Gender Equality,
establishment of Unit for Gender Equality within the Ministry of Labor and Social Policy and Gender
Equality Commissions at local level. In January 2012, the country adopted the Law on Equal
Opportunities of Women and Men with the purpose to promote the principle for establishing equal
opportunities between women and men in the political, economical, social, educational field as well as in
other fields of social life.

The existence of both legislative and non-legislative measures to fight against discrimination and promote
equal treatment and opportunities are prerequisites for EU accession. During implementation of the
program measures will be taken to eliminate barriers that could prevent any of these discriminations.
Mainstreaming equal opportunities is a horizontal principle of Structural Funds interventions and the
implementation of this principle will be considered in the process of implementation and evaluation of the
programme.

The principle of equal opportunities is integrated in Transport Operational programme and it encompasses
all measures and activities during the period of planning, implementation, monitoring and evaluation that
directly influence or contribute to the promotion of equality between women and men, social inclusion
and diminishing any form of discrimination. Transport Operational programme supports the
establishment of the equality of opportunities for the access to the transport infrastructure as one of the
important factor influencing the living conditions and living standard of inhabitants.

55 CLIMATE ACTION AND SUSTAINABLE DEVELOPMENT

In the Transport sector, sustainable development will be reflected through the incremental reduction of
the adverse impacts generated from transport activities that will occur with the implementation of the
Measures proposed. The rail or road activities will be improved for all users through having smoother
transport flows and thereby less harmful impacts on the Corridors, their immediate hinterlands and the
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transport providers and users. The foreseen investments in rail connections will lead to development of
the rail as more environmentally friendly mode of transport and will lead to less CO2 emissions by
reducing the volume of cargo and passengers transported by road transport.

The opportunity to address sustainable initiatives into the design and implementation of Measures and in

the project outcomes will be developed. This will include reference to issues such as:

= Optimal production processes and operational features of the project

» Types and quantities of raw materials, energy and other resources consumed;

» Treatment of residues and emissions by type, quantity, composition and strength including discharges
to water and emissions to air;

= Noise

= Vibration;
= Light;

= Heat;

= Radiation;

= Deposits/residues to land and soil;

= Physical Severance

The specific actions will incorporate relevant best practice observance into the design processes and then
to incorporate them into the implementation of measures and also in the post-implementation procedures.
The implementation of the proposed Programme actions is designed to provide a permanent improvement
in the quality and protection of the environment. The actions will positively improve the various qualities
both for users and for those living along the Corridors.

56 PROGRAMME STRATEGY —ACTIONSAND ACTIVITIES

The Sector Operational programme on Transport 2014-2020 has defined three priority actions:

1. Priority Action 1- RAIL TRANSPORT INFRASTRUCTURE
2. Priority Action 2 - ROAD TRANSPORT INFRASTRUCTURE
3. Priority Action 3—HORIZONTAL SECTOR ASSISTANCE

5.6.1 PRIORITY ACTION 1—RAIL TRANSPORT INFRASTRUCTURE

Aim: The purpose of the priority action is to improve the rail transport infrastructure for better cohesion
with the EU member states and regional neighbours, supported by varied investments in the rail transport
infrastructure network of the country. For the programming period 2014-2020 the priority will be given to
the railway infrastructure along the along the SEETO comprehensive network (Corridors VIII, X and
Branch Xd)

EU legidation: REGULATION (EU) No 13152013 OF THE EUROPEAN PARLIAMENT AND
OF THE COUNCIL of 11 December 2013 on Union guidelines for the development of the trans
European transport network and repealing Decision No 661/2010/EU

Specific objectives:

= To facilitate international and transit movements of people and goods with the EU and its regional
neighbours by the modernisation and development of the Corridors and the regional core network

= To facilitate the effective movement of people and goods that supports improved living standards
and socio-economic environment in the regions through development of the national components of
the Corridors

=  To promote sustainable development especially through minimizing the adverse effects of transport
on the environment and through improving transport safety
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=  To develop design studies, Environment Impact Assessments (EIA), project preparation studies as
feasibility studies, cost-benefit analyses, design documentation and tender documentation of the
projects where pre-feasibility studies already exist.

Rationale: The national territory is a crossing point of the two Trans National Axes (Corridors VIII and
X) which is an opportunity for development of the transport network in order to make the most of the
geo-strategic advantage and thus to contribute to the functioning of the Common European Market by
providing effective transport links and facilitating the transport of people and goods and access to the
other countries and markets.

The priority action will contribute to strengthen links with neighbouring countries by improving the flow
of international trade and improved infrastructure along the Corridors VIII, X and branch X d would
enhance the possibilities of increased traffic by linking central Europe with the port of Thessaloniki and
Adriatic/lonian Seas with the Black Sea linking Europe with Asia.

This priority action will contribute to better cohesion with the EU member states, by providing rail links
with the neighbouring countries, reducing travel times, supporting improved safety and quality of
transport delivery both within the Country, to neighbouring countries and onward to other countries in the
EU and the region. It will be achieved through activities aimed at development of railway infrastructure.
In this manner, improvements will also accrue in the quality, efficiency and speed of transport services,
increases in freight and passenger traffic.

These regional priorities are matching also the needs identified in the economic and SWOT analysis of
the transport sector.

Following the analysis the national and regional transport delivery suffered because of various
weaknesses:

» Limited connections (rail) with neighbouring states

* The constraints accruing from a very limited railway infrastructure network

= Backlog in maintenance for rail infrastructure

= Cross border delays

» Inadequate funding available to fulfil all transport infrastructure project requirements

Description: The action comprises activities that will contribute to construction, reconstruction,
rehabilitation and modernization of the existing rail links (along the SEETO comprehensive network)
with a special emphasis on the improvement of rail safety and railway electrification and on making rail a
competitive and attractive mode of transportation and construction of missing links, so that these two
important transport links will then be operational across the country along the strategic East-West and
North-South Corridors.

Delivery: Delivery principles include support of investments in Transport infrastructure projects which
are capital intensive. This approach will enable effective and efficient utilisation of the IPA assistance and
continuation of the principle for investments set out in the period 2007-2013 of investment on SEETO
Comprehensive Networks as part of the TEN T network.

Targets and indicators: The priority is targeted on Rail transport sector. The target commercial
beneficiaries will include the importers and exporters of goods and products as well as those involved in

internal trade movements and also those engaged in goods transit across South Eastern Europe.

56.1.1 Upgrading and modernization of the Rail Transport Infrastructure along the SEETO
comprehensive network (CorridorsVII1l, X and Branch X d)
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Specific objectives:

= To construct the remaining railway links according to the EU technical standards,

= To reconstruct, rehabilitate, upgrade and modernize the rail links along the international Corridors
VIII, X and Branch X d according to the EU technical standards

= To improve the safety and security

= To reduce travel time for passengers and freight railway transport

= To increase the capacity of the connections with neighbouring countries along the Corridors

= To promote sustainable development especially through minimizing the adverse effects of transport
on the environment and through improving transport safety

= To develop design studies, Environment Impact Assessments (EIA), project preparation studies as
feasibility studies, cost-benefit analyses, design documentation and tender documentation of the
projects where pre-feasibility studies already.

Rationale: The overall condition of the rail network is obsolete as compared to the European standards.
Besides the low level conditions of the infrastructure, there are also missing links towards Republic of
Bulgaria and Republic of Albania.

The completion of the remaining rail links on the Corridors VIII and X, Xd will contribute towards

improving rail-based activities in several ways:

» By attracting greater domestic passenger and freight movements currently either undertaken by road
or not undertaken

= By increasing international passenger traffics

» By increasing use of rail for trade imports

» By increasing use of rail for trade exports

= By increasing use by rail of international transit traffics

These priority rail links with neighbouring countries are designed to strengthen traditional mobility and
trade patterns and to optimise opportunities for increased social and economic benefits both at national
level and to neighbouring countries.

There are number of projects at a stage of preparation of comprehensive project documentation in order to
be able to apply for financing for the physical works from IPA II or other IFIs. Therefore the support of
the activity is focused on specific project, where preparatory activities are ongoing and will be completed
before the application for financing for the physical works is submitted.

This activity will also include preparation of feasibility studies, cost benefit analyses, environmental
impact assessments, design documentation etc for other projects within the field of the rail infrastructure.

Description: The network is entirely single-tracked and all at 1.435 mm standard international gauge and
is open to both passenger and freight traffics. There are passing loops. The core railway network follows
the north-south and east-west Corridors, corresponding generally to the EU Corridors VIII, X and branch
X d. Note that infrastructure development has been virtually non-existent since 1990, with only 3 kms (or
0.4%) of new track opened.

Corridor VIII rail infrastructure runs East — West and is 315 km in length within the Country but is
incomplete, with only 154 km (less than 50%) having been constructed. As a result, there are no railway
links with neighbouring Albania and Bulgaria. The Eastern part of the Corridor VIII towards the Republic
of Bulgaria requires another 89 km to be built (29 % of the total) while in its Western section towards the
Republic of Albania another 66 km is needed (21 % of the total).

In addition to the gaps in the basic infrastructure of the network, there are several factors behind the
relatively small share of the railways in the total surface transport traffic. The geographical characteristics
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generate relatively short distances between major destinations. In addition, because the network
comprises of only two lines, the influence on passenger and freight traffic is limited to destinations along
these lines of route or the then immediate surrounding hinterland areas. This relative lack of accessibility
to stations hampers the wider scale marketing of rail services to a larger proportion of the population.
Corridor X rail infrastructure runs North — South Corridor X is 215 long and is fully operational. Within
the country, it starts from the border crossing at Tabanovce in the north and ends in the south with the
border crossing at Gevegelija, including the branch X-d from Corridor X that starts in Veles and ends at
the border crossing at Kremenica by Bitola.

Corridor X line is designed for speeds of 100 km/h, although at some points the speed is drastically
reduced. Along the Corridor, there are 19 stations; the standard gauge railway track has 25 KV voltage
electrification 50 Hz and with a relay signal system that provides for good communications. Corridor X
carries around 85% of the total transport so priority is being given to an increase of speed on some
sections to 130 km/h. In turn, this requires upgrading of the infrastructure standards in order to achieve
the specified technical conditions eight traffic on Corridors VIII, X and branch X d, the procedures and
documentation requirements at the various border crossings need to be simplified and harmonized.
Currently, funding is sourced from a mixture of state budget allocations and loans provided by IFI’s and
co-funding arrangements.

Currently, on the rail Corridor VIII as part of the SEETO Comprehensive rail network, eastern section
(Kumanovo — Beljakovce - Kriva Palanka - Deve Bair (border with Bulgaria) there are several ongoing
and planned investments of EUR 500 million to be realized until 2022.

For the first section Kumanovo-Beljakovce L=30.8 km, loan Agreement was signed on 21st of August
2012 with EBRD on the amount of EUR 46.4 million for reconstruction activities. Contractor “Wiebe
GmbH”-Germany stated works on 17.03.2014 and expected to be completed within 30 months i.e. until
September 2016. With the grant funds in amount of EUR 4.2 million secured through WBIF, the detailed
designs and tender documents were completed in September 2013, and in December 2013 an Engineer
was appointed.

On the second section from Beljakovce to Kriva Palanka L=34 km, during the period 1994 - 2004, with
funds provided from the National Budget, construction activities started for construction of a new railway
track from Beljakovce to Kriva Palanka (second section) with supporting structures (bridges, tunnels,
overpasses etc). In 2004 construction works were sTSOPped. WBIF approved a grant of EUR 2.7 million
for the preparation of the detailed design, tender documents and support in the tender process for selecting
a contractor. Start of the assignment was in August 2013 with duration of the assignment of 24 months.
Regarding the funding required for this section, the Ministry of Finance envisages to start negotiations
with IFI’s for a new Loan in the amount of EUR 145 million for construction works in the second quarter
of 2014, aiming at signing the new Loan Agreement by the end of 2014. Selection of the contractors
could start by the end of 2014 and the whole procedure to be finalized until end of 2015 when a Contract
for construction works is expected to be selected. In March 2014, MoTC submitted an application to the
WBIF for securing the grant funds for consultant who will be appointed as an Engineer. Selection of the
consultant will start by the end of 2014 and the whole procedure to be finalized until end of July 2015

For the last section Kriva Palanka, Deve Bair, border with Republic of Bulgaria L= 23.4km: only detailed
design of railway track is available. Funds for preparation of the detailed design in amount of EUR 3.5
million are allocated in IPA I, OPRD 2007-2013. The process of selection of the consultant could start in
the second half of 2014, a consultancy contract to be signed in first half of 2015, with duration of the
assignment of 24 months.

Concerning the western section of the rail Corridor VIII, Skopje- Kicevo- Border with Albania (section
Skopje —Kicevo L=62.6km), there are funds in amount of EUR 1.5 million allocated in IPA 2012-2013
for preparation of Project documentation for rehabilitation and reconstruction of the Railway Section
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Skopje-Kicevo. The process of selection of the consultant could start in the second half of 2014, a
consultancy contract to be signed in first half of 2015, with duration of the assignment of 24 months.

For the second section, Kicevo - Lin, Border with Republic of Albania L= 63km, from 2009 to 2011 a
Feasibility Study with preliminary design and EIA Study were completed. Funds in amount of 8mil.eur
are allocated in IPA I, OPRD 2007-2013 and the process of selection of the consultant is ongoing .The
consultancy contract is envisaged to be signed in the third quarter of 2014, with duration of the
assignment of 24 months.

Project financed from EBRD,
Projects financed e ! and WBIF

From WUMA

[llustration 8: Overview of investments on Rail Corridor VIII

On the Rail Corridor X as part of the SEETO Comprehensive rail network, ongoing and planned
investments until 2017 is EUR 51 million. There are several projects which are under implementation

such as:
1.

Reconstruction of the railway section between Bitola and Kremenica (16km). Works will start in

second half of 2014 and finish in 2016. The project is financed from IPA I, OPRD 2007-2013 in

amount of EUR 21 million.

Preparation of project documentation and reconstruction, rehabilitation and upgrading of 10

Railway stations along the Corridor X and branch X-d. The project is financed from IPA I, OPRD

2007-2013 in the amount of EUR 3 million.

Preparation of project documentation and procurement of equipment for GSMR and ETCS

system installation on the Rail Corridor X. The project is financed from IPA I, OPRD 2007-2013

in the amount of EUR 6 million.

Project for Rehabilitation and upgrading of the Railway Station — Skopje. The project is financed

from IPA 1, OPRD 2007-2013 in amount of EUR 2.6 million.

EBRD provided EUR 17.6 million loan for rehabilitation of Rail Corridor X for track renewal

along the railway line:

- For section Tabanovce-Kumanovo (13km) contract was concluded in April 2012. Works on
the Section Tabanovce-Kumanovo was completed in October 2013.

- Works were completed on the section Miravci-Smokvica in June 2013.

- For the section Nogaevci-Gradsko (28km) contract was concluded in July 2013 with duration
of 365 days on amount of EUR 9,399,755. Works have commenced.
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6. Preparation of project documentation for reconstruction and rehabilitation of the Railway Section
Veles-Bitola as part of branch X-d of Corridor X. The project is financed from IPA I, OPRD
2007-2013

7. Preparation of project and design documentation for the section Veles — Dracevo was completed
in 2013. The project is financed from IPA I, OPRD 2007-2013

8. Preparation of project and design documentation for the section Kumanovo — Deljdarvoce to be
completed in mid 2014. The project is financed from IPA I, OPRD 2007-2013

Rail Corridor 10 and branch 10d

IPA financed

projects
EBRD and WBIF

financed projects

Illustration 9: Overview of investments on Rail Corridor X and Branch X d

5.6.1.2 EligibleInterventionsunder IPA ||

= Construction of remaining railway links according to the EU technical standards

» Reconstruction, rehabilitation, upgrading and modernization of the existing railway sections with EU
technical standards

* Improvement of rail safety

* Project preparation studies, as feasibility studies, cost-benefit analyses, EIA, design documentation
and assistance with tendering and contracts (tender specification, evaluation, preparation of contracts,
etc).

= Post-completion restoration activities, related to the measure

Selection Criteria: Operations to be financed under this activity will comply with the following selection
criteria:

* Consistence with the national and regional policies

= Readiness of the project for implementation
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= Adequate management capacity of the final beneficiary
= Sufficient financial condition of the beneficiary and available co-financing
= Professional competence of the management team

Beneficiaries: Ministry of Transport and Communications and "Public Enterprise Macedonian Railways-
Infrastructure”.

Result Monitoring indicators:

I ndicator Targetsfor period 2014-2020 Sour ce of verification
Length (km) of rail Eurostat/National
infrastructure Statistics
reconstructed/rehabilitated/ Office/SEETO
constructed along SEETO 23 km by 2020 MAP/P.E.
Comprehensive Network with "Macedonian Railways
IPA 11 funds (baseline 0) Infrastructure "

Goods transported (thousands Eurostat, JSC

of tons) on annual basis by 500.000 tons of freight by 2020 "Macedonian Railways
2022 on C-VIII (baseline 0) Transport"

Secured level crossings
according to international
standards and best practices
(baseline — 81 level crossing)

Eurostat, PE
15 Level crossings secured by 2020 "Macedonian Railways
Infrastructure "

5.6.2 PRIORITY ACTION 2—ROAD TRANSPORT INFRASTRUCTURE

Aim: The purpose of the priority action is to improve road transport infrastructure for a better cohesion
with the EU member states and regional neighbours, supported by varied investments in the transport
infrastructure network of the country. For the programming period 2014-2020 the priority will be given to
the road infrastructure along the SEETO comprehensive network (Corridors VIII, X and Branch X d)

EU legisation: REGULATION (EU) No 13152013 OF THE EUROPEAN PARLIAMENT AND
OF THE COUNCIL of 11 December 2013 on Union guidelines for the development of the trans-
European transport network and repealing Decision No 661/2010/EU

Specific objectives:

= To facilitate international and transit movements of people and goods with the EU and its regional
neighbours by the modernisation and development of the Corridors and the regional core network

= To facilitate the effective movement of persons and goods that supports improved living standards
and socio-economic environment in the regions through development of the national components of
the Corridors

* To promote sustainable development especially through minimizing the adverse effects of transport
on the environment and through improving transport safety

= To develop design studies, Environment Impact Assessments (EIA), project preparation studies as
feasibility studies, cost-benefit analyses, design documentation and tender documentation of the
projects where pre-feasibility studies already exist and are of the priority.
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Rationale: The national territory is a crossing point of the two Trans National Axes (Corridors VIII and
X) which is an opportunity for development of the national transport network in order to make the most of
the geo-strategic advantage and thus to contribute to the functioning of the Common European Market by
providing effective transport links and facilitating the transport of people and goods and access to the
other countries and markets.

The regional core transport network is considered to be one of the most important policies for bringing
long term peace, stability and economic prosperity to South-East Europe. Transport priority action will
focus on the continuation of the Development of the South East Europe Core Regional Transport
Network. This is in line with the political priorities set out in the European Partnership and the MoU
signed in June 2004 between the representatives of the countries and administrative entities of the South
East Europe and the Commission.

This priority action will contribute to better cohesion with the EU member states, by reducing travel
times, supporting improved safety and quality of transport delivery both within the Country, to
neighbouring countries and onward to other countries in the EU and the region. It will be achieved
through activities aimed at development of motorways and road infrastructure. In this manner,
improvements will also accrue in the quality, efficiency and speed of transport services, door-to-door
leading to increases in freight and passenger traffic.

These regional priorities are matching also the needs identified in the economic and SWOT analysis of
the transport sector.

Following the analysis the national and regional transport delivery suffered because of various
weaknesses:

» Limited connections (road) with neighbouring states

= Unsatisfactory road condition in national network

= Unsatisfactory level of financing of road maintenance

= Cross border delays

» Inadequate funding available to fulfil all transport infrastructure project requirements

Description: The action comprises activities that will contribute to construction, reconstruction,
rehabilitation and modernization of the road infrastructure (along the SEETO comprehensive network),
with a special emphasis on the improvement of road safety. This also includes project preparation studies,
feasibility studies, cost-benefit analyses, EIA, design documentation, tender documentation of the projects
where pre-feasibility studies already exist.

Delivery: Delivery principles include support of investments in Transport infrastructure projects which
are capital intensive. This approach will enable effective and efficient utilisation of the IPA assistance and
continuation of the principle for investments set out in the period 2007-2013 of investment on SEETO
Comprehensive Networks as part of the TEN T network.

Targets and indicators The priority is targeted on the Road transport sector. The target commercial
beneficiaries will include the importers and exporters of goods and products, including agricultural
products, as well as those involved in internal trade movements and also those engaged in goods transit
across South Eastern Europe. In addition, modern highways have high safety design standards that create
benefits for all road users and contribute towards improvements in the safety standards and reductions of
accidents, injuries and fatalities.
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5.6.21 Upgrading and modernization of the Road Infrastructure along the SEETO
comprehensive network (CorridorsVIII, X and Branch X d)

Specific objectives:

» To construct, reconstruct, rehabilitate, upgrade and modernize the motorway sections on the Corridor
VIII, X and Branch X d that are currently below standard

= To eliminate dangers and delays that currently occurs in this sub-standard stretch.

= To improve road safety, reduce accidents and ensure safer travelling environment

* To limit the harmful impact of road traffic on the environmental to an optimal level

* To increase the capacity of the connections with neighbouring countries along the Corridor VIII

= To develop design studies, Environment Impact Assessments (EIA), project preparation studies as
feasibility studies, cost-benefit analyses, design documentation and tender documentation of the
projects where pre-feasibility studies already exist.

Rationale: A well-developed and maintained road infrastructure provides the foundations for the
country’s economic growth and sets the preconditions for development of the road transport.

The Corridor VIII spans over the South Eastern European area where transport infrastructure is
traditionally weak. It is the energy and infrastructure axis connecting the Adriatic with the Black Sea.
From an economic point of view, with the trans-European networks the European Commission aims at
realising an enhanced access to EU countries, and thus develops an increased mobility of people and
goods following the single market objectives and the principles of sustainable mobility. Corridor VIII
develops a system of transportation that clearly would foster improved trade within the region. It would
bring economic development benefits to the sub-regions and municipalities along its route and better
connect inland localities to ports on both the Adriatic and Black Seas, allowing better access to raw
materials and markets. In view of future planning for the extension of the TEN-T network it is of common
interest of all the countries of the region to consider Corridor VIII the Motorway of the Sea connecting
Varna/Burgas, Sofia, Skopje, Tirana, Durres to Bari/Brindizi in Italy (the Black Sea with the Adriatic
Sea).

Corridor X is the most important element of the core transport network, linking from Greece to Austria.
Present average annual daily traffic of 15,000 is set to increase at 6% per annum to over 20,000 and to
40,000 by 2020. The E-75 is mostly four lane tolled motorway. A high proportion (25%) of it is regional
or international. Within the national territory, the relevant part of the Corridor X is in concordance with
National road M-1 (international mark E-75), which crosses the territory in direction North-South. Within
the country, the traffic volume on the Corridor X averages around 5.000 vehicles per day. For the period
2008-2012 was foreseen an increase in traffic volume of 5% per annum, reaching approximately 6.300
vehicles per day for year 2012 and up to 10.000 vehicles per day by 2020-2025.

There are number of projects at a stage of preparation of comprehensive project documentation in order to
be able to apply for financing for the physical works from IPA II or other IFIs. Therefore the support of
the activity is focused on specific projects, where preparatory activities are ongoing and will be completed
before the application for financing for the physical works is submitted.

This activity will also include preparation of feasibility studies, cost benefit analyses, environmental
impact assessments, design documentation etc for other projects within the field of the rail infrastructure.

Description: Concerning road infrastructure along Corridor X, as part of the SEETO
Comprehensive road network,, at present there are completed investments for period 1990 - 2013 in
amount of EUR 96 million. For the coming period with the planned and ongoing investments to be
completed by 2019 the amount is going to increase to EUR 337 million. Road Corridor X is 83% to level
of motorway standards and 17 % in the phase of construction (section Demir Kapija — Smokvica). The
scope of investments on the Corridor X and Xd so far included project such as:
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Section Negotino — Demir Kapija was constructed in three phases. The construction started in
September 2000 and finished in October 2005, with total length of 15.74 km and budget of EUR
24.7 million. The first two phases were financed through PHARE — Programme and the third
phase was financed through CARDS — Program.

Section Smokvica — Gevgelija was financed through EBRD and it was completed in January 2006
with length of 11.22 km.

Section Gevgelija — Bogorodica (Border with Greece) was finished in 2000. It was financed by
European Commission and PHARE — Programme with length of 4.6 km and a budget of EUR 6.2
million.

Section Tabanovce — Kumanovo financed from the World Bank was completed in 2011.

First two phases of rehabilitation of bridges on Road Corridor X financed from NATO in an
amount of EUR 26 million were completed in the period 2006-2008. Ongoing is third phase of
rehabilitation of bridges on Road Corridor X in amount of EUR 8.6 million financed form NATO
(first two phase in an amount of EUR 26 million were completed in the period 2006-2008);
Competed rehabilitation of section from Katlanovo to Veles in 2013 in amount of EUR 7 million
financed from the state budget; works for rehabilitation of section from Veles to Katlanovo
financed from IPA I in an amount of EUR 8 million will start in mid-2014 and should be
completed in mid-2015.

Road section from Demir Kapija to Smokvica is under construction with a cost of EUR 219
million, financed from IPA I, EBDR and EIB.

Works for reconstruction and rehabilitation of section from Smokvica to Gevgelija financed from
IPA I in an amount of EUR 7 million are planned to start in first half of 2015 and should be
completed in 2016.

Works for Rehabilitation of section from Kumanovo to Miladinovce financed from IPA I are
planned to start in 2016 and should be completed in 2017.

Investments on Road Corridor X
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Illustration 10: Overview of investments on the Road Corridor X

Road Corridor X-d as part of the SEETO Comprehensive road network,is comprised of the

following sections:
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1. Section from Gradsko to Drenovo is planned to be financed under IPA II, 2014-2020 in an
amount of EUR 40 million.

2. For section from Drenovo to Raec brigde is planned to be implemented from loan form EBRD.
Time frame for 2015 to 2017 in an amount of EUR 40 million.

3. Section from Raec Bridge to Kamenolom adding a third lane was implemented in 2006 financed
from the state budget

4. Section from Kamenolom to Belovodica is planned to be financed from the state budget for
extending the road with a third lane

5. Section from Belovodica to Leniska reka, extending the road with a third lane was implemented
in 2006 financed from the state budget

6. Section from Leniska reka to Prilep extending the road with a third lane is planned to be financed

from the state budget .
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Illustration 11; Overwew of investments on the Road Corridor X, Branch X-d

On the Road Corridor V111 aspart of the SEETO Comprehensive road network, there are completed
investments in the period of 2000-2013 in an amount of EUR 242 million. In the forthcoming period there
are ongoing and planned investments for 2014-2019 is EUR 440 million

In the former Yugoslav Republic of Macedonia, road Corridor VIII extends from the East to the West part
of the national territory and in total length of around 304 km. From the aspect of the road infrastructure
along the Corridor, approximately 37% of the total length is on a level of standard modern motorway,
among which are the following sections: Skopje-Tetovo-Gostivar, Skopje by-pass and Tetovo as well as
Kumanovo-Skopje.

In November 2009, the Government of the former Yugoslav Republic of Macedonia published the Public
Announcement for submission of requests for participation in the procedure for awarding concession for
activities for construction, reconstruction, maintenance, pay-toll and usage of part of the state roads in in
the country for Package 1 and Package 2 for Corridor VIII, which was not successful due to the fact that
there were no bids from the 5 prequalified consortia and the procedure was sTSOPped in October 2011.

Road Corridor VIII passes through Struga, Gostivar, Tetovo, Skopje and Kriva Palanka and it can be
divided in following main sections:
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1. Ohrid — Kicevo with length of 57 km will be constructed to motorway standards until 2018. The
construction works began in March 2014 and the funds in an amount of EUR 374 million are
secured from the China EXIM Bank.

2. For the Kicevo — Gostivar section, at the moment [FC is looking into the possibility to finance the
construction works though PPP.

3. Section Gostivar - Tetovo was completed to motorway standards in 1995 and construction works
for section Tetovo — Skopje was completed to motorway standards in 2002 with construction
works in an amount of EUR 57 million

4. Skopje by-pass (26.7 km) was completed to motorway standards in 2009. The construction works

were in an amount of EUR 150 million

Section Skopje — Kumanovo (33 km) is completed to motorway standards.

6. Section Kumanovo — border with R. Bulgaria from point Rankovce to Kriva Palanka in length of
22 km are planned to be upgraded until 2018 with funds from the World Bank in an amount of
EUR 70 million.
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Illustration 12: Overview of investments on the Road Corridor VIII

5.6.2.2 EligibleInterventionsunder IPA |1

Construction, reconstruction, rehabilitation, upgrading, modernization and Supervision of works of
the motorway sections on the Corridors VIII, X and Branch X d according to the EU technical
standards The intervention include motorway construction and associated support structures, related
procurement contracts, assistance with tendering and contracts (tender specifications, evaluation,
preparation of contracts, etc.)

Improvement of road safety

Project preparation studies, as feasibility studies, cost-benefit analyses, environment impact
assessments, design documentation, and assistance with tendering and contracts (tender specification,
evaluation, preparation of contracts, etc) with the view to reconstruction, rehabilitation, upgrading
and modernization of the existing motorways with EU technical standards

Post-completion restoration activities, related to the measure

Selection Criteria: Operations to be financed under this activity will comply with the following selection
criteria:
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» Consistence with the national and regional policies

= Readiness of the project for implementation

= QGreater positive impact on population and least impact on nature

»  Adequate management capacity of final beneficiary

» Sufficient financial condition of the beneficiary and available co-financing

Final Beneficiaries: Ministry of Transport of Transport and Communications and Public Enterprise for
State Roads-PESR will be the final beneficiaries.

Result Monitoring Indicators:

Indicator Targetsfor period 2014-2020 Sour ce of verification
Length (km) of roads -
reconstructed/rehabilitated/con Eurostat/National

Statistic Office/P.E
State Roads and
SEETO MAP

structed along SEETO 98 km by 2020
Comprehensive Network
(baseline 16 km)

Increased road safety measures/
decreased number of black Reduction by 30% of the road safety fatalities, 3
spots along the SEETO to 6 eliminated black spots, by 2020

comprehensive network

National Statistic
Office/Ministry of
Interior

5.6.3 PRIORITY ACTION 3—HORIZONTAL SECTOR ASSISTANCE

Aim: To provide horizontal assistance in the Transport sector to i.a. support the implementation of sector
governance, sector wide reforms, specific transport activities not covered by Priority Actions 1 and 2 and
to support the effective management and implementation of the Transport Sector Operational Programme
2014-2020.

Specific Objectives:

* To achieve the administration of IPA II assistance implementation within the SOPT 2014-2020 being
carried out in due course.

= Strengthening and enhancing the administrative capacity of the administrative structures.

= To support the preparation and implementation of activities in the area of green urban transport.

* To support the Government structures in the improvement of sector governance and the
implementation of transport sector reforms.

= To support the preparation of strategic and operational documents (i.e. future transport operational
programmes, technical project documentation, etc.).

* To make the public well informed and aware of the support from IPA and in particular of SOPT.

Rationale

The management and implementation of sector reforms requires particular horizontal sector assistance
measures in order to support sector governance, the capacity building of sector stakeholders and the
administrative and legal structures for the implementation of sector reforms.
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Actions 1 and 2 cover only a limited number of activities as defined in the Transport sector strategic
documents. Priority Action 3 will therefore be able to cover a number of horizontal transport issues not
addressed by those first two Priority Actions. A particular focus will be put on the development and
implementation of activities in the area of green urban transport. In addition Priority Action 3 will address
sector shortcomings and provide support to improve sector governance, strengthen the capacities of key
sector stakeholders and support the approximation of the legal framework and the appropriate
administrative capacities with the EU acquis. In addition this Priority Action will also support the
concrete implementation of the SOP, by providing capacity building for the relevant actors, support in the
preparation of technical documentation, supporting the development of future EU support measures, etc.

Description:

The action comprises activities that will contribute to proper implementation of Transport sector reforms

and will focus i.a. on the following elements:

= Strengthen the capacities of the national stakeholders for establishing and further developing a proper
sector approach framework

» To finance preparatory, management, monitoring, evaluation information and control activities in
order to reinforce the administrative capacity for implementing the Sector transport reforms

= Information evaluation, audit and control activities

= Conducting visibility and communication activities linked e.g. to the IPA assistance but also to wider
transport areas, such as road safety, etc.;

= Support in the area of green and urban transport

» Horizontal support to transport inspectorates and other bodies on central and local level.

= Support to gradual move towards sector based approach

= Support for preparation of project documentation for multi modal transport nodes
Identification of potential future projects eligible for financing and their preliminary assessment give
the basis to compile the project pipeline including only the selected projects meeting the objectives of
the programme.

= Use of external expertise necessary for the development of high quality strategic transport and
programme documents/plans/manuals; technical studies and databases; conducting independent
analyses and assessments and other relevant activities in relation to the preparation, monitoring,
management, control, evaluation and audit of the SOPT;

Delivery:

The horizontal sector assistance shall be implemented through service, grants and Twining contracts.. The

implementation of the activity requires, among others:

* Training of staff on project management and IPA II implementation rules,

= Evaluations, expert reports, statistics and studies

* Measures to disseminate information, networking, raise awareness, promote cooperation and
exchange experiences;

» Improvements in evaluation methods and the exchange of information on practices in this field.

= Ensuring the implementation of motivational scheme for employees of the beneficiaries of the
programme for regular and overtime work on management, ensuring financial resources for
remuneration, overtime work and social contributions for employees - in accordance with the
established national rules;

Targetsand indicators:

Action 3 is targeted for key sector stakeholders and for the TSOP 2014-2020 management bodies
responsible for identification, design, implementation and monitoring in accordance with approved
procedures.

Wider public is targeted also through the measures that focus on increase of public awareness about EU
support and relevant sector reforms.
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Eligibleinterventionsunder IPA | I:

Technical assistance to improve sector governance.

Capacity building of key sector stakeholders.

Measures to support the implementation of green urban transport activities.

Organization of yearly sector review studies and meetings.

TA for the approximation of the legal framework with the EU acquis.

Project preparation studies, as feasibility studies, cost-benefit analyses, environment impact
assessments, design documentation, and assistance with tendering and contracts along SEETO
Comprehensive Network.

Drawing up programme documents for the next programming period and revision of ongoing
programme.

Preparation, organization and carrying out trainings of OS staff (focus to be put on workshops,
seminars, exchange of good practices and experience with other EU member States, including
financing for participation in relevant international events).

Monitoring to support SOPT implementation.

Actions related to the Sector monitoring committee as referred in the Implementation.

Implementation of communication activities, organisation of campaigns to make the public well
informed and aware of the support from IPA and relevant transport reforms and policies.

Support evaluation, audit and control activitiesof the SOPT, including technical audit assistance for
major projects.

Providing support and guidance though the JASPERS instrument (Joint Assistance to Support
Projects in European Regions).

Development of project documentation for multi modal transport nodes.

Provision of technical assistance, including surveys, analyses and evaluations (ex-ante, on-going and
ex-post), as well as advice from national and international experts on various aspects of the
management and implementation of activities under the Structural and Cohesion Funds, including
preparation of tender specifications.

Drawing up sector studies, strategies, master plans, investment studies and other documents at
national and regional level necessary for planning interventions.

Provision of technical assistance related to transfer of practical experience in the area of
identification, assessment and selection of eligible projects and projects preparation and
implementation (coaching /on the job support).

Project preparation studies, as feasibility studies, cost-benefit analyses, environment impact
assessments, design documentation, and assistance with tendering and contracts for urban and green
transport.

Final Ben€ficiaries:

Operating structure, MoTC, Specific bodies and end recipients

Result Monitoring indicators:

Targetsfor period 2014- Sour ce of verification

Indicator 2010

Total number implemented projects
in the area of urban and green
transport

Programme monitoring

Programme monitoring

Total number of prepared project
documentation  for  multimodal
transport

Programme monitoring

Programme monitoring

Number of communication

Managing authority

Managing authority
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campaigns carried out for improved | Programme monitoring Programme monitoring
safety in transport sector

Total number of technical audits

made for Major Projects Programme monitoring Programme monitoring
Production of relevant sector Programme monitoring
statistics and establishment of a SSO, MoTC

comprehensive data collection
system

57 METHODOLOGY FOR SELECTION OF PROJECTS
Multi Criteria Analyses-M CA

The selection of the projects for each priority action would be based on Multi Criteria Analyses which
takes into account three basic sets of criteria, as previously agreed with the Commission:

» level of compliance (shortly indicated as “compliance” below) with EU and national policies and

maturity,

= impact of the project and

* maturity of the project (shortly indicated as “impact” and “maturity” below).
Criteria and parameters to be considered in the analysis are listed below. For each of the 3 basic criteria
(compliance, impact and maturity), different indicators are defined according to the overall objective of
the project, as shown in the scheme below.

CRITERIA:  Compliance, Impact, Maturity
INDICATORS:
The following indicators would be considered:
e Compliance indicators:
0 Compliance with EU policies, legislation and directives
0 Compliance with international conventions
0 Compliance with national strategies and legislation
0 Compliance with regional and geographical balance
e Impact indicators:
0 Estimated social impact
0 Estimated environmental impact
e  Maturity indicators:
0 Technical constraints

0 Overall maturity of the project
0 Estimated time needed for maturity
0 Estimated cost for each project
0 Estimated duration of each project
PARAMETERS: The above-mentioned indicators require quantifiable terms, or, at least, a

qualitative assessment based on an expertise. The following quantitative or qualitative parameters
are to be taken into consideration:
e Compliance indicators: for any indicator, a qualitative assessment (not in compliance,
partially in compliance, fully in compliance)
e Impact indicators:
0 Estimated social impact: draft assessment based on a qualitative scale (low impact,
medium impact, high impact, etc.)
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0 Estimated environmental impact: draft assessment based on a qualitative scale (low

impact, medium impact, high impact, etc.)
e Maturity indicators:

0 Technical constraints: draft assessment based on a qualitative scale (low impact,
medium impact, high impact, etc.)

0 Maturity of the project: draft qualitative assessment, as above (low, medium, high
maturity)

0 Estimated time needed for maturity: draft quantitative assessment, in terms of
remaining months

0 Estimated cost for each project: estimated cost (from available feasibility studies
when available)

0 Estimated duration of each project: draft quantitative assessment of project lifetime.

RANGE of VALUES: Each PARAMETER is characterized by the amplitude of value ranges. But
values are actually expressed in different units and most of them may also be simply qualitative, as
above specified.

This is the reason why the parameters are represented by “utility values” that are given to each value
unit of the range (or considering the maximum — minimum extent of each value). Consequently
every criteria parameter | may be expressed, for a given project k with an “utility value” Uj that is
conventionally between 0 and 1 :

0< Ui,k <1

WEIGHTS: Weights represent the importance that national and local communities give to the
particular indicator, and are expressed by weight factors Ay which represents the importance that the
decision maker assign to the criteria in the overall assessment.

SCORE: The individual score is the result of the product between points and weights attributed to
the indicator and the total scores represent the final judgment for each alternative. At the end, to any
K project an utility function value Uy may be associated, being:

iu,'k X A1
i=1

The Uy value was adopted in order to set-up a ranking among the projects.

The MCA produces a sort of “classification” among projects, thus identifying priorities and critical
situations. A list of required actions for each project is produced in parallel with the results of MCA in
order to identify tangible initiatives to be carried out in order to bring each project at an acceptable degree

of maturity. Such list is the base for the final “Action plans” development.

57



Preliminary
identification of

—> Technical

\L MCA Analysis N Timeline
Analysis of each project
(maturity and coherence with N Ran king and
local and EU policies, etc.) W/ > Indicative
Identification of \L

specific needs for

Action Plan —F—> Possible

L>| Responsibilitie

The following points explain with some more details the above activities
Preliminary identification of projects

The preliminary identification of projects consists of a quick screening of projects carried out in
cooperation between MoTC and other stakeholders aimed to identify project that can be actually included
in the list of the possible IPA-supported projects. This activity consists of an identification of those
initiatives which are yet included into the IPA strategic documents or that can be further introduced being
in coherence with IPA’s requirements. Proposals not in coherence with these requirements are not
considered at all in the further steps of the project identification.

6. INDICATIVE LIST OF MAJOR PROJECTS

Based on the MCA the following projects are foreseen as Major projects within the TSOP 2014-2020:
1. Construction of railway line from Kriva Palanka to border with Republic of Bulgaria.

2. Construction of road section from Gradsko to Drenovo as part of the road Corridor X-d

Indicative list of major projects is annexed to the document.

7. 1PAI1lI FINANCIAL ALLOCATIONSPER YEAR

Financial tables 2014-2020 are based on 85% IPA contribution and 15% National co-financing. They
reflect the major projects identified in the TSOP.

IPA co-
Total National Financing
Public EU Public Rate
Year 2014 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(L)=(2)+(3) €) (2 3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 0.00 0.00 0.00 85%
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Priority Action 2
Road transport

infrastructure 4,705,882.35 4,000,000.00 705,882.35 85%
Priority Action 3
Complementary
assistance 0.00 0.00 0.00 85%
Total Year 2014 4,705,882.35 4,000,000.00 705,882.35 85%
IPA co-
Total National Financing
Public EU Public Rate
Year 2015 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(D)=(2)+(3) €)@ 3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 0.00 0.00 0.00 85%
Priority Action 2
Road transport
infrastructure 16,556,000.00 14,072,600.00 2,483,400.00 85%
Priority Action 3
Complementary
assistance 716,992.80 609,443.88 107,548.92 85%
Total Year 2015 17,272,992.80 14,682,043.88 2,590,948.92 85%
IPA co-
Total National Financing
Public EU Public Rate
Year 2016 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(D)=(2)+(3) €)@ 3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 0.00 0.00 0.00 85%
Priority Action 2
Road transport
infrastructure 20,385,176.47 17,327,400.00 3,057,776.47 85%
Priority Action 3
Complementary
assistance 1,055,489.20 897,165.82 158,323.38 85%
Total Year 2016 21,440,665.67 18,224,565.82 3,216,099.85 85%
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IPA co-

Total National Financing
Public EU Public Rate
Year 2017 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
L)=(2)+(3) €)@ 3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 900,000.00 765,000.00 135,000.00 85%
Priority Action 2
Road transport
infrastructure 12,283,058.59 10,440,599.80 | 1,842,458.79 85%
Priority Action 3
Complementary
assistance 20,000.00 17,000.00 3,000.00 85%
Total Year 2017 13,653,000.00 11,222,599.80 | 1,980,458.79 85%
IPA co-
Total National Financing
Public EU Public Rate
Year 2018 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(D)=(2)+(3) €) (2 3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 33,000,000.00 28,050,000.00 4,950,000.00 85%
Priority Action 2
Road transport
infrastructure 639,000.00 543,150.00 95,850.00 85%
Priority Action 3
Complementary
assistance 0 0 0 85%
Total Year 2018 33,639,000.00 28,593,150.00 5,045,850.00 85%
IPA co-
Total National Financing
Public EU Public Rate
Year 2019 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
D)=(2)+(3) €)@ (3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 37,588,236.00 31,950,000.60 5,638,235.40 85%
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Priority Action 2
Road transport

infrastructure 30,000.00 25,500.00 4,500.00 85%
Priority Action 3
Complementary
assistance 100,000.00 85,000.00 15,000.00 85%
Total Year 2019 37,718,236.00 32,060,500.60 5,657,735.40 85%
IPA co-
Total National Financing
Public EU Public Rate
Year 2020 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(D)=(2)+(3) €) (2 (3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 0 0 0 0%
Priority Action 2
Road transport
infrastructure 5,000.00 4,250.00 750.00 85%
Priority Action 3
Complementary
assistance 150,000.00 127,500.00 22,500.00 85%
Total Year 2020 155,000.00 131,750.00 23,250.00 85%
IPA co-
Total National Financing
TOTAL Years Public EU Public Rate
2014- 2016 Expenditure Contribution Contribution (%)
&) (IPA) &)
L)=(2)+(3) €)@ 3)* (4)=(2)/(1)
Priority Action 1
Rail transport
infrastructure 0.00 0.00 0.00 85%
Priority Action 2
Road transport
infrastructure 41,647,058.82 35,400,000.00 6,247,058.82 85%
Priority Action 3
Complementary
assistance 1,772,482.00 1,506,609.70 265,872.30 85%
Total 2014-2016 43,419,540.82 36,906,609.70 6,512,931.12 85%
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IPA co-

Total National Financing
TOTAL Years Public EU Public Rate
2017-2020 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(D)=(2)+(3) €) (2 3)* (4)=(2)/(1)

Priority Action 1
Rail transport

infrastructure 71,488,236.00 60,765,000.60 | 10,723,235.40 85.00%
Priority Action 2
Road transport
infrastructure 12,957,058.59 11,013,499.80 | 1,943,558.79 85.00%
Priority Action 3
Complementary
assistance 270,000.00 229,500.00 40,500.00 85.00%
Total 2017-2020 84,715,294.59 72,008,000.40 | 12,707,294.19 85.00%
IPA co-
Total National Financing
TOTAL Years Public EU Public Rate
2014-2020 Expenditure Contribution Contribution (%)
(€) (IPA) (€)
(D)=(2)+(3) €)@ 3)* (4)=(2)/(1)

Priority Action 1
Rail transport

infrastructure 71,488,236.00 60,765,000.60 | 10,723,235.40 85.00%
Priority Action 2

Road transport

infrastructure 54,604,117.41 46,413,499.80 | 8,190,617.61 85.00%
Priority Action 3

Complementary

assistance 2,042,482.00 1,736,109.70 306,372.30 85.00%
Total 2014-2020 128,134,835.41 | 108,914,610.10 | 19,220,225.31 85.00%
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8. OVERVIEW OF THE CONSULTATION PROCESS

The consultation processes ensure that the preparation of the Sectoral Operational Program on Transport
at different stages of programming process is discussed and consulted with stakeholders relevant to the
sector, beneficiaries, public authorities and other economic and social partners.

The first draft of the SOPT was prepared by the Ministry of Transport and communications with inter-
service consultation. After this process the draft SOPT was sent to intra-service consultations within the
relevant Ministries and other public authorities and was sent to the Government. After having all positive
opinions the information note was adopted by the Government on 30.04.2014. After this the SOPT was
sent to the Delegation of the EU on 05.05.2014.

Comments from the DEU were provided on 15.05.2014 and afterwards a meeting with the representatives
of the EC, DEU and national authorities was held on 22.05.2014.

The SOPT was revised and sent to the DEU on 02.06.2014 and meeting for consultation was held on
03.06.2014 in the premises of the DEU where representatives from the SEA and Ministry of transport
participated. The revised version of the OP was sent to DEU and EC in june 2014 and comments were
provided from the EC on 01.08.2014. Technical meeting was held on 27.08.2014 in the premises of the
DEU. The revised version was sent to the DEU and EC by the NIPAC on 01.09.2014.

On a programme level consultations with governmental institution, basic stakeholders, NGOs,
Municipalities and all relevant institutions took place while drafting the OPT 2014-2020.

On action level public consultations according to relevant national legislation takes place for every major
project during the preparatory phase and all concerned stakeholders, municipalities and NGO’s were
consulted on the Operational Programme and were duly informed for the major projects. After the
consultations are held the opinions and remarks are taken on board and incorporated in the project
preparation phase.

For instance, such consultations were done for the previous major project for construction of the new
motorway section on Corridor X Demir Kapija — Smokvica as well as for the major project for renewal
with reconstruction of the railway section Bitola-Kremenica as part of the branch Xd of the Corridor X.

JASPERS (Joint Assistance to Support Projects in European Regions) provides guidance and
advice during project preparation, to help improve the quality of the major projects to be submitted for
grant financing under IPA Assistance. JASPERS instrument is an important quality management tool for
infrastructure projects implementation since it provides technical expertise for any stage of the project
cycle from the early stages of project conception through to the final application for EU funding. In the
former Yugoslav Republic of Macedonia, JASPERS supported implementation of several projects related
to road transport infrastructure (Motorway section Veles - Katlanovo rehabilitation, Reconstruction and
upgrading of the motorway section Smokvica-Gevgelija, as part of Corridor X) and railway transport
infrastructure (new Rail Section Kriva Palanka - Bulgarian Border, New Rail Section Kicevo - Albanian
Border and Rehabilitation of the rail section Bitola - Kremenica). Based on the valuable input form
JASPERS in the project preparation in 2013 and 2014 it is expected to extend the cooperation in the
period 2014-2020, on the issues such as but not only limited to project review and recommendations,
horizontal tasks, strategic support, capacity building and implementation support.
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9. IMPLEMENTATION, MONITORING AND EVALUATION ARRANGEMENTS

9.1 DESCRIPTION OF RELEVANT STRUCTURES AND AUTHORITIES FOR THE
MANAGEMENT AND CONTROL OF THE PROGRAMME

Bodies and authorities
The Government of the beneficiary country will adopt its own legal act/s, which will designate specific

bodies for IPA management and implementation roles.
Under the management and control provisions of this Regulation, the following individuals / bodies will
be designated / established

- National IPA Coordinator

- National Authorising Officer

- National Fund

- Audit Authority

- Operating Structure

National IPA Coordinator (NIPAC) is a high-ranking official in the state administration, who shall
ensure the overall coordination of assistance under the IPA Regulation. NIPAC shall, in particular:

1. ensure partnership between the Commission and the former Yugoslav Republic of Macedonia,
and a close link between the general accession process and the use of assistance under the IPA
Regulation;

2. Dbear overall responsibility for:

0 the coherence and coordination of the programmes provided under this Regulation,

o the annual programming for the transition assistance and institution building component
at national level,

o the coordination of the participation of the beneficiary country in the relevant cross-
border programmes, both with Member States and with other beneficiary countries, as
well as in the transnational, interregional or sea basins programmes under other
Community instruments. The national IPA coordinator may delegate the tasks relating to
this coordination to a cross-border cooperation coordinator,

3. draw up and, after examination by the IPA monitoring committee, submit the IPA annual and
final reports on implementation to the Commission with a copy to the national authorising officer.

National Authorising Officer (NAO) shall be a high-ranking official in the state administration of the
former Yugoslav Republic of Macedonia. NAO shall:

e as the head of the National Fund, bear overall responsibility for the financial management of EU
funds in the beneficiary country; he shall be responsible for the legality and regularity of the
underlying transactions;

e be responsible for the effective functioning of management and control systems under the IPA
Regulation.

For the purposes of point (1), the National Authorising Officer shall in particular fulfill the following
tasks:

e provide assurance about the regularity and legality of underlying transactions;

e draw up and submit to the Commission certified statements of expenditure and payment
applications; the National Authorising Officer shall bear overall responsibility for the accuracy of
the payment application and for the transfer of funds to the Operating Structures and/or final
beneficiaries;

o verify the existence and correctness of the co-financing elements;
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e ensure the identification and immediate communication of any irregularity;

e make the financial adjustments required in connection with irregularities detected,

e be the contact point for financial information sent between the Commission and the former
Yugoslav Republic of Macedonia.

For the purposes of point (2), the National Authorising Officer shall in particular fulfill the following
tasks:
e be responsible for issuing, monitoring and suspending or withdrawing the accreditation of the
Operating Structures;
e ensure the existence and effective functioning of systems of management of assistance under the
IPATI IR
e ensure that the system of internal control concerning the management of funds is effective and
efficient;
e report on the management and control systems;
e ensure that a proper reporting and information system is functioning;
e follow-up the findings of audit reports from the audit authority,
e immediately notify the Commission, with a copy of the notification to the competent accrediting
officer, of any significant change concerning the management and control systems.

Pursuant to the responsibilities laid down in points (1) and (2), the National Authorising Officer shall
draw up an annual statement of assurance.

The National Fund (NF) shall be a body located in the Ministry of Finance in the Treasury Department,
the department which has central budgetary competence. The National Fund shall act as a central treasury
and be in charge of tasks of financial management of assistance under the IPA Regulation, under the
responsibility of the National Authorising Officer. It shall in particular be in charge of organising the
bank accounts, requesting funds from the Commission, authorising the transfer of funds received from the
Commission to the operating structures or to the final beneficiaries, and the financial reporting to the
Commission. Head of National Fund is a government official responsible for the proper performance of
the functions of the National Fund, being directly responsible to the NAO.

An Audit Authority, functionally independent from all actors in the management and control systems
and complying with internationally accepted audit standards, was established in the State Audit Office.
The Audit Authority shall be responsible for verifying the effective and sound functioning of the
management and control systems. The Audit Authority shall be responsible for verifying the effective and
sound functioning of the management and control systems. The Audit Authority, under the responsibility
of its head, shall in particular:

e during the course of each year, establish and fulfill an annual audit work plan which encompasses

audits aimed at verifying:

o the effective functioning of the management and control systems,

0 the reliability of accounting information provided to the Commission.

The audit work shall include audits of an appropriate sample of operations or transactions, and an
examination of procedures.
The annual audit work plan shall be submitted to the national authorising officer and the
Commission before the start of the year in question.

e submit the following:

o an annual audit activity report following the model to be found in the framework
agreement, setting out the resources used by the Audit Authority, and a summary of any
weaknesses found in the management and control systems or in transaction findings from
the audits carried out in accordance with the annual audit work plan during the previous
12 month period. The annual audit activity report shall be addressed to the Commission,
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the national authorising officer, and the competent accrediting officer, by 31 December
each year.

0 an annual opinion following the model set out in the framework agreement as to whether
the management and control systems functions effectively and con-forms to the
requirements of this Regulation and/or any other agreements between the Commission
and the former Yugoslav Republic of Macedonia. This opinion shall be addressed to the
Commission, the national authorising officer, and the competent accrediting officer. It
shall cover the same period and have the same deadline as the annual audit activity
report,

0 an opinion on any final statement of expenditure submitted to the Commission by the
national authorising officer, for the closure of any programme or of any part thereof.
Where appropriate, the final statement of expenditure may include payment applications
in the form of accounts submitted annually. The opinion on any final statement of
expenditure shall follow the model provided in annex to the framework agreement. It
shall address the validity of the final payment application and the accuracy of the
financial information, and, where appropriate, be supported by a final audit activity
report. It shall be sent to the Commission and to the competent accrediting officer, at the
same time as the relevant final statement of expenditure submitted by the national
authorising officer, or at least within three months of the submission of that final
statement of expenditure.

Further specific requirements for the annual audit work plan and/or the reports and opinions mentioned in
paragraph (b) may be set out in the sectoral or financing agreements.

With regard to the methodology for the audit work, reports and audit opinions required by this IPA IR,
the Audit Authority shall comply with international standards on auditing, in particular as regards the
areas of risk assessment, audit materiality and sampling. That methodology may be complemented by any
further guidance and definitions from the Commission, notably in relation to an appropriate general
approach to sampling, confidence levels and materiality.

Operating Structurefor the Sector Operational Programme on Transport 2014-2020

Under the Decentralized Implementation System in the former Yugoslav Republic of Macedonia, the
Central Financing and Contracting Department as part of the Operating Structure for the Transport
Operational Programme 2014-2020 in charge of tendering, contracting and payments will perform the
role of a Contracting Authority, being responsible for the financial and administrative side of the
procurement of services, supplies, works, grants and twinning of all programmes/projects and timely
implementation and execution of EU funded projects/programmes. In this process the European
Commission (EC) will exercise systematic ex-ante control over the processes in the Operating Structure.
The Operating Structure shall be responsible for managing and implementing the programme or
programmes concerned in accordance with the principle of sound financial management. For those
purposes, it shall carry out a number of functions that include:

e drafting the annual or multi-annual programmes;

e monitoring programme implementation and guiding the work of the sectoral monitoring
committee, notably by providing the documents necessary for monitoring the quality of
implementation of the programmes;

e drawing up the sectoral annual and final implementation reports and after their examination by
the sectoral monitoring committee, submitting them to the Commission, to the national IPA
coordinator and to the national authorising officer;

e ensuring that operations are selected for funding and approved in accordance with the criteria and
mechanisms applicable to the programmes, and that they comply with the relevant Community
and national rules;

e setting up procedures to ensure the retention of all documents required to ensure an adequate
audit trail;

e arranging for tendering procedures, grant award procedures, the ensuing contracting, and making
payments to, and recovery from, the final beneficiary;
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e ensuring that all bodies involved in the implementation of operations maintain a separate
accounting system or a separate accounting codification;

e ensuring that the national fund and the national authorising officer receive all necessary
information on the procedures and verifications carried out in relation to expenditure;

e setting up, maintaining and updating the reporting and information system;

e carrying out verifications to ensure that the expenditure declared has actually been incurred in
accordance with applicable rules, the products or services have been delivered in accordance with
the approval decision, and the payment requests by the final beneficiary are correct. These
verifications shall cover administrative, financial, technical and physical aspects of operations, as
appropriate;

e cnsuring internal audit of its different constituting bodies;

e ensuring irregularity reporting;

e ensuring compliance with the information and publicity requirements.

The heads of the bodies constituting the operating structure shall be clearly designated and shall be
responsible for the tasks assigned to their respective bodies.

The Operating Structure has a final objective of establishment of a fully decentralized system (without ex
ante controls by the Commission) whereby the Commission’s ex-ante approval on project selection,
tendering and contracting is waived.

The above-referenced bodies are listed for the sake of completeness; their functions need generally
not be addressed in the programme, since this would be redundant to relevant provisions of the
Framework agreement.

9.2 MONITORING ARRANGEMENTS

Sectoral Monitoring Committee

The Head of the Operating Structure for the purpose of the Transport Operational Programme 2014-2020
will establish a Sectoral Monitoring Committee no later than six months after the entry into force of the
first financing agreement related to the programme.
The Sectoral Monitoring Committee will be co-chaired by Head of Central Financing and Contracting
Department as Head of the Operating Structure for Transport Operational Programme 2014-2020 and a
representative of the Commission. Its member will include:

- The National IPA Coordinator or his/her representative;

- A representative of the Commission;

- Representatives of each body of the operating structure for the programme

- Representatives from the civil society and socio-economic partners, regional or

national organizations with an interest in and contribution to make to the effective

implementation of the programme.

- The National Authorising Officer;

- A representative of the National Fund.
The composition of the Sectoral Monitoring Committee can be reviewed and extended by the Head of the
Operating Structure in agreement with the Commission in order to guarantee sufficient representation and
membership.
The Sectoral monitoring committee will be assisted by a permanent secretariat provided by the Operating
Structure for the preparation of papers for discussion by the committee or for clearance by written
procedure.
The Sectoral Monitoring Committee will meet at least twice a year and upon request by the Commission.
Intermediate meetings may also be convened as required.
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9.3 EVALUATION ARRANGEMENTS

The Head of the Operating Structure is responsible for ensuring that adequate evaluations of the
operational programme are carried out. The evaluations will be carried out by experts or bodies, internal
or external, functionally independent from the management and control system.

Interim Evaluation

During the implementation of the programme, interim evaluations complementing the monitoring of the
Transport Operational Programme 2014-2020 will be carried out, in particular where this monitoring
reveals a significant departure from the goals initially set or where proposals are made for the revision of
the programme. At any rate, evaluations should be planned to provide data on indicators agreed upon in
the Multi-annual Programme for the Sector Environment that cannot be obtained through the monitoring
system. In addition, strategic evaluations or thematic evaluations can be carried out under the
responsibility of the IPA Units within the Ministry of transport and communications, as specific bodies
within the operating structure. The results will be sent to the ad-hoc committee on evaluations, to the
Sectoral Monitoring Committee and to the Commission.

Evaluation Function

The Head of the IPA Unit within the Ministry of transport and communications are responsible for
ensuring that adequate evaluations of the Transport Operational Programme 2014-2020 are carried out.
The evaluations will be carried out by experts or bodies, internal or external, functionally independent
from the management and control system.

Since the operating structure is in the process of building its capacity, for the beginning, at least for the
first three years, the evaluation will be performed by outsourced experts. Having in mind the importance
of developing “in house” evaluation capacity, the operating structure will work on building its capacities
throughout trainings and TA, in order to ensure a proper managing of IPA II assistance.

Regarding the evaluation system, at the moment one cannot be foreseen, since this activity will be
outsourced. The system will be developed by the evaluators engaged; having in mind that the
methodology of performing evaluation or the evaluation system proposed will be a main criterion when
selecting the evaluators to be engaged.

Evaluation Committee
The Sector Monitoring Committee should designate an ad-hoc committee to assist the operating structure
in its evaluation activities. The committee members should be experts in evaluation for the TSOP 2014-
2020 in the transport sector.
The assistance should take place at all stages of the evaluation (guidance, planning, implementation,
communication of results etc). Relevant stakeholders should be able to contribute as well.
In undertaking the evaluation tasks, the Sectoral Monitoring Committee, when necessary, will establish an
Evaluation Committee. Since the committee members should be experts in evaluation for the TSOP 2014-
2020, they will be engaged in two ways:

e by establishing framework contract for carrying out interim evaluations of an TSOP 2014-2020

by independent evaluators, covering the entire programming period or its major part, or
e by stipulating single contracts for specific evaluations to be carried out.

Evaluation activities and timing
According to the IPA Implementing Regulation there are two specific cases in which evaluation will be
carried out:
e where the monitoring of the TSOP 2014-2020 reveals a significant departure from the goals
initially set;
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e when revision of the TSOP 2014-2020 is proposed in the following cases: following significant
socioeconomic changes; in order to take greater or different account of Community or national
priorities; following the annual revision of the CSP and following implementation difficulties.
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