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PREFACE

The primary objective of the Public Financial Management Assessment is to provide an
assessment of the strengths and weaknesses of the PFM system in the Republic of Serbia,
which can help the government to prioritize and measure progress in Public Financial
Management reform. As stated in the Country Assistance Strategy for Serbia, a “single,
integrated Public Financial Management (PFM) report” shall be produced in the World Bank’s
Fiscal Year 2006, which will draw on previous analytica work, including the findings of
recent Bank studies. the updates of the 2002 Public Expenditure and Institutional Review
(PEIR), the Country Financial Accountability Assessment (CFAA)! and the Country
Procurement Assessment report (CPAR)?. The updates, including the combined CFAA and
CPAR Fiduciary Assessment Update (FAU) were completed in 2005.

The assessment is based on the Public Financial Management performance indicators
developed by PEFA®. The 28 PFM performance indicators and 3 donor indicators are
assigned a score from A-D with “A” reflecting high performance and “D” low performance,
with "B” and “C” as intermediate scores. The scores are assigned in accordance with the
interpretations and the scoring methodology provided by PEFA*.

The World Bank team has coordinated closely with the donor community in Serbia. The
Ministry of Finance was engaged from the outset at a very senior level. The work on technical
issues and requests was based on contacts with technical level officials who demonstrated
willingness to share with the Bank all relevant reports and data. The donors most active in the
field of PFM have been closely involved, both in designing and assuring the quality of the
Assessment. Cooperation has been particularly close with the IMF, the European Agency for
Reconstruction (EAR), the UK Department for International Development (DFID) and the
Norwegian Ministry of Foreign Affairs.

The PFM Assessment focuses mainly on the central government institutions (Direct
Budget Beneficiaries) of the Republic of Serbia and the main Extra-Budgetary Funds
(EBFs). Although the PFM Assessment (PFMA) does consider issues related to the integration
of “Indirect Budget Beneficiaries’ into the Treasury system, the main focus of the report is on
the functioning of the Direct Budget Beneficiaries (DBBs) within central government and the
Mandatory Social Security Organizations (MSSOs)°.

! Federal Republic of Yugoslavia Country Financial Accountability Assessment, December 15, 2002.

2 Federal Republic of Y ugoslavia Country Procurement Assessment Report, June 2002.

3 “PEFA” stands for Public Expenditure and Financial Accountability and is a partnership program of the World
Bank, the European Commission, the UK Department for International Development, the Swiss State Secretariat
for Economic Affairs, the French Ministry of Foreign Affairs, the Norwegian Ministry of Foreign Affairs, and the
International Monetary Fund. The PEFA secretariat islocated at the World Bank’ s headquarters in Washington
DC.

* See Annex | for scoring methodology. The detailed interpretation used to score the indicators in this assessment
are provided from the PEFA web-site: http://www.pefa.org

® These include the: (i) Republic Health Insurance Institute; (ii) Republic Pension and Disability Insurance Funds
(including the funds for the employees, farmers and entrepreneurs); and (iii) Republic Labor Market Office. These
arereferred to in the BSL as the “mandatory social security organizations’” (M SSOs).
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Information was gathered through a combination of on-the-spot interviews and analysis
of publicly available data and reports. For the collection of data, the PFMA team relied on
information obtained in connection with the work on the FAU and interviews conducted during
the course of a mission to Belgrade. In addition, loca country-based staff held several
additional meetings in order to clarify some of the outstanding issues. A list of intervieweesis
available in Annex |1 of this report. The data needed for the quantitative analysis was obtained
directly from representatives of the MOF or publicly available sources, such as the MOF's
website. The PFMA draws significantly on reports from the IMF, including Country Report
No. 05/232 — Selected Issues and Statistical Appendix (July 2005) and Country Report No.
06/58 — Sixth Review under the Extended Arrangements etc. (February 2006). A complete list
of referencesis provided in Annex 1ll.

A World Bank team prepared the report following a mission to Belgrade and follow-up
work by local World Bank staff. The team consisted of Tiana Mitrovic Kocovic (Economist),
Aleksandar Crnomarkovic (Financial Management Analyst), Plamen Kirov (Procurement
Specidist), Olav Rex Christensen (Senior Financial Management Speciaist (Sr. FMS)) and
Johannes Stenbask Madsen (Sr. FMS, Task Team Leader (TTL)). A member of the team,
Pascale Kervyn de Lettenhove (Sr. FMS), did not participate in the mission, but provided
current feedback on the quality of drafts and made considerable contributions to the report.

The team would like to acknowledge the assistance of many people who contributed to
the Assessment, including officials and staff of the Government of Serbia, the National
Assembly and donor organizations. Thanks go to Deputy Minster of Finance, Vesna Arsic,
and Vice-Chairman of the Finance Committee of the National Assembly, Radojko Obradovic,
for their participation and input. Thanks also go to Vesna Dzinic (Assistant Minister and Head
of the Treasury), Zivko Nesic (Deputy Treasurer, Head of the Public Payment Agency (PPA)),
Assistant Ministers, Danica Magovac and Vlada Vukojevic (both Ministry of Finance),
Predrag Jovanovic (Director of the Public Procurement Office), Lars-Andre Skari (Advisor to
the Deputy Prime Minister financed by the Norwegian Government), George McLaughlin
(DFID, Belgrade); Gianluca Vannini (EAR, Belgrade), Mila Konikovic (Organization for
Security and Cooperation in Europe (OSCE, Belgrade), and Peter Doyle and Harald Hirshhofer
(both IMF) for their valuable assistance. Specia thanks go to Anna Ivanova (IMF) who
provided much appreciated advice, data inputs and interpretations at critical stages of the
drafting process. In addition, grateful thanks go to Country Director, Orsalia Kalantzopoulos,
and to Country Manager, Carolyn Jungr, for engaging with the team. Further, the team would
like to thank World Bank staff members John Hegarty, Siew Chai Ting, Pamela Bigart, Devesh
Mishra, Manuel Vargas, Mathew Verghis, Mike Edwards, Matthew Andrews, Lazar Sestovic,
Junghun Cho, William Dillinger, Nicola Smithers and Frans Ronsholt who offered much
appreciated feedback and comments. Thanks also go to Desanka Stanic, who coordinated the
FAU and PFMA assessment missions and data-collection; and to Sioban Farey who assisted
with the editing of this report.
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EXECUTIVE SUMMARY

1 This assessment of Serbia s Public Financia Management performance is based on 28
indicators developed by PEFA and organized around 6 pillars representing core dimensions of
PFM performance (see graph below). PFM performance, as measured by PEFA indicators,
informs of key outcomes in public expenditure management (fiscal discipline, alocative
efficiency, and operational performance). PEFA assessments provide snapshots of a country’s
PFM performance allowing for international comparisons. Repeated assessments aim at
assisting governments in monitoring the progress of PFM performance over time. The scores
are asgigned in accordance with the interpretations and the scoring methodology provided by
PEFA®.

2. Overall PFM performance, as measured by the indicators grouped under the
above six pillars for Serbia, is mixed (Figure 1). Serbia scores well on Pillar I11. This score
reflects the fact that the budget preparation process supports the use of the budget as a policy
tool. Serbia also scores reasonably well on Fillars | and 1. While the government’s annual
financial statements have not been audited since 2001, the unaudited financial statements point
tentatively to the conclusion that budgets are fairly reliable, transparent and comprehensive.
Serbia s performance on Pillars 1V, V and VI is weaker, suggesting that there is considerable
scope for improvement in accountability, one of the corner principles of good PFM. Pillar IV
assesses predictability of resources and control over budget funds; Pillar V assesses quality,
availability, comprehensiveness and timeliness of fiscal accounts; and Pillar VI addresses the
main elements of financial accountability.

® The assessment methodology used to measure indicators PI-1 — PI-28 is publicly available from the PEFA web-
site: http://www.pefa.org.
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Figure1l. Compared PFM Performance’

Overall PFM performance
Average PFM performance per PFEM pillar —&— Serbia Score

|. Credibility of the budget
35

—@— Average "B"

VI. External scrutiny and audit Il. Comprehensiveness and Transparency

1. Policy-based budgeting

V. Accounting, recording and reporting

IV. Predictability and control

3. Pillar | assesses the credibility of the budget based on revenue and expenditure outturns
compared to budgets. Numbers, which need to be confirmed by external auditing®, point
towards reduced variance between budgets and outturns for the central government
budget over the past 3 years. Absolute numbers for the Republican budget show that revenue
outturns, while consistently above budget, have tended to become more redlistic’. On the
expenditure side, the government tightened fiscal spending from 29 percent of GDP in 2002 to
24.5 percent in 2005™. At the same time, variance between total budget and total expenditure
outturns decreased for the Republican budget. The composition of outturns, compared to the
origina budget using an administrative basis, (ministries/agencies) has also improved
considerably over the past three years.

" Caution should be exercised while using this figure. A simple average for indicators within each pillar has been
used. Theratings A, B, C, and D have been converted into numbers: 4, 3, 2, and 1, without translating the “+”, i.e.
B+ is considered to be 3. Average numbers for the six pillars| to VI are: 3.3, 2.7, 3.0, 2.3, 2.5 and 1.3. Please refer
to the full list of ratings at the end of the executive summary and the details for each indicator in the main text of
the report.

8 Reliability of data can be assessed based on independent assurance of their integrity. As external audit has not
yet been performed on the government’ s budget, overall reliability of datais deemed uncertain.

° Since the indicator is based on absolute numbers, it does not reflect government’ s efforts in revenue collection.
Total revenue of the Republican government increased from 24.7 percent of GDP in 2002 to 25.4 percent of GDP
in 2005 (source: IMF).

19 Republican budget, Source : IMF
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4, The total stock of expenditure arrears has been reduced significantly over the last
5 years as percentage of GDP. However it remains significant at around 4 percent of GDP
at end 2005. Moreover, if public enterprise arrears estimated at 1.6 percent of GDP in 2004 are
added, total public sector expenditure arrears would be around 5 percent of GDP. M aintaining
arrears at such a level can seriously undermine credibility of the budget and introduce
distortionsin the economy.

5. Pillar Il assesses comprehensiveness and transparency of the budget. In Serbia,
consider able efforts have been made to increase availability of budget, but challenges
remain with respect to the transparency of budget data, reporting on public
expenditures, and data reliability. Total government resources are the sum of different
budgets: Republican, state union™*, provincial®?, local governments and EBFs. Some allocation
processes could benefit from enhanced transparency, such as clearer justifications for subsidies
to public enterprises. In addition, despite recent improvements™, annual budget documentation
lacks information on: (a) the composition of financial assets, (b) previous years estimated
outturns including justifications for discrepancies; and (c) explanations of budgetary
implications of policy initiatives. This missing information is key to evaluating policy choices.
Equally important is the explicit inclusion of information on classification of the budget along
functional lines. These weaknesses blur the transparency of how government policies and
priorities are translated into budget allocations.

6. Reporting on and monitoring of all public expenditure is the other side of the
comprehensiveness and transparency equation. The team has assessed the comprehensiveness
of fiscal transparency using the unpublished annual accounts, as well as the regular monthly
Bulletin on Public Finances. As mentioned above, these annual accounts have not yet been
audited, presented to and approved by the National Assembly, and made publicly
available. The current delay is due to the problems encountered by the National
Assembly in finalizing the appointment of the external auditors. The establishment of the
Supreme Audit Institution has been delayed because the National Assembly has not yet
appointed the Council that will lead thisinstitution.

7. Pillar 111 and Pillar VI evaluate PFM performance through the budget cycle from
planning, preparation to execution, monitoring, evaluation and control. The overall
performance of Serbia shows that, while budget preparation processes have improved,
the overall credibility of the budget is hampered by serious weaknesses in checks and
balances for the budget execution, particularly the absence of orderly financial
accountability through exter nal auditing.

8. Pillar 111 evaluates links between policy and budgets through the budget process. While
improvements could still be made in the budget’s policy focus, recent improvementsin
the budget process mean that Serbia’s performance on this Pillar compares favorably
with other countries. In keeping with the provisions of the Budget System Law (BSL), a
budget circular (the Budget Memorandum) and an improved and clear budget calendar, which

" Federal government of Serbiaand Montenegro.
12 Autonomous Province of Vojvodina
3 Namely the introduction of a comprehensive budget circular (the Budget Memorandum)
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islargely followed, has been introduced. The Budget Memorandum, which has been developed
in preparation for the annual budget exercise starting in 2002, contains key fiscal forecasts and
sector strategies. This is an important step forward, but the next step isto build in adirect link
between these strategies on the one side and actual costing of investments and recurrent costs
on the other.

0. Pillar 1V, Predictability and Control in Budget Execution, assesses whether the budget
is implemented in an orderly and predictable manner and whether there are arrangements for
the exercise of control and stewardship of the management and use of funds, including revenue
and expenditure. In Serbia, the average score for Pillar 1V is close to C, pointing to
weaknesses, particularly in the area of post-control over budget execution, which remains
insufficient to secureintegrity in the use of funds.

10. While tax obligations are clear and easy to meet, tax arrears are still relatively
high. Transparency and measures to protect taxpayers against arbitrary rulings could still be
improved. Also, the effectiveness of measures for taxpayer registration and tax assessment is
undermined by the fact that the relevant information systems are not integrated and practices
are not harmonized. Despite over-performance on overall budgets for tax revenues and recent
improvements in collections of tax arrears, tax arrears are still very significant based on
international comparators, but the lack of information on the impact of tax arrears from state-
owned companies under privatization is preventing a clear picture of the efficiency of the tax
collection.

11.  Commitment ceilings are provided on a three-month rolling basis, but ceilings are
not always reliable and cause delays and disturbancesin the execution of thistask. Better
projections on the revenue side are needed to improve reliability. In-year budget
reallocations are frequent and a 5 percent reallocation limit on individual appropriations does
not effectively limit the frequency or the total of reallocated amounts.

12. Thequality and frequency of debt recording and reconciliation is considered fairly
good. However, while some controls over payroll exist and improvements are being made,
they are still inadequate to ensure the full integrity of data, mainly due to lack of ex-post
control through internal and external audit. Public procurement management suffers
from inefficiencies due to inadequate enfor cement of competitive mechanisms. Around 70
percent of the contracts are awarded through open competition but justifications for a less
competitive procurement method are weak. A complaint mechanism exists but is not yet fully
operational. In line with the provisions of the Budget System Law, financial controls of
payments are carried out while appropriate procedures and practices for entering and
monitoring large contractual obligations are missing. The Ministry of Finance has
established an Internal Audit Unit within the Budget Inspection and Audit Department. While
procedures, scope of work and quality of the internal audit unit seem adequate, the
current very low number of internal auditors (in total 11) is seriously hampering its
effectiveness.

13. Pillar V assesses whether adequate reports and information are produced, maintained
and disseminated to meet decision making, control, management and reporting purposes. Poor
scoring on Pillar V is influenced by the absence of externally audited accounts, which
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means that integrity of budget data cannot be secured despite availability and timeliness
of information on budget execution. Serbia has a performing Public Payment Agency (PPA)
inherited from the abolished Clearing and Settlements Bureau (ZOP). As a result, bank
accounts for ministries and other Direct Budget Beneficiaries are reconciled and cleared dalily,
but accounts of Indirect Budget Beneficiaries (such as primary schools and health institutions)
are not. Recent changes of the Budget System Law and other related legal acts will ensure that
indirect budget users get the same status as all other users. Monthly and quarterly budget
execution reports are submitted by Direct Budget Beneficiaries to the Ministry of Finance
following a standard Chart of Accounts. While summary data per economic classification is
made public, audited consolidated annual financial statements for the fiscal years 2002, 2003,
2004 and 2005 have not yet been presented to the National Assembly for approval.

14. Pillar VI assesses whether arrangements for scrutiny of public finances and follow-up
by the Executive are operating. In Serbia, external independent audit of the Government’s
accounts has yet to become reality. A law on the State Audit Institution was adopted by the
National Assembly in November 2005 but no decisions on appointments or other actions have
yet been taken to set up afunctional institution. The budget calendar and procedures allow the
National Assembly enough time for a meaningful budget debate but, as discussed under Pillar
I1, budget documentation could be improved. With significant delay, the Government and the
National Assembly have taken action to ensure that the Government’ s accounts for 2002, 2003,
2004 and 2005 will be subject to an independent external audit, but the auditors have not yet
been formally appointed. Availability of audited financial statements in the public enterprise
sector isincomplete, though major progress has been made since the start of the reforms.

15.  Scoresunder Pillar 1V, V and VI tell a consistent story of limited accountability in
the use of public funds. The paradox is that budget execution data are readily available and
efforts have been made to increase availability of data to the policy makers and the public, but
mechanisms to control and account for the use of funds are deficient. A major problem is the
tardiness in agreeing to the process for selection of external auditors in the interim period,
while the Supreme Audit Institution is not yet fully functioning. When the use of funds cannot
be ascertained through an independent evaluation, the PEFA indicators cannot help in
informing as to what extent the budget supports operational efficiency or efficient
implementation of programs. The limited accountability experienced and the lack of follow-up
recommendations from a systematic audit process raise questions on the credibility of the
budget preparation process, and allocative efficiency.

16. Addressing weaknesses in Serbia’'s PFM management and institutions is essential
to ensure a strong and dynamic private sector. In the December 2004 Serbia Economic
Memorandum, the overlap of control authorities, including on taxes, and the need for
restructuring of Socially or State-Owned Enterprises (SSOES) and ensuring audit of state-
support funds were mentioned as specific burdens on the investment and business climate in
Serbia. Recent changes in tax laws and the publishing of audited financial statements from
SSOESs have somewhat addressed the concerns expressed in the Economic Memorandum.

17.  Assessment of donor practices under Indicators D1-D3 shows that donors may
contribute to disbursement unpredictability and still largely use ring-fenced PIUs. As
PIUs are temporary in nature, they do not necessarily have robust, sustainable accounting
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systems and financial control practices, but the World Bank and other donors have been unable
to rely on country systems to date. Based on the limited publicly-available information, donors
funding projections appear unpredictable and this may compound weaknesses discussed under
Pillar IV.

18. Considerable challenges in PFM reforms require strategic leadership of the
overall PFM reform process and stronger coordination within the Government and
among development partners. Donors have committed considerable amounts to capacity
development in PFM, including in cash management, financial reporting and external auditing
functions. To ensure successful PFM reform in the future, the government needs to take the
lead by setting strategic directions and actively coordinating ongoing and planned support from
developing partners.

19. Recent steps in the right direction are significant and encouraging milestones.
These include making budget execution data publicly available; modernizing the Treasury and
internal control system; adopting a law for the establishment of a Supreme Audit Institution;
and seeking and obtaining parliamentary approval of the appointment of an external auditor for
the 2002, 2003, 2004 and 2005 accounts. In addition, the Government is committed to further
Public Financial Management reforms as demonstrated in ongoing reforms on, for example,
introduction of program budgeting and integrated planning, budgeting, monitoring and
reporting across Government as further described in Chapter 4.
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Tablel. Summary of Performance Indicators

PEFA INDICATOR PEFA SsCORE
A. PFM OUTTURNS
Pillar 1. Credibility of the Budget

PI-1: Aggregate expenditure outturn compared to original approved budget A
PI-2: Composition of expenditure outturn compared to original approved budget C
PI-3: Aggregate revenue outturn compared to original approved budget A
PI-4: Stock and monitoring of expenditure payment arrears C+

B. KEY CROSS-CUTTING ISSUES

Pillar 11. Comprehensiveness and Transparency
PI-5: Classification of the budget C
PI-6: Comprehensiveness of information included in the budget documentation B
PI-7: Extent of unreported government operations B+
PI-8: Transparency of intergovernmental fiscal relations B+
PI-9: Oversight of aggregate fiscal risk from other public sector entities.
PI-10: Public accessto key fiscal information B
C. THE BUDGET CYCLE

Pillar I11. Policy based budgeting
PI-11: Orderliness and participation in the annual budget process A
PI-12: Multi-year perspective in fiscal planning, expenditure policy and budgeting C

Pillar 1V. Predictability and control
PI-13: Transparency of taxpayer obligations and liabilities B
PI-14: Effectiveness of measures for taxpayer registration and tax assessment B
PI-15: Effectivenessin collection of tax payments D+
PI-16: Predictability in the availability of funds for commitment of expenditures C+
PI-17: Recording and management of cash balances, debt and guarantees. B
PI-18: Effectiveness of payroll controls C+
PI-19: Competition, value-for-money and controlsin procurement C+
PI-20: Effectiveness of internal controls for non-salary expenditure C
Pl1-21: Effectiveness of internal audit C+

Pillar V. Accounting, recording and reporting

PI-22. Timeliness and regularity of accounts reconciliation B+
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PEFA INDICATOR PEFA sCoRE
PI-23: Availability of information on resources received by service delivery units. B
PI-24. Quality and timeliness of in-year budget reports B+
PI-25: Timeliness of the presentation of audited financial statements to the legislature. D
Pillar VI. External scrutiny and audit
PI-26: Scope, nature and follow-up of external audit. D
PI-27: Legidative scrutiny of the annual budget law C+
PI-28: Legidlative scrutiny of external audit reports. D
Assessment of Donor Practices
DI-1: Predictability of Direct Budget Support D
DI-2: Financial information provided by donors for budgeting and reporting on project D+

and program aid

DI-3: Proportion of aid that is managed by use of national procedures
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CHAPTER 1. INTRODUCTION

Conceptual Framework for the PFM Assessment

1. It is widely recognized that effective institutions and systems of public financial
management (PFM) have a critical role to play in supporting implementation of policies
of national development and poverty reduction. The PEFA/PFM Performance
Measurement Framework has been developed as a contribution to the collective efforts of
government, donors and other stakeholders to assess and develop essential PFM systems
by providing a shared information pool for measurement and monitoring of PFM
performance and a common platform for dialogue.

2. The PFM Performance Measurement Framework is an integrated monitoring
framework that allows measurement of country PFM performance over time. It has been
developed through a concerted international effort by PEFA partners in collaboration
with the OECD/DAC Joint Venture on PFM.'* The framework incorporates a set of
high-level indicators, which draw on HIPC™ expenditure- tracking benchmarks, the IMF
Fiscal Transparency Code and other international standards, and a PFM Performance
Report that provides information on PFM performance as measured by the indicators.
The PFM Performance Report recognizes efforts by government to reform its PFM
system by describing recent and ongoing reform measures, which may or may not have
impacted on PFM performance.

3. Against six core dimensions of PFM performance, the high-level indicators
measure the operational performance of the key elements of the PFM systems, processes
and institutions of a country central government, legislature and external audit. Following
an assessment, the individual indicators are assigned a score of “A”, “B”, “C” or D, with
“A” assigned to the highest performance and “D” to the lowest performance®® The
Performance Measurement Framework identifies the six criticad dimensions of
performance of an open and orderly PFM system as follows'":

l. Credibility of the budget - The budget is redistic and implemented as
intended.

. Comprehensiveness and transparency - The budget and fiscal risk
oversight are comprehensive and fiscal and budget information is accessible to the
public.

4 PEFA (Public Expenditure and Financial Accountability) is a multi-agency partnership program
sponsored by the World Bank, the IMF, the European Commission, the UK’ s Department for International
Development, the French Ministry of Foreign Affairs, the Royal Norwegian Ministry of Foreign Affairs,
the Swiss State Secretariat for Economic Affairs, and the SPA Strategic Partnership for Africa.

%> Heavily Indebted Poor Countries.

16 As mentioned previously, scores are assigned using the methodology described in Annex |. The full
methodology for measurement of the PEFA indicatorsis available from the PEFA website:
http://www.pefa.org/about_test.htm

" These core dimensions have been determined on the basis of what is both desirable and feasible to
measure and define the nature and quality of the key elements of a PFM system captured by the set of high-
level indicators.
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1. Policy-based budgeting - The budget is prepared with due regard to
government policy.

IV.  Predictability and control in budget execution - The budget is
implemented in an orderly and predictable manner and there are arrangements for
the exercise of control and stewardship in the use of public funds.

V. Accounting, recording and reporting — Adequate records and
information are produced, maintained and disseminated to meet decision-making
control, management and reporting purposes.

VI.  External scrutiny and audit - Arrangements for scrutiny of public
finances and follow up by executive are operating.

4, The Performance Measurement Framework also uses the indicator analysis to
evaluate the likely impact of PFM weaknesses on the three levels of budgetary outcomes:
aggregate fiscal discipline, strategic allocation of resources, and efficiency of service
delivery.’®

5. The main focus of the PFM indicator set is on PFM performance at central
government level, including the related central institutions of oversight. The framework
does not measure factors impacting on performance (such as capacity of institutions or
the legal framework) nor does it involve fiscal or expenditure policy analysis. This
would require detailed country-specific data analysis. Instead, the framework focuses on
the extent to which the PFM system is an enabling factor for the achievement of policy
outcomes. The selected indicators are structured into three categories:

A. PFM system outturns: these capture the immediate results of the PFM
system in terms of actual deficit, expenditures composition and revenues by
comparing them to the original approved budget.

B. Cross-cutting features of the PFM system: these capture the
comprehensiveness and transparency of the PFM system across the whole of the
budget cycle.

C. Budget cycle: these capture the performance of the key systems, processes
and institutions within the budget cycle of the central government.

The diagram in Figure 2 below illustrates the structure and coverage of the PFM system
measured by a set of high-level indicators and links with the six core dimensions of a
PFM system:

18 These core dimensions have been determined on the basis of what is both desirable and feasible to
measure and define the nature and quality of the key elements of a PFM system captured by the set of high-
level indicators.
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Figure 2. Core dimensionsin Public Financial Management (PFM) system
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CHAPTER 2: COUNTRY BACKGROUND

Country Political Situation

6. Under the 2003 Constitutional Charter, the two Republics of the former
State Union of Serbia and Montenegro (SAM) wererequired to fund the institutions
and activities of the Union. The total expenditures in the budget for the Republic of
Serbia were RSD 416.6 billion in 2005, of which the contribution to SAM totaled RSD
49.9 hillion. The grant to SAM is clearly identified in the Serbian budget, and
expenditures are broken down per economic and administrative classification.

7. In light of the aspirations of the Republic of Serbia for membership of the
European Union, the Stability and Association Agreement together with the Poverty
reduction Strategy constitute a strategic framework for the Government’s policies.
While not officially a European Union (EU) candidate country, Serbia's political
cooperation and rapprochement with the EU is defined via the Stabilization and
Association Process (SAP). The SAP was confirmed at the Thessaloniki European
Council summit in June 2003 as the EU’s policy framework for South Eastern Europe for
accession to the EU. In it's April 12, 2005 communication the European Commission
concluded that it considered Serbia and Montenegro sufficiently prepared to negotiate the
SAA and that it recommended that the Council [of EU ministers] open the negotiations.
The Poverty Reduction Strategy (PRS) is a broad social and economic development
strategy that was drafted based on a broad government lead consultative process. The
PRS progress report was submitted to the World Bank and the IMF in October 2005 and
the positive joint IDA-IMF staff advisory note was issued on February 16, 2006.

8. Recent political events make the political situation volatile. The political
agenda is dominated by highly sensitive issues such as the negotiations of the future
status of Kosovo, Montenegro’'s recent independence and events related to Serbia's
cooperation with the International Criminal Tribunal for the Former Yugoslavia (ICTY).

Country Economic Situation

0. Growth in Serbia has been sustained but volatile since 2002 (2.4 percent, 9.3
percent and 4.8 percent in 2003, 2004 and 2005 respectively). It has been fed by strong
domestic demand, and has led to maintaining large current account deficits'® (from 8.9
percent of GDP in 2002 to an estimated 12.5 percent in 2004 and an estimated 8.8 percent
in 2005), despite tightening of fiscal policies. Overall fiscal balance on a cash basis for
Serbia and Montenegro increased from 4.5 percent in 2002 to an estimated 0.4 percent in
2005. The Serbia Republican government overall balance (before grants) also improved
from -4.5 percent in 2002 to an estimated 0.8 percent in 2005. Also fueled by strong
demand and external shocks, inflation has remained high in Serbia during the same
period and is estimated at 17.7 percent in 2005 (end of period). While FDI and grants
have largely financed the current account deficit, the challenge will be to reduce Serbia's
external vulnerability by sustainable shrinking of the current account deficit. In the

19 For Serbia and Montenegro.
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future, the need to increase domestic savings will warrant further fiscal tightening
(overall fiscal balance before grants of the Serbian Republic is projected at 1.9 percent of
GDP in 2006). Continued fiscal tightening highlights the importance of qualitative fiscal
adjustments in the Serbian budget, a significant challenge in the coming years (see
below).

10.  The Serbian government has made significant progress in implementing its
economic program, although structural reformsrequired in the second stage of the
program have been relatively slow. On the structural front, as mentioned in the 2005
update of the Public Expenditure and Institutional Review®, Serbia has made important
strides in implementing the initial stage of its economic program, which focused on
stabilizing the economy, carrying out first generation reforms—that is, price and foreign
exchange liberalization—Ilaying the foundations for second generation reforms and
urgent reconstruction. Indeed, according to the recent World Bank Country Policy and
Institutional Assessment (CPIA) and Doing Business 2005, Serbia has made significant
progress in tackling structura problems and in establishing a more conducive
environment for private sector- driven economic growth and in this respect ranked first in
the effectiveness of reforms in 2004. However, progress in the second stage of the
program involving structural reforms necessary to ensure long-term economic stability
and sustainable growth has been relatively slow: the implementation pace of reforming
public finances, encouraging private sector growth, and addressing the structura
problems of the enterprise sector should be accelerated.

11. Slow progress in the noted structural reforms and policy dlippages, in turn,
put some of the earlier achievements at risk, as evidenced by widening
macr oeconomic imbalances and the rekindling of inflationary pressures. The
authorities have further tightened the fiscal policy stance beyond program targets to
respond to the noted adverse developments. As evidenced by the data in Table 2 below,
fiscal adjustments to date have relied somewhat on modest increases in revenues but
mostly on reductions in spending®’. In order for the current policy stance to be
sustainable, the underlying structural causes of the large current account deficit and high
public expenditures need to be addressed.

% The Republic of Serbia: A Policy Agenda for a Smaller and More Efficient Public Sector (Draft of
December 1, 2005).

2 Total revenues (excluding grants) were increased from 24.7 percent of GDP in 2002 to an estimated 25.4
percent of GDP in 2005, whereas expenditures were reduced from 29.1 percent of GDP in 2002 to 24.7
percent of GDP in 2005.
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Table 2. Fiscal performance 2003-2005

Republican General Government
fiscal operations fiscal operations®
As per centage GDP* As percentage GDP
Fiscal Year 2002 | 2003 | 2004 | 2005 2003 | 2004 2005
est. proj. est. proj.
Total expenditure and net
lending 291 | 272| 259 | 247 43.0 42.3 40.2
1.Total expenditure 29.0 26.6 259 | 245
2. Current expenditure 27.1 245 236 | 229 40.0 39.6 374
2.1. Expenditure on goods and
Services 5.9 74 6.9 7.3 175 17.6 16.7
2.1.1. Wage-hill related 4.3 55 5.0 5.1 9.5 9.5 9.8
2.1.2 Other purchases of goods
and services 15 17 17 19 8.0 8.1 6.9
2.2. Interest payments 0.7 0.9 1.0 1.0 0.9 13 14
2.3 Subsidies and transfers 206 | 162 | 156 | 146 21.6 20.7 19.3
2.3.1. Subsidies 34 2.6 25 16
2.3.2. Transfers to households 3.2 31 2.3 27
2.3.3. Transfersto other levels of
government 14.0 104 10.8 | 10.3
3. Capital Expenditure 1.9 1.8 2.2 16 24 2.6 25
4. Lending minus repayment 0.1 0.6 0.1 0.3 0.6 0.1 0.3
Total Revenues excl. grants 24.7 24.2 25.0| 254 39.9 42.3 41.3
Overall balance excluding grants -45 -2.8 -0.9 0.7 -2.9 0 11
Public sector debt 79.2 67.3 52.1

Source: IMF, Serbia and Montenegro: Sixth Review Under the Extended Arrangement, Financing
Assurances Review, Request for Waivers of Non-observance of Performance Criteria, and Proposed Post-
Program Monitoring, January 2006.

12. Fiscal adjustments have gradually improved fiscal outcomes but the quality
of adjustments remains an issue. The current account deficit is still high, reaching an
estimated 10.8 percent in 2005. Expenditure reduction has been born by: (i) reduction in
transfers to households; (ii) under-spending in goods and services; and (iii) maintaining
capital spending at low levels. Subsidies to public enterprises also declined as a result of
reforms in the sector (athough more effort is needed to carry through the
restructuring/privatization agenda). The wage bill has been largely preserved.

L egal Framework

13. TheBudget System Law (Official Gazette of the Republic of Serbia (OG) No.
9/2002 and No. 87/2002) provides a sound, general legal framework for PFM.

2 Includes the state union, Republican and local governments, social security funds and extra-budgetary
programsin Serbia.
3 Compared to GDP of the State Union of Serbia and Montenegro.
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Specifically, the BSL provides a legal framework for the following, essential aspects of
PFM:

e The introduction of a comprehensive budget memorandum setting out the
preconditions and general policy guidelines for the annual budget.

¢ A new budget calendar and detailed procedures for budget preparation.

e Planning, preparation and enacting of the budgets of local government® into the
budget process of general government.

e Streamlining of the budgeting process for main Extra-Budgetary Funds (EBFs)®
in line with the general government budget processes, applying similar
budgeting, accounting, and control and oversight mechanisms as for Direct
Budget Beneficiaries (DBB).

e An estimate of the total amount of new borrowing and a summary of anticipated
proceeds from foreign and domestic borrowing in the revenues for the genera
part of the consolidated budget.

e Inclusion and identification of donor contributions to individual DBBs in the
budget breakdown®.

e The creation and operation of a Treasury Single Account (TSA) in which all cash
assets of the Republican budget and the main EBFs must be deposited?”.

e The application of a single, standard budget classification, including an

economic, organizational, functional and “accounting fund classification” .

e A caendar and assignment of responsibilities for the preparation and submission
of final and audited government accounts statements™.

24 ocal governments comprise “territorial autonomies’ and “local authorities’. The “territorial
autonomies’ are Vojvodina and Kosovo, while “local authorities’ consists of 191 municipalities of which
118 are outside V ojvodina and Kosovo.

% Thisincludes the: (i) Republic Health Insurance Institute; (i) Republic Pension and Disability Insurance
Funds (including the Farmers' Pension and Disability Fund); and (iii) Republic Labor Market Office; and
(iv) Pension fund for self-employed. These are referred to in the BSL as the “ mandatory socia security
organizations’.

% The Law on the Budget of the Republic of Serbia 2005 contains an annex with detailed breakdown of
budgets of DBBs, The economic classification distinguishes between revenue sources such as “ Donations
from international organizations’ (06); Donations from NGOs and Individuals (08) etc.

" Article 8 of the BSL. For one of the most significant EBFs, the Health Insurance Fund, once funds
allocated in the budget are transferred to the Treasury sub-account of the central office of the Health
Insurance Fund, funds are no longer controlled by the Treasury and payments are authorized by the Health
Insurance Fund and disbursed through bank accounts of individual branch offices of which there are 32
(including 4 non-operating branches in Kosovo).

% Article 11 of the BSL does not refer to the more commonly used term “programmatic” classification but
uses the term “accounting fund classification”, which it defines as the classification that “identifies receipts
and outflows pursuant to requirements for carrying out specific activities or for attaining certain objectives,
in accordance with special regulations (separate identification of funds obtained from international
agreements, funds from additional postal stamps for particular humanitarian purposes, etc).”

% Article 61 and Articles 62-65 of the BSL
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e The obligation for the MOF to regulate the method of budget accounting and
financial reporting.*

e Assigning the responsibility for legal, correct, economic and effective use of
budgetary appropriations to the Head of the DBB, while granting him/her the
right of delegation.

e Assigning the responsibility for the establishment of sound financial services and
internal control systemsto DBBs and Indirect Budget Beneficiaries (IBBs).*

e The segregation of authorizing, accounting and financial control functions.®

e The establishment of a central, government-wide Inspection and Audit Service at
the Ministry of Finance.*

e The requirement for an external audit of the “annual account statement of the
Republic, local authority and financial plans of mandatory social security
organizations’ as well a mandate to temporarily appoint a suitably qualified
external auditor until a Supreme Audit Institution has been established.®

14. A comprehensive set of detailed laws and regulations regulate public sector
accounting, financial reporting, procurement, cash management, internal and
external auditing and the prevention of conflict of interest. This includes the Decree
on Budget Accounting (OG No. 125/2003); the Bylaw on Standard Classification Scope
and Account (OG No. 92/2002) and the Rules on the Manner in which Resources in Sub-
Accounts and/or Other Accounts of the Treasury Single Account of the Republic Shall be
Used (regulation No. 110-00-292/2003/06). Internal audit and budget inspection activities
are regulated through the Decree on the Method of Operation and Authorities of Budget
Inspection and Audit (OG No. 10/2004). A Public Procurement Law (PPL) entered into
force on July 13, 2002. It is in line with EU procurement regulations but needs some
revisions to provide a firmer basis for transparency, accountability and competitiveness.
The Law on Alterations and Amendments to the PPL entered into force on July 1, 2004.
It streamlined procurement procedures and defined protection of tender’s right more
precisely. The PPL was altered to allow for publication of all contract awards, allowed
award of contract below athreshold, even if only one tender (which was correct, adequate
and acceptable) was received. Also the status, composition and functioning of the
Commission for the Protection of Tenderers Rights (CPTR) was better defined in the
modifications. Whereas the BSL provides a basis for contracting an external auditor to
audit the consolidated budget of the Republic, the National Assembly passed a Law on
the State Audit Institution on November 14, 2005. A Law on Prevention of Conflict of
Interest in Discharge of Public Office (OG No. 43/2004) provides a legal basis for
fighting official corruption. In support of the Government’s anti-corruption efforts a
revised Law on the Prevention of Money-Laundering was passed by the Nationad
Assembly on December 30, 2005.

%0 Article 62 of the BSL.

3! Article 50 of the BSL.

32 Articles 9 and 66 of the BSL.
3 Article 51 of the BSL.

3 Articles 67-70 of the BSL.

3 Articles 71 and 80 of the BSL.
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I nstitutional featuresand framework

15.  Thecentral administration of the Republic comprises some 72 ministries and
other central government bodies, which are the Direct Budget Beneficiaries (DBB).
In total there are some 9,000 budget beneficiaries of which most are second tier In-
direct Budget Beneficiaries (IBB). IBBs include primary schools and health care
institutions. In addition to this there are 130 local government administrations and five
mandatory Social Security Organizations. The public sector of the Republic comprises a
total of 416,103 (2004) staff. Health care and Education are by far the largest sectors,
employing 164,743 and 131,101 staff (2004) and constituting 6.9 percent and 3.7 percent
of GDP respectively (2004)%.

16. The Minister of Finance oversees the implementation of the Budget System
Law, which regulates budget execution, debt management, budget accounting and
reporting through the establishment of the Treasury. The Ministry of Finance
comprises 11 “sectors’ or units/departments and supervises seven “administrations’,
including the Tax Administration, the Treasury, the Administration for the Prevention of
Money Laundering (APML), the Customs Administration, the Gaming Administration
and the Administration of Public Debt (still to be established).

17.  The administrative capacity in terms of number of skilled staff in the
government administration, including key departments of the MOF, continuesto be
low.®” This includes the administrative capacity of the MOF's Cash and Debt
Management units and Macroeconomic and Fiscal Analyses Department. The same goes
for the financial services and interna audit units in the line ministries and DBBs.
Whereas the Law on a State Audit Institution has been adopted, the first steps to actually
establish and staff the ingtitution are still to be taken. It is essential to build capacity for
effective horizontal co-operation within MOF to succeed with the challenging PFM
reforms. This could partly be achieved through the strengthening of the coordination role
of the State Secretary and the M odernization Council of the MOF.

18. A key feature of the Serbia PFM system istheinfrastructure of the abolished
Clearing and Settlements Bureau (ZOP) of ex-Yugoslavia which today, asthe Public
Payment Agency, isan integral part of the Treasury system. The ZOP system handled
all payments in ex-Yugoslavia, including transactions of local and central government
and private individuals and businesses. Although the system in its original form has now
been abolished and no longer covers transactions in the private sector, a part of the
system, the Public Payment Agency (PPA), today constitutes the backbone of the
Government’s treasury system. Today the PPA is an integral part of the Treasury,
executes payments and maintains a registry and accounts for some 9,000 Budget
Beneficiaries. PPA maintains the TSA and some 200 sub-accounts in the National Bank

% The source for the staff numbers is the draft PEIR update of December 2005, table 23, p. 23, which refer
to the Republican Statistical Office asits source. Budget numbers come from the Memorandum of the
Budget 2006, table 11, p. 34)

3" The total number of staff in the MOF's central offices is very modest. In its report: Balkans Public
Administrative Reform Assessment: Serbia and Montenegro, May 26, 2004, SIGMA reported that the
central functions of the Ministry of Finance and Economy (including the Budget and central Treasury
departments (not including the PPA)) had less than 65 staff.
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of Serbia (NBS) and executes payments including electronic transactions on behalf of the
Government. This includes payments for the DBBs covered by the Interim Treasury
Ledger System (ITLS), which ensures ex-ante authorization of payment requests from
DBBs, including approved payment requests from IBBs. The PPA shares 30 of its 34
branch offices and 111 sub-branch offices with the NBS and has a staff of some 1,000
people.

19. The ingtitutional framework for public procurement in Serbia has been
completed but the development of appropriate practices are still under way. The
system of public procurement in Serbia rests on three pillars: the Ministry of Finance and
Economy, the PPO and the CPTR. The PPO began operating on January 15, 2003. The
PPO was set up according to the Law as an independent agency of the Government of
Serbia assigned with establishing an economic, efficient and transparent system of public
procurement. The functioning of the CPTR Committee is closely regulated by its
Operational Procedures, which contains issues not covered by the PPL. These are
treatment of requests, case allocation, decision-making, record maintaining and filing.
These Procedures were published on July 27, 2004. Lack of stability in the work of the
CPTR has been caused, among other factors, by the fact that its members are easily
appointed, and dismissed by the Government. The procurement institutional framework
needs to be complemented by the introduction of external audits that will include
procurement audits.
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CHAPTER 3: PuBLIC FINANCIAL MANAGEMENT PERFORMANCE INDICATORS

A. PROGRESS SINCE 2002 WORL D BANK ASSESSMENTSAND OVERVIEW
OF PEM PERFORMANCE

20.  Since the 2002 Country Financial Accountability Assessment (CFAA) and
the 2002 Country Procurement Assessment Report (CPAR), the legal and
institutional framework for PFM has improved in a number of areas. This followed
the adoption of a Budget System Law (BSL) and an improved Public Procurement Law
(PPL) in 2002. In the wake of the new legidlation, new administrative entities were
created and budget management processes were developed. Part A of Annex IV provides
an overview of the status of implementation of the 2002 CFAA recommendations.

21. New administrative entities for budget analysis, treasury management
(including cash and debt management and accounting policies), financial control,
internal audit and procurement have been established. Visible progress has been
made in consolidating the budget and establishing and institutionalizing commitment and
payment controls. A Public Procurement Office (PPO) which issued secondary
procurement legislation and standard procedures has been established and a Commission
for the Protection of Tenderers Rights (CPTR) was created. Another institution, the
Administration for the Prevention of Money Laundering has, in concrete cases, proven its
ability to investigate and initiate prosecution of high-profile money laundering cases.
Similarly, the Anti-Corruption Council has been an active promoter of greater
transparency in public finance. Meanwhile, it appears that the cooperation between the
Council and the Government thus far has not been optimal and that the Government has
prepared alaw which will establish a new anti-corruption body.

22.  Whereas many recommendations of the 2002 CFAA have been implemented,
some of the most fundamental ones, related to external accountability, have not.
This is the case in particular for financial reporting and external oversight, both basic
foundations of fiscal transparency and accountability. Specifically, public accounts for
2002, 2003, 2004 and 2005 have not yet been submitted to Parliament and the law for the
creation of a Supreme Audit Institution was only adopted in November of 2005.
Moreover, contrary to the provisions of the 2002 BSL no external auditor was appointed
in the interim.

23. Despite considerable progress since the 2002 CPAR, procurement legislation
and ingtitutions still require consolidation. Further improvements are needed in
legidative framework, overall business environment and in the process for decision
making for projects, as aready underlined in the 2002 CPAR. However, the main
challenge today is strengthening the procurement institutions and enforcing PPL
implementation at all levels, including improving budgeting for procurement and
particularly procurement planning. Part B of Annex IV provides an overview of the status
of implementation of the 2002 CPAR recommendations

24. Overall PFM performance, as measured by the indicators grouped under the
above six pillarsfor Serbia, is mixed and confirms the above update. On the positive
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side, Figure 1 shows that the budget preparation process supports the use of the budget as
apolicy tool (Fillar 111). In that area, Serbia has reached an adequate performance level.
While appropriate caution is needed in assessing credibility, comprehensiveness, and
transparency of the budget (Pillar | and 11) due to lack of independent assurance of data,
the available data tentatively points to improved reliability of the budget. On the negative
side, Figure 1 clearly shows that accountability, the corner principles of good PFM, is
weak, as shown by low performance under Pillars 1V, V and VI.

25. In comparison with a desirable “B” rating, Serbia’s Public Financial
Management performance clearly shows the weak areas. As Figure 1 below shows,
Serbia’s performance is, for three out of six dimensions, well below the desirable rating
that EU-aspiring countries should strive to achieve.®

38 While between 15 and 20 PEFA assessments have been carried out in countries across the world so far,
no PEFA assessment exists for EU countries or EU candidates. It is, however, reasonable to assume that
scores for EU members rate an average of B or above.
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Figure 1. Compared PFM Performance®

Overall PFM performance

Average PFM performance per PFM pillar —o— Serbia Score

| Credibility of the budget

—8— Average "B"

VI. External scrutiny and audit Il. Comprehensiveness and Transparency

1. Policy-based budgeting

V. Accounting, recording and reporting

IV. Predictability and control

B. PEFM OUTTURN: Credibility of the Budget

PI-1: Aggregate expenditure outturn compared to original approved budget

Dimension to be assessed: the difference between actual primary expenditure and the originally
budgeted primary expenditure (i.e. excluding debt service and externally-financed project
expenditure.

26.  Considering thefact that the consolidated accountsfor the Republic have not
been presented to the National Assembly nor audited for the last four fiscal years
(2002-2005), the reliability of the available data is considered uncertain. However,
based on the till unaudited financial statements provided to the team by MOF, data
presented in Table 3 below, point tentatively towards reduced variance between budgets
and outturns for the Republican budget. Between 2003 and 2005, total outturns as a
percentage of budgets have decreased, showing increased reliability of expenditure
budgets. Variance decreased from 6 percent in 2003 to 4 percent in 2005. In only one out
of the past three years (namely 2003), expenditure outturns deviated from the budgeted
expenditure by more than 5 percent. In accordance with the PEFA scoring methodology,
the score for thisindicator is therefore set at A.

% Please refer to footnote 8 for details on the calculation of the ratings for each pillar.



Serhia PFMA: Public Financial Management Performance Indicators 14

INDICATOR BRIEF EXPLANATION SCORE
PI-1. Aggregate While the reliability of available datais uncertain, the

expenditure outturn | pydget deviations observed for the period 2003 to 2005 A
compar ed to suggest that the annual expenditure budgets are increasingly

original approved | credible,

budget.

Table 3. Expenditure outturnsfor central government of Serbia, 2003-2005

2003 2004 2005
EXPENDITUR
ESin Billion
RSD
Budget Actual Differ Budget Actual Differ Budget Actual Differ
ence ence ence

1.1. Personnel 56.4 59.3 -2.9 74.7 81.8 -7.1 91.8 94.2 -24
Expenditure

1.2. Goods 29.4 24.1 5.3 339 37.2 -3.3 415 48.6 -7.1
and Services

1.3. Interest 11.0 11.0 0 14.1 14.1 0.0 22.3 17.3 5.0
Payment

1.4. Subsidies 49.2 30.8 18.4 41.3 35.1 6.2 329 295 34

1.5. Social 321 32.2 -0.1 338 329 0.9 432 43.2 0.0
Protection
Payments

1.6. Other 8.0 44 36 11.7 47 7.0 5.2 55 -0.3
expenditures
2. Current 79.2 120.5 -41.3 147.4 150.7 -3.3 167.2 185.2 -18.0
transfers
3. Capital 16.8 16.6 0.2 39.7 29.2 10.5 415 33.6 7.9
Outlays
Total Billion 271.1 287.9 -16.8 3825 371.6 10.9 423.3 439.8 -16.5
RSD (ex.
interest
payment)
Variancetotal -6.2% 2.8% -3.9%
in per centages

Source: The Law on the Budget of Republic of Serbia 2003, 2004, 2005 (Budget) and unpublished Annual
Financial Statements for 2003, 2004, 2005, Ministry of Finance.

PI-2: Composition of expenditure outturn compared to original approved budget

Dimension to be assessed: Extent to which variance in primary expenditure composition
exceeds overall deviation in primary expenditure (as defined in PI-1) during the last 3 years.

27. Data according to administrative classification show a sharp decrease in
variation from 2003 to 2005 When the composition of expenditure varies considerably
from the original budget, the budget will not be a useful statement of policy intent. As an
administrative level composition is preferred by PEFA guidance and is available in
Serbia, the assessment is based on the administrative composition (ministries/agencies).

28. Expenditure deviation across the budgetary heads shows that the absolute value of
the deviations as a percentage of total primary expenditure was as follows. 24.0 percent
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in 2003, 9.0 percent in 2004, and 7.9 percent in 2005. Deducting these percentages from
the overall primary expenditure deviation for each year (shown in indicator 1), as
required by the PEFA methodology, provides the following absolute measures by which
variances in expenditure composition exceeded overall expenditure variance: 2003 — 17.8
percent, 2004 — 6.2 percent, 2005 — 4.0 percent (see Table 4). The degree of deviation has
declined drastically over the three years. The variance in 2003 was influenced by the
political conditions during the preparation of the budget due to the Presidential elections
in December 2002, as well as the formation of the Union between Serbia and Montenegro
in early 2003. In accordance with the PEFA scoring methodology the score for this
indicator is set at C.

Table 4. Composition of expenditures

for PI-1 for PI-2
i . variance in excess of
Y ear total exp. deviation Total exp. variance total deviation
2003 6.2 24.0 17.8
2004 2.8 9.0 6.2
2005 3.9 7.9 4.0

Source: The Law on the Budget of Republic of Serbia 2003, 2004, 2005 (Budget) and unpublished Annual
Financial Statementsfor 2003, 2004, 2005, Ministry of Finance.

INDICATOR BRIEF EXPLANATION SCORE
P1-2: Composition | Vaiancein expenditure composition exceeded overall

of expenditure deviation in primary expenditure by 10 percentage pointsin C
outturn compared | o more than one of the last three years.

to original

approved budget

PI-3: Aggregate revenue outturn compared to original approved budget

Dimension to be assessed: actual domestic revenue collection compared to domestic revenue
estimates in the original approved budget.
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Table 5. Aggregate revenue outturn 2003-2005
REVENUES 2003 2004 2005
in Billion RSD
n B Budget | Actual Out- Budget | Actual Out- Budget | Actual Out-
turn turn turn
Revenues from
budget, thereof: 214.6 262.0 122.1 329.3 334.3 101.5 396.1 418.5 105.6
1. Tax revenues 195.5 245.8 2975 310.7 362.3 390.1
1.1 Profit and
Gains Tax 54.4 57.0 60.2 61.3 55.7 60.0
1.3. VAT and
Excise Tax 137.3 159.7 191.2 202.8 262.1 287.2
1.4. Customs 23.3 33.0 34.3 39.2 39.0
1.5. Other Tax
Revenues 3.8 5.8 131 12.3 53 39
2. Non-tax
revenues® 19.1 15.8 31.9 22.8 338 275
3. Capital Income 0.2 0.03 0.8
4. Donations 0.8
5. Transfers 0.1 0.1

Source: The Law on the Budget of Republic of Serbia 2003, 2004, 2005 and “Public Finance Bulletin”
December 2005, Ministry of Finance, p. 14-15.

29. Based on the available data presented in Table 5, revenue budgets appear
increasingly realistic. Revenue performed consistently better than budgets largely
explained by better-than-anticipated proceeds from the newly introduced VAT. In
accordance with the PEFA scoring methodology, the score for this indicator is therefore

setat A.
INDICATOR BRIEF EXPLANATION SCORE
PI-3: Aggregate The available data shows that actual collected revenue has
revenue outturn exceeded the budgeted revenue for the last three fiscal years, A
compared to but seems to become more realistic in later years.

original approved
budget

“0 Excluding interest revenues (number 7411 in the economic classification): RSD 374.8 million (2003);
RSD 670.5 million (2004); RSD 962.9 million (2005)).
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Pl-4: Sock and monitoring of expenditure payment arrears

Dimension to be assessed: (i) stock of expenditure payment arrears (as a percentage of actual
total expenditure for the corresponding fiscal year) and any recent change in the stock; and
(ii) availability of datafor monitoring the stock of expenditure payment arrears.

30. The stock of expenditure arrears for general government is significant, asis
presented in Table 6 below. If adding public enterprise arrears estimated at 1.6 percent of
GDP in 2004, total public sector expenditure arrears would hover around 5-6 percent of
GDP. At such levels, arrears can seriously under mine the credibility of public sector
financial management with adver se consequences on the economy.

Table 6: Variation of stock of arrears of central and general governments

Difference
In billion RSD end 2003 | end 2004 | end 2005 | Sep-06 | 2005/2004
EXPENDITURE ARREARS 60.7 67.7 70.9 73.9 3.2
Republican unspecified expenditure 154 145 22.3 311 7.8
pension arrears 339 40.6 37.0 33.0 -3.6
other MSSO arrears 114 12.6 11.6 9.8 -1.0
Arrearsas of gen. gov. exp. 12,5 11.7 10.6 8.9
Arrears as percent of GDP 5.2 4.7 4.1 34

Source: MOF, IMF

31. At thelevel of the Republican budget, arrears amounted to 4 percent of the
budget in 2005. The largest arrears are generated by the following ingtitutions: (i) Road
Directorate (RSD 5.0 billion); (ii) Directorate for Commodity Reserves (RSD 2.8
billion); (iii) Ministry of Labor, Employment and Social Policy (RSD 2.7 hillion); and
(iv) Refugee Commissariat (RSD 2.5 billion). While no information is available about the
nature of these arrears, it is noteworthy that these institutions include those who typically
manage a lot of state property and large investment and maintenance contracts. This is
particularly true in the case of the Road Directorate and the Directorate of Commodity
Reserves.

32. For the entire General Government, including the major EBFs, expenditure
arrearswere significantly higher, at an estimated RSD 70.9 billion or 10.6 percent of
total General Government expenditures in 2005, but arrears have declined to just
below 10 percent in 2006. Both in relation to GDP and general expenditure, arrears have
decreased substantially since 2003. In absolute terms, total expenditure arrears at end
2005 are till above their 2003 levels. However, it is noteworthy that the government
brought down pension arrears (more than 75 percent of total expenditure arrears) by 10
percent in 2005. Arrears within the pension insurance systems were accumulated during
the 1990s due to lack of funds and overall mismanagement. Since the beginning of
transition, the Serbian government made partial payment of arrears together with regular
payment of pensions and importantly a recent conversion of arrears into public debt
which will be repaid in six equa tranches until mid-2008. Pensions are now paid
regularly. A new initiative was launched in October 2006 to ensure decreasing arrears.
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33.  The significant level of arrears in relation to general expenditure, as well the
margina decline in value since 2004, warrant a score - C on dimension (i). The
Government monitors the stock of expenditure arrears, at least on an annua basis,
athough data for identified expenditure categories and specified budget institutions
appear to be incomplete* (dimension (ii) score - B). The overall score for this indicator
issetat C+.

INDICATOR BRIEF EXPLANATION SCORE
PI-4: Stock and The stock of expenditure arrears is significant and, despite a
monitoring of recent reduction in pension arrears, the total stock of arrears C+
expenditure has not been reduced significantly during the last two fiscal
payment arrears years. Arrears are currently being monitored on aregular

basis.

C.KEY CROSSCUTTING ISSUES: Budget Compr ehensiveness and transpar ency

PI-5: Classification of the budget

Dimension to be assessed: the classification system used for formulation, execution and
reporting of the central government’s budget.

34. The Republic of Serbia’'s budgets for 2005 and 2006 have not yet been
presented using functional classification (reflecting the Classification of the
Function of Government (COFOG)). The budgets were presented as per economic and
administrative classifications. However the MOF can produce data as per functiona
classification, and in the budget memorandum of 2006, the budget projections for 2006-
2008 are presented as per functional classification. The score for the indicator is on this
basisset at C.

INDICATOR BRIEF EXPLANATION SCORE

PI-5: Classification | The classification used in the budget presented to the

of the budget National Assembly has not yet included afunctional C
classification.

PI-6: Comprehensiveness of information included in the budget documentation

Dimensions to be assessed: information listed in the budget documentation most recently
issued by the central government.

35.  Total government resources are made up from the sum of different budgets: the
Republican (central), the state union, local governments and EBFs. As seen from Table 7
below, a total of 43.2 percent of the total expenditure for the consolidated government

“! Arrearsinformation from public enterprises is not reported routinely.
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budget comes from extra-budgetary expenditures, including the MSSOs. Figures below
have been netted out for transfers between budgets and funds.

Table 7. Estimate of the Composition of expenditure for the 2005 general government

budget
In percentage of total
expenditure
Government of the Republic 338
Local government 16.2
State Union 6.8
Pension funds ~ 258
Health insurance funds 432 ; 134
Labor funds 1.7
Other extra-budgetary social security funds q 24
Total®® 100

Source: IMF estimate, March 2006

36. The PEFA indicator for comprehensiveness of the information included in the
budget documentation (PI-6) is measured as the share of nine selected benchmarks for
information in the budget documentation most recently issued by the central government.
The nine benchmarks are as follows: (1) Macro-economic assumptions, including at |east
estimates of aggregate growth, inflation and exchange rate; (2) Fiscal deficit, defined
according to GFS or other internationally recognized standard; (3) Deficit financing,
describing anticipated composition; (4) debt stock, including details for the beginning of
the current year; (5) Financia assets, including details for beginning of the current year;
(6) Prior year's budget (either the revised budget or the estimated outturn), presented in
the same format as the budget proposal; (8) Summarized budget data for both revenue
and expenditure according to the main heads of the classifications used (see PI-5),
including data for the current and previous year; and (9) Explanation of budget
implications of new policy initiatives, with estimates of the budgetary impact of all major
revenue policy changes and/or some major changes to expenditure programs. Meeting 7-
9 of the benchmarks qualifies for an “A” score; 5-6 for a“B” score; 3-4 for a“C” score,
and; 2 or less produces a“D” score.

37.  The budget for 2006 contained summary information about the basic macro-
economic assumptions (Benchmark 1) and included information about the overall fiscal
deficit (surplus) (Benchmark 2), debt stock (Benchmark 4) and summarized budget data
for both revenue and expenditure according to the main heads of the economic

“2 Social contributions from employers subtracted to avoid double accounting. Estimates are still under
revision. IMF total s include expenditures financed by own-source revenues and cannot be reconciled with
actuals presented in table 3 and 4.

* |MF estimates total at RSD 701.0 billion.
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classifications (Benchmark 8). The budget for 2006 also provides information about how
the budget surplus will be spent (Benchmark 3). However, the budget and the budget
memorandum was lacking basic information about the composition of financial assets
(Benchmark 5), prior year’s budget or estimated outturn (Benchmark 6) and explanation
of budgetary implications of policy initiatives (Benchmark 9). With six out of nine
benchmarks being met, the score for thisindicator is set at B.

INDICATOR BRIEF EXPLANATION SCORE
Pl-6: Despite recent improvements, the annual budget

Comprehensiveness | documentation is still lacking key information such as B

of information previous years' estimated outturns.

included in the

budget

documentation

PI-7: Extent of unreported gover nment oper ations

Dimensions to be assessed: (i) the level of extra-budgetary expenditure (other than donor-
funded projects) which is unreported; i.e. not included in fiscal reports; and (ii)
income/expenditure information on donor-funded projects which isincluded in fiscal reports.

38. No major unreported expenditures exist, although the annual financial
statements for the years 2002 to 2005 have not been made public or presented to the
National Assembly. The expenditures financed through “own-source revenues’ are
reported only in the yearly financia statements while EBFs (other than MSSOs) are
reported in the MOF' s “Public Finance Bulletin” introduced in the fourth quarter of 2004
(dimension (i) score- A).

39. Unlike expenditures funded from own-source revenues and other EBFs, the
MSSOs have separate but similar budgeting and reporting requirements to the DBBSs.
Also the revenue and expenditure reports for the MSSOs are made public in the “Public
Finance Bulletin”. In terms of day-to-day cash management, the most significant MSSOs,
including the Health Insurance Fund, are however not part of the Interim Treasury Ledger
System (ITLS).

40.  Aggregate data revenues provided for projects funded from both loans and
grants were included in the annual budgets and annual financial statements and
have been included in the Ministry of Finance’'s “Public Finance Bulletin” since the
fourth quarter of 2004. Data on grant-funded projects are provided by the Ministry of
International Economic Relations ISDACON™ website and included in the regular
annual fiscal reports. Although it is difficult to assess capital spending funded by foreign
loans and grants reported as “own source” revenues in the Budget Beneficiaries annual
financia statements, thisis probably not done consistently and many expenditures funded
by such assistance have traditionally not been fully reported through the budget system
(dimension (ii) score—B). The score for the indicator is set at B+.

“ The Inter-Sectoral Development and Aid Coordination Network..
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INDICATOR BRIEF EXPLANATION SCORE
PI-7: Extent of Thelevel of unreported government expenditure is

unreported insignificant and full inclusion of information on loans and B+
government at least 50 percent of grant funding is provided.

operations

PI-8: Transparency of inter-gover nmental fiscal relations

Dimensions to be assessed: (i) transparent and rule-based system in the horizontal allocation
among sub-national (SN) governments of conditional and unconditional transfers from central
governments (both budgeted and actual allocations); (ii) timeliness and reliable information to
SN governments on their allocations from central government for the coming year; and (iii)
extent to which consolidated fiscal data is collected and reported for general government
according to sectoral categories.

41. Intergovernmental fiscal relations in Serbia were going through major
reforms over thelast couple of years, resulting in more transparency and objectivity
in allocations to local governments. Most importantly, as of July 2006, Serbia has a
new Law on Loca Self-government Financing. This law has modified the previously
existing system of intergovernmental fiscal relations to make it more transparent and
predictable by clearly defining sources of local revenues and establishing an explicit
formula for distributing intergovernmental transfers. The total amount of funding for the
non-earmarked transfers for all municipalities is now fixed at 1.7 percent of projected
GDP and clear rules are specified for the alocation of transfers among individual
municipalities. Transfers would primarily serve to reduce disparities in revenues among
municipalities. According to the formula specified in the law, sufficient funds would be
transferred to each municipality to bring the per capita tax revenues of all local
governments up to 90 percent of the national average.

42.  Thenew law aso provides for earmarked transfers to finance certain functions to
be delegated to local governments in the future. Primary health care will begin to be
decentralized in 2007. Primary and secondary education will follow. The formulas to be
used to finance these functions are to be developed by the ministries of health and
education, respectively. Performance against this indictor should be reevaluated once
these two functions have been decentralized and the new financing system is put in place.
(Scorefor dimension (i) isA.)

43. Recent legal changes set the basis for more predictability to local
governments on their allocations from central government. This primarily relates to
adoption of clear calendar of activities of both central and local governments. The local
authorities are provided for the Government-adopted Budget Memorandum six months in
advance (June 1) of the scheduled submission of the budget to the National Assembly
(November 1), giving sufficient time to make adjustments. Thus, local governments are
provided reliable information on the allocations to be transferred to them ahead of
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completing their budget proposals, making changes to the proposa possible (dimension
(i) score- B).

44, Reporting and consolidation of fiscal operations has been improved but there
is still room for further improvements. Fiscal reports of all sub-national governments
are provided to the MOF in accordance with the budget economic classification on a
monthly basis. The monthly bulletin publishes these data separately for all municipalities
and Vojvodina. Since 2006, municipalities aso collect and report monthly fiscal
operations based on functional classifications; however these reports are not regularly
published. Consolidation of al layers of government is done only annually and could be
significantly increased. Local governments regularly report on any new borrowing to the
Treasury. On this basis, the score for dimension (iii) is set at B and the score for the
indicator at B+.

INDICATOR BRIEF EXPLANATION SCORE
PI-8: Transparency | The rules regulating allocations to sub-national governments

of inter- _ are not fully transparent. Fiscal reports from sub-national B+
geIO\;temmmtal fiscal | governments are provided on a current basis

relations

PI-9: Oversight of aggregate fiscal risk from other public sector entities

Dimensions to be assessed: (i) extent of central government monitoring of autonomous
government agencies (AGA) and Public Enterprises (PE); and (ii) extent of central government
monitoring of SN governments’ fiscal positions.

45, Data on Public Enterprises are generally available but quality is
questionable. In the 2005 Republican government budget, more than 7 percent® of the
budgeted expenditures consisted of subsidies to various non-financial public corporations
(number 451 in the economic classification)*®. The budget document does not provide
references to the legal basis for these corporations or information about the financial
reporting requirements and, only in some cases, a brief description of the specific
intended purpose of the subsidy. Business plans of Public Enterprises founded by the
Republic are submitted to the Government for adoption. Financial statements for the state
owned enterprises are reported to the National Bank of Serbia and disclosed to the public.

“% |n the 2005 budget subsidies were set at RSD 32,402.30 million with atotal budget of RSD 416,592.00
million (7.8 percent). A small proportion of subsidies were to financial public corporations (RSD 251.00
million)

%6 85.5 percent of subsidies are provided for the following four areas: (i) support for agricultural production
(35.5 percent); (ii) subsidies to the state railroad company (ZTP) (26.6 percent); (iii) Restructuring of State-
Owned Companies (16.6 percent); and (iv) state television (RTS) (6.8 percent). Numbers are based on IMF
estimates for 2005.
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For an overview of the most significant SSOEs and the subsidies provided to them, see
Table 8 below.

46. In July 2005, an IMF report concluded that the data quality for the large
state-owned companies is poor and that more transparency and accountability is
needed to address gover nance problems and improve public under standing of SSOE
performance. The report provides essentia information about the budget subsidies and
other deficit financing for 19 SSOEs*’. An overview showing budget subsidies and other
deficit-financing sources for 2003 and 2004 is presented in Table 8 below. The IMF
concludes that the SSOES' deficit rose from an estimated 1.2 percent of GDP in 2003 to
1.6 percent of GDP in 2004 and that the increases in deficits in 2004 reflects deteriorating
operating results in the energy companies and lower deficits in socially owned
enterprises. It also finds that data on subsidies and arrears confirm that the reduction of
subsidies to public utilities or payment of arrears by public utilities may have contributed
to deficits. As seen in Table 8, total budgetary subsidies and indirect support in the form
of payment arrears to NIS and EPS declined from 2003 to 2004.

47.  The Sector for Public Enterprises and State Assistance in the Treasury of
MOF regularly monitors the financial performance of public enterprises, while
socially-owned enterprises are monitored by the Ministry of Economy. Public utility
enterprises are monitored by local governments. Finally, the Sector for Public Debt
of the Treasury Department monitors public debt and issuance of guarantees.
Although the reporting on entities monitored by the sub-national governments have
improved, not all aspects for public enterprises are covered and a consolidated overview
is missing (score for dimension (i) — C). Currently the IMF Resident Representative’s
Office is undertaking a more comprehensive survey of public enterprises in cooperation
with the Government. The annual audited financial statements, in-year financia reports,
annual plans, as well as new debt contracting for sub-national governments are monitored
by the unit, but a consolidated overview is missing. (dimension (ii) score set — C). On
this basis the score for the indicator is set at C.

48.  Strong comprehensive oversight of public enterprises is needed. The
Government’s current plans to enable public-private partnerships to undertake major
road-constructions, such as the planned Horgoz-Pozega highway, could potentialy
generate considerable contingent liabilities and add to the existing fiscal risks. This is
also reported on by the IMF in the Sixth Review under the Extended Arrangements
(Country Report No. 06/58, p. 65), which provided a number of recommendations to
avoid adding to existing fiscal risks.

“" IMF Country Report No. 05/232 of July 2005: Serbia: Selected Issues and Statistical Annex. As above
the line data are not available and the SSOES' cash deficits are estimated from the financing side (subsidies
and borrowing).
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Table 8. State and Socially-Owned Enterprisesin Serbia 2003-2004*
Changein arrears
Billion RSD s[?tl;gg?;; finiir:;n (excl. penalties) Total
9 [ ToEpPs ToNIS

Name Sector 2003 2004 | 2003 2004 | 2003 2004 | 2003 2004 | 2003 2004
1) State-owned enterprises 121 134
NIS Energy-oil and | 0.0 0.0

gas
EPS Electricityand | 0.0 0.0

mining
PTT Post 0.0 0.0
ZTP Transport — 9.5 8.9

railway
RTS Media 19 3.2
JAT Air 0.0 0.0

transportation
Airport Transport — 0.0 0.0
Beograd airport
Telekom Telecommuni- | 0.0 0.0

cation
Mines Mining 0.7 13
2) Socially owned 69 65
enterprises
Other 34 33
Total for 10 largest socially-
owned (“ Other” excluded) 34 33| 12 06| 08 11| 21 01| 76 51
RTB Bor Mining 0.8 05| 00 00| O5 06| -01 01| 12 12
Zastava Manufacturing | 2.1 19| -01 00| 01 02| 03 02| 23 23
Azotara Chemical 0.0 01| 00 01| 00O 00| O5 02| 05 04
Pancevo
Matroz Chemical 0.1 02| 00 00| 01 01| 00O 00| 03 03
Viskoza Chemical 0.1 01} 00 00| OO 01| 03 00| 04 03
Magnohrom  Manufacturing | 0.1 01| 00 00| OO O00f O1 01 01 02
Fabrika Manufacturing | 0.0 00| 00 00| 00 00| 02 00| 03 00
Vagona
Krajevo
Industrija Glass industry 0.1 00| 00 00| OO 00| 02 00| 02 00
Stakla
Pancevo
HIP Petrochemical 0.0 00| 13 05| 01 00| O7 -04| 21 01
Petrohemija
Ivo Lola Manufacturing | 0.1 01| 00O 00| OO 01| 00 00| 012 02
Ribar

Source: IMF Country Report No. 05/232: Selected Issues and Statistical Annex, July 2005.

“8 Does not include SSOEs owned and operated by sub-national governments. There may also be
considerable transfers to SSOEs from unreported EBFs such as the Transition Fund.
“° Include enterprises under reconstruction. Discrepanciesin totals of 0.1 billion are due to rounding errors.
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INDICATOR BRIEF EXPLANATION SCORE
P1-9: Oversight of | Although monitoring of financial performance is done, not

aggregate fiscal all aspects are covered and there is no systematic, annual C
risk from other reporting of financial risks of public enterprises and sub-

public sector national governmentsin Serbia

entities

PI1-10: Public accessto key fiscal information

49, The PEFA indicator for public access to key fiscal information (Pl-10) assesses
the observance of the following six dimensions: (i) Annual budget documentation; (ii) In-
year budget execution reports™; (iii) Year-end financial statements; (iv) External audit
reports; (v) Contract awards; and (vi) Resources available to primary service units.>* Of
these elements: “(i) Annual budget documentation”; (ii) In-year budget execution reports;
and (v)” Contract awards’ are available to the public in Serbia. On this basis, the score for
the indicator is set at B.

INDICATOR BRIEF EXPLANATION SCORE
P1-10: Public The government makes 3 of the 6 listed types of information B
accessto key fiscal | availableto the public.

information

D.BUDGET CYCLE

(i) Policy based budgeting

PI-11: Orderliness and participation in the annual budget process

Dimensions to be assessed: (i) existence and adherence to afixed budget calendar; (ii) clarity and
comprehensiveness of and political involvement in the guidance on the preparation of budget
submissions; and (iii) timely budget approval by the legislature or similarly mandated body.

50 Budget execution reports (Bulletins) are now available on the MOF's website since end 2004. Whereas it
presents budget execution figures as per economic classification, there is no comparison between the
original budgets and actual outcomes.

51 (1) Annual budget documentation: A complete set of documents can be obtained by the public wheniitis
submitted to the legislature; (2) In-year budget execution reports: The reports are routinely made available
to the public within one month of their completion; (3) Y ear-end financial statements: The statements are
made available to the public within six months of the completed audit; (4) External audit reports: All
reports on central government consolidated operations are made available to the public within six months
of the completed audit; (5) Contract awards: Award of all contracts with a value of above approximately
USD 100,000 equivaents are published at least quarterly through the press or website; and (6) Resources
available to primary service units: Information is publicized or available upon request at least annually for
primary service units with national coverage (such as elementary schools or primary health clinics) in at
least two sectors. If the government makes availabl e to the public 5-6 of the 6 listed types of information
the scoreisset at “A”, whereas the availability of 3-4 of the 6 types producesa“B” score, 1-2 a“C” score
and the absence of all 6 types givesaD score.
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50.  The budget process defined by the Budget System Law (BSL) allocates more time
than the previous law to budget planning, preparation, scrutiny and debate. The BSL
provides a clear timetable for budget submissions, which has largely been adhered to for
the last three fiscal years (score for dimension (i) set at A). The strategic planning phase
is, however, not recognized in the budget calendar, and more time is needed for line
ministries medium-term planning and budgeting under a medium-term budget constraint.
The Budget Memorandum is comprehensive and clear and includes indicative ceilings
per economic and administrative, but not functional, classification. It appears, however,
that the Memorandum is almost exclusively produced by the responsible department of
the MOF, with few indications of involvement by policy-makers or even other
departments. Approva of the indicative ceilings in the Budget Memorandum takes place
before Budget Beneficiaries have completed their submission (score for dimension (ii) -
B). According to the BSL, the National Assembly has 1.5 months to reach agreement on
the budget (between November 1 and December 15). Simple procedures for the National
Assembly’s budget review exist and are generally respected. The score for dimension
(iii) isset at A, while the overall score for theindicator isset at A.

INDICATOR BRIEF EXPLANATION SCORE
Pl-11: Orderliness | In keeping with the provisions of the Budget System Law, a
and participation in | budget circular (the Budget Memorandum) and an improved A

the annual budget | @nd clear budget calendar has been introduced and is largely
process adhered to.

PI1-12: Multi-year perspectivein fiscal planning, expenditure policy and budgeting

Dimensions to be assessed: (i) preparation of multi-year fiscal forecasts and functional
alocations; (ii) scope and frequency of debt sustainability analysis; (iii) existence of sector
strategies with multi-year costing of recurrent and investment expenditure; and (iv) linkages
between investment budget and forward expenditure estimates.

51. Since the budget for fiscal year 2002, the MOF has prepared a Budget
Memorandum containing forecasts of fiscal aggregates on the basis of the main
categories of economic classification for two years on a rolling annual basis. Since the
2007 budget, the Budget Memorandum will cover three years, but, mainly due to
weaknesses in macro forecasting, the links between multi-year estimates and subsequent
setting of annual budget ceilings are not clear (score for dimension (i) - C). Debt
sustainability analyses, including external and domestic debt, are undertaken regularly
and published by the National Bank of Serbia on their website. The latest analysis was
made in connection with the preparation of the Budget Memorandum for 2006 (scor e for
dimension (ii) - B). Sector strategies are prepared for al key sectors but they do not
include costing of investments and recurrent expenditure (score for dimension (iii) - D).
It appears from the Budget Memorandum, as well as from the practices observed, that
many investment decisions have weak links to the sector strategies and, in only a few
cases, are their recurrent cost implications brought forward in the budget estimates
(dimension (iv) score set at C). On this basis, the score for the indicator is set at C.
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INDICATOR BRIEF EXPLANATION SCORE
PI-12: Multi-year The Budget Memorandum contains key fiscal forecasts and
perspectivein fiscal | sector strategies, but there is no link between strategies on C
planning, the one side and actual costing of investments and recurrent

expenditure policy | costs on the other.

and budgeting

(i) Predictability and Control
Revenue Collection

PI-13: Transparency of taxpayer obligations and liabilities

Dimensions to be assessed: (i) clarity and comprehensiveness of tax liabilities; (ii) taxpayer
access to information on tax liabilities and administrative procedures; and (iii) existence and
functioning of a tax appeals mechanism.

52.  The rules and procedures for the newly-introduced VAT are clear, and the
introduction of new legidation has eliminated most tax exemptions and reduced the
discretionary powers of the Tax Administration (score for dimension (i) is set at B).
Taxpayers appear to have relatively easy access (for instance through the internet) to
comprehensive, user friendly and up-to-date information on tax liabilities and
administrative procedures for some of the major taxes. Whereas the information provided
on VAT appears to be comprehensive, the information on income taxes appears less
comprehensive, although advice is offered to clients, for instance through the Tax
Administration’s website (dimension (ii) score - B). An appeds system has been
established in accordance with the Tax Administration and Procedures Law (TAPL) Part
4. Accordingly, appeals can be submitted against first-level rulings. The second-level
rulings are the responsibility of five units of the Tax Administration. In each case the
procedure is authorized by the Minister of Finance, but the decision is made by the
relevant Tax Administration unit. Finally, tax cases can be tried in regular Courts with the
Supreme Court as the ultimate course of appeal. Whereas the tax appeals system has been
established, it appears that it still needs redesigning to be considered fair, transparent and
effective, as it appears to leave considerable discretion to the authorities and does not
provide for arbitration in cases of dispute by an independent, specialized arbitration body
(for instance a Tax Tribunal) (scorefor dimension (iii) - C). The score for the indicator
isset at B.
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INDICATOR BRIEF EXPLANATION SCORE
PI-13: Whereas aclear legal framework for tax procedures and B
Transparency of administration isin place, transparency and appropriate

taxpayer protection for taxpayers against arbitrary rulings could still

obligations and be improved.

liabilities

PlI-14: Effectiveness of measuresfor taxpayer registration and tax assessment

Dimensions to be assessed: (i) contral in the tax payer registration system; (ii) effectiveness of
penalties for non-compliance with registration and declaration obligations; and (iii) planning
and monitoring of tax audit and fraud investigation programs.

53.  Whereas taxpayers are registered in database systems for individual taxes, these
systems are not fully and consistently linked to other relevant systems. This is somewhat
compensated for by control activities, including reconciliations, carried out as part of the
internal control functions (score for dimension (i) - C). In accordance with Article 75 of
the TAPL, interest on underpaid or overpaid taxes and secondary tax duties shall be
calculated and paid at a rate 15 percent greater than the annual discount rate of the
National Bank. Given that the discount rate of the National Bank is 8.5 percent and the
market rate on an overdraft in RSD varies between 24-30 percent, the penalty interest
appears to be set at an appropriate level. If proven in the court of law, tax evasion is
punishable with fines and up to 10 years imprisonment, depending on the size of the tax
evasion. On this basis, it appears that penalties for all areas of non-compliance are set
sufficiently high as to act as a deterrent (score for dimension (ii) - A). There is a
continuous program of tax audits and fraud investigations, including through an internal
control group, but audit programs are not based on clear risk assessment criteria (score
for dimension (iii) - C). On this basis the overall score of the indicator is set at B.

INDICATOR BRIEF EXPLANATION SCORE

Pl-14: The effectiveness of measures for taxpayer registration and

Effectiveness of i B
tax assessment is moderately low and systems are not

measures for integrated, nor are practices harmonized.

taxpayer

registration and tax

assessment

PI-15: Effectivenessin collection of tax payments

Dimensions to be assessed: (i) collection ratio for gross tax arrears; (ii) effectiveness of
transfer of tax collection to the Treasury by revenue administration; and (iii) frequency of
complete account reconciliation between tax assessments, collections, arrears records and
receipts by the Treasury.
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54.  The first dimension of the indicator assesses the collection effort of tax arrears.
This indicator seeks to compare annual collection rates over two years and data is not
readily available for measuring that dimension. Data on the stock of arrears at end-2004
and end- 2005 is available.

Table9. Tax Arrears

2004 2005
Stock of arrears end of year 20.9 14.3
Aggregate revenue 334.3 418.5
Arrearsin percentage of total
revenue 6.3 34

Source: Tax Department

The 2005 figure does not include arrears on VAT introduced in 2005. The stock of
arrears is influenced by the large number of state-owned enterprises in the privatization
process. According to the law on privatization, the tax authorities (and other creditors)
cannot collect their debt before the privatization process has ended. The share of arrears
from SOEs under privatization could be as high as 50 percent, but the information on the
collection ratio, as well astotal arrears segregated between companies in the privatization
process, and the rest of the debt is not clearly reported by the tax authorities. As the
privatization process is progressing, the stock of arrears will decrease considerably. The
arrears in percentage of total revenue are above 2 percent which would warrant aD score.
Since the collection rate of tax arrears is unknown, the score for dimension (i) isD.

55. Tax revenues are paid into accounts controlled by the Treasury and each taxpayer
can be identified. On a daily basis the Treasury provides information about account
balances to the Tax Administration, which is then responsible for reconciliation and
identification of arrears (scorefor dimension (ii) - A). Reconciliation of tax assessments,
collections, arrears and transfers to Treasury takes place monthly (score for dimension
(iii) - A). The overall score while incomplete, as discussed above, is D+.

INDICATOR BRIEF EXPLANATION SCORE
PI-15: _ While tax obligations are clear and easy to meet, tax arrears
Effectivenessin are significant. D+
collection of tax

payments

Treasury and Cash Management

56. A time-bound plan for the implementation of a Modernized Treasury System
(MTS) providing treasury services for all budget beneficiaries has been established
and is being implemented. The Ministry of Finance is in the process of creating a
comprehensive Treasury Single Account (TSA) system, referred to as the Modernized
Treasury System (MTYS) or the Financial Management Information System (FMIS). The
development has started with the existing Interim Treasury Ledger System (ITLS), which



Serhia PFMA: Public Financial Management Performance Indicators 30

has been operational since April 15, 2003 and will remain as a transitional module until
the implementation of the new applications. Through the European Agency for
Reconstruction (EAR) the EU is financing a project to support the Ministry of Finance to
design and implement the MTS, which has already suffered from some delays. An action
plan to set up the MTS, which was presented to the Ministry of Finance in March 2005,
was also supported by the EAR.

57.  The Minster of Finance has appointed a specia IT Advisor to supervise the
implementation and detailed technical specifications of the project. The PPA, now an
integral part of the Treasury is a key player in the implementation of the MTS, which is
scheduled to be completed by the end of 2007. The project ams to complete the
consolidation of the TSA and enlarge the treasury network to offer treasury services not
only to DBBs but aso to the IBBs currently serviced by the PPA. It should also provide
improved debt and cash management and new functionalities to ensure central access to
accounting information from all Budget Beneficiaries. The Treasury is also working on
an interim solution to ease the current administrative burden of manually processing
payment orders for the users of the ITLS by enabling electronic submission of payment
orders. Due to the very tight timetable for the MTS implementation, some project delays
can be expected.

PI1-16: Predictability in the availability of fundsfor commitment of expenditures

Dimensions to be assessed: (i) extent to which cash flow is forecasted and monitored; and (ii)
reliability and horizon of periodic in-year information to budget users on ceilings for
expenditure commitments; and (iii) frequency and transparency of adjustments to budget
alocations, which are decided above the level of management of Budget Users.

58.  Cash flow forecasts are prepared annually and updated quarterly, based on
information on actual cash inflows and outflows (dimension (i) score - B). Budget
beneficiaries are provided information about commitment ceilings on a three months
rolling basis, but ceilings are not aways reliable and cause delays and disturbances in
task execution. Better projections on the revenue side are needed to improve reliability
(dimension (ii) score - C). In-year realocations of less than five percent of the
appropriation in question are alowed for DBBs. Such adjustments appear to be frequent
but they are done in accordance with the provisionsin the BSL, which gives considerable
flexibility to Direct Budget Beneficiaries to redirect appropriations. Whereas section 7 of
article 41 of the BSL establishes that appropriations may be redirected “for certain
expenditures up to 5 percent of the appropriation for the expenditure being reduced” there
are no explicit limitations on the number of such reallocations that can be made during
the year. No statistical information about the frequency of budget reall ocations within the
5 percent limit or with MOF approval was available to the team but adjustments are
frequent. Measures to “benchmark” budget institutions are being implemented with
regard to the number of reallocations (dimension (iii) score — C). The overall score for
the indicator istherefore C+.

59. Budget revisions requiring the approval of the National Assembly have been
initiated three times within the last three fiscal years: (i) Revision of 2003 budget (April
3, 2003); (ii) Revision of 2004 budget (October 25, 2004); and (iii) Revision of 2005



Serhia PFMA: Public Financial Management Performance Indicators 31

budget (July 15, 2005). Although the 2003 revision was never formally passed by the
National Assembly, it is noteworthy that the proposed revision laws are characterized by
an almost complete lack of narrative and explanatory text. At the same time the revised
budget figures are not presented together with the original budget figures but in a way
that does not allow a direct comparison with the originally adopted budget. An analysis
of the budgets and budget revisions for the period 2003-2005 reveals an overall trend of
reducing subsidies and capital investments and spending on goods and services, while
increasing transfers to the MSSOs, including pension funds. Typically, the budget
revisions bring the revised expenditure budgets very close to actual expenditure reported
by the MOF at the end of the year.

INDICATOR BRIEF EXPLANATION SCORE
P-16: The lack of predictability in availability of funds for

Predictability inthe | commitment of expenditures hampers budget execution. C+
availability of Reallocations appear to be frequent, although undertaken in

funds for accordance with current rules.

commitment of

expenditures

PI-17: Recording and management of cash balances, debt and guar antees.

Dimensions to be assessed: (i) quality of debt data recording and reporting; (ii) extent of
consolidation of the government’s cash balances; and (iii) systems for contracting loans and
issuance of guarantees.

60. Domestic and foreign debt records are updated and reconciled on a quarterly
basis. Information on the debt stock of the Government of the Republic is published in
the monthly Bulletin, issued by the MOF. The available debt data is considered to be of
fairly high quality and complete (dimension (i) set - B). Calculation and consolidation of
cash balances for some 9,000 Budget Beneficiaries with sub-accounts™ in the PPA take
place daily. Some of the MSSOs, including the Health Insurance Fund®®, do not make
payments through the PPA system and perform their own reconciliation of cash balances
(including the accounts of the 28 operating branch offices) in connection with the
quarterly and annual reporting to the MOF (dimension (ii) score - B). A single
responsible government agent, the MOF, approves central government contracting of
loans and issuance of guarantees, which are limited, for total debt and/or guarantees set in
the annual budget laws. The BSL provides the general guidelines for the issuance of
government guarantees (Articles 52-58), while more detailed criteria for the issuance of
guarantees are provided through provisions of the law on Public Debt (Official Gazette
No. 61/2005). As an indicator of the level of implicit or explicit contingent liabilities
faced by the Government, the stock of banking loans by the eight largest state-owned
enterprises amounted to RSD 11.0 billion in 2004. This represented an increase of 155.8

%2 Some 23,000 sub-accounts administrated by the PPA.
%3 |n 2005 the Health Insurance Fund alone constituted 13.4 percent of total Republican expenditure.
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percent in two years from RSD 4.3 hillion in 2002**. Accordingly, the score for
dimension (iii) isset at B and the score for the indicator is set at B.

INDICATOR BRIEF EXPLANATION SCORE
PI-17: Recording The quality and frequency of debt recording and
and management of | reconciliation is considered fairly high and debt records are B

cash balances, debt | complete.
and guarantees.

PI1-18: Effectiveness of payroll controls

Dimensions to be assessed: (i) degree of integration and reconciliation between personnel
records and payroll data; (i) timeliness of changes to personnel records and payroll; (iii)
internal controls of changes to personnel records and payroll; and (iv) existence of payroll
audits to identify control weaknesses and-or ghost workers

61.  Currently aggregated, central reconciliation between payroll and personnel data
exists for around 170 DBBs. Primary and secondary schools will be covered in early
2007 and army and police will be covered later in 2007. Payroll data seems to be
adequately documented and checked (dimension (i) score - B). It is the individual BB’s
personnel units that are responsible for updating the Ministry of Public Administration
and Local Government on changes in personnel details, and submitting salary sheets to
their respective ministries. Personnel data should be updated on a monthly basis in
connection with the submission of time sheets, while some retroactive adjustments are
made occasionally (dimension (ii) score - B). The authority and basis for making
changes to personnel records and payroll is clear. Until 2006, ministries and other central
DBBs till submitted timesheets to the Mutual Services Agency (MSA), which processed
and kept records of submitted timesheets and forwarded summary payment requests to
the Treasury for forma endorsement before payments were processed. However, since
January 1, 2006 the payroll has been managed and accounted for directly by the Treasury
(dimension (iii) scoreis set at B). The internal audit has conducted audits of the payroll
as part of most of their audits (15 in 2004 and 2005). However, because of limited overall
coverage of internal audits, these have been partial audits only (dimension (iv) score is
set at C). Theindicator scoreis set at D+.

INDICATOR BRIEF EXPLANATION SCORE
PI-18: Whereas adequate systems to control payroll comparing C+
Effectiveness of with the HR database system are being implemented, the
payroll controls lack of sufficient audit coverage does not ensure full

integrity of data.

> The gas company, NIS, accounted for RSD 6.7 billion and the postal company, PTT, accounted for RSD
2.2 billion. Source: IMF country report no. 05/232, p. 37.
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Public procurement

PI-19: Competition, value for money and controlsin procurement

Dimensions to be assessed: (i) evidence on the use of open competition for awards of contracts
that exceed the nationally established monetary threshold for small purchases; (ii) extent of
justification for use of less competitive procurement methods; and (iii) existence and operation
of a procurement complaints mechanism.

62.  Although more than half of the procurement is done using open competition,
the required justification for the use of less competitive procurement methods, as
well asthe operation of a satisfactory complaints mechanism, isnot adequate. Based
on the information provided from the Public Procurement Office, the public procurement
system of Serbia consists of 12,000 purchasers and 80,000 bidders who conclude over
250,000 contracts each year, worth in excess of USD 1.5 hillion. It is recognized that
open competition in the award of contracts provides a basis for achieving efficiency in
acquiring inputs and value for money in delivery of programs and services for the
government. However, the use of open competition has not increased between 2002 and
2004. Available data on public contract awards (see table 10 below) show that 69 percent
(more than 50 percent but less than 75 percent) of contracts above the threshold are
awarded on a basis of open competition, but the data may not be accurate (dimension (i)
score—B).

Table 10. Choice of Procurement Procedure 2002-2004

Method Year 2002 Year 2003 Year 2004
Open Procedure 45% 63% 50%
Restricted Procedure 25% 12% 19%
Negotiated Procedure 30% 25% 31%

Source: Report on Awarded Public Procurement Contractsin Serbiafor 2004

The legal framework is ambiguous when it comes to a preference for open and restricted
versus negotiated procedures. This is evidenced by the use of negotiated procedures,
which was at a dlightly higher level in 2004 compared to 2002 (31 percent compared to
30 percent). The team has found that proper justification for the use of less competitive
procurement methods is typically weak or missing (dimension (ii) score — C). A process
exists for submitting and addressing procurement complaints, but it is designed poorly
and does not operate in a manner that provides for timely resolution of complaints
(dimension (iii) score— C). The overall scorefor the indicator is set at C+.

INDICATOR BRIEF EXPLANATION SCORE
PI-19: Competition, | Public procurement management suffers from inefficiencies C+
value for money due to inadequate enforcement of competitive mechanisms,

and controlsin lack of clear justification for the use of less competitive

procurement procurement methods, and inefficient complaint mechanism.
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Internal control

PI-20: Effectiveness of internal controlsfor non-salary expenditure

Dimensions to be assessed: (i) effectiveness of expenditure commitment controls; (ii)
comprehensiveness, relevance and understanding of other internal control rules-procedures;
and (iii) degree of compliance with rules for processing and recording transactions.

63.  Direct Budget Beneficiaries are required to establish “financial services’ to
prepare and execute the budget. In some cases DBBs have appointed controllers that are
independent of the financial services to perform ex-ante checks of the legality of
individual commitments and payments. In other cases legality is ensured via the double
signature of the head of the DBB and the head of the financial service for authorizing
commitments and payments. The existence of considerable payment arrears (see indicator
PI-4 above) however suggests that these controls are only partially effective in limiting
commitments to actual cash availability (dimension (i) score - C). In the DBBs and the
EBFs visited, financial services managers were appropriately aware of the basic MOF
regulations and internal procedures for authorizing commitments and payments. Whereas
ex-ante controls for even small transactions are clearly regulated and routinely carried
out, written procedures and appropriate practices for approving and monitoring the
implementation of contracts are not in place (score for dimension (ii) - C). In arepeated
reference to the existence of arelatively large stock of expenditure arrears, it appears that
while rules are complied with for the maority of transactions, the use of simplified
procedures in unjustified situations is a matter of concern (dimension (iii) score set at
C). On the basis of the above, the score for the indicator is set at C.

INDICATOR BRIEF EXPLANATION SCORE
P1-20: In line with the provisions of the Budget System Law,

Effectiveness of financial controls of payments are carried out but C
internal controlsfor | gopropriate procedures and practices for entering and

non-sal ay currently monitoring large contractual obligations are

expenditure missing.

Pl-21: Effectiveness of internal audit

Dimensions to be assessed: (i) coverage and quality of the audit function; (ii) frequency and
distribution of reports; and (iii) extent of management response to internal audit findings.

64.  While serious efforts have gone into developing methodological guidelines and
training of staff, available staff resources for the Budget Inspectorate and the MOF's
Internal Audit Unit (IAU) are limited to 17 and 11 respectively. Both departments have
government-wide inspection and audit responsibilities but are the only specialized ex-
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post financial control units evaluating entities in the administration of the Republic.
Internal audit is deemed functional for at least the most important central government
entities. The MOF |AU’s audits comprise systems evaluating and monitoring elements.
Wheresas the interna audit methodology being developed reflects relevant international
standards (ISPPIA), it does not yet cover all audit areas. It is estimated that AU spend at
least half their time on systemic issues (dimension (i) score - C). In 2004 and 2005, the
MOF s1AU carried out 15 audits, producing approximately 300 recommendations. Audit
reports are submitted to and discussed with the auditee, but as the SAI is not established,
information is not shared with them and this negatively impacts the score (dimension (ii)
scor e - C). The follow-up on reports has been prompt and comprehensive for the first two
years of operation (dimension (iii) score—A).

Table 11. Number of Internal Audits and Recommendations

2004 and 2005
Y ear Number of Num. of recommendations Number of implemented
audits provided due recommendations
2004 3 98 98 84
2005 12 369 222 220

The legal framework for internal audit has still to be completed and the MOF's IAU
needs to be fully staffed. Similarly, managers across the administration need to be better
informed about the role of internal audit. The overall score for the indicator is set at C+.

INDICATOR BRIEF EXPLANATION SCORE
P-21: The Ministry of Finance has established an IAU within the
Effectiveness of Budget Inspection and Audit Department but it has very C+
internal audit limited staff capacity to audit and assess financial

management and control systems of all Budget

Beneficiaries. Follow-up of the audits has been prompt.

(ii1) Accounting, Recording and Reporting

PI-22. Timeliness and regularity of accounts

Dimensions to be assessed: (i) regularity of Bank reconciliations; and (ii) regularity of
reconciliation and clearance of suspense accounts and advances.

65. The Public Payment Agency (PPA) which was merged with the Treasury on
August 1, 2005, performs daily reconciliations between the cash balances of Direct
Budget Beneficiaries (DBBs) bank accounts and transaction records in its payments and
accounting systems (dimension (i) score - A). Suspense and advance accounts are
cleared at least annually. Some accounts may have uncleared balances brought forward
(dimension (ii) score - B). It is foreseen that the ongoing implementation of the
Modernized Treasury System (MTS) system, will integrate all Budget Beneficiaries into
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the Treasury Single Account and that the Indirect Budget Beneficiaries bank accounts
will be closed. On the basis of the above the score for the indicatorsis set at B+.

INDICATOR BRIEF EXPLANATION SCORE
PI-22. Timeliness Bank accounts for ministries and other Direct Budget
and regularity of Beneficiaries are reconciled and cleared daily, whereas B+
accounts accounts of Indirect Budget Beneficiaries (such as primary
reconciliation schools and health institutions) are not and may have idle

bal ances. Suspense and advance accounts are cleared at least

annually.

PI-23: Availability of information on resources received by service delivery units

Dimension to be assessed: collection and processing of information to demonstrate the
resources that were actually received (in cash and in kind) by the most common front-
line service delivery units in relation to overal resources made available to the
sector(s), irrespective of which level of government is responsible for the operation and
funding of these units.

66.  Accounting and transactions systems managed by the PPA and the Treasury
provide reliable information on all cash resources received by primary schools and health
care ingtitutions. The institutions do not receive in-kind resources. It is not clear to what
extent reports are being produced and utilized based on the available information (score

for theindicator - B).

INDICATOR BRIEF EXPLANATION SCORE
PI-23: Availability | Whereas information about cash resources received by
of information on primary service unitsis available at |east on an annual basis, B

resources received | and in-kind resources are not provided, it is not clear how
by service ddlivery | thisinformation is utilized.
units.

PI-24: Quality and timeliness of in-year budget reports

Dimensions to be assessed: (i) scope of reports in terms of coverage and compatibility with
budget estimates; (ii) timeliness and issue of reports; and (iii) quality of information.

67. As mentioned above, comparison to original budget figures is possible for main
administrative headings using data from a MOF data bulletin, but only with some
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recalculation of certain headings. Expenditures are captured both at the commitment and
payment stages, but as it is common practice that the two are submitted to the Treasury at
the same time, commitment information often adds no value (score for dimension (i) -
B). The Treasury prepares monthly and quarterly summary reports with expenditure
breakdowns as per economic classification. Reports on cash flows and monthly revenue
reports are produced from the Treasury’s accounting system typically within four weeks
of the end of the previous month (dimension (ii) score - A). The implementation of a
new chart of account, generally consistent with GFSM 2001, is being implemented.
Although an adequate independent assurance mechanism is lacking, there is no other
indication to question the accounting accuracy when comparing in-year reporting with
the annual financial statements produced. The Bulletin does provide an explanation on
the methodology used and this does not fundamentally compromise overall consistency
and usefulness (score for dimension (iii) - B). The overal score for the indicator is set at
B+.

INDICATOR BRIEF EXPLANATION SCORE
PI-24: Quality and | Monthly and quarterly budget execution reports are

timeliness of in- submitted by Direct Budget Beneficiaries to the Ministry of B+
year budget reports | Finance following a standard Chart of Accounts.

PI-25: Timeliness of the presentation of audited financial statements to the
legisature

Dimensions to be assessed: (i) completeness of the financial statements; (i) timeliness of
submission of the financial statements; and (iii) accounting standard used.

68.  Since financia statements have not been presented to the National Assembly for
the last four fiscal years, the score for this indicator is set at D*. While transaction data
for the four fiscal years 2002-2005 are readily available from the PAA, no consolidated
annual statements have been presented to the National Assembly. The provisions of the
BSL set the deadline for submission of the final consolidated statement to the National
Assembly as June 1 in the year following the fiscal year and their provisions have
therefore not been complied with for the last four fiscal years. As mentioned previously,
the MOF has produced the financia statements for the relevant years in a timely manner
and these statements have been used for this report. However, due to the National
Assembly’s lack of timely decisions, the statements have not been audited and the SAI
Council has not been established.

% PI-25 is measured through the assessment of these dimensions: (i) Completeness of the financial
statements; (ii) Timeliness of submission of the financia statements; (iii) Accounting standards used.
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INDICATOR BRIEF EXPLANATION SCORE
PI-25: Timeliness | Consolidated annual financial statements for the fiscal years

of the presentation | 2002, 2003, 2004 and 2005 have not been presented to the D

of audited financial | National Assembly for approval.

statements to the

legidlature.

(iv) External Scrutiny and Audit

PI1-26: The scope, nature and follow-up of external audit

Dimensions to be assessed: (i) scope of audits performed; (ii) timeliness of submission of audit
reports to the legisature; and (iii) evidence of follow-up on audit recommendations.

69. A sub-committee under the Finance Committee of the National Assembly has
been responsible for preparing the establishment of a Supreme Audit Institution (SAl).
The finalization of the constitutional and legal framework for establishing an SAl has
been expected and under way for a number of years, and was a short-term
recommendation in the 2002 CFAA. The National Assembly and the Government has
received advice and support from several multilateral and bilateral donors in
conceptualizing the establishment of an SAI.*® On May 18, 2005 the OSCE mission to
Serbia and Montenegro organized and hosted a seminar to present and discuss the draft
law. On November 14 2005, the law was formally adopted by the National Assembly but
none of the forma appointments of the State Audit Institution’s top management, a
Council consisting of a President, a Vice President, and three members, have yet been
made. The absence of an SAl means that the score for the indicator is set at D.

INDICATOR BRIEF EXPLANATION SCORE
PI-26: Thescope, | External, independent audit is till to become reality. A law
nature and follow- | on the State Audit Institution was adopted by the National D
up of external Assembly in November 2005 but no decisions on
audit. appointments or other actions have yet been taken to set up a
functional institution.

PI-27: Legidative scrutiny of the annual budget law

Dimensions to be assessed: (i) scope of the legidature's scrutiny; (ii) extent to which
legislature procedures are well established and respected; and (iii) adequacy of time for the
legislature to provide responses to budget proposals.

% Bilateral donors have included the Swedish and Canadian International Development Agencies. The
multilateral s include the EU, OECD/SIGMA and the OSCE.
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70.  The National Assembly’sreview of the annual draft budget includes consideration
of fiscal policies and aggregates for the coming year and detailed estimates of
expenditure. The revenue budget is, however, only presented at a very aggregate level.
Whereas the Budget Memorandum that accompanies the budget also comprises some
aggregate estimates for the subsequent three fiscal years, these are not presented in the
actual budget, nor detailed as per economic or administrative classification (score for
dimension (i) - C). Basic procedures for the legislature' s review of the Budget are set out
in the BSL, the Budget Memorandum and actual budget document and are largely
respected (dimension (ii) score - B). According to the BSL, the National Assembly has
1.5 months to reach agreement on the budget (between November 1 and December 15)
(dimension (iii) score - B). While clear rules exist for in-year budget amendments by the
executive, which are usually respected, they do not allow for extensive administrative
alocations®” (dimension (iv) score set at B). Indicator scoreis set at C+.

INDICATOR BRIEF EXPLANATION SCORE
PI-27: Legidlative | The budget calendar and procedures allow the National
scrutiny of the Assembly enough time for a meaningful budget debate but C+

annual budget law | the budget does not include detailed estimates of revenue
sources or medium-term frameworks to guide the debate.

P1-28: Legidative scrutiny of external audit reports

Dimensions to be assessed: (i) timeliness of examination of audit reports by the legidature; (ii)
extent of hearing on key findings undertaken by the legidlature; and (iii) issuance of
recommended actions by the legislature and implementation by the Executive.

71.  Apart from contributing to the drafting of alegal base for the establishment of an
SAl, the National Assembly has launched a public tender for afirm to undertake the audit
of the 2002, 2003 and 2004 consolidated accounts of the Republic. Despite the fact that
provisions in the 2002 BSL alowed for an audit of the consolidated financial statements
to be contracted out to an audit firm, the tender for the independent external audit was not
initiated until 2005. An inconclusive tender for the external audit of the 2002 and 2003
government accounts was launched by the MOF on February 8, 2005. The selection was
subsequently left to the National Assembly on the recommendation of a working group
appointed by the Assembly’ s Finance Committee on September 13, 2005. On February 7,
2006 the National Assembly’s Finance Committee endorsed the recommendation of its
working group to let the Secretary of the Assembly initiate the tender for the audit of the
consolidated Government accounts for 2002-2004. The tender for the audit of the 2005

> See information provided under PI-16 concerning budget revisions.
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accounts has not yet been launched. The absence of an external audit of the consolidated
government accounts means that the score for the indicator “legislative scrutiny of
external audit reports’ is set at D.*®

INDICATOR BRIEF EXPLANATION SCORE
PI-28: Legidlative | No externa audit of the most recent years of the D
scrutiny of external | consolidated government accounts has taken place.

audit reports.

E. DONOR PRACTICES

Donor Indicator (DI) 1: Predictability of Direct Budget Support

Dimensions to be assessed: (i) annual deviation of actual budget support from the forecast
provided by the donor agencies at least 6 weeks prior to the government submitting its budget
proposals to the legidlature; and (ii) in-year timeliness of donor disbursements

72.  Three of the PEFA indicators relate directly to the use of beneficiary countries
own PFM systems for donor support. The first Donor Indicator (DI-1) concerns
predictability of direct budget support. In recent years, only the World Bank has provided
budget support to Serbia in the form of structural adjustment operations and, in 2005,
Development Policy Lending. Due to the many problems in fulfilling on time all
conditionalities, it has not been possible to make firm quarterly disbursement estimates
before the beginning of the fiscal year for the last three years and budget support has
fallen short of forecasts by more than 15 percent. Consequently the indicator is measured
tobeD.

INDICATOR BRIEF EXPLANATION SCORE
DI-1: Predictability | pye to difficultiesin timing the meeting of conditionality, it

of Direct Budget has not been possible to make firm quarterly disbursement D
Support estimates for the proceeds of budget support.

%8 PI-26 is measured through the assessment of these dimensions: (i) Scope/nature of audit performed
(including. adherence to auditing standards); (ii) Timeliness of submission of audit reports to the
legislature; and (iii) Evidence to follow up on audit recommendations. PI-28 is measured through the
assessment of these three dimensions: (i) Timeliness of examinations of audit reports by the legislature (for
reports received within the last three years); (ii) Extent of hearings on key findings undertaken by the
legislature; and (iii) Issuance of recommended actions by the legislature and implementation by the
Executive.
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DI-2: Financial information provided by donors for budgeting and reporting on
project and program aid

Dimensions to be assessed: (i) completeness and timeliness of budget estimates by donors for
project support; and (ii) frequency and coverage of reporting by donors on actual donor flows for
project support.

73. Based on the unaudited financial statements comparing budget outturn and
budgets, it is estimated that, in terms of submission of budgets on donor flows, at least
half of the donors provide complete budget estimates for the coming fiscal year no less
than three months prior its start. The dimension (i) is therefore rated C. Furthermore, it is
estimated that quarterly reports on disbursements of less than 50 percent of the externally
financed project estimates in the budget are provided by donors within two months of
end-of-quarter, giving arating of dimension (ii) at D. On this basis, the indicator is set at
D+. It should be noted however that the ISDACON®® website provides an overview of
disbursed and allocated funds per donor and project. Also, the unpublished annual
financia statements for 2004 and 2005 include budget and outturn for al loans and at
least 50 percent of grants.

INDICATOR BRIEF EXPLANATION SCORE
DI-2: Financial At least half of the donors provide complete budget
information estimates for the coming fiscal year three months prior to its D+

provided by donors | start. Quarterly reports on disbursements of less than 50
for budgetingand | percent of the externally financed project estimatesin the

reporting on p(oj et | budget are provided by donors within two moth of end-of-
and program aid quarter.

DI-3: Proportion of aid that is managed by use of national procedures

Dimension to be assessed: overall portion of aid funds to the central government that are
managed through national procedures

%9 The Inter-Sectoral Devel opment and Aid Coordination Network (ISDACON) was formally established
through the Government Decision from September 2003, as the network of units for international
cooperation with the mandate to proactively program, coordinate, manage and monitor international
assistance in the Republic of Serbia. ISDACON falls under the responsibility of the Ministry of Economic
International Relations. The scope of work of the ISDACON Network was defined based on the activities
and tasks already performed by the Development Aid Coordination Unit and line Ministries. The purpose
of ISDACON isto facilitate collection and disbursement of data within the Government of Serbia. Itis
expected to facilitate policy-making within the Government of Serbia from the aspect of international
assistance and to promote proactive planning in order to ensure that aid complements the budget planning
process and reforms towards EU integration and PRSP implementation.
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74.  The PEFA indicator on proportion of aid managed by the use of national
procedures (DI-3) is measured as the overal proportion of ad funds to centra
government that are managed through national procedures. Due to the lack of confidence
in the fiduciary system in Serbia, national procedures are not accepted by donors and the
indicator is set at D.

INDICATOR BRIEF EXPLANATION SCORE

DI-3: Proportion of | pueto the lack of confidence in the fiduciary system in D

aid that ismanaged | serbja, national procedures are generally not used by
by use of national donors.

procedures
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CHAPTER 4: GOVERNMENT REFORM PROCESS

Recent and on-going reforms

75. Reform in the area of Public Financial Management is carried out under the
umbrella of broader gover nment strategies such as the Stabilization and Association
Process and the Poverty Reduction Strategy. The Government of Serbia's reform
programs are embedded in two complementary strategies. the Stabilization and
Association Process (SAP), and the Poverty Reduction Strategy (PRS). As part of the
broad SAP agenda the Government is envisaging: (i) reforming the public administration
(including the civil service pay system); (ii) preparing a comprehensive anti-corruption
strategy; (iii) implementing a tax reform package (including VAT); (iv) establishing an
effective public procurement regime; and (v) developing reliable statistics. As part of the
PRS, the Government envisages improving costing, establishing clear linkages with the
republics’ budget processes and strengthening the framework for implementing the PRS.

76. A number of major donors provide support for reforms in Public
Expenditure and Financial Management and are making efforts to coordinate their
support. Support for reforms has come from EAR and the Untied Kingdom's
Department for International Development (DFID), the United States' Treasury and the
DFID on public expenditure management and public administrative reform, and USAID
on pension reform. Also, the Norwegian Ministry of Foreign Affairs is supporting the
MOF budget department in preparing for the introduction of program classification.
Furthermore, Norwegian Ministry of Foreign Affairs is supporting the “Joint project”
where MOF is participating as one of the central institutions. This project is amed at
improving implementation of reforms through building systems and capacity for
integrated planning, budgeting, monitoring and reporting across the Government of
Serbia

77.  Several key reform activities in the field of public financial management and
financial accountability have been funded by the EU via the EAR. The funds
provided for capacity building in core PFM areas totaled EUR 21 million in 2004; EUR
16.2 million in 2003, and EUR 7 million in 2002%®. The funded projects and
commitments made have been aimed at supporting the development of the MTS,
financial control systems including internal audit, and assistance in the development of a
SAl.

78. USAID and the US Treasury have also been providing consider able amounts
of assistance for institution building, including for PFM. A jointly conceived USAID-
US Treasury Tax Policy and Administrative Reform project is ongoing. The project aims
to improve collections, audit, taxpayer services, information technology (IT) and other
areas of tax policy and administrative reform. Progress is reportedly satisfactory, and has
accelerated with the introduction of a VAT in 2004 or 2005. USAID has commenced
work on broad fiscal reform (including pension), which is deemed critical to keeping the

€ These amounts reflect the sums appropriated and not the sums disbursed.
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socia benefits systems afloat. The proposed annual obligation for the entire USAID
program for Economic Reform, Restructuring and Policy in Serbiais US$17 million for
each of the years 2004 and 2005. The US Treasury has a resident advisor in Belgrade,
who has assisted the MOF in modernizing the budget preparation process. Among other
things, the Advisor and her team contributed to the development of the budget
memorandum for 2004. They were, however, not involved in the Budget Memorandum
preparation for 2005.

79. While important and far-reaching reforms in Treasury management and
internal control are ongoing, strong strategic leader ship of the overall PFM reform
effort is needed. Progress has been made through the revisions of the Budget Systems
Law and the integration of the Public Payments Agency (PPA) into the Treasury. A new
comprehensive Treasury System, the MTS, is in preparation and will replace the Interim
Treasury Ledger System (ITLS) currently in place. According to the project’s technical
specifications, the implementation of the MTS will be completed at the end of 2007. The
MTS will integrate all Budget Beneficiaries (BBs) into the TSA and enable them to
access accounting and transaction information on-line. DBBs will be able to submit
commitment and payment orders online, while IBBs will do so viaa PPA branch office.
In addition to the MTS, the MOF intends to move towards a program-based budget
approach and reinforce the multi-year expenditure framework. Considerable investment
and efforts are currently being lent to develop Public Internal Financial Control and
internal audit in line with EU practices. All of the above reform activities are strongly
supported by the donor community, including the EAR, DFID, Norwegian Ministry of
Foreign Affars, IMF and the World Bank. However, the overal coordination and
management of the reforms appear to be missing as the individua reform components
seem to be owned and driven by individual technical project counterparts in the Ministry
of Finance rather that the Ministry of Finance as such. This creates arisk for overlapping
and uncoordinated technical solutions.

I nstitutional factor s supporting reform planning and implementation

80. There have been significant problems in starting some of the PFM reform
proj ects. Examples include the funding appropriated by the EAR in 2002 for establishing
an SAI and building capacity at the Public Procurement Office. As stated in the reports
from the EAR, it was not possible to start the projects due to weak absorption capacity in
key ingtitutions, such as the MOF.

81.  Although progress has been slow, the most recent government initiatives in
PFM reform have been encouraging. This includes making budget execution data
publicly available; modernizing the Treasury and internal control systems, adopting a law
for the establishment of a Supreme Audit Institution and seeking and obtaining
parliamentary approval of the appointment of an external auditor for the 2002, 2003,
2004 and 2005 accounts. The delays in appointment of the external auditor can at least
partly be explained by the delays inherent in the democratic process that has required the
National Assembly’s active and legitimate engagement in authorizing the tender process.

82. Recent World Bank diagnostics point to the need to develop an integrated
reform management approach in Serbia, which basically reflects the consensus
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between the Government and the Serbian donor community. The draft 2005 update
of the Public Expenditure and Institutional Review (PEIR) argues that management
weaknesses are reflected in: (i) digoints in the reform program; (ii) coordination
problems within government and with donors working on various projects; and (iii)
continued difficulty in accessing and retaining the talent needed to implement and sustain
this aggressive reform agenda. These weaknesses have different levels of severity across
reform types, with some reform entities recently initiating good communications with
others. An integrated approach to thinking about reforms or ensuring the appropriate
sequencing of steps across the expenditure management system is needed. This
assessment is generally shared by the main donors, including the EAR, DFID, Norwegian
Ministry of Foreign Affairsand IMF.

83. The Government has committed itself to prior actions that will facilitate
public expenditure and financial management reforms. It is anticipated that the
Government will take concrete steps to improve the overal coordination of Public
Expenditure Management (PEM) reform, including: (i) assigning a senior MOF official
as Champion for PEM reform; and (ii) developing an integrated vision document
covering al relevant PEM reform areas, providing implementation plans for a three-year
period, with time-bound implementation and performance milestones to facilitate
monitoring. Concrete reform initiatives are expected to be aimed at: (a) moving towards a
program-based, multi-annual Government budget approach; (b) modernizing the
Treasury (including payroll) system; and (c) establishing a Supreme Audit Institution.
The Government of Serbia has recelved a Policy and Human Resource Development
(PHRD) grant from the Government of Japan. The grant has so far financed a consultant
who has drafted a report titled “Developing Integrated Vision of Public Financial
Management Reforms’. The report is expected to serve as a foundation for the
development of a government-led PFM reform vision. In support of this process, the
PFMA provides a baseline assessment that can be used to measure and currently monitor
PEM and PFM reform progress.
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ANNEX |: PEFA SCORING METHODOL OGY

Most of the indicators have a number of dimensions linked to the subject of the indicator
and each of these dimensions must be assessed separately. The overall score for an
indicator is then based on the assessments for the individual dimensions of the indicator.
Combining the scores for dimensions into the overall score for the indicator is done by
Scoring Method 1 (M1) for some indicators and Scoring Method 2 (M2) for others™. It is
specified in the indicator guidance for each indicator what methodology should be used.

Method 1 (M1) is used for al single dimensiona indicators and for multi-dimensional
indicators where poor performance on one dimension of the indicator is likely to
undermine the impact of good performance on other dimensions of the same indicator (in
other words, by the weakest link in the connected dimensions of the indicator). For
indicators with 2 or more dimensions, the steps in determining the overall or aggregate
indicator score are as follows:

e Eachdimensionisinitially assessed separately and given a score.

e Combine the scores for the individual dimensions by choosing the lowest score
given for any dimension.

e A ‘+ should be added, where any of the other dimensions are scoring higher (Note:
It is NOT possible to choose the score for one of the higher scoring dimensions and
add a ‘-* for any lower scoring dimensions. And it is NOT possibleto add a“+’ to
the score of an indicator with only one listed dimension).

Method 2 (M2) is based on averaging the scores for individual dimensions of an
indicator. It is prescribed for selected multi-dimensional indicators, where alow score on
one dimension of the indicator does not necessarily undermine the impact of a high score
on another dimension of the same indicator. Though the dimensions al fall within the
same area of the PFM system, progress on individual dimensions can be made
independent of the others and without logically having to follow any particular sequence.
The steps in determining the overall or aggregate indicator score are as follows:

e For each dimension, assess what standard has been reached on the 4-point
calibration scale (asfor M1).

e Go to the Conversion Table for Scoring Method M2 (below) and find the
appropriate section of thetable (2, 3 or 4 dimensional indicators).

e Identify the line in the table that matches the combination of scores that has been
given to the dimensions of the indicator (the order of the dimensional scores is
immaterial),

e Pick the corresponding overall score for the indicator.

61 M1 is used for the scoring of the following indicators: PI-1 — PI-7; PI-9 —PI-10; PI-15; PI-16; PI-18; PI-
20; PI-21; PI-23 — PI-28; DI-1 —DI-3. M2 is used for the scoring of: PI-8; PI-11 — PI-14; PI-17; PI-19; PI-
22. For details see PEFA methodology on: http://www.pefa.org/about_test.htm
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The Conversion Table applies to all indicators using M2 scoring methodology only and
cannot be used for indicators using M1, as that would result in an incorrect score. The
Conversion Table should NOT be used to aggregate scores across all or sub-sets of
indicators, since the table was not designed for that purpose. In general, the performance
indicator set has not been designed for aggregation, and therefore, no aggregation
methodology has been devel oped.

PEFA - PFM Performance M easurement Framework, June 2005.
Conversion Tablefor Scoring Method M2

Scores for Owerall score Scores for COwerall scora
individual dim. M2 individual dim. M2
Z-dimensional indicators A-dimensional indicators
] D D ) D ) D D
D C D+ ] D D C D
O B g D D D B D+
D A C+ D D O A D+
C C C ] D CcC C D+
c B C+ ] D C B D+
c A B D D C A C
g E g D D B B 4
* ) D E A C+
A A _ | A D D A A C+
A-dimensional indicators D C C C D+
D D D D D C C B o
D D C Exe D C C A C+
g g E {D:““ D C B B C+
D c c D+ D C E A C+
D c B c D C A A =]
D C A C+ ) B B B C+
D B B C+ ] B E A =]
D B A B D B A A B
D A A B D A A A B+
(i C CcC C Z
g g g g+ (i C c B C+
c C A B C _ c A C+
- E B B [ [ B B o+
> B A B Z - B A B
c, A A B+ _ - AA B
B B B B _ B B B B
B B A B+ C B E A B
B A A A C B A A B+
A, A A A, (i A A A B+
=] B B B =]
Mote: It is of no importance in B B B A B+
which order the dimensions in an B B A A B+
indicator are assigned the B A A A A
individual scores A A A A A
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World Bank Report: Federal Republic of Yugoslavia Country Financial Accountability
Assessment (CFAA), December 2002.

World Bank Report: Governance Matters IV: Governance Indicators for 1996-2004. World Bank
Institute, May 2005.



We | WNIP3 A 8Y1 Ul pajusus jdui 8¢ 01 UOIT2pUBLILLOISY = | A ‘W.S1 LoyS
8} Ul pajuews [dwi1 8q 01 UOITPUBLULICISY = 1S “IX) PI0g UM payfew 8.e pajuswe (dwi A|reited Ajuo Jo peiuswue|du Ussg 10U 8.y ey SUO TepusLULIodRy ,,

‘Buimo.ioq onsswiop
pue ub I} Woljspaasoid paredionue Jo Awwns e pue
Buimo.log Jo Junowe [e1018Y} JO SIRWIISS Ue Jo 1eBpng auy Ul

uosnjoulay) 1o} papinoid sey 11 ‘Ajfeulq ‘sesudeius paumo ‘[1S] swewuenob ay) pue sssiideiue paumo
Ap11gnd 01 ssejsuel) pue sggq@ [ENpIAIPUL 01 SUO NG LU0 -011gnd WoJ4/0} Sk jsuUeJ} 138.1pU1/39911p pUe ‘U0 1ING LIU0D
Jouop Aynuspi o1a|qssod 11 apew pue ssad0.d BpNg Jouop ‘1gep 21jgnd ‘SaLISIUIW BU1| 10} SANUBAS) *(ssnuanal umo pue swivll BBpng-140
WwawueA0b [eseush ayl Ul s4g3 uew ayl Jo uoieifolul paressuab-umo ‘spuny Aepbpng-elxe |k ‘sluswuenob Buipnout) spuny jo sasn pue sainyipuadxa |fe (1)
ay1 paInsud os e sey 1| 'sajdoulid wswueAoh eajusd yim [e20] ‘swiuBACD 1jusd BuslIdwod Yiovewel) | pue {(Suswuenob ubvio) A paABIDI SUOITRUOP
aul| u1'ssado.d 16png ay) Olul UBWUBACD [edo| Jo sebpng 1906pNQ PaeP1|0SU0D AN [OUI-|[e Ue Juswa (dw | ‘sjueJB ‘syun Buipuads ) spuny Jo S39IN0S
Y1 Jo Bundeus pue uoleredald ‘Buiuue|d ay) jo uoienbal pnom 4O A 8y ‘ain1ipuadx wawusenob esush pue ssnuaall |e (1) :apnjoul Jou op sebpng
ayy Jo} papinoid sey 1S9 ays Jo uoireuswe(dwiay L JO SUO U ISP BASN[OUI PUe Jes | US!|geIss 4O N 89U L Apusin) vl |dwosul s1 abesanod ebpng abejono) 18bpng

‘[1LIN]sue|d ain1ipuadxe 101085 a1e|NwW Jo}
(q) pue ‘saifere J3s @injipuadxa 10308s o ede id
(e) yJomewre ) 6PN oifTR IS B doPASp 4O INBY L

'sue|d ainyipuadxe

21}1099ds J0]08S 0JU| PaTe[SUR.] 10U 9.0M S3 IBaTR.IS 101095 [1S] uonezienussp wswuBNOD pue ‘suoiredo|e 'ss900.d 186png ay1 ancidwi

affem-uou pue affem usamiag aoue feq ayl ‘BuldiAies 10ep ‘wel Loys ayl Ul ‘pinod me WeisAS 1bpng

‘uoneseds.d BBPNG 8L 01 pesiUl| pue pedojprsp aiem ‘saunseaw Ao1jod anuanas pauue(d Jo 19edwi Aepbpng AMBU 8Y | 'SUOI7200| e 824n0saJ Aselebpng pue

S9IBATRLIS J0I08S Lo IUM 10} 'SBBPNG 9002 PUe S00Z ‘Y002 Y1 Se Yons ‘sanss| Buno-ssoJo Jo SisAfeue Ue 10npuod | saioijod Juswuienob usamiaq afiexul] Jus o 1ynsu|
auy Jo uoresedaid Ul apew aem siusweAodw | JUed 1B s (9) pue Hlomewel) [eas1i-0Jew WBI-WNIpaW ay) ubisap ‘padopnap Jou si Buluue|d eoueul) feak Buiuue|d
(159) mMe swisAs ©bpng aus Jepun painbal sy (e) Hpomewrel) 6Bpng o1BateIs € doASp 4OIN 8Y.L -niNA “Jood Ajeseush sem Buuue(d jo Aend reoueulH

uoire reds id 1wbpng 7% Buluue|d T

INIWIDOVYNVIN 139ANg :HOLD3S 2179nd T
VV42 200¢
SnJess Jue.und 2oVV4D 2002 Ul SUDITepUSLILLIOIDY vV 2002 UlSneIs urealy Ao

SUOITepUeWIlu0d9 1 V4D 200¢ JO UoIeiiewa|dW | Josnels v

SNOILVANINWINODIH YVdD ANV VYV4D 200¢ 40 31vdAdN - 111 XaINNY

05 SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




a( 01 SuwAed pue sjUBWIIILILLIOD paJinbdl sggq ayl
0 8UQ 'S|01U0D UoNNBXe 1BBPNQ Jadoid aInsus 03 suonN|os
UsJe}}Ip 8leM 88U} ‘PeMBINGI 43 puesgga eyl ul

'spuny Jo Aljige|lere pue sgaa Aq peniwigns
sue|d Jo siseq a8yl uo 40O N 3Y1 Ag 18s shiwl| ainyipuadxe
Arenb pue Ayuow 108dsal 01 arey sggaayl

“[LN] 1©BpNG B JO UOHNDBXD AU

10} 4O 01 3|geIuNoade pue 40N du} Aq panoldde (040)
8OO [eoUeUH JBIYD B ulodde 03 3un Buipusds ydeg
‘[1S]1 40 aup 0y Aoydesimes sue(d

feoueul) Ae1enb aredald ssikedipuaq 16pNg 19811P ||V

‘ue|d Buipuads

-JUBWIURAOB |feJono Ue aAIB 0] parep!|osUod
sue|d paniwgns ayy ale Jou ‘sue|d Buipuads
Jeak-eljulaney 10U op sggq BAIIBYBUI
AN sem apedap 1sed ay) Ul uoiNXeXe BBpng

‘(sgaq) suun
Bulpuads 109.41p Ul
uonnexa ebpng
Jo} Aoeded
uayibus s

uonnosx3 webpng 2T

‘peroadsal A|eeush sia(gerBw i

7S49 8u ey} paisshifins sgg @ Jo Se0INASS feloueu l JO spesy
B3 pue 4O N BY} YHIM SMBIABIU| "B7egep pue Aunnios '8(okd
‘Buiuue|d 16PN 01 8W 1 BJ0W SBI2I0| 2 Y2 IYM ‘paonpoiul
usa( sey Jepud ed 1BBpng mau e ‘Isg a8yl Jo suosinoid

31 Y1IM 80Uep.Iodde Ul pue ‘4D 8yl AQ papusILLIodDl Sy

‘[1s]

Me| 18Bpng mau 8yl Yyiim aduep.odde ul ‘ebpng ayl Jo
a7egep pUe AUNNIOS 8U) J0} PAIed0|[e aw il ay) Buiseaoul
osfe pue ‘91042 1bpng pue Buiuue|d 01 patedo|

awin ay1 Buseasoul fepus ed 16BpNg MU ay) Juaws [dwi
01S! 40N 8y} ‘Me| BBPNg MBU BY} UiIM 80Uep.0ode U]

's2npad0.d BBpng Meu saq 11asaid
puUe Jepused MaU e N0 Sies Me| 19Bpng meu ay L

Y=
puUe S8.Npado0.d

"V 2002 dYp Ul paLiodal suo ay) 0] a|gefedwiod prs|e e
8q 01 sreadde 4O N 8y} Ut Anigeded aAeisIUILPR ‘ASIUIN
3y Ul Jfers Joluss AQ apelw slusWwisels pue aAode syl

Uo paseq }Jels dlwapede S} JO 1S0W S}NIoa ANSIULA 8y}
9/BUM WO} ‘'SISILoU0T Jo) Juswiedaq AISOAIUN Byl pue
me Jo f1jnde4 apelBpg ay1 Y1im uoiresedood ay) 0 paliwi|
ale sanl|ige) Buluel) a|jgeuesns "Ainseal] SN a8yl se yons
sJiouop ubio} Ag papinoid Apsow ‘Jpeis sisAeue 1e6png Aq
UaXeapuUn SaIANJe Buluel) Jo Jeguinu e usaq aney aJey L

“Risiinauy Ag paisjo spro| Arefes

aANedWwodun ay) Jo asnedad suoouny ssAeue 6png
£33 01 JJeis palyifenb 13euxe 01 pley si 11 eyl ure|dwod
4O 3Y1 "200Z 01 pasedwiod Apuediyiubis suoirew ise
anuanaJ Bulop Jo} siseq ay1 pabueyd sey saxe) pue
senue/a1 o1jgnd uo me 8y pue (LY A) Xel peppy eneA
® Jo uononpoaulay] "Ansiui 8y} jo Aldeded ponApue
3y} uayibua.is 0] LI04S Ue Ul Juswilredaq 91LouU0I80Ide |\
pue ssAeUY [eOSIH e paus!|delss sey 4O N BY L

‘[1S]spuny feos 1e6png-yj0
puUe S1UNOJJe 10399s 21|gnd [elouURUI-UOU PTeP!|0SU0D
Buipnul ‘siseq Ajyiuow e uo Buioe 11 pue uoirew ise

aNUdAS J ‘S15829 10} SN0 J0B1 1 Se Yyons Sa0IA Jes apino id
01 HunssAjeue [eosiy Buoss e us1|geIss 4O N BY L

's1ebpng [njbuitesw aredaid

0)SaUljpPING pue UoITeWLIOJUI JUSIDIHNSU| ‘pauel)
Apuaniynsul ‘erenbapeul si 4els ‘paresedss Jou
afe 40N 8y} Ul suonouny Juswaleuew pBpng

wewdoprsp
feuonniisu|

snleis s 1in)d

20V'V4D 2002 Ul suoiTepuawiiodny

VV4D ¢00¢ ulsniels

VYVv40 2002
ulealy )

19

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




"4O N 3y} JO s edap
AInseal ] MBU a1 apisul paysijgeIss Uaag aiey Juswefeuew
108p puUe ysed 10} a|qsuodsal syun euoieziuebio

‘[1s]

$9.npa20.d Juswiefeuew ysed paaoidw uaws [dwii 0}
usWiedsp AINsesl | pawlIo-A|mau Byl UIIIM pBus!0eIse
3Q p|noys Uonouny usWwaBeuew 1gep pue ysed v

“JusWwiefeuew ysed a9} jo
1o} 8|qsuodsal JON U3 ul Aygeded paiiui

Aoeded
feuonnsul
Buusyibue IS

Juswebeue |\ ysed T¢

AINSYIHL ANV LNIFWIDVNVIN HSVYD ‘SINIINAVC :HOLD3S O179Nd K4

"uonNIsU| 1PNy sweldns e Jo

WSS | [e1sa 3y} Joy Siseq feba| e Jo uoieredald ayp Ul ISKsse
0} PayS|elss Usaq Sey 8913 ILULLOD 82UeU 14 8U} 0} 891} ILULOD
-gns e ‘0S| 'Seoueu 1} JusWILIBAOD Saeseno A|quisssy

"[Ln]suonouny Wb sEAC BAIREIBS|

‘9lepUew Jead e Jou ‘S30JN0sal pue aInjoniis
Jadoud e Jeyieu sey seNIWIWIOD 8Y) Ing pejulodde

[EUOI2N 8} JO 891 {WWI0D U0 125187 8Y} pUe 88RILILIOD B0 wioly paresedss a.e suonouny WBseno BN 8y L Usa Sey Lewireyo v “feuoiouny A Jou st ing whseno
80UeU 14 AU} Y10g 'S91ILLILLIOD SIUN0JJY I1(gnd OU S13lBY L ‘paUBYIBUB J1S S199111WIW0D 1YBIS PAO Aleluswel|fed | pays!|geIss usag Sey 881 IWLLIOD SIUN0IIY 1(dnd Areyuawel|fed
'STLI8YIelAS|de|eAe S| UOIRWIOUI [enidde sWos
"BIEp JUBLIILULLIOD JO SN [RA UOITeWLIOUl
ayy s}l Asnosue)nwis sisanbau JuswAed pue JusLL}ILULWLOD "[LIN] pesepsuooaq pinoo weis/s Bununosoe
Bumigns Jo 8onJeud JULINd B NG STL| SY1BIA [enJoJe pal}ipow e 01 YolIMs e “Wisi Winipsw sL J8AO
paoNpoJIU LS Sey BuunodJe pue S|0JIU0D JUBWIILUIWOD ‘[1S]sseaire MaU JO UOIIEBID BY} [043UOD Jojpue
“JOW aY1 Aq 4N 841 03 pe1ddns ase srenb Wwenaid 0] (WesAs Ainseal) Mau ay] Uo paseq) WalsAs
snoinaid ay) 10} Sreaie JO SyD0IS poliad-pue sy uoeep | 104UOD JLBLLNILLLLOO © USI|CEISS PINOUS JOIN 8Y L 'Sieale
‘JIN 343 Y3IM JUBBBULIY PapUBIXE 8U} JBpun SIEBL. JO Jo Bupjzes) pue Juswebeuew ysed jo uoieziwndo mo|e 01100
BuIpJ0Js1 B72.IN3Je SI0W B Patell|19e) OS[e Sey }| ‘SaLISIUIW PINOM yoIyM ‘BUNUNCOTE JUBWIHLILLOD JO Lo RINPO.U | ‘Bununoade JBWILULOD
|fe ul Bupjoe. aunyipuadxe panoidwi sey siuswAed ‘[1S]seusiuiw JUBLI]ILULLIOD JO 1d82U09D 8Y) S9oNpo.ul B e
puUe S1UsLILIWOD Buiziioyine 1o} sainpacold Aloinels |l Ul (Stealre jo AlojusAul 12indde Ue Bulys!igeIss | 190 MeU UL ‘SIUSWIIWIWOD [043U0D 0 9|qeun S| — eweBeue
Y1 puUe ST1| 8yl uIslunoade ggq |[e JO Uoiep1josuod ay | Buipnoui) saunyipuadxe Jo Bude.l a|gell adnpoJu| pUe S|043U09 Ysed U0 Sasndoy) Wials/s juesaid ay L anypusdxg
"4OIN 8y} Ag panoidde-aid s1 Aloeubis
-00/J8]10J1U0D [eIOURUIY BY) ‘S9SeD L10q U| “(JeISIuIN e
8Se0'SIY) UI) 99d 8y} JO PesH ayi yim sisenbel Juswiked pue
JUBWIIWIWOD UBIs-02 0} paJinbal sem ggq Jayioue Jo pesH
a1 SeaeyMm ‘1811013uod feloueu ) pajulodde ue Ag paijLeA
VYVvd4D 200¢
sniess e 1ind 29V V4D 200¢ Ul Suollepusiiosny YV4D 200¢ ulsniels uresly o)

S

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




'Vdd 8y) woujerep
uo paseq uswiedap Bununodde s Ainseal ] ay) Aq paredaud
JusWwuAOB 0} S1lodal feoueuly J0jeIRQ "POZIRUOINISUI

‘[1S]suodel B6pNqg
a|CelpJ pue a1eJndde ap1no.d 0} pue ‘|0JIu0D JUSLLIIILIWOD
pue Juswafeuew ysed s11anoidwii 01 4O N 8yl Aq

‘poluBWR [dw | AN} UOITRPUBILLIOISY

Salke1jeUS 19BPNQ 19941P |8 JO SIUN0JJ. JO JBsue) ay L

usa( sey (vS1) wnodoy ajbuls Ainseal] ayl

Usa( aA-Y S|0J1U02 UoIeZIIoylre JusluAed pue JusLU} ILULLIOD peluswa |dw i s1 Jebpa| feseusb/Ainsea.l WL Ue ‘€002 "uoleal}Isse o bpng Mau auy Jo) Jebpa

pue pae|dwod ussg Sey ‘STL| 8yl ‘WesAs wivlul uy k| Ul welsAs Aunseal) mau 8y} Jo uoie(dwod ayl (nun | wesAs Bununoade pazieindwod punose Jo Y elouss) Ainseal)
‘SIS IUIW

‘[1S] uno2oy Ainseas ] a|buis ay) oI SSLISIUILW pUe puUe SanuaAsJ |fe 8pNnjoul 1ou Saop Ing pauado (Junoooy

a|bus Ainseal

‘pelusWwe [dwit | fenuesans pue
padojersp usaq Sey AInseal | AU J0J 3In1onJis uoireziuebio

‘[1S] Ainseany mau ay) 10} 1n1oNU3s Uo ez iueblo azieuly
"[1S]spuny je1oos |[e osfe pue syun Buipusds | Jo

"pelRIp LSS Sey Leyd uoiez|ueblo ‘pajuiodde

MaU Y *(30904d S 1IN BY1) pausI|geIss Usaq sey Wes/s VS 1 uoiresedo a1 01 S01AISS AINSeal) MU Jo uoifeiuswe |dwi Usa( Sey JeInseal] ~ g0 Mau 3yl Ul paijioads wesfs Ainseal|
B JO Juswys1|qelsa ay) Bu e |dwiod 1oy ued punog-awin v ay Joj ued punog-swn e idope 01 JOWaYL | Se ‘Ainseal; mau e usi|geiss |[IM Juawuenob ay | ® Jo uoieald
WwoIsAS Aunseal | usepow Jo Juswdopraq 22
‘[1s]
SIUNCaJe 8say) sfieuiew Jeljaq 0] saunNpPadoid pue ssioijod
Bulysigese pue ‘sJasn 1pBpNQg |fe Jo Sunodde 011f Jo
'9002 JO pud 8y} Ag Aoua.ind ubvloy pue asy Ul AJojuanul e Bulfeds id ‘syuncdge umo Jieyl buile edo "4OIA 84} JO |043U0d
paTeU ILIOUBP SIUNoaJe 94| |fe Jo AlojuaAul [n}e ap(dwod |[13S @ Je 1ey1Sa1JISIUIW 3S0Y) 10} SIunocdoe ggdayl 31 9pSIN0 a8 SBLISIUIW MO e pue ‘WelsAs
01 pajnpayas si Ainseal | ay] 199foid S1 A 8y Jo 1ed 8500 A|feoirewis/s 0y ue|d uonJe ue Jo uoieluaws dwi MBU 8Uj} 0} PBYDHIMS JoU DARY ||11S SSLIISIU W
Se pauue|d S1SIy} INg paelBaiul aq 0 ||1IS 8. SJuNodde gg| Bulpnoul ‘sjuncode ggq Jo a.nsojo ay) uo suawAed Jofew ay} Jo awios INg TOOZ Joq0I00 Ul SIUNoITe suawabue.lre
"VS 1 8y1 ojul pare.fieiul ussq Mou sy siunodde ggd |1V Bupfew Joy siuswebue.re msu 8SIASP PINOUS HOIN 8Y L s.g9d a8y Buiysijoge paress pey 40N 8y L Bupjueg
“[LIN] (WS L) unoooy 8|Buls Ainseal | e Jo JusWus||0eIsD .
ay} yBno.y) JusweBeuew Used aAcidw 03 40 N Y} eemay)
STLI | eIdeus plnomsme| 18BpNQ MBU 8 ‘ULB} WNIPeL U} U] mﬂ__wwm%%mw%wﬁﬂmﬂwwﬁ e v\mﬂw
auypeInsgaq |fe peribeiul pue paus|geise uead sey VS vV ‘[1S]swewAed pajnpayas-uou Joyabell Ajrep ayl .m_f .uo>o&% SEonto) b:o._a o b.mc c%m
'safe 1) Ajrep pade|da. 10u aney sabe ) Apeam Buioe|de 1 abel.1] A|eam e aonpo Jiul pjnoys 40 IN3Y L poJepEUOD 8 e ssanba) Jajsuel} Bylo ‘Siuswifed
‘|enaud ‘[1S]swewulenob Jospa) [ Te swsiueyasw Je[nBa. Jofew auy} 198w 01 spuny Jo Alljice|enre
0) WISSS Pa199|09 SSNUBASI [enide Lo paseq WS IUeyosw aseapJ Used Jussa Jd ay) aoe|da J 01 (S9|npayds ay1aInsud 01 ‘siseq A|fep e uo paJoliuow
aseapJ pue Buiuoires ysed feuonipel) 8yl Ing Spasu ysed ain1ipuadxe pue anuaAs 1 J11S1[ea ] Uo paseq) Wwoaishs afe SMO |} ysed ‘sandeld ui ‘ybnoyl|y “Apussaud Wiewheurew
Jo suonafo.d awos apinoid ssop Juswefeuew ysed ay | JuaWRbeURW Used aA110844e Ue 30npo.Jiul 4O INaY L JUB101}J8U1 pUR Yeam S| JusweBeuew yseD yseo arenbepeu|
VYVvd4D 200¢
sniess e 1ind 29V V4D 200¢ Ul Suollepusiiosny YV4D 200¢ ulsniels uresly o)

]

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




"Bununoadge

pue Bunipre 031 Buiuered Selfew Uo UBWUIBAOD)

ay1 01391Ape Ad1jod 1We.und sapinoid yoiym uoisialqg Aotjod
Bunipny pue BunuNodY Ue paus!idess sey 40N U L

pue sadijod Bununodde pa|reep ayl aredald 0] pue
Bupjuiyl o16e1e13s 22160 j0poyIBL AIESS328U U} N0 ALed
0] Juswiredaq Ainseal] ayl ul uonouny ABojopoylew
pue Ao1jod Bununodde ue ysi|oeiss pinous 40 N 8Y.L

ale ‘SaLISIUIW BUl| 8y} 01 SA 11|10 ISU0dSa.
Buodas pariwi| INg 18310 Pey YoM ‘WS A Y}
pue dOZ 8y} srnecaq ‘suofdesues) loueul |
Joainid ||njeaney 1ou Saop 4O N 8Y1 Ajjuesald

Ad1j0d Buunoaoe
u1 Ay1oeded
[euonmunsul
Buoueyug

wes/s Bununoy €e

SVN

Adde 01 10U IO JBYBYM UO UOISIOBP JUSWIUIBAOD) € 10} 18S
Usa( ey auljpeap oN “Buiodal JUsWUBAOD Ul splepuels
Bununoaay feuoieN Jo asn ay} Jo sseusielidoidde sy
Buimeinal s1uoisiAIg Bunipny pue Bununodoy s 40N aUL

"Used SVSd| yiim aduep.odde

ul patedaid Buieq afe slioda. UOINJBXS 1BBPNQ pUe ‘ysed

sI Bununoade 186pnq o} siseq ay eyl Butiinbas Buunoade
103085 21|gnd 10} yiomawe. ) arlidoidde ue o Bs me|

-Ag 8y pue 82109 8y L "UoIreo1ysse |0 18BPNg By pue YOO
prepuess au} yym BuiAdwod (€00z/79 Pue 2002/26 'ON
90) WUNO2DY pue 8dods LoD 1JSSe [ prepuels uo Me-Ag
e pue ‘Bununodoy BBpng uo ss10eq e panssi sey 401N Y L

"[LIN] padope &g pinous Bununodoy Josiseq used au)
Japun Bunuodey [eroueuld, 6 1feid 81nsodx3 OSd-OvH |
‘W nNuesw ay3 u| “Buiniodas pue BununodJe uswueAob ul
SVN Joasnay} Jo sseusreLidoudde ayy ma1nas 4O N 3y L

‘[1s]

suonNiIsul J0338s o1jgnd |fe 01 patjdde aq 01 Buioda.
pue BunuNodJe JO splepuels pue STewio} ‘9InjonJis
2y} safe|nBa1 fey Yooge|nJ e jdope pInous 4OINBYL

‘Bunoda. pue Bununodde eioueul) Jojdss o1gnd
a1 1o} spepuels Bununoode aelidoidde Jo xe]

spJrepues
Bununoooy

Sp Jepueis Buluncdoy Z€

“JuswiuBAOB Ss0.JJe pajuswe dw |

A1ing ©A 10U 1INg TO0Z (INSHD) [ENUe N SONISIIeRIS 8oueu
WLBLILIBAOD BU} JO SUO (120 141SSe [0 8} YHM JUBISISU0D
Ajpeseusb s1 YOO Meu ay) Lodai A |Al| U828 IS0 8y}

01 BuIpJod0Y 's4g3 Jofew puesgga syl Aq petidde st JON
a3 Ag penss| usaq sey (Y(OD) JUNCIDY JO LeyD plepuess v

‘[LN] uorreoiyisse o 6pNg plepuels
e Busn ae 1806pNQ ay1 WoJj paoueul) siesn 16pNg ||V

'SJesN [fe 0} PapUBIXd JOU SeM I UoJeolyissefd
S49 HIN| Bussn pasedaid sem 186png 2002

uomeoy SR
Bbpng

uolreslysse|D 1©bpng TE

ONI11d0d3d ANV ONILNNOIIV :d0123S D119Nd €

‘polRIp USS] S/ey

Wals/S VS ||n}e Joj Sjuswalinbal sy Jo suoiedl}inads
'sggq Aq pa|eisul Bulg mou s1aremyos ay | "Bununoddy
U0 89109 MaU 8y} Jo Sluawelinbal sisew yoiymsgga

01 2Jem1jos BuUNOJTe MU PaPUBLLILLODI Sey Ainseal | 8yl

‘[1S] wesAs Ainsean
|In§ 8y Joj siuswalinbal Jo uomeaIyads ||n)al(dwod

‘[LIN] wesAs Bunnunoade pezieindwod
aAsUBYR Jdwoo 8y Jo uolreiuews|dwiay |

snleis s 1in)d

20V'V4D 2002 Ul suoiTepuawiiodny

VV4D ¢00¢ ulsniels

VYVv40 2002
ulealy )

I

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




©bpNQ parepijosuod fenuue pue ‘Aeak-jey “Ajyiuow
© 1509| e U0 Spode) BBPNG 3|CeI R PUB SASUBLRIAWO0D Buipnoul ‘Buiodas 16pNQ a|ge IR pUe aAISUBYRIdWO0D mc nJodal 16png Joj AlljIgeIunodJe ou sem aJeul Bunode. 1ebpng
1ILGNS 0} paJINbel S JUSLILIBAOS) JO [pAS] UoeT 3y} 10} 9]geIUN0IJR SpeW S| JUBWILIBAOB JO pAS| ydeT | ‘me| 3eBpNng MU a8y} Jo UOIONPO.UL 8y 0} Jold 104 A1]IGEIUN00OY
‘[1S]senuanal uo spodal Ajyiuow (p)
pUe ‘saoueleq Bu SO0 pue SMO|4 Used uo 1odas Ajyuow
e (9) ‘Bulpuads Jo SWe}I-gns PS1JB s PUe SWR)I JO S| eI
Buipinoud podas Aplerenbe (q) ‘suondesuely | Jo) pA9|
-21jgnd ay 01 a|ce | ene AioBa1ea-gns 0} dn umopyealq ainyipuadxe Buipiaoid
apel Jou e s)oda. uonnaaxe 1bpng ‘eASMOH BA00e 1odai Arewiwuns Ajyiuow e () :Buipnjoul ‘suodal 'syoda. 196pNng meu aonpolul
895 “paluBWR dwil A|fenueisgns usag a/eY UO II2puUsLUILIodSy uonnoaxe 1e6pnq njBuiles aJow sonpoaul 4ONBYL | Ainseann mau syl pue me| 1pOPNg MBU Byl s1i0de. BBpNg
VY40 200Z a1 .
ul pered p1Ue Se 1sey Se pausddey 10U Sey uo reueWR jdw | €00 Ol! |Ppm
‘Wes/s BUNUN0oJe s AINSeal | 8y} WoJy S|e|ene ‘Ls] | el 1w uoeiueus (duwi pue zooe zi, Aq usiuy
0S[e a.1e S10da aNUBAS. A|LUOLL Se |PM Se SSoUe ] BUIGED 8Y 0] UONNIBXS 1BBPNQ JO SSLeWWINS AB1Ienb 01 paue|d st aseyd Jswudoprape ‘PaUS| RIS
Bu SO0 pUe SMO| 4 USed Uo spodey “Alnsea | ay Aq peseda.d Jo Ajyjuow aseds.d pue ‘wes) JuswisBeuew 4O A 8Y) 8 ||!m Weis/s pazieinduiod aAsusLRIdWoD v
are pAs| Alobaea-gns 0] sumopXealq ainlipuadxe yiim 01asay1 apinoid pue suodas uoiindexa bpnqg AjeLenb ‘alenbapeul
suodas Arewiwns Ajerenb pue Ajyiuo i 4O 8Y3 Ag panssi Jo Ayuow ameseush 01sI Ainseal ] mauay) Alelenb pue eam ||11s SIsuodal asayl Jo Alijenb
suolirenBal weAs pJ syl Ag paq iosaid sTewloy prepuels 15e9| I ‘siseq Ajrejnfal e Uuo UossnasIp Jojainkesifo| ay ‘a|ge|eAe a.e syodal Ajyiuow ybnoyy |y
Y1 Y11m aouep.oade Ul 4O A 8yl 01sg99ad Ag peniwgns ay1 01 pajussald pue sjuswiuRA0b ay) Aq patedaid ‘BunJodal eas1y senbal Jojsepinoid 190
a.le suodal uondaxe 1vbpnqg Aerenb pue Alyiuo N 90 uoNJXaXd BBpPNQ uo Buniodal arINade pue Apwi] | 8yl JBpun pausi|geiss buieqg wesAs Ainseal] ay Buode. [e3siq
Bunodey 1BbPNg v'e
'sasodind Buniodal erouveul) Jojeep S, Vdd 84l U0 a1l
Ainseas)] ay] “(sggq Joj uonouny wewAed pue Bununoade ‘[1S] dOZ PUe WS UM Lo RUIpI00o (p)
$ dOZ 10} 3|qISU0US31) Vel 3L} PUB UBISAS AINSeIL | e sso) refes sggq 104001440 [j01hed @ (0) ‘HOW 8y} Ul
U1 USSMIBq PRUS||eIsS Usdd d/ey S53epiul SE8A | siesn joyjo 0} UoiewwLIoUI A|iep fenfol o) ssaade apinoid
Jo Jlequinue Jo} SN 8L Aq papiodsl pue pessecold || pue waisAs Jebps| ay) abelew ‘'s)unoade asedaid pjnom
S! |joJAed se ‘pue paus!|delse Used Jou sey 010 [joifed v ey} 11un Bununoade aa1j0-yeq e (q) ‘sisenbel JuewAed
'$8.npa20.d [eanAeue-snoipnis pue e -aAIWION (A) pue puUe JuawiIwiwod a8y} Buissasoud ‘(sggq) selenipuaq ‘Buiniodas A1ienb
$103U02 aiNipuBdxe pue savIAES BunuNodDY (Al) ‘Buniodel | 1B6PNg 19941Q 3Y) JO SHUN JWsWRbeUeW [e10UeU 1) 3Y) YIIM -yb1y pue BununodIe punos uo sa1fojopoyBL uonouny
pue Bununoooy (1) Jusweeuew 10ep (1) ‘siuswfed pue A10241p [esp pInom Jeyi 1iun Bununoade a01}jo-uolje () puUe sainpaoo.d ‘seaijod pazip.tepuess apinoid BunuNoaoe
suolesedo Bupjueg “usweBeuew yseo (1) 'sease BuIMo|jo) | :@BpNjoUl pPINOM SUOdUNS asoym ‘Juswiredaq Ainseal] syl 013|geded uonouny Bununodde pazienusd pezifeiuso
a1 BulBACD S1IUN BAI4 JO SISISU0D Anseal] ayl Aepol | uyiim uonouny Bununodde pazienusd e areald 40N 3yl 10 Je|e Woljsens wesAs bununodde ay | Bu _ucmccm_
"BuyJe) JUSLIIILILLOD JO Sluswia e Akeluaw ipni
‘[1S]sprepuers Bununodde paiinbai pue me| 6png aWwios YpIm paseq-ysed si Buideaypoog
MBU 8y} Jo uoireiuswe [dw ay) Jo4 Aressadsu saunpadoud "4ON 8y} 01 Buoda. ||y papnioe.d ABojopoyew pue
VYVvd4D 200¢
sniess e 1ind 29V V4D 200¢ Ul Suollepusiiosny YV4D 200¢ ulsniels uresly o)

SS

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




‘padonap Jou ||1s ale Juswaleuew

18P J04 s21npa00.d pa|eled 'sa101jod peo.q UMOP Pie| 9002
pue 5002 ‘002 10} epuelowsu 3e6png ay L 's1eBpng 9002
pue G00Z 002 8U} U1 papnjoul oM soljofod jgep Jofe N

‘L] wesAs Ainsealy mau ay ylim parelfolul aq
[1Im yoym gep o1gnd | Jo Bununoade sy Joy ‘weishs
WewisBeuew 1gep 21jgnd mau e Juswie [dwi 4O N 8y L

"[1S] wewiefeuew 100p
21jgnd Jo} saunpado.d pue saioijod azieuly 01 4O N 8Y.L

'suoiehi|go

19ep 8y Buoinges Jo agedeoul ag 01 Buiweo ae
Teys sesLdeIue J0108s 011gnd 8y Jo s1esse pinbly
pue suonisod [eloueul} ay) Jo 1ipre uspuadapul
Ue N0 A1Ied 0} pue |0J3U0d JO SJuBWINJISUl
Us!|ceIse 03 pssu e s1 ey 1 "1bpng ueotgndey
3} Ul papN{oul usaq Jou ey 1gep 1jdnd

wolsfs
Wewiebeuew 1990

‘padoprap aq
01 ||11s a£e sa0N19e.d JusweBeuew 1gep uepow INg Ainseal |
U} Ul pays|jdeIse Ussq sey Jun Juswefieuelw 108p v

‘[1s] poziuebio
Bueq Buiuren pue paiiy Bueq Jeis yim ‘Ainses. |
3y} Ul uonouny JuaweBeuew 1gep pue ysed e ysi|gess

"10ep 21jgnd afeuew o3 Avigeded payiwi| ABA

Wiawieheurew
108p 21(dnd

Jusweleue N 10ea

aland g€

“1eak [eas1yayr Buimo| oy reak ayy

U1 TauNnC s! A|qUISSY [eUOIRN 8Uj} 0} JUSWSIEIS PBIep!|0Su0d
feulsay1 Bumiwagns Jojauljpesp Aloinkes ay “Alquiessy
[eUO TN 8U3 JO JUBLIUBAOD 8Uj} 0} pajuesald usaq

1PA 10U B/RY SILBWBIEIS B} INQ ‘V'Vd 8U) Wy indul-erep
yrnm Ainseal ] syl Aq pasedald pue pa|idwiod usaq aney 002
pue €00z S1eaA [edS14 10} SIBWRIRIS [eIoUeU L) PSIEP!0SU0D
fenuue a3 396png Uedl|gnaey ay} Jo pAs| U 3

'sKseq enuue pue Apeai-iey ‘Ayiuow

‘[LIN] usuwrel) fed 01140084 LUOIINDBX

'salreld1jeusq 18bpng Jo slepjoy 1.bpng Aq

snleis s 1in)d

20V'V4D 2002 Ul suoiTepuawiiodny

VV4D ¢00¢ ulsniels

VYVv40 2002
ulealy )

99

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




“JRISIUIIA 8y} 01 sliodal oym
JBSIUIN UeISISS Y ales ay) 01 Lodas Ay pue Bulurel pue
JI0M 1B} S1UIPI00D NV 3yl pue aeJo1oadsu | uwmbjm ayL >U>_H8t® pue \A_uCO_U_tw sannp
"108[0.d papun} 3 PEAIBIUOD |PM S111no ALred 01 paddinbs Apiood s1 pue ‘payelrs
puUe aAsUaYe.IdWod e Jspun N0 paLLed ussg Sey Bulukel) Ajus1014nsul si ‘arepuew akenbapeul ue sey |g
pue palfelp Usag aney splepuess paziubodal Ajeuoiieuselul “T00g U1'Suonoedsul J0 Bquinu e pewoyed
Lpimaul| utssuliepinb Jipre feusiu| ‘padojensp Bueg 19 ‘pemo||o} Ajledoid Buieq e saunpedo.d
y_ﬂ_u $59004d 3y} Ul || 8.6 S9011TeId 1Ipre [eusslul UBpoW 011UC RUIBILIT BUIBUM Y380 0} YoM
S4g3 pue sggq Jolew au Jo swos Ui pue JOW 8y U soue||dwo N0 S1Led YoIym ‘(1g) aleJoladsu|
paus!|aeIss usad sey (NVI1) HUN HPNY [eussiu| ue seasuy [1S] suonouny 1o6png ayy Aq auop >omau s p|esed
LT J0 [e10} 1iprie feusslul 8y} p|ing 0} pasn aq pinod ssoue Liedxe 159500 8y | *(8sues useIse/ ey} ul) Buresedo arelopedsu|
e — Je1s Mo} AN a/ey 01 Sanunuod aeJoldadsu| ebpngayl | s1i pue pausylbus Jis ag pinod ateJosadsul vbpngayl | uonouny (1) 1PNy [eulslu| ou Apueand sialeyl 1ebpng
1PNy [euLiu| v
‘[1S] s1uswiredep 1ipre euselul Jo saleioisadsul
196pnq ay Aq s300Y0 aoue | dwod Ag pauoddns
‘suoHenBal 1UeAs Rl JBUI0 pUe 1S9 pue ‘(Buniodal pue uonNexe ‘uoirefedaid ‘Buluue|d
3y} JO siseq a1 Uo pereIoge e Usag a/eY S91npadod Uenilim 1bpng BuAOD) JuBWEleUewWw aoueuly 91ignd syi Jo
P IBP UDIYM O} 1USIX8 34} 0} SBLLD 31 LBYM SUO TR LIBA saseyd |e ul pue saleIjeuaq 1BAPNQ SSoJJe suo e nbal 'sHun Buipuads Jo Huniodal
.om_m ko sy “AljIqsUOdsal [0 :co.u Sle-Xo w.E.mms feuselul pue sajnJ ‘sainpadold ‘ssioijod Bunsixe | pue Bununodde ayl Jo YYD Aeuswinaop dseq
ENPIAIPUI JoU0Ue 10 SOINES leI0URUL JO PeaH 8y} JBUBUM BuiuaLbua.Is Ag ‘S|0JIU0D feusRIUTSZIfUONNINSUL | 01 pelIWI| 8/om S|0JU0D 8say ] HOW au) Aq pue
" 'aoueisul 1o} ‘paiidde Bueq S| ISE AU Moy U1sggq pUe Us!|qesse pinous (Ainsesl | ayy) JOWaYL | ‘AousBy seolnies minin 8y Aq ‘ssuisiui aul|
1UBIB 441 USSMISY SO LIEA SULIOS S8 318U 1 "JOIN 34} "[1S] BuIpioes | BWOS UM SB|[0AIUCO UL AG 'SJOZ Aq 10
Ag'sggaayl ulsEnpIAIpUl 0] peubisse A|fewo} 8. e S|0Iuod Jedoud 1Y) pue ‘suonJesuel) Jo sseusleldoidde | POHIEO USSQ /Y [0QUOD [eloLeul JO SjusUs |3
[eloueuU 1} 91Ue-Xa J0) S9131 |10 ISU0dsal 8y | "S|0JU0D SANIID4D pUe SS8U109.102 3Y) A}1IBA 0} paonpo.iul d.e S|0IUod ‘Buiusyibua.is psau
aJow parell|iJe) aney ‘sggqQ Jo Spesy ay) 0} SWAISAS [04jU0D 150d-X%3 ey pue Buipuadsiono pioAe 0} paoiojul | SIYl pue — suonoduny [0U0D “Sod-Xe Jou ‘Biue
feusoul pue Juswebeuew 1o} san|igisuodsal Jo Juswubisse | ale afers WBLWIWWOD S 2InjIpuadxe ay) e suondesuel Jo | -Xo AloldeiSiles Joyileu o aieyl — Meam usaq S0.1U0D
Jeao 8y} pue SAOIAKS [eIdUeUly 9gdaYl J0Sajodayl | Ssunowe pue Aifea|ayl %0ayd 01 sainpadoid sjue-x2 8yl | aney suonouny josuod eoueuly Bunsixd 8yl feloUeUly 1004
$|0.11U0) [eduUeUlH 1%
11Ny T¥YNY3LX3 ANV TYNHILNI ‘TO41INOD TVIONVYNIH :H0103S 2179Nd A%
VYVvd4D 200¢
snieis 1. 1ind 29V V4D 200¢ Ul Suollepusiiosny VYV4D 200¢ ulsnlels uresly Aoy

LS

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




*Allunwiwiod Jouop ay) 01 Jo a1jgnd ay) 01 pelussa.d
U93Q 10U Sey | VS Ue JO JUBWIUS|[(elss 8U3 10} 3|gelwll

"Alqwessy [euoiieN

"[1S] 1vs ® Jo wewdopnsp

3y1 pJem.iojaxel 019|gewdwlil peo.q ‘reuosinoid

' Us!|geiss Apieipawiwi pnoys juswiu enob ay L
‘lis]eaes ay

018|0eol|dde pue 1UeAs B 80 PINOM YO IYM PPoW B 198 PS
‘[1S] ppow |vs sisulwsap aind

'SOIHAITR
Ino} Apnis 11 Ul ppow | VS BSUILISOMN

aind e apnoul Jou pIp 11 INg 80URIH pue Auew.oD
©IUBAOIS JO S|VS 8y} paisia dnouo Bujiopn ay L
"|V'S Ue JO JUBWUS| [ceIse

puUe UOoI1ea.d 8y} 10} pJemio) Aem ay) JopIsuod

01 dnoio Buriop e T00Z Ul paus!igesss ‘(LOvd)

ol
au Aq perdope ueaq Sey me|ay L "AguiessY [eUOIEN U} JO | B 011SIAB 8pNjoul pnous Apnis ay L *jppouw 1Ipne [euielxe foueredsues | pue A1|10eIUN0DDY JO) WelBoid o _s_w_ﬁwmc_ Hﬁ_%
S9N IWIOD 30URU I 3} 01 SS1ILILOD-gns e AQ pe1felp UsSq | Ue JO 801040 81NNy IO} SISeq B Se BIgeS 10} 1pre eushe (dann) wesboid wewdopreg SUOIEN POIUN | g idng a|qelns
Sey me| |/S Ue pue 1no palifed usad sey Apnis Alljigises) v | JoJS[epoW Jueeip Jo Alljigelins ay) Lo Apniseazifeuld | 8yl Wolyaoueissse Ylim ‘Ajqusssy [eLoiieN ay L ® J0 UOISS
1pny [euelxy 1504
‘[LIN] s1ebpnqg Bb e yim
350y} Joj 1se9| 1e ‘s1iun Buipuads »BY10 JOSaLISIUIW
aul] fenpIAIPUL UIYIIM SIUBL}.fedap 1IpNe [eudiul
dn 1s 019|qeJsep aq Aew 11 ‘wie) LBUOIBY] U|
‘[1s] ueid iom
pre Ukl Jo JewdopAsp ayy suioddns [enuue 3y} Uo paseq ‘'saiil|iqisuodsal Jiey} 1no AJJed
¥v3 8L Ag papun) 10f0.d SoURUL D1[aNd UL W L ¥NF ¥ | PUC PRUSIIGRIS L0 03 JLewul fedsp Ipne feu il
“(suo1ezIueB1o oUeINsUl [2190S AIoTepuUew ay)) s4g3 Jofew ay3a|qeus 03 3|qe|feAe apew si Buloueuly a|qeureisns
81 Ul pue sggd 8T UISHUN JIprie [eussul JO JUSWUSICeIss pue a7enbope 1ey18NSLS PINoYs JUBLIU BAOB
ay1salinbal suoireziueflo souelnsul e100s Aloepuew ue|q e ay} ‘souspuadepul |fe Ao apinoid o L
pue siesn 196pnq 19841p J0 81npsdoid pue uoeziueblo ‘1S 1wes s Jipre 2002 Ul 1els 013np ‘(4 V) Uonon.isuoosy
1P [eULBIUI 10} 2118} 10 LOLULIOD Lo pue Apog 1ipre [eussiul eusBIU] UL M Bulfe} S91POg AU 10 JOIN B UM lo} foueby ueado.nz aup Aq papinoid &g
fe10ads aziuebo eyl siesn BHBPNQ 19241p,, U0 88199Q 7002 V sal|igisuodsal feuoieiedo Jaylo Aue aney 10U pjnoys [IMeIeS Ul V| o JuswdopAsp ayy 1oy Hoddng
‘weishs oYM ‘JusLULedap 1ipre [eusslul 8y} peay 01 JBISIULN oM /| Op 013dUeUH Jo AISIUI
H_ﬁa _GC._QHC_ BN__Q._HCQBU >®U_>>|HC®C,._C._®>OUG hO HDO__O‘_ Juesissy ue Ju _OQ% pInouys 40N 3yl .%m Bijesy U1 UIY1IM paredo| e ussq m\m /ey }e1s ON
a1 Bunuoddns Jojsseq poob e ‘Jensmoy ‘si 3| uonouny ‘[1S] padopnep "90UeU H JO JBISIUIN 3y} Aq paq1iasald aq 0}
1Ipre apIM JUBLILIBAOD e Se a7epueLl JUs1Ind S |[15[N} 8Q pnouys siuawieda 1pny feusou| Buidopasp |  pue papseu siatkeedo [[1IM 1PNy [eukdlu| Moy Uo
0] pajfers Apreudoidde 10u st NV aul 4L TT Auo Yiipn 10} S9u0Isa | Iw o Bumss ue|d uonde ve ‘Aloude sy ‘suole|nfai pa|eep ybnoay: ‘aouepinb pa|erq
“JRISIUIA 8Y) 01 SLodal Yo Iym JoisIuln ‘[1s] €00z 10} Ue|d 1ipre fenuue ay) pue saInpadoid ‘|pA9| 20| 3y} 1 S31p0q 1us eAInbs pue
WRISISSY Ue 0] 1odal y1og akeJoldadsu | ebpng ayl pue NY| s11 1dope pue ‘suoouny sliauljino ‘wawiedsq 1pny ‘(Sv19) 991A88S 1ipny pue uonsadsu| Aepebpng Jipne feuseiu
3y} Jospesy ayL "4OIN Yl Ul paus!|qelss ussg sey NVIaYL | [eussiulayr jess Apmenbepe pue usi|gess 01SI 40N 8YL © JO JUsLIyS|(CeIss 8y} Joy sepinoid 190 8y L 10 tewdopreg
VYVvd4D 200¢
sneis e 1ind 29V V4D 200¢ Ul Suollepusiiosny YV4D 200¢ ulsniels uresly o)

89

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




‘Aquiessy

feuoleN 8y ul Buipuad Apus.ind 1saJe1U| JO S101JU0D UO
MeT e Joseiowold pes| 8yl Jo auo usaq sey 1| “uondnilod
[e1014Jo weraid 0} moy uo BoeIp e UlS[In10 JUBWILBAOD
pafebus-uondn.lod uo saipnis pue suodal Jo Jaquinu 1ea.6
e paus1ignd pue paiosuods sey 1 *A11iBeul jo aa.bep ybiy
e ylm Buiresedo uonninisul Juspuadapul Ue Se paziubodsa.
S13] "'uondnuiod surebe b1y ay) ul uonniisul a|gsIA ABA

‘[LnTeipaw ays ‘Ajgssod ‘pue
alvzZes) eIDIHO 3y Ul (Suosioap awsainoo.ud Buipniour)
saoueul} o1jgnd Jo asn BUIAJOAUT SUOSIOBP JO UOIRIIgNd

"[LIN]sO9N Aq uoresibe| pue weiboid

uondnuiod-nue BumnNd-sS040 UOWWOD B Ul AUNNJoS

pue uoiredioned ‘uoirelNsuod Jarealb Buipnioul ‘AR 100S
JIAID yum sdiyseulred aAieIoge| |09 Jo Buiueyibuans
‘[1sTewun

pue uondn.iio)d BunybiH Joy [1ouno) ayl Jo Bulusyibua.is
pue uondn.io) surebe Bunybi4 10} UosSILWOD

‘uondnuiod Burequiod Joy ABaris
pabuoid-nnw e Bunuews [dwi S| JUBWUBAOD
uvelqes ay L *Aepoy Ap100s Ueiges auy Buey

swiv|go.d sno s 1sow 8y Jo auo S| uondniiod
10 uouswiouayd a1 eyl 9A31|Bd BIGRS JO
SUSZ 1110 “TO0Z Afenuer Ul N0 pPalied uondn.iod

pue aAJe AjeAe usaq sey [1ouno) uondniod-nuy ay L fe10ads pausi|gelse Ajweu ay Jjo Bulueyibusis uo Aanuns uoluido o1jgnd e 01 BuIplodoy uondn.ion
SSAIe1NU| Uondn1ioD-IuY 4%
‘[1s] To0Z BbBpPNg 8yl 1o} (@INlipusdxe pue anuans i
y1oq Buipnour) sunodde [eulyay) lipne 03s Jolipne
(1uspuadapul pue arealid) reueixe Buloe 1uod SJUNo9e
'S002 PUe #7002 ‘€002 ‘2002 1els pjnous JeWuU A0 Y} '(1vS) uonniisul payipne 1B6pnqg [euly

s1eak 8y 1o} Pa1JeU0d Usaq Sey Wi Jpre [euselxe ON

1ipne aws idns Buluoouny e Jo Juswysi|igeIss ayl |1lun

Buieq 10U a.fe SJUNOJJe BOPNQ [eU I} BY) ARUSSld

J0 1ipne feuepa

IVS 8yl
Us!|qe1sa 0} U0 IJe 319.10U00 OU UdXe) Sey JUSWUBA0D 8y L

"UOIR.R 09 BT AU) PUE SPIEPURIS
BUNIPNY |YSOLNI9UI UIM3UI| UIS| Me| WS UL

‘[ 1L W] ABojouyosl uoirew Jojul pue annse Jjul
U1SIUBWISAAUI A fessadau ayl Buipnjoul pue

ue|d 3Jom [fenuue ue 0} pai} Buioueuly YlIm ‘Sa1IAIoe
|VS Joja|ge|fene apew S| Budueuly a|qeureIsns

pue arenbape yey1a.Insue p|noys juswel| ed
ue|qJes 8y} ‘9duspuadapul |feeno apinoid o |

‘[ 1L N] uoiredo|e 6PN arenbape

pue ‘ABojopoylew pue sp fepuess Jo 1uawdoprep
‘1Jels Jo Buiure ) pue uaWiIN IS 4 Buipnpul
‘SpJepuess euoifeuiul Buisaw |vs Jo Juswdopnrag

"[1S]866T Ul paustiands. pue //6T Jo0 uoleR[PeQ

ew |78yl Ul (IVSOLNI) suonnisu| ipny aweidng

J0 uoireziuebiQ [euoITeUBIU| 8y} Aq pasnodse sa(diound
peo.q ayl yrm Ajdwiod pjnoys eyl ‘1S Ue Jo uolkelado
8y} o} >jIomaLLRY 25| pUe [EUOININSUOD 821Ul

'splepuels
Bunipre uoiun uveadoing pue feuoieUBIUI SIBW
Teys uonnisu| 1PNy swe.dng e Jo wewdopsp
pUe JusWys|1[esa ay) Jo} Loddns apinoid

|1!M (4'3) uoNJISUCIRY Joj Aousby ueadoing
8y "Ivs Buuonouny ou Apueand siaey L

VS
10 Juswdo jpnep
pue JuBwys||qess

snleis s 1in)d

20V'V4D 2002 Ul suoiTepuawiiodny

VV4D ¢00¢ ulsniels

VVv42 200¢

ulealy )

69

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




‘Alquisssy euoireN ay Aq uondope

Buipuad si1 Ajeuoireueiul sn 4 Aq paijdde sajdouud
aU yHm ssoneld s, TNd v 8y ubi e pue Buiusyibuens
e pawie si yoiym me| BuLispure| Asuow-nue meu v

'S8SeD 1N0D 0} Po| Sey auou
e} 0s Inq paebIISeAUl 818M Sased GT ‘GO0Z U] 'S9Sed 1nod
3|14oid yBiy 031 pa| 1un ay Aq pareHiISIAUL SIS OMY ‘Y002
u| ‘predy e1oueul} pA| ybiy Bunuouod Ul SsaooNs awos
pey sey pue (N[4) Hun aousbijpu| feioUeUIH B Se suoiouny

"[1S] Buepure,
Aauow Jo swa|go.d pareIoosse sy} pue JUSLLLUOIIAUS

SawIIo

Anus ay] ‘pausi|aeiss usaqg sey (TNdY) Bulepure] feuiw 1o S11 JuoJjuod 01 (uoiresiBa| Bulepune| Asuow “UJB2U0I SNOLBS B S| aW LD felUeuL v.cw
-ABUO A JO UONIUBABIH BU} JO} UOIRAISIUIWPY 3y L -1ue Bussed Buipnjoul) ueid ansusyeidwod e dopreg feroueuly pue Butepunie| Asuow jo souspoulayl | gy, bu:.:m_ bcos_
VYVvd4D 200¢

sniess e 1ind 29V V4D 200¢ Ul Suollepusiiosny YV4D 200¢ ulsniels uresly o)

09

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




'9]|g1ss0d Se uoos se Uoiresifa|
3y} WOoJJ paAOWaI 3 pInous
sieppiq Jo Wwewieas enusepeId Auy

'ssauaAedwod pue A1ljigeiunoode
‘Aaus fedsue.y J0) aseq oW1y
e apInoid 0] JUsWIpUBWE Ue AQ 1%91

'SUOITeD 141poWU 8y Ul pauljsp

o1ea sem (H1dD) sby  siesepus L

JO U0139910.d 8U} JO} UOSS ILWO0D

ay} Jo Buuonouny pue uonisodwod
'Snpe)s 8y} 0S|V ‘PIAIRIDI SeM (3|qeidaode
pue arenbape ‘1991100 SeM U2 IyM) Jopus)
3UO 1 UB/AS P|oUsaIy) e MORQ 13e.11U0D

JO peme pamo|fe ‘spleme 13eJuod

|le Jo uoiealignd Joj MO|[e 0} Pl e Sem
Tdd @yl “Apsioaid alow ybi s Jepusl

Jo uonoa04d paulep pue sainpsdo.ld
WawWLIN0.d pauljueals Me| Syl

‘Y002

“T AINC U0 9210} OJU| PRBILG Tdd YL 0}
SJUBLUPUSWLY pUe SUOITe.8) | U0 Meay L

‘sjusweAoIdW
paJinbal ||1s Inq “yuswienooid o1jgnd

'SjuaINJop Juawa.ndo.d

pfepuess pue suole nba. Bunuswa [dwi
aAsuBYRIdwOo Ag payioddns aq
pinoyseiq.ies ul me Juswe.indo.d 8y L

“M27 JUBWSINJ0.d 1jgnd panoiduu |
ue Bundeus 01 Ayoid anib pnous eiqes

‘suonNINsUl UM SIS

dVdO 8yl ul paljnusplaom

S910UBIDIBP [22111D INg ‘Me| Juswiainoo.d
211gnd poob e o} sjusipa.bul

£ 8Y) Jo Auew paueIuod 1elp iyl

eInRS00N A

Jo21jandey [eepe- 10} HVdD

2002 3unc ay} Jo uoie|dwod jo swnay)
Te Juswe||ed 8y} 81048 Ind sem (Tidd)
Me T JUBWBIN0IH 211aNnd  1feIp Mau

el JUBWS N0
fefia| s ul paretodiooul aq 01 Z00Z poob jo ssipaibul Aoy paueIuod 2002 MU a1 Buluenob s10y 8y ul papnjoul pUE UOTeJape— aU} Ul Weis/s _mmo.n_ﬂ%w UISWIO EM__
10 ¥VdD Ul passaldxe siuewiwo) ‘v AINC U190J0) 0JU| PRIBILS M| MBU By | 8 pnoys sanJ wueweinooid s | %cxmm\s pue sdeb AUew 2oMa oyL w\./:m.w_mo._
"€00¢C Ul G'g pue
2002 U1 G°/ 0} umoJB sey yoiym ‘g punose
Sem 13ejuod Jed sieppig Jo Jequinu
afelone ay) ‘pa1Teud sem Tdd syl
9J0J8q Lodal £00Z aWkes ay) 0} Buipioaoy ysu
(usond 2) yb1y S JUBWIUOIIAUG JuswieInooud o1jgnd
855@8& peRnobeN ocm Ul Isemo| pue "Juswe.Inoo.d a1jgnd aAnedwod
(eosed oT) ué:uooo_ﬁ_ usdQ Ut pensiyoe ybno.yianfea o} Jo usdsed Oz se yonw
8.M SBUINES JBUBI ‘83140 JUBURINK0L] Se Jo sBuines az1eal Ued JUsWIUIBAOD
a1jand 8y Aq 1odey €002 e 01 BuipIoddy ’ ‘
) "(dao Jo wedsed G'6) anyipuadxe
. ..Emmz_:m_m » 0} pabuep 21/gnd Jo afejusosed uUeoIjIUBIS
ueeq sey SSH LD, UM pojeroosse © 10} S)unoode uawaInooid orignd B A
Ssemeligies Ul uaweinooid o1jgnd
BuONPUO 10} JUBLULOIIAUL 3} Tey) ol
! ! . 1ouny pa109 Bou JUBLUSSASSY
-mopq WeniBs|erq HVdO 200Z 3U} JO UoSN|ouod uew ay 1 mopq uanib s|ewrQ © Useq ‘AJUeos) [N 'Sey JUeWeINo0.d IR0
GOOZ Ul SUOITepuawIwIos i dVvdD 2002
mou 1o Buipuesino (5002 pu3) sniess We 1IN dVdO 200¢ ulsuolirepuswwiodsy dVdO 200¢ ulsniels uresly o)

SUOITepURIILU0d9 1 JVdD 200¢ JO UoIellawa|dwW | Josnels g

19

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




‘Buuonouny anieye sH

Jojslequisll H 14D Jo uewiulodde
ay1afe|nfie. 0} pausi|delsa 3 pinous
uolrenfai sedold JusWUIBACD

3y} Aq passiws |p pue pajuiodde
Apuenbalyare HY1dD Jo siequisw ay |

"JuswaIno04d a1jgnd Jo wals/s Jusfedsuel)
pue 1Us 101448 ‘01LLIoU0S Ue Bulys!|qerss
UM peubisse eiq.es JO JUBWUBA0D

ay) Jo Aousbe Juspuadapul Ue se

MeT 8y} 01 Buiplodde dn 185 sem Odd 9y L

€002 ‘ST Atenuer uo Buiresedo uebag
(Odd) 8013J0 WeweInd0.d 211aNd Y L

3y [N "UBWIUBAOD 8L} 01 Ajoaiip
Buiodas (Odd) 82140 WaWwsINd0.d
dljand mau'e Jo Juswiys1ideIss sy}
sasodo.d AT JusWeINo0.d 21jgnd MU v

"JUBLLIBDI0JUB 3A0JdW | 0} papaBU BJe
suonnisul AloenBas ebuols pue MeN

3 U1 S3SSaUMeam au} spunodwiod yoiym
‘Aledoidwi usyjo ‘uewieinoo.d ajpuey
JIEIS 1S1e10ads Uou ‘paueuN Yeam

S| uewia.Inoo.d 19npuod 0y AyIoeded ay |

‘paulpp
A}1ea10 10U 8.2 JuswaINd0.d Bu ONPUOD
Joy Aujigsuodsal pue Aoy ay |

uonouny
Wi ngo.d

1o} uoneziueblio
/suonninsuj

“Idd 8L} u1 pai4ioads

JaYeq pue paJepIsuodal aq pnoys
Ajdde Aew ainpaooid porenobau,
3U1 Yo IYM Japun Suonipuod ay |

'S301AJBS pUe SpooB 1o} sjuawinoop
Japua} pue s1Je.3u0d Juswendoid
21ignd ppow ‘ue|d JuswaInooid
jppow ‘sjgenuod Juswieinooud o1jgnd
anfeA mo| Buipfeme uo uolenbal ‘ssanou
eweIno0.d 21jgnd ppow panssi osfe
Odd 'Seaniwwiod wswe.inooud a1gnd
Bulysigelse ‘Buiuado Jopusl ‘piodsi
Buideay| 10} Tdd Jo uoleluews [dwi
uo uoiesife| Arepuodss paonpoliul
Odd 3y} ‘€002 Jo serenb 1s1iyayy u|

“dd Jo U feuiblio ay)

0] pa.edwod premydeq doxs e S9N} IISsuUod
SJoepus) d1IsaWiop o) aouspe.d
1s0Jed OZ e Jo uononpoul sy L

'S911)UNOJ JBY10

WioJ} Seppig sspnoxe eyl Jnjo,, Jo Los
© -Ss300e [eoo.dioal (A1) pue @oIneS Jo
SIBPINOI- 10 U023 BS a1 Ul Aouafedsue.ny
Jo xe| (111) 'seunpeoo.d pareoboN

Jo asn peaJdsapim (11) :(-ainpadso.d
paLIsal Aldde 01 Odd 8yl wiouj uoiuido
Joud 1senba. 1snw Aviue Buseyoind

8L "SpIq 1wqns 0} paliAulale Sisppiq
payienbaid | ‘sseyd puooss ay ul ‘pue
8.npa20.d uado 01 uixe — uoieaiiienbaid
aseyd 1114 yum Buippig aARRdWo
aseyd-omye si ,2inpaooid pa1oLIsal ,

3yl ‘gz 9PV ‘ Idd 3yl 01 Buipiodge
ey} pao1ou g pInous 1) 8npacoud
peroLIsal Jo asn (1) :4vdD 2002

u1ino pajuiod se ‘sauBRIRA IO

G0OZ Ul'SuoilepuswIwods i
ASU Jo Bulpuesino

(S00g pu3) sness We 1ind

HVdD 200¢ ulsuolrepuswwiodny

dVdD ¢00¢ ulsniels

dVvdD 200¢
ulealy )

29

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




‘perRUILIPR
aq 01 Aoidde 1bBpng uIsAeRA

‘pereulwip A|feondeid usaq aney
spunj jo uorrelidoidde Buipuodsa.liod
3y} INoy1IM soe.uod Bunnoosd o sase)

'sonnue Buipusds Jofew ul pausi|gelss
90 PINOYS SUO10UNy 1Ipre feussiu|

suolreziuehlo o1jgnd pjoy 01 1nd1LIp
11 Bupfew snyy ‘sme| asoy Aq pausenob
suoreziueblo 151 01S|e) Me| Bbpng

JusluuoJinug
101JU0D

'SUONININSU I UOI1eoNPd

yb1y Jo'noLLUND oI Juawainoo.d
apnoul ‘sieuso Buluren doprep
‘sieuel) Jo Buiuress no Asred 0} pue
‘AlAnge renbal ‘Buiob-uo ue Buluren
JUBWRIND0.d 93w 0] pssu e siaRy L

‘Axedwos

JospAa| parenpelb ylim “usweaindoid
21/gnd Jo} wnnaLund panoidde

Ue uo paseq ag pinoys Bulures |

*e1048S Ul padopAsp 3 pnous
ABore.s Bulurel aasuaysIdwod v

" Sodwex3

UM S)UBLULOD -Uoles1Ba T Arepuodes
-JUBWBINJ0.d 211gNnd ,, oogpuey feu iwss
' pays!ignd sey Odd ‘s|dwexs Jo

‘PoReulLLBSSIp pue
paJedaid Usaq aney S[eLiBIRW [eUOITRONPS
pue Buiures) pajeiep Jo sainuenb abire

‘20Inpe Buliayjo pue

M JUBWRINJ0.d 21jgnd 3y} Buluredxe
JO wie By} yym (siepplig pue ssnnue
sJeseyaind :yjog wodj siuedionred 000g
ueyl aiow Yyim) sbutisyeb Jo|rws o
N0Ce puUe Sfeuiwss Jofew oz paziuebio
Odd Y1 ‘uodes 00z & 01 Buipioooy

'suonisod JusWwano04d paredIpap

1113 018|q1B1P 8q pnoys Buluresn

paJinbai ay} pare|dwiod A|injsseaons aney
Y} JeiS “paus!(celss aq 0} Juswaindoud
uiseo o1gnd Buiutesy jo weisfs v

'sdiysuoieps Buluuim

ybno.yy ag/ew ‘sweinoo.d uo welboud
Bulurel ay) usdsap 01 Mme Jo AljnJeH ayl
‘W) BUO| BY) SN0 PaIJIUBPI SUONNINSUL
puUe Juswuo. AU paule|(d e uIylim

a0e|d 9} pnous saAe UL Bulurel L

‘A1xe|dwoo Jo pre| parenpeldie
Unm “uswisinoo.d a1jgnd Joj winnoLung
panoidde ue uo paseq aq pinoys Bulutel |

‘pedopnap aq
pINoys saniAnde Bulu el aasusya.dwo)

"MeT Jo Aynde4 syp ul
Se yons sisixe Algeded Buutel] paywl| v

‘Buluren
a1inbai se1o Jo Jequnu abre| v

Buip|ing Aloeded
pue Bulurel)

‘Y00¢ ‘12

AJnc uo paysi|gnd a1em SaInpado.d asay |
‘Bul]1) pue asueusiuew plodal ‘Bunew
UOS199p ‘U010 fe 8sed ‘sisenbal Jo
WeWIea 8.e 353y “TIdd 8y Aq paJonod
10U SBNSS| SU RO UDIYM ‘S3INPadoid
leuoiresedQ s Aq parenias Apso[o si
PIWWOD ¥ 14D 8y} Jo Buuonounyay L

“(d1d0) Wb swsepua L

3y} JO U0119310.d 3Y} 0} UOSS ILILIOD 3}
pue Odd 8y ‘Awouod3 pue aoueud Jo
Ansiui ay1 skej|id 831y} uo sisal eiqies
U1 JuswaInooud o1jgnd Jo wesAs ay |

"foueby
8o1nlRS PN 8us Aq pebireyosip
aQ ||IM U01OUNY S} UOIOUNY S| Odd

“eamale S|0JJU0d eusIxe
pUE [eURIUI Y10g ‘Vipre Buipefoy

‘pe1oej0.d
Aprenbapeul afe Joppiq ay) jo syblay L

‘uolesiBa|

G0OZ Ul'SuoilepuswIwods i
ASU Jo Bulpuesino

(S00g pu3) sness We 1ind

HVdD 200¢ ulsuolrepuswwiodny

dVdD ¢00¢ ulsniels

dVvdD 200¢
ulealy )

€9

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




“(03/8T/¥002) 002 ‘1€

Uaore N Jo aANdelId OF peep!|osuod
1912| BY1 Y1IM Me| Juswa.Inooid

Sl jo aoueldwiod ay) 01se D3

3y} Y}IM SSNISIP 0] JUBWIUIBAOD) 3y |

8y} Jo wewnulodde sy (11) pue ‘seppiq
10 JuBWIea) enuaee.d ayl (1) B1e sanss|
Bupuesino 483 8y ‘Odd Uelqes edsy
"(03 aur Aq pama 1B 80 0} SPRU WD
SIy}) padopnap ag 01 pasu [043U00 1S0d-Xa
10} A11oeded pue ylomeuwrely ruonniisul
ayla|Iym ‘N3 ayr Aq penss| soAiBIIP
Unm paziuowrey Apie|dwod 1sow e

uga( sey Juaweinoo.d o1jgnd Jo wiesAs

S Ig#S ey} Loddy €00Z 18U Ul swe[o
BlgJeS JO 91O WUBWSINJ0.Id d1iand 8y L

SpPasdX@ 11 ‘pasn aq 01 S18InNpadoid uado
ay1 reyr Buiess Agq ybnoyre ‘ennselig
JUBWIBINJ0I4 NT 3y L samedldal abre|
pue Aq 1jeup s Aq user yoeoidde ay |

's109dse Y10 [eIonss pue (eLe1LIo
Aigibip pue eroueuly ‘eoIuye?)
suoiealyienb skeppiq Jo Juswies.)

B} Uo SUOKIN0Jd JO UOITR|NWLIOS 1By}
UIS9AN3811J JUBWBINd044 NI 8yl uo
Aj1neay Sa1pJ 10V JUBWRIND0IA 1feJp 8y L

sinboy N3
Y1im Juawub iy

S]3eJ3U0d pUe SBNUS

Buseyoind 1sabre| ayy Buljjosuod
u1(040s -awu) [edueulS
paziueBIQ 40} UO1IBS ‘B D
peziuebiQ JO UoNUBASIH 104 3D1110)
JoLBU| JO BISIUI SY} JO 3140

'S19e1U0d

pue sannue Buseyoind 1sebre| ayy
Bu1fjo1uod ut {(D40S -BwHD eloueL 4
paziueBiQO 10} uo1IeS ‘Bw) paziueblo
JO UoNUBASId 10} 3D11J0) JoLBIU| JO
RISIUIA BU} JO 201340 [e1080S BU} Uiim se
|PMse ‘uonosadsul Aepbpng pue [1Duno)
uondnLIoD-NUY Y1 pUe H 14D Y10 Yiim
paUs|(geIse useq sey Lo 1esedood 8s0[0
‘uondnuioo Bunybiy ur suesw Jueodwi
Se Uaas a( pnoys seode.d uswenooid
Buius||geiss pue ‘yovewel) uoNIisUl
pue [eba| Jedoid e Buonpoaul

‘uondnuiod Buipiel

“(Ivds) soAienu| uondniiod

-uY 1984 A11j10e1S Se yons uondniiod
Buipiel ul 0B 1A 3 |gepusILIod
poTRAISUOWSP Sey JUSWIUIBAOS MON

‘uondnuiod Jo Jewedlida,,

3yl Se paprefol S110138s Ylesy ay L
‘19euod

JO ,Suonone ewlojul, afe aly L

.’a1gnd woJj uspp Iy aJoM Suo nJesue.]
pue suoisioap weaIub's |fe,, eyl parels
(Sa1D) seipmis oreIOWRQ — fkeq! Jo)
BIBO® RIRS Ul uondniiod Jo 1odey,,

le10ads au pue uonoedsul Areebpng u1auop 3Jomay} ‘pare|nbas Ajood e pow e sme| aAl4 jo afiexged e Jo : uondnion
11UN0D UONANLIOD-NUY Y1 “H1dD /oM sao11Jeud Juswainooud o1gnd | suo se payipadxe aq 01 SI Me| Juswieinooad we|qo.d pereRY
UM UOITRIOCR] 100 4O JUSWB0I0NS 2/RYM ainyedap Jo iod ay) UBAID 1jelp Jo uoireluaws (dwi pue uoieredald | Jofew e siuondniiod palk p.-uBweINd0ld JUBWBIND0 g
*Aunnuos Juspuadapul 01 109 Igns Buleg
10U 8.2 SUOS 199 JUBWRND0Id Tey) suesw
pre| o1ignde. pue feeps} Liog e (1vS)
uonNIiIsU| 1PNy swR.dNS Jo 0Ussq Y
‘Pepesu S| 1ipre Jueurnooid “JUa.IN2 8} Ul deB Jofew e pue
fo U:c%oo 8y} pue uonmusu| 1pny 5 g seam AlBA aJe JuaWwaInd0.d JoAO S|0.U0D
awsIdns 8y} JO WBWIYS1[CeIsa 8y | 'S1500 JoyB1y 210Jo18Y) pUe S3INP30. LIB1XE DUE LIS 10 S9USSaR 9
annnedwoo ssa| BulA|dde jo uoienyis PUBP® pue feusit 4 qeeuL
JuawLIN20.d JO S1ipre fenuue INo ®© 0)1Spea| SIyl "Jeakay) uiae| Les
A11ed 01SI01Ipre Wepuadapul paljienb 01559004d JUBWLIN20.d asmed ssaooid "Juswiano0.d uo Tey) Bulpnoul ‘spuny
Aojdws pnoys usWURA0D 3y | feno.dde 196png ay) ui sAejpp wenbai4 196pNq Jo a1nyipuadxe ay Jo} 3 |geIunoade
GOOZ Ul SUOITepuswIwIos i dVvdD 200¢
mou 1o Buipuesino (5002 pu3) sniess We 1IN dVdO 200¢ ulsuoirepuswuwiodsy dVdO 200¢ ulsniels uresly o)

79

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




usuel|red
Uey} Joyres JusWwueA09) 3yl Aq d1dD

‘POMO| |04 Ussq

/ey S2INpa00.d JusWsS ILBAPe PaJinbal
ay1 eyl pepinoid ‘Anus Buunooud

a3 01 S24npaoco.d paoLIsay pue usdO ayy
US9MIB(] 921040 81 SoAes| SIL L 'BAndeIId
N3 3YL Ul prepuess wnuliuiw ayx

G0OZ Ul'SuoilepuswIwods i
ASU Jo Bulpuesino

(S00g pu3) sness We 1ind

HVdD 200¢ ulsuolrepuswwiodny

dVdD ¢00¢ ulsniels

dVvdD 200¢
ulealy )

99

SUONePUaLIII0d3] Jyd) PUB YV4D 200¢ JO alepdn pue MaIMan0 Al Xauuy VINdd ei0las




