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» Some words on the ENP — Then Western Balkans

The European Neighbourhood Policy (ENP) and the Eakgement
Process

| PART: GENERAL PICTURE OF THE ENP: THE ORIGIN, THE AIM AND
THE METHODOLOGY (VERY SHORT)

I PART: A MORE DETAILED OVERVIEW ABOUT THE STABILISATION
AND ASSOCIATION PROCESS, WITH PARTICULAR EMPHASIS O N BIH
AND ALBANIA (EXTENSIVE)

The ENP and the Enlargement Policy have in fact tde considerate as two
different frameworks of the EU external relations.

| PART

The ENP is a recent policy. It was launched in 2003
« a Communication of Marcfrom the Commission to the Council and the
European Parliament announcifagNew Framework for Relations with the
Eastern and Southern Neighbours'(hereafter “the Wider Europe
Communicatiori)

« and by a Communication of July 2003 “Paving the way a New
Neighbourhood Instrumentfpcused on a coordination between the various
financing instruments concerned within the existiagislative and financial
framework and therefore based on a new legal imsent addressing the
common challenges identified in the Wider Europen@ainication.

The introduction of this new policy has been mdwgdaby the the EU’'s 5th
Enlargement (2004 / 2007) that is changing thetipaligeography of Europe:
EU 25 now has 450 Mio citizens

EU gains new borders, new opportunities — new eingiées

Need for greater engagement with neighbours EaSbéth

At the beginning conceived for three northern neahrs - _BelarusMoldova
and especially Ukrainghe ENP was therefore extended to the Meditearane
countries = to avoid disequilibria between the &astand Southern dimension
of the Neighbourhoods of Europe The title ‘Wider Europeivas discarded in
favour of European Neighbourhood Policy.

Then, the countries involved ard8BELARUS, UKRAINE, MOLDOVA,
ARMENIA, AZERBAIJAN, GEORGIA (Eastern dimension)MOROCCO,
ALGERIA, TUNISIA, LIBYA, EGYPT, ISRAEL, PALESTINIAN
AUTHORITY, JORDAN, LEBANON, SYRIA (Mediterranean dimension)




> Aim:

1. To avoid new dividing lines in Europete avoid the risk of prosperity

gap between the inside and the outsidesisting differences in living
standards across the Union’s borders with its fmighs may be accentuated as a
result of faster growth in the new Member States tim their external neighbours;

2. To promote stability and prosperity within and begtdhe new borders of
the Union = to develop a friendly neighbourhoodhwthich the EU

enjoys close, peaceful and cooperative relaten®mmon challenges in
fields such as the environment, public health, gredprevention of and fight against
organised crime will have to be addressed; efficerd secure border management
will be essential both to protect our shared barderd to facilitate legitimate trade
and passage.

3. To build a long term approach promoting reform, tasusble
development and trade.

> ENP content

= ENP is based on common values and common intexd3&snocracy,
Human Rights, rule of law; market economy; sustali@aevelopment;
stability, security, prosperity; common response ¢tballenges
(borders, prosperity gaps, crime, environment, tiedérrorism)

= ENP means significant economic integrateomd a_deepened political
co-operatior= In fact, the ENP_main objectivese

1. The integration of the neighbourhood countrieshia t
EU internal market

2. The integration into transport, energy, telecom
networks and the European research area

3. The enhancement of the cooperation on Justice &
Home Affairs, and cross-border cooperatigvisa
requirements ,readmission agreements, cooperation
police authorities)

4. The intensification of the political dialogue and
cultural relations (conflict prevention & crisis
management, alignment with EU positions on regional
and international issues, support to civil sociatyd
NGOs)



» ENP Methodology.

» Build on existing contractual framework = ENP_swgmpént existing
contractual relations (Partnership and Cooperathgreements =
Eastern Countrieg Barcelona Process Southern Countrigs

= ...taking on new elements and obligations

1. Differentiation = Method essentially bilaterad “different agendas
for different regions”= translated into the drawgnup of Action
Plans for each partner state= Key operational instrumedountry-
specific, tailor-made political documents= the rksis a more
effective EU action

2. Partnership & joint ownershig Neighbourhood policy will only
work if subscribed to by partner countries= the ortance of
cooperation and the effort to reach the EU condio= the
neighbourhood countries must become “owner” of thatnership
offered by the EU = efforts required especiallyiields of the respect
of the human rights and regarding the liberalizatioof their
economies.

ENP is NOT about Enlargement, is an alternativetie EU integration
perspective opened to the Balkans countries.

The ENP concerns issues posed by proximity and néigourhood that have
to be seen as separate from the question of the Eldcession

Bosnia Herzegovina/Albania, as a part of the WestarBalkan, region are
clearly in a different track: EU integration the objective.
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| PART

Our _policy framework, the SAP — 1999 launching of the SAP; Zagreb Summit in
November 2000 - Instruments: ATMs, CARDs, SAA. W®adsniki — Confirmed the
perspective, proposed enhanced political dialogukta use the enlargement method (Annual
Reports, EPs, Taiex, twinning, participation in GCouomity Programmes, tenders,
establishment of a regional school on public adstiation).

- The SAP is launched in 1999 with the objectivdsachieving closer
association with the EU, boosting regional co-opena and facilitating
economic and political stability

-- Since 2000, preferential treatment are grantedroducts originating in the
Western Balkans imported into the the EU

-- Since 2001, the CARDS programme provides fir@nassistance to the
countries of the region

-- SAA (a cornerstone of the SAP and a key elemantview of future
accession).

- In June 2003, the Thessaloniki Agenda :

-- Confirmed the enlargement perspective

-- Enhanced political dialogue

-- « Enlargement method » : Annual reports, Acagsgartnerships, twinning,
Taiex, participation in community programmes, tesdesstablishment of a
school on public administration, etc.

-- Some additional funds

-- A word on the Annual Reports and European Peshigs. these documents
identify the challenges that need to be addresgeddocountries to achieve real

progress towards the EU. On the basis of the pyianeas identified, Western
Balkan countries need to prepare a National Pldnraplement it.



Requirements to accede the EU/Specific SAP_Condihality — Copenhaguen
Criteria/Specific SAP Conditionality.

- Acceding the EU is not an easy business: thezeaanumber of demanding
principles which need to be respected and impleetentThe current
enlargement has been a relatively long processtentendidate countries have
gone through difficult reforms.

- The WBs will also be subject to the same priresplOld and new MS are not
ready the lower the requirements. This means tHatwM need to respond to
the 1993 Copenhague Criteria. In addition, theydn&® take into account
additional conditionality which results from the rpeular situation of the

region.

- Which are the Copenhaguen Criteria ?

1. Stability of institutions
Democracy
Rule of law
Human rights
Minority rights

2. Existence of a functioning market economy
Able to cope with competitive pressures and maikees within the
Union

3. Obligations of membership, including adheremcté aims of political,
economic and monetary union.

Ability to apply the EC legislation in practicee¢al system + public
administration)

- An the specific SAP Conditionality ? (Conclusiafs29 April 1997)

-- Refugee return in appropriate conditions (XX)
-- Readmission of illegals (XX)

-- Dayton/ICTY (XX)

-- Human and minority rights

-- Democracy/elections

-- Freedom of media (XX)

-- Progressive economic reform

-- Regional co-operation (XX)

- Monitoring Instruments
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Stabilisation and Association Process

After a period of violent conflict in the regiongleU Regional Approach sought to underpin
the implementation of the Dayton/Paris and Erdutagpents and bring basic stability and
prosperity to the region. In May 1999 the Europ&ommission set out the rationale for
moving to a more ambitious vision for the regiodéselopment. This was based on:

a recognition that the main motivator for refornneluding the establishment of a
dependable rule of law, democratic and stabletutgins and a free economy - in
these countries is a relationship with the EU ibabased on a credible prospect of
membership once the relevant conditions have beemn hinis prospect was offered
explicitly at the Feira European Council in Jun&@0

the need for the countries to establish bilateeddtionships between themselves
which would allow greater economic and politicallslity in the region to develop

the need for a more flexible approach which, algioanchored to a common set of
political and economic conditions, allows each ¢outo move ahead at its own pace.
Assistance programmes and contractual relationg hlavbe flexible enough to

accommodate a range of situations from post-cdaniiconstruction and stabilisation
to technical help with matters such as the apprakion of legislation to the core

elements of the EU acquis.

At the Summit Zagreb(November 2000) of leaders from the EU and thentraas of the
Western Balkans, the region confirmed its full coinment to the Stabilisation and
Association process.

The Stabilisation and Association process is aeggaexplicitly linked to the prospect of EU
accession and is adjusted to the level of developrok each of the countries concerned,
allowing them to move at their own pace. In retimnthe offer of the prospect of accession —
and assistance to achieve it — the countries ofép@n have undertaken to meet the political
and economic requirements set for all aspirants.

The Stabilisation and Association Process has dyrgaoved a success in stabilising the
Western Balkans, laying the foundation for furtheform and faster transition. The
Stabilisation and Association Process is a progregsartnership, in which the EU offers a
mixture of trade concessions (Autonomous Trade Mea3, economic and financial
assistance (CARDS Programme) and contractual oakdtiips (Stabilisation and Association
Agreements).

Regional co-operation constitutes an essential ei¢rof the Stabilisation and Association
process: enhanced regional co-operation is recedras a qualifying indicator of the Western
Balkan countries’ readiness to integrate into theogean Union. The Annual Report on the
Stabilisation and Association process is a keyumsént which assesses the readiness of the
Western Balkan countries to move closer to the peso Union. It summarises progress
made during the reference period by the individz@intries, monitors the development of
regional co-operation and also assesses the ingjatte Stabilisation and Association
instruments.

At the Thessaloniki Summit (June 2003), the EUfnenéd its commitment to the integration

into the Union of the countries of the Western Bak The Stabilisation and Association
process was enriched by including salient aspdctseoenlargement strategy, so that it can
better meet the new challenges. The Thessalonilen8g introduced an array of new
instruments to support the reform process in thaté/e Balkan countries and to bring them
closer to the European Union. The most far-reaclohghese new instruments are the
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European Partnerships, inspired by the Accessiométahips for the candidate countries.
The first set of European Partnerships was appromed004: by identifying short and
medium-term priorities which the countries needatlalress, the European Partnerships will
help the Western Balkans countries with their nmef®rand preparations for future
membership.

Stabilisation and Association Agreement:

The Stabilisation and Association Agreements aotstwhich provide, much as the Europe
Agreements did for the candidate countries in GériEurope, the formal mechanisms and
agreed benchmarks which allow the EU to work wahrecountry to bring them closer to the
standards which apply in the EU.

The Stabilisation and Association Agreements famusespect for key democratic principles
and the core elements which are at the heart oEtheingle market. Through a free trade
area with the EU and the associated disciplinempetition and state aid rules, intellectual
property etc) and benefits (e.g. rights of estabhisnt), this process will allow the economies
of the region to begin to integrate with the EUPsr those areas where the agreements do not
impose specific obligations relating to the EU asgthere are provisions for detailed co-
operation and discussion with the EU which agawehtie purpose of helping each country
move closer to EU standards.

The Stabilisation and Association Agreements aferéa to the circumstances of each
country. However, each agreement is intended te lla common purpose of achieving the
sort of formal association with the EU describedwab The destination for all countries is
expected to be the same: the full realisation ebastion after a transitional period through
implementation of the same core obligations.

The Stabilisation and Association Agreements whb EU are the means necessary to
encourage these countries to adopt real reformartsvthe immediate objectives of the
agreements (full realisation of the associatiorg bayond (bearing in mind the reference in
the evolutionary clause to "status of potential didate”). The mechanisms of the
Stabilisation and Association Agreements themseliiesn specialist sub-committees to
political level meetings such as the Stabilisatmal Association Council) will allow the EU
to help prioritise reforms, shape them accordingttbmodels, solve problems, and monitor
their implementation. Effective implementation ofiet Stabilisation and Association
Agreements is a prerequisite for any further assess by the EU of the country’s prospects
of accession. Each will need time, help and engmmeent to implement such obligations

properly.

Assistance

The EU's CARDS Qommunity Assistance for Reconstruction, Developménand
Stabilisation) programme brings a more strategic approach to assistantteet&tabilisation
and Association process countries. It underpins dbgctives and mechanisms of the
Stabilisation and Association process, i.e. the &abilisation and Association Agreements
including the preparation for them. As each coumntigves deeper into the Stabilisation and
Association process, assistance will focus increggi on support for the reforms and
institution building necessary to implement the igdtions in the Stabilisation and
Association Agreements. Country strategies andiranhlual programmes are being drafted
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accordingly. But this is not to ignore the politicaquirement to help prevent or deal with
crisis as necessary and finish the massive recmtisin task the Community has been set.
Community policy sets itself the goal of respondeftectively to volatility while holding a
steady course towards the strategic goal of integranto the EU.

The regional dimension

The Stabilisation and Association process is nop8i a bilateral process with each country
The Zagreb Summit placed considerable emphasishencéntral need for regional co-
operation as part of the EU’s "contract” with th&alt#lisation and Association process
countries. Similarly the Stabilisation and AssdoiatAgreements include a clear commitment
to regional co-operation. CARDS will have an impoit regional component. The EU’s
policy objectives are principally:

to encourage the countries of the region to belawards each other and work with
each other in a manner comparable to the relatipepghat now exist between EU
Member States. An important means to this endbeilthe establishment of a network
of close contractual relationships (conventiongegional co-operation) between the
signatories of Stabilisation and Association Agreats, mirroring the bilateral
relationship with the EU as represented by the iabon and Association
Agreements.

the creation of a network of compatible bilateraleftrade agreements (as part of the
conventions mentioned above) which means that trer@o barriers to goods moving
between the countries of the regions themselveswithr the EU and, in effect,
neighbouring candidate countries;

the gradual re-integration of the Western Balkaegian into the infrastructure
networks (TENS) of wider Europe (transport, eneliprder management);

to persuade the authorities in the countries ofrélggon to work together to respond
effectively to the common threats to the regioms @¢he EU’s security which come
from organised crime, illegal immigration and otlerms of trafficking. In many
cases, e.g. on visa policy, a common approach llthealcountries will be needed to
deal with the threat effectively.

Each country’s contribution to achieving these otiyes will help to determine the EU’s
assessment of that country’s implementation of abi#¢ation and Association Agreement
and its readiness to contemplate the greater desyarfdll integration into the EU.

The Cards Programme

A key external relations' priority for the EU is popomote stability and peace in the Western
Balkans, not only on humanitarian grounds but akscause the region's conflicts are at odds
with the wider objective of security and prospedtross the continent of Europe.

Since 1991 the European Union has committed, threagious assistance programmes, € 6.8
billion to the Western Balkans. In 2000 aid to tiegion was streamlined through a new
programme called CARDS (Community Assistance focdRetruction, Development and
Stabilisation) adopted with the Council Regulat{&€) No 2666/2000 of 5 December 2000.

The programmes wider objective is to support thei@pation of the countries of the
Western Balkans (Albania, Bosnia and Herzegovinaatia, Serbia, Montenegro and the
former Yugoslav Republic of Macedonia) in the Sliahtion and Association Process (SAp)
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The Stabilisation and Association process is thraarstone of the European Union's policy
towards the region. It seeks to promote stabiliithiv the region whilst also facilitating
closer association with the European Union. A kement of the SAp, for countries that
have made sufficient progress in terms of politeatl economic reform and administrative
capacity, is a formal contractual relationship wiEk) in the form of a Stabilisation and
Association Agreement. The SAp is designed to kalgh country to progress at its own pace
towards greater European integration.

Through the programme € 4.6 billion will be prowid® this region in the period 2000 to
2006 for investment, institution-building, and atineeasures to achieve four main objectives:

1. reconstruction, democratic stabilisation, recoatitin and the return of refugees

2. institutional and legislative development, incluglimarmonisation with European
Union norms and approaches, to underpin democradytlae rule of law, human
rights, civil society and the media, and the operadf a free market economy
sustainable economic and social development, ingdustructural reform

promotion of closer relations and regional coopenamong countries and between
them, the EU and the candidate countries of ceRuadpe.

B w

Since early 2005 the Directorate-General Enlargerhas been responsible for managing all
relations with the countries of the Western Balkaltss includes political relations and the
development and management of the CARDS programme.

European Union assistance in Albania, Bosnia anddd@vina and Croatia managed by the
European Union's Delegations in those countrieg Elropean Agency for Reconstruction
(Council regulation No 2667/2000-05/12/2000) ispaessible for assistance in Serbia and
Montenegro, and the former Yugoslav Republic of &thania. The EuropeAid Co-operation
Office manages all regional programmes.

Albania

After the Second World War Albania remained undeisalationist communist regime until
the country’s transition to democracy in 1990. Th@92 elections ended 47 years of
communist rule, but transition has proved difficak successive governments faced high
unemployment, corruption, dilapidated infrastruefwrganized crime and a difficult political
environment. However, important reforms have takéace, and Albania currently has a
relatively high private sector share in the econ@mg a high level of GDP growth.

Current contractual relations between the EU anbail are based on the 1992 Trade,
Commercial and Economic Co-operation Agreementclwviaims to develop trade between
Albania and the EU and foster commercial and ecanoproperation.

Since 1999, the stabilisation and association E®¢BAP) has been the EU’s policy for the
Western Balkan countries, including Albania. Itesff the countries the prospect of future EU
membership. It includes a number of instrumentsh &s trade measures, financial assistance,
contractual relations and priority setting, whiale designed to help the countries reform on
their way towards the EU. In particular, the egsdtshent of contractual relations with the EU
through comprehensive association agreements, kremvfiStabilization and Association
Agreements” (SAAs) plays a pivotal role. Since 200@ EU has unilaterally granted trade
concessions for Albania’s products.

Negotiations for an SAA were opened in early 2008e conclusion of these negotiations
depends on the Albanian authorities’ progress imuanber of areas essential for the
implementation of an SAA. Specifically, these aeund parliamentary elections and
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progress in fighting organised crime, traffickingdacorruption, improving the judicial
system, implementing the land restitution law, ioyang conditions for detainees, reinforcing
the freedom of the media and enhancing the perfocsaf the customs administration.

As regards political developments the summer 2005 parliamentary elections were
fundamentally sound and led to a smooth transfepavfer. Parliamentary procedure was
improved, the government developed new strategilevant to Albania’s progress towards
the EU and strengthened its Ministry of Europeatedration. Albania has improved the
oversight, recruitment and training of its publidnanistration and the training of its
judiciary, and worked towards better judicial tnpasency and co-ordination. A new conflict
of interest law, participation in internationallgd anti-corruption work and strengthened
measures against corruption among civil servante welcome, as were efforts to improve
conditions for detainees. A new property resttotiaw was a positive step. Albania has
continued to provide an example of religious tateey and contribute to political stability
and commercial development in the region, maintgna constructive policy towards
Kosovo.

Albania should now make full use of its parliaméatfoster constructive consensus on
reform, and its government should implement exisstrategies and laws with more vigour.
Electoral shortcomings should be addressed. Theergowent should ensure adequate
resources for the Ministry of European Integratiariearly divide the political and
administrative levels of the public administrati@nd improve employment conditions for
civil servants. Judicial independence, transparemclyco-ordination should be improved, and
more judgements executed. Albania’s anti-corruptation plan and related international
recommendations should be implemented. Physicadittons for prisoners should be
improved and knowledge and enforcement of laws regaill-treatment strengthened.
Development of new laws to protect media freedord amplementation of the property
restitution law should be accelerated. More efisrheeded to implement minority rights
commitments.

As regardseconomic developmentsgrowth remained strong while inflationary pressur
remained subdued. The current account deficit laawed. Fiscal consolidation continued
and the budget deficit declined. Public adminigtratreform has continued and tax
administration has been improved. Some progresbéas made on public financial control
and internal audit. Privatisation of small- and medsized enterprises has been completed.
The privatisation of the Savings Bank was complete@004. Prudential supervision has
been strengthened. The labour market is relatifiekyble.

However, public sector governance should be sthemgtd and the privatisation of large
enterprises has been delayed. The performancesdfriéincial sector in channelling savings
towards productive investment has improved, butaiasm weak. The establishment and
enforcement of property rights remain difficult,ngaging the potential for investment and
economic activity. Weak infrastructure, poor legigin and weak implementation of tax
legislation continued to hinder enterprise creatldnfair competition from the grey economy
remains a problem. Educational attainment remastetively low and the supply of skilled

labour is limited.

As regards£U standards Albania made progress in areas related to thernat market by
strengthening standardisation and certificationprimed customs rules, customs revenue
collection and taxation legislation were welcomkeEstablishment of a state aid department,
measures to improve statistics and new intellegwaperty rights legislation were positive
steps. Albania should now improve its laws and enpntation capacity for market
surveillance and consumer protection. More workeguired to address corruption in the
customs service and to implement tax legislatioryfand effectively. Better understanding
of competition principles among market actors iedeal, and a state aid office should be
established. Public procurement legislation shdméldmproved, and current rules respected,



- - 12

particularly in the transport sector. Enforcemehtirgellectual property rights should be
enhanced. Macroeconomic statistics should be ingatov

Albania has made good progress in the energy seaad has liberalised the

telecommunications sector. Albania should nowyfuthplement its action plan to reduce
administrative barriers to business and addressnfbemal economy, and agricultural and
fisheries product quality should be improved. C#yado implement environmental

legislation should be strengthened, and transpodt energy master plans implemented.
Information and communications technology legiskatishould be brought up to EU
standards.

As regards justice, freedom and security, Albamia imade its travel documents more secure,
improved management and IT for border control, éetbpational strategies on migration and
asylum, and signed a readmission agreement withEthhe Further steps to fight money
laundering, the adoption of a National Anti-Drugratgy, the introduction of special
investigative means and new asset seizure legislatere positive steps. Police departments
fighting organised crime, corruption and terrorisvere strengthened and more measures
taken to fight internal corruption. Albania adoptadtargeted package of laws against
organized crime and terrorism and has supporteernational anti-terrorism initiatives.
Nevertheless, much effort is still required. Alarshould develop an integrated border
management strategy, implement its migration aythasstrategies and the EU readmission
agreement, and improve its visa system. Law enfioece bodies fighting money laundering
should be given appropriate resources. Albanialdhgiwe higher priority to implementing
its anti-drugs strategy, further strengthen enforest and prevent the internal obstruction of
investigations. It should further improve police magement, training and equipment, and
conclude a co-operation agreement with EuropolbaAia’s new laws should be used to
improve results in fighting organised crime andrdesm, implementation of the action-
oriented measures against organized crime shouldcbelerated and witness protection
improved. Albania should improve internal co-ordioa and make better use of international
co-operation in fighting organised crime. Implenainin of international conventions on
terrorism should be accelerated and airport sgcfunther improved.

The Commission will continue to support Albaniaiis efforts to make further progress.
Regular political, economic and technical contagil$ continue. Significant pre-accession
assistance continues to be provided. For 2005,ndrdtdUR 44 million is available for
Albania.

In conclusion, Albania has made further progressthe SAP. The summer 2005
parliamentary elections were conducted in a fundaatly sound manner and progress in the
development of the legislative and institutionainfiework and of the administrative capacity
required for the proper implementation of the fatuUBAA is sufficient to allow the
Commission to recommend to the Council the conatusif SAA negotiations with Albania.
Nonetheless, Albania will need to remedy the remgishortcomings in its electoral system
and make further substantial reform progress, miqudar in the areas of fighting organised
crime, trafficking and corruption, implementing thi@w on land restitution, improving
conditions for detainees and reinforcing mediadose to allow Albania to benefit fully from

a future SAA.

Bosnia and Herzegovina

Following its declaration of independence in Apti®92 Bosnia and Herzegovina was
plunged into a three-year long war. This led toondjsplacements of the population and to
extensive physical and economic destruction. OrNa¥ember 1995, in Dayton (USA), a
peace agreement that put an end to the war waalgdt This agreement was formally signed
in Paris on 14 December 1995. The Dayton/Paris édapeement retained Bosnia and
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Herzegovina’'s international boundaries and credted Entities within the Bosnia and
Herzegovina State: the Bosniak/Croat FederatioBasihia and Herzegovina (the Federation
of Bosnia and Herzegovina) and the Bosnian SerbRegublika Srpska (the Republika
Srpska). The Peace Agreement grants a significdatto the international community in the
overall administration of the country and provid&ssnia and Herzegovina’'s constitutional
framework.

Since 1999, the Stabilisation and Association lR®¢8AP) has been the EU’s policy for the
Western Balkan countries, including Bosnia and Egoxina. It offers these countries the

prospect of future EU membership. It includes a bemof instruments, such as trade

measures, financial assistance, contractual reaod priority setting, which are designed to
help the countries reform in their way towards Elg. In particular, the establishment of

contractual relations with the EU through compreinn association agreements, known as
"Stabilization and Association Agreements” (SAA&ys a pivotal role. Since 2000, the EU

has unilaterally granted trade concessions for Bomnd Herzegovina’s products.

In November 2003, the European Commission publighBdasibility Study on the country’s
preparedness to negotiate and implement a SAA. Héasibility Study listed sixteen
priorities to be addressed before SAA negotiatimmdd be opened. Bosnhia and Herzegovina
has made significant progress in addressing theseties and the Commission has therefore
recommended the opening of these negotiations.

As regardspolitical developments Bosnia and Herzegovina has overall made progress
further consolidating the stability of its instins guaranteeing democracy, the rule of law,
human rights and minority rights. In particular;a@geration with UN International Tribunal
for the former Yugoslavia (ICTY) has seen improveisethe 2004 municipal elections were
properly organised and progress has been madedswaproving public administration and
the judicial system. The return of refugees angldced persons to their pre-war areas has
been a major success. Progress in the areas afcgedand, recently, on police reform have
also been positive developments. Constructive rejico-operation has continued.

Bosnia and Herzegovina'’s efforts should now conmegatin achieving full co-operation with
ICTY, ensuring that State-level ministries and itnsibns are fully operational and in
adopting and implementing a sound and comprehergitien plan for public administration
reform. It is important to further increase thesetiveness of executive and legislative bodies.
Co-ordination between the State and the Entitiesulshbe strengthenedlhe issue of
corruption deserves further attention. Continueagpess is also necessary in order to meet
international standards in the area of human andomty rights, as well as to fulfil
outstanding Council of Europe post-accession requénts, notably in the areas of elections
and education. In this respect, due attention shbal paid to avoid the division of schools
along ethnic lines. The proper and timely implemagoh of the police restructuring in
accordance with EU requirements is crucial.

As regardsconomic developmentssome positive developments can be recorded. Ecanomi
growth rebounded in 2004 and industrial productiicked up. Inflation has remained low
while inflows of foreign direct investments haveehesignificant. Further harmonisation
between the Entities has taken place, in partidaldhe area of indirect taxation. Efforts to
increase fiscal and economic policy coordinatiomenbeen made, for example through the
establishment of a National Fiscal Council. Sonepstto improve the business climate have
been taken.

However, unemployment and external imbalances haweained very large and fiscal
challenges have risen. A prudent macroeconomicyatix will be imperative to maintain
macroeconomic stability. Restructuring and pri\atten of state-owned companies has not
seen much progress. Further efforts to limit publierference in the economy, to improve
the business climate and to increase the flexbdit the labour market are essential. The
judicial system should be strengthened, in pamicak regards the handling of bankruptcies
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and property rights. To successfully manage theafishallenges, coordination and analytical
capabilities need to be improved and the size diipiexpenditures to be reduced in real
terms.

As regard€U standards the adoption of improved legislation in key imak market-related
areas as well as the establishment of institutsuth as the Indirect Taxation Authority and
the Competition Council have been positive develepist Bosnia and Herzegovina needs to
ensure the proper implementation and enforcemenh@efadopted legislation. The newly
established institutions should become fully operatl and able to fulfil its tasks. There have
been improvements in the sectoral policies suchagrsculture and energy sectors. The
adoption of the public broadcasting system law @nedprogress made towards the adoption
of the public broadcasting service law is alsogon®lcome. Sound strategies should now be
adopted in key sectorsuch as energy, industry, small and medium ensapriand
agriculture. Implementation capacity in the fiell environment should be substantially
strengthened, in particular at State-levighe implementation of the various energy-related
action-plans should be ensured, as well as thetadopf all necessary public broadcasting
legislation, including at Entity level.

In the area of justice, freedom and security, dagrated Border Management strategy and a
strategy against the trafficking in human beingsehbeen adopted. Progress has also been
made in relation to visa requirements, asylum, atign and money laundering. However,
sufficient resources have to be provided to Seaellinstitutions. Proper implementation and
enforcement of money laundering legislation needset ensured. Concrete measures should
be taken regarding the fight against drugs traiffigk Determined efforts are necessary
regarding the fight against organised crime as ithis major threat for stability and overall
socio-economic development. In this respect prappiementation of laws and prosecution
of criminals is paramount.

The Commission will continue to support Bosnia aterzegovina in its efforts to make
further progress. Regular political, economic agchhical contacts will continue. Significant
pre-accession assistance continues to be proviae®005, EUR 49.4 million is available for
Bosnia and Herzegovina

In conclusion, Bosnia and Herzegovina has madédurprogress in tackling the main

priorities identified within the SAP. Progress slibnow be accelerated. In this respect, it is
essential that all the necessary public broadaaséigislation, including at Entity level, be

adopted and applied, that the agreement on theegomstructuring be properly implemented
and that full co-operation with ICTY be rapidly @&bed. Addressing the shortcomings
identified in the Progress Report is crucial inerdor Bosnia and Herzegovina to make
continuous progress towards the EU.



