EN

EN

EN



A% % COMMISSION OF THE EUROPEAN COMMUNITIES

% %5
% X

W W

Brussels, 8.11.2006
COM (2006) 649

COMMUNICATION FROM THE COMMISSION
TO THE EUROPEAN PARLIAMENT AND THE COUNCIL

Enlargement Strategy and Main Challenges 2006 — 2007
Including annexed special report on the EU's capacity to integrate new members

{ SEC(2006) 1383}
{ SEC(2006) 1384}
{ SEC(2006) 1385}
{ SEC(2006) 1386}
{ SEC(2006) 1387}
{ SEC(2006) 1388}
{ SEC(2006) 1389}
{ SEC(2006) 1390}



EN

COMMUNICATION FROM THE COMMI|SSION
TO THE EUROPEAN PARLIAMENT AND THE COUNCIL

Enlargement Strategy and Main Challenges 2006 - 2007
Including annexed special report on the EU's capacity to integrate new members

1. INTRODUCTION

Enlargement has been at the heart of the EU's development over several decades. The very
essence of European integration is to overcome the division of Europe and to contribute to the
peaceful unification of the continent. Politically, EU enlargement has hel ped respond to major
changes such as the fall of dictatorships and the collapse of communism. It has consolidated
democracy, human rights and stability across the continent. Enlargement reflects the EU's
essence as a soft power, which has achieved more through its gravitational pull than it could
have achieved by other means.

Economically, enlargement has helped to increase prosperity and competitiveness, enabling
the enlarged Union to respond better to the challenges of globalisation. This has brought
direct benefits for Europe as a whole. Enlargement has increased the EU's weight in the world
and made it a stronger international player.

The accession of Bulgaria and Romania on 1 January 2007 will complete the fifth
enlargement, following the accession of ten Member States in May 2004. Rigorous
preparations have paved the way for their smooth integration into EU institutions and policies.
The ten new Member States have reached an excellent level of compliance with EU law and
have made a significant contribution to the work of the EU institutions. They have generated
increased levels of economic activity, trade and investment, and have produced high rates of
economic growth.

The present enlargement agenda covers the countries of the Western Balkans and Turkey.
These countries have been given the perspective of becoming EU members once they fulfil
the necessary conditions. The countries are at various stages on their road towards the EU.
Croatia and Turkey are negotiating their accession. The former Yugoslav Republic of
Macedonia became a candidate country in December 2005. The other Western Balkan
countries are making progress towards fulfilling their European perspective.

The EU enlargement agenda faces a number of mgor chalenges in 2006-2007. These
challenges relate in particular to the accession negotiations with Turkey, the question of
Kosovo's future status, relations with Serbia, and Bosnia and Herzegovina s assumption of
greater ownership of its governance. These issues are important in their own right and touch
on geo-political questions affecting the security and stability of Europe as a whole. The
journey towards membership has valuein itself, even if accession is many years away. As this
journey involves many challenges, the EU needs to remain engaged throughout the process.

The pre-accession strategy and negotiations with candidates and potential candidates should
be pursued in a rigorous manner, fully respecting the agreed conditions. The EU will provide
financial support through the newly-established Instrument for Pre-Accession Assistance from
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January 2007. This financial support will focus on priorities identified in the Accession
Partnerships and European Partnerships.

EU enlargement is an historical project based on a vision of a united Europe and its global
role. This project needs to be broadly shared and supported by the peoples of Europe to ensure
full democratic legitimacy. The key decisions leading to a country’s accession are taken by
democratically elected bodies in each Member State and in the Union.

Member States need to take the lead in explaining why enlargement is in the EU's interest.
The Commission is ready to improve the flow of objective information in user-friendly form,
and to work together with Member States and the European Parliament to communicate more
effectively with the public on the enlargement process.

The European Council will hold a debate on enlargement at its meeting in December 2006.
The Council stated, in its conclusions of December 2005, that the strategy tabled by the
Commission last year was a good basis for the 2006 enlargement debate. This strategy
underlines that a carefully managed enlargement can extend and deepen European integration.
It is based on three basic principles: consolidating existing commitments towards countries
engaged in the process, applying fair and rigorous conditionality, and intensifying
communication with the public on enlargement.

The EU has taken the concerns on the pace of enlargement seriously. To avoid an overstretch
of commitments, the EU honours existing commitments towards countries aready in the
process, but is cautious about assuming any new commitments.

Rigorous conditionality is applied to all candidate and potential candidate countries. Any new
steps in the accession process depend on each country’s progress in making political and
economic reforms. As the accession process is a long term effort, it is necessary to keep the
countries motivated to continue reforms. The EU also needs to increase transparency in the
process.

The EU's own institutions need to be reformed, in line with the European Council conclusions
of June 2006. A new institutional settlement should have been reached by the time the next
new member is likely to be ready to join the Union. The EU's financing is another important
issue for the future. The EU's ability to take in new members while maintaining the
momentum of integration will be even more important in the future. The Commission’s
specia report, annexed to this paper, sets out an approach designed to ensure that the EU
retains its capacity to function effectively while pursuing an enlargement agenda which is
designed to meet the challenges of the years ahead.

Not all European countries are involved in the enlargement process. The EU has established a
variety of relations with other countries, including through the European Economic Area,
bilateral ties with Switzerland, the European Neighbourhood Policy, and a strategic
partnership with Russia. The European Neighbourhood Policy aims to enhance prosperity,
stability and good governance in the countries neighbouring the EU though a deeper political
relationship and economic integration, The Commission will shortly put forward proposals for
reinforcing the European Neighbourhood Policy.

Building on the EU's existing strategy, the present paper outlines an approach to draw lessons
from the fifth enlargement, to support countries on their way to membership, to foster public
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support for further enlargement, to address the enlargement challenges, and to ensure the EU'’s
integration capacity. Thisis the basis for building a renewed consensus on enlargement.

2. THE FIFTH ENLARGEMENT

Enlargement has shown its enduring value as one of the EU’'s most effective policies,
successfully contributing to peace, stability and democratic development throughout the
continent. The ten Member States which joined in 2004 have continued their smooth
integration into EU ingtitutions and policies. The new Member States democratic political
systems have, on the whole, continued to function well. They have an excellent level of
compliance with EU law and have made a significant contribution to the work of the EU’s
institutions. The EU's ingtitutions have continued to function effectively. Enlargement has
increased the EU’s weight in international political and economic life and added to the EU’s
negotiating strength in different fora. It has aso enriched the Union's cultural heritage.

As well as having increased security and stability in Europe, enlargement has also brought
economic benefits. The new Member States are rapidly catching up with the old Member
States. The old Member States have benefited from new trade and investment opportunities
Enlargement has been beneficial overall for the EU economy and helped it face better the
challenges of globalisation®. The progressive adoption of the euro by the new Member States,
starting with Slovenia on 1 January 2007, will further contribute to this positive trend.

The enlarged Union has meant a more efficient division of labour and made the EU better
equipped to compete globally. Overall, the latest enlargement has acted as a catalyst for
economic growth and modernisation in the EU. A number of magjor studies have made this
clear recently. For example, concrete benefits are seen in the three Member States which
introduced the free movement of labour, upon the accession of the ten new Member States.
They have seen benefitsin terms of increased national income and tax revenues and shrinkage
of the grey economy. Workers from new Member States have helped to overcome skills
shortages in the labour market and have adapted well to their new cultural environment?. In
the light of these experiences, a further five Member States have opened their labour markets
and another two have partially opened them?®.

The preparation of Bulgaria and Romania for EU membership has proceeded in accordance
with rigorous conditionality, with full EU support. Both countries introduced far-reaching
reforms in the course of the accession negotiations. Nonetheless, the Commission’s
monitoring reports of October 2005, May 2006 and September 2006 highlighted areas of
particular concern where further efforts were needed. As a result of the progress made,
Bulgaria and Romania will be in a position to take on the rights and obligations of
membership on 1 January 2007. The September report set out strict conditions to ensure
continued progress in the reform process in these countries before and after accession. It also
drew attention to the provisions in the acquis and in the Accession Treaty to ensure that EU

Commission Communication — Enlargement, Two Y ears After — An Economic Success — COM (2006)
200, 3.5.20086.

Commission Communication - Report on the Functioning of Transitional Arrangements set out in the
2003 Accession Treaty (period 1 May 2004 — 30 April 2006) — COM (2006) 48, 8.2.2006.

3 Full opening: May 2004: Ireland, United Kingdom, Sweden - May 2006: Spain, Greece, Finland,
Portugal - July 2006: Italy. Partial opening: Belgium, France.
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policies and institutions will continue to function effectively. The Commission will not
hesitate to use these mechanisms at any time, if the need arises.

The accession of Bulgaria and Romania demonstrates to countries at an earlier stage in their
preparations for membership that their ultimate goal is achievable. It aso provides a number
of lessons which are now being incorporated into the pre-accession strategy. Thus it is clear
that issues such as judicia reform and the fight against corruption and organised crime need
to be tackled at an early stage. The Commission, for example, is promoting greater awareness
of how best to ensure the independence, impartiality and effectiveness of the judiciary and to
prevent corruption. In addition, the Commission underlines the need for sustained reformsin
the public administration. An accountable and efficient civil service, based on professional
career development criteria, enables a country to prepare efficiently for accession and
subsequently operate as a Member State. Thisisto the benefit of the country as awhole.

Overall, the fifth enlargement has been a considerable success. The benefits will continue to
be felt many years ahead. Over 100 million new EU citizens, with rising incomes, will help to
drive the European economy forward. Enlargement has brought higher standards of
democracy and the rule of law in Europe. It strengthened the security of all EU citizens and
increased prosperity in the Union.

3. THE ENLARGEMENT PROCESS

EU enlargement policy is today based on three basic principles: consolidation of
commitments, conditionality and communication.

Consolidation of the EU enlargement agenda means that the Union is cautious about assuming
any new commitments, but honours its existing commitments towards countries aready in the
enlargement process. The EU has started accession negotiations with Turkey and Croatia and
offered a European perspective to the other countries of the Western Bakans. This
commitment is a strong incentive for the countries to continue their reforms.

Rigorous but fair conditionality is applied to all candidate and potential candidate countries.
Every step forward depends on each country’s own progress in meeting the necessary
conditions at each stage of the accession process. This approach helps to consolidate reforms
and to prepare new Member Statesto fulfil their obligations upon accession.

For enlargement to be a success, the EU must ensure the support of its citizens. Member
States need to take the lead in communicating effectively the enlargement process and in
particular the benefits that it offers for EU citizens. Democratic legitimacy remains essential
for the EU accession process.

3.1. Accession negotiations

Accession negotiations with Croatia and Turkey opened in October 2005 as was unanimously
agreed by the Member States, providing further encouragement for political and economic
reform in these countries and for good relations with their neighbours. They are conducted on
the basis of clear and rigorous negotiating frameworks agreed unanimously by the Council.
The pace of negotiations depends on the pace of reforms on the ground.

During the accession negotiations arrangements are established under which the candidate
countries commit themselves to applying the whole body of EU legislation and policies,
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known as the acquis. Countries need to accept and implement the acquis, and to adhere to the
political objectives of the Treaties. The negotiations allow the candidate countries and the EU
to agree on measures that may be necessary to facilitate integration. Each country isjudged on
its own merits. the negotiations offer countries the opportunity to demonstrate their ability to
complete the necessary reforms and meet all membership requirements.

The negotiations proceed in a structured manner. Since October 2005, the “ screening” process
has brought together hundreds of experts from Turkey, Croatia and the Commission to
explain the acquis, assess the countries’ level of alignment, and examine their plans for
implementation. The screening process has just been completed for all the acquis chapters.

After a chapter has been screened, the Member States decide, upon a Commission
recommendation, on whether the chapter can be opened for negotiations, or on the
benchmarks to be met by the candidate country before negotiations can be opened. When
opening negotiations, the Union tables its common position, including benchmarks that have
to be met to provisionally close the chapter.

Benchmarks are a new tool introduced as a result of lessons learnt from the fifth enlargement.
Their purpose is to improve the quality of the negotiations, by providing incentives for the
candidate countries to undertake necessary reforms at an early stage. Benchmarks are
measurable and linked to key elements of the acquis chapter. In general, opening benchmarks
concern key preparatory steps for future alignment (such as strategies or action plans), and the
fulfilment of contractual obligations that mirror acquis requirements. Closing benchmarks
primarily concern legislative measures, administrative or judicial bodies, and atrack record of
implementation of the acquis. For chapters in the economic field, they also include the
criterion of being afunctioning market economy.

If a candidate country no longer fulfils the opening benchmarks in a chapter that is under
negotiation, the Commission may propose that negotiations be suspended on that chapter. If a
candidate country no longer fulfils the closing benchmarks in a chapter that has been
provisionally closed, the Commission may propose to the Member States that accession
negotiations on that chapter be re-opened.

The Union expects negotiating countries to comply with the political criteria and to work
towards higher standards throughout the negotiations. The results of dialogue with the
countries on their success in addressing issues under the political criteria will be fed into the
negotiation process. The Commission will prepare the dialogue with Member States and
report back to them in the relevant Council bodies. In addition, the current negotiating
framework provides for a chapter on Judiciary and Fundamental Rights, under which the
political issues are to be addressed. This permits progress in crucial areas to be kept under
close scrutiny.

Current negotiating frameworks provide for accession negotiations to be suspended in case of
serious and persistent breach of the principles of liberty, democracy, respect for human rights
and fundamental freedoms and the rule of law. Increased attention to political reforms will
improve the quality of the accession negotiations and stimulate the necessary reforms in the
candidate countries.

Henceforth, the results of dialogue with the countries on their economic reform will also be
fed into the negotiation process. The Commission will prepare the dialogue with Member
States and report back to them in the relevant Council bodies. This dialogue focuses on the
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fulfilment of economic criteria and on convergence with the EU economies. It is essentia
that, before accession, acceding countries are functioning market economies able to compete
on the internal market. Pre-accession assistance will be focused more precisely to help
meeting this objective.

3.2. Pre-accession strategy

The Accession Partnerships and European Partnerships are the central element of the pre-
accession strategy. Based on the findings of the Commission’s progress reports on each
country, the Partnerships set out the priorities for these countries to make progress towards the
objective of EU membership. They also provide a framework for EU assistance towards
achieving this objective. The current partnerships were decided by the Council earlier this
year. The Commission intends to review them at the end of 2007. The Commission is now
proposing a European Partnership for Montenegro, following independence.

Instrument for Pre-accession Assistance

From 1 January 2007, the Commission will use a new financia tool for promoting
modernisation, reform and alignment with the acquis, the Instrument of Pre-Accession (1PA).
This will entirely replace previous assistance instruments such as Phare, Cards, Ispa and
Sapard. Candidate countries and potential candidate countries are eligible for funding under
the new instrument. A single set of rules and procedures and more flexibility will provide
greater impact and value for money in the alocation of EU funds. The Western Balkan
countries and Turkey will benefit from almost € 11.5 billion over the next seven years. The
Commission is presenting a multi-annual financial framework, which sets out indicative
amounts for allocation of 1PA funds for each country and for each major component.

Asthe essential tasks of post-conflict reconstruction have been attained in Serbia, Montenegro
and the former Yugoslav Republic of Macedonia, the European Agency for Reconstruction
will phase out its activities by the end of 2008. Aid implementation, with priorities adjusted to
the new redlities, will be taken over by the Commission’s delegations and, when they are
ready, by the countries’ own authorities. The introduction of IPA also provides the occasion
for closer coordination with the European Investment Bank, the European Bank for
Reconstruction and Development, the World Bank and other international financial
ingtitutions. The Commission will build on existing co-operation, to ensure, with its partners,
that the most cost-effective mix of grants and loans is mobilised to support modernisation and
development throughout the region.

I mplementing the road-map for the Western Balkans

All the Western Balkan countries have made progress towards realising their European
perspective, on the road-map put forward by the Commission last year in its enlargement
strategy paper. Each country advances on its own merits, depending on its success in meeting
the requirements. In particular, a country’s satisfactory track-record in implementing its
obligations under the Stabilisation and Association Agreements (including trade-related
provisions) is an essential element for the EU to consider any membership application.

At Salzburg in March 2006, building on the Thessaloniki agenda, the EU reiterated its
commitment that the future of the countries of the Western Balkans lies within the European
Union and called on the countries to take stronger ownership of the process of regional co-
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operation. Regional co-operation remains essential to long-term stability, economic
development and reconciliation in the Western Balkans.

The countries of South-East Europe this year agreed to establish a new framework, with
greater ownership, based around the South East Europe Co-operation Process. A Regional
Co-operation Council will be established, bringing together representatives of South East
Europe with those of the international community. The Commission strongly supports this
process. The Commission aso welcomes the entry into force in 2006 of the Energy
Community Treaty and the Agreement on a European Common Aviation Area.

The EU will promote people-to-people contacts, both by making available more scholarships
to students and researchers and by simplifying visa procedures. Croatian citizens are exempt
from short-term visa requirements. The Commission has proposed that the Council authorises
the Commission to negotiate visa facilitation agreements with the other countries of the
region, with a view to concluding these agreements in 2007. The proposal covers also
readmission, except for Albania with which the EU already signed a readmission agreement.
Furthermore, the EU will continue to provide assistance in key areas such as energy,
transport, and economic co-operation.

The countries of South-East Europe launched in April 2006 negotiations for a regional free
trade agreement and have set themselves the objective of concluding the agreement by the end
of 2006. The Commission and the Stability Pact fully support this process’. The EU will soon
introduce diagonal cumulation of rules of origin in its agreements with Croatia and the former
Yugoslav Republic of Macedonia, and later to further countries. This will stimulate regional
trade and investment. Albania, Croatia and the former Y ugoslav Republic of Macedonia are
aready members of the WTO. The efforts that Bosnia and Herzegovina, Montenegro and
Serbia will have to make in the near future to join the WTO will aso help them in deepening
their regional trade ties, achieving economic reforms, and implementing future Stabilisation
and Association Agreements.

4, ENSURING PUBLIC SUPPORT FOR ENLARGEMENT

The enlargement agenda provides the Union with the ways and means to address many of the
challenges outlined above. The prospect of EU accession offered to the countries of the
Western Balkans and to Turkey is an important catalyst for reform in these countries. There
are clear benefits on the whole for the EU in terms of growth, stability and security. However,
these need to be better communicated to the public. It is essential to listen to citizens, address
their concerns, and provide factual information. The Member States must take the lead, with
the support of the European Parliament and the Commission. The Member States, with the
support of regiona and local authorities and civil society bodies who are closest to the public,
need to communi cate the benefits that this policy of enlargement has brought to citizens of the
enlarged EU.

In ensuring public support for enlargement, it is necessary to increase mutual understanding.
To this end, the Commission launched in 2005 a civil society dialogue between the EU and

The Stability Pact for South-Eastern Europe is a regional policy framework set up by the international
community in June 1999, in order to support the countries efforts to foster peace, democracy, respect
for human rights and economic prosperity, and to achieve stability in the region as a a whole. It is
currently being transformed into a more regionally owned co-operation process.
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the candidate and potential candidate countries. This programme aims at promoting
interaction between non-governmental organisations, e.g. student exchange, study visits of
journalists, as well as exchange between women’s organisation, trade unions and business
communities.
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The Commission will take the following measures:

— The Commission supports increased transparency. It recommends that screening reports,
benchmarks for opening negotiation chapters as well as the final EU common positions be
made public.

— The Commission will expand its support for civil society dialogue, building on the
measures taken to date for Turkey and the Western Balkan countries.

— The Commission will promote more “people to people” contacts in areas such as
education, research and culture.

— The Commission will continue to monitor public opinion on enlargement and to listen to
concerns of the public. It will work through its Representations in the Member States and
Delegations in the candidate and potential candidate countries to communicate more
effectively on enlargement policy.

— The Commission will develop user-friendly information in everyday language for the
general public and for specialised users on enlargement policy issues, notably through
targeted web-sites. It will also explain practicalities, in particular how conditionality and
Impact assessments are used.

5. MAIN CHALLENGESIN 2007
5.1. Remaining challenges from the fifth enlar gement

Achieving a comprehensive settlement of the Cyprus issue and the unification of the island
remains an important challenge. The Commission welcomes the steps taken in 2006 by the
leaders of the Greek Cypriot and Turkish Cypriot communities towards re-launching a
process leading to a comprehensive settlement under UN auspices. These efforts need to be
substantially stepped up in 2007.

The Commission stands ready to support such efforts as it has in the past. The Council has
adopted two of the three measures proposed by the Commission to end the isolation of the
Turkish Cypriot community. Free movement of Greek and Turkish Cypriots as well as other
EU citizens throughout the island has been ensured through the Green Line Regulation. The
aid programme for the Turkish Cypriot community was adopted and is being implemented.
The regulation on direct trade with the northern part of Cyprus proposed by the Commission
remains to be adopted. Enhanced efforts and a spirit of compromise are needed to enable its
speedy adoption.

5.2. Candidate Countries
Croatia

In 2006, Croatia has continued to make progress in terms of the political, economic and
acquis criteria and implementation of its Stabilisation and Association Agreement. The main
challenge in 2007 will be to build on the progress made, and to accelerate the pace of reforms,
notably in the key areas of judicial and public administration reform, the fight against
corruption and economic reform. Croatia needs to maintain the momentum towards EU
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integration through rigorous implementation of its obligations, for example in the areas of
state aid and real estate. Croatia should continue its programme of legislative aignment and
further enhance its administrative capacity.

Good neighbourly relations and regional cooperation remain key and priority should be given
to finding solutions to outstanding bilateral issues, especially on border demarcation. Minority
rights and refugee return will need continued close attention.

Accession negotiations with Croatia have started well. Croatia has taken important steps
following the screening exercise in many fields to adapt its legislation. It is in the process of
developing the necessary administrative capacity. Building on this progress, and provided that
Croatia addresses the challenges discussed above, negotiations can be expected to continue at
agood pace.

Turkey

In 2006, Turkey has continued to make progress in reforms, notably with the recent adoption
of some elements of the 9th reform package. Moreover, the number of reported cases of
torture and ill-treatment is declining on the whole, in line with the zero-tolerance policy, even
though the situation in the South-East gives rise to concerns in this respect. However, the pace
of reforms has slowed down. In 2007, it will be important to undertake determined efforts to
broaden the reform momentum throughout Turkey. It is necessary to ensure freedom of
expression without delay by repealing or amending Article 301 of the Penal Code and by
overall bringing the legislation into line with European standards. Apart from the freedom of
expression, further efforts are needed to strengthen freedom of religion, women's rights,
minority rights and trade union rights. Civilian democratic control over the military needs to
be asserted, and law enforcement and judicial practice further aligned with the spirit of the
reforms. At the same time, there is a need for Turkey to address the serious economic and
socia problems in the South-East and to ensure full enjoyment of rights and freedoms by the
Kurdish population. The Accession Partnership, adopted in January 2006, provides the
yardstick to measure progress in the reforms. Good neighbourly relations remain key. The
Commission will intensify its monitoring of the political criteria.

As stated in the declaration by the European Community and its Member States of 21
September 2005, the EU expects Turkey to ensure full, non-discriminatory implementation of
the Additional Protocol to the Ankara Agreement and the removal of all obstacles to the free
movement of goods, including restrictions on means of transport. Failure to implement its
obligations in full will affect the overall progress in the negotiations. The Commission will
make relevant recommendations ahead of the December European Council, if Turkey has not
fulfilled its obligations. It is also essential that, as stated in the Accession Partnership, Turkey
takes concrete steps for the normalisation of bilateral relations with all EU Member States as
soon as possible.

The former Yugoslav Republic of Macedonia

The designation of the former Yugoslav Republic of Macedonia as a candidate country in
December 2005 gave recognition to this country’s reform achievements. It also provided an
encouragement to pursue reforms on the road towards fulfilling the country's European
perspective.

11
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The former Yugoslav Republic of Macedonia has continued to make progress, athough at a
slower pace in 2006. Elections in July took place generally in accordance with international
standards. The shortcomings that were identified need to be fully addressed.

The government faces particular challenges still in implementing reforms of the police and
judiciary, the fight against corruption, and full implementation of the Stabilisation and
Association Agreement. The continued implementation of the Ohrid Agreement remains
essential to foster a positive climate for reforms. It is important that reform efforts be
sustained in the period ahead on the basis of co-operation and political consensus. Overall,
priority should be given to advancing the pace of reforms in key areas, if progress is to be
made towards the goal of moving ahead in the accession process.

5.3. Potential Candidate Countries
Albania

Albania has continued to contribute to stability in the region, particularly through its
measured position on the situation in neighbouring countries. EU relations with Albania
advanced with the signature this year of the Stabilisation and Association Agreement. The
priority now is to focus on implementation of the Interim Agreement, which will enter into
force on 1 December 2006, and which covers trade-related issues. With EU support, Albania
Is tackling the challenges of political, judicial and economic reform, as well as the fight
against corruption and organised crime. These themes will remain priorities in the period
ahead.

Bosnia and Herzegovina

The European perspective is crucial in encouraging all parties in Bosnia and Herzegovina to
carry out political and economic reform, such as police reform. Full co-operation with
International Criminal Tribunal for the former Yugosavia (ICTY) is a key part of the
conditionality under which the country can draw closer to the EU. The withdrawal of the
Office of the High Representative (OHR) will give the people and ingtitutions of the country
further ownership of their common destiny. The completion of the negotiations for a
Stabilisation and Association Agreement and its implementation will reinforce the country’s
European perspective. Provided that the conditions are met, these negotiations can be
completed within a couple of months. Constitutional evolution is essentia to build a more
functional, sustainable and democratic state. The EU will need to address the question of its
own future representation in the country following the withdrawal of the OHR.

Montenegro

Montenegro achieved independence in June 2006 after a referendum held in a free and fair
manner under conditions agreed with the European Union. Following independence,
Montenegro has begun negotiations on a separate Stabilisation and Association Agreement
(SAA), under new directives which were rapidly agreed by the Council. By engaging with the
EU, Montenegro has the opportunity to meet the challenges of state-building within the stable
and secure setting of the pre-accession process.

It will be important to sustain the pace of reforms and continue co-operation with ICTY, so
that negotiations on an SAA can be concluded in the coming months. Montenegro has much
to do to strengthen its institutions sufficiently to move forward. The key measures are set out

12
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in the European Partnership proposed together with this communication. Priority needs to be
given to judicial reform and to the fight against organised crime and corruption. Montenegro
needs to upgrade its administrative capacity in view of SAA implementation.

13
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Serbia

Serbia is to be commended for its responsible approach following Montenegro’'s
independence. The new constitution should pave the way to reinforcing the country’s system
of governance. Serbia has registered success in ensuring macroeconomic stability in pursuing
privatisation, and in attracting foreign direct investment. Economic integration with the EU
has advanced. Serbia has also made further progress with administrative reform. In
negotiations with the EU on a Stabilisation and Association Agreement (SAA), the Serbian
administration demonstrated its considerable institutional capacity. This augurs well for
Serbia's ability to catch up with the other countries of the region on the way to the EU, once
Serbia has met the condition for resuming SAA negotiations.

The Commission does not underestimate the scale of the challenges Serbia faces in current
political conditions. Serbia needs to take a constructive approach on Kosovo. The prospect of
eventual EU accession needs to be credible and made visible for the Serbian population
through the early resumption and rapid conclusion of negotiations for a Stabilisation and
Association Agreement, as soon as Serbia has met the condition of full co-operation with
ICTY. The EU is aso working to bring the Serbian people into the European mainstream
through visa facilitation® and by helping Serbia to participate more fully in Community
programmes in areas such as education, youth, research and culture.

Kosovo®

The EU has continued to engage with Kosovo, through monitoring the standards, providing
assistance, and working with UNMIK, as well as supporting the status process conducted
under the auspices of the UN Secretary General’s Special Envoy, Mr. Martti Ahtisaari. The
EU will have a major role to play in the status settlement and its implementation, once it is
agreed by the United Nations Security Council.

The status settlement needs to be politically and legally clear and to set out a vision for
Kosovo's future development. Kosovo's status question is sui generis, and hence sets no
precedent.

This will give afurther impetus for the Kosovo authorities to progress on the reforms that are
needed in the key areas of the rule of law, economy, and public administration and provide
the basis for a successful transfer of responsibility from UNMIK. Minority rights remain a
vital issue, asis the participation of minoritiesin Kosovo's institutions.

The European perspective is crucial to provide all involved with a vision of a common future
in the European Union.

See page 10 for more information on visa facilitation.
6 Under UN Security Council Resolution 1244,

14

EN



EN

6.

CONCLUSIONSAND RECOMMENDATIONS

Based on the above analysis, the Commission proposes the following conclusions:

1.

The EU's enlargement policy continues to be based on the three principles of
consolidation, conditionality, and communication. The EU honours the commitments
made to the countries aready in the process, but is cautious in assuming any new
commitments. The pace of the accession process depends on the pace of reforms in
the candidate country.

The current enlargement strategy, combined with ways and means to ensure the EU's
capacity to integrate new members, forms the basis for a renewed consensus on
enlargement.

The EU's capacity to integrate new members is determined by two factors:

— maintaining the momentum to reinforce and deepen European integration by
ensuring the EU's capacity to function. Thisis in the interest of both present and
future EU citizens;

— ensuring that candidate countries are ready to take on the obligations of
membership when they join by fulfilling the rigorous conditions set. This is
assessed by the Commission on the basis of strict conditionality.

The EU's integration capacity will be reviewed at al key stages of the accession
process. In its opinions on applications for membership and in the course of
accession negotiations, the Commission will provide impact assessments of
accession on key policy areas. This will help Member States to define EU common
positions for the negotiations of the chapters concerned, including, where relevant,
transition periods or other arrangements.

When assessing the budgetary impact of future accessions, the Commission will
examine the impact on key policies, in particular agriculture and cohesion policies.

The EU must ensure that it can maintain and deepen its own development while
pursuing its enlargement agenda. Institutional reform is needed to improve the
effectiveness of the decision-making of an enlarged EU. A new institutional
settlement should have been reached by the time the next new member is likely to be
ready to join the Union.

The Commission will further improve the quality of the accession process.
Benchmarks can be laid down both for opening and closing negotiation chapters, and
will provide grounds for suspending or re-opening negotiations on individual
chapters. The results of political and economic dialogues will be fed into the
negotiation process. Difficult issues, such as judicia reform and the fight against
corruption, need to be addressed at an early stage of the accession process.

In order to enhance transparency the Commission recommends that key negotiation
documents be made public, including impact assessments, screening reports,
benchmarks for opening chapters and EU common positions for the negotiations.
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It is essential to ensure public support for enlargement. Maintaining rigour in the
process and strict conditionality is essential to safeguard this support. So is
confidence about the EU's integration capacity. We also need to communicate
enlargement better. It isimportant to listen to citizens, address their concerns through
adeqguate policies and present factual information. Member States have alead role to
play. The Commission will play its part together with the European Parliament,
national, regional and local authorities, and civil society.

Croatia has made a good start in the accession negotiations. The country has taken
important steps following the screening exercise in many fields to adapt its
legislation, and is in the process of developing the necessary administrative capacity.
Croatia however needs to considerably step up efforts to meet main challenges such
as judicia reform, the fight against corruption, economic reform and to continue to
fully cooperate with the International Criminal Tribuna for former Yugoslavia.
Good neighbourly relations and regional cooperation remain key.

Turkey continues to sufficiently fulfill the Copenhagen political criteria and has
continued political reforms. However the pace has sowed during the past year.
Significant further efforts are needed in particular on freedom of expression. Further
improvements are also needed on the rights of non-Muslim religious communities,
women's rights, trade union rights and on civilian control of the military. Turkey can
be regarded as a functioning market economy and has improved its ability to take on
the obligations of membership. Good neighbourly relations remain key.

As stated in the declaration by the European Community and its Member States of 21
September 2005, the EU expects Turkey to ensure full, non-discriminatory
implementation of the Additional Protocol to the Ankara Agreement and the removal
of all obstacles to the free movement of goods, including restrictions on means of
transport. Failure to implement its obligations in full will affect the overall progress
in the negotiations. The Commission will make relevant recommendations ahead of
the December European Council, if Turkey has not fulfilled its obligations. It is also
essential that, as stated in the Accession Partnership, Turkey takes concrete steps for
the normalisation of bilateral relations with al EU Member States as soon as
possible.

The designation of the former Yugoslav Republic of Macedonia as a candidate
country in December 2005 gave recognition to this country's reform achievements.
The country has continued to make progress although at a slower pace in 2006. All
Western Balkans countries have made progress following the road-map put forward
by the Commission last year. Each country advances on its own merits. A country's
satisfactory track-record in implementing its obligations under the Stabilisation and
Association Agreements (including trade-related provisions) is an essential element
for the EU to consider any membership application.
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ANNEX 1
Special report on the EU's capacity to integrate new members

INTRODUCTION

This special report is an integral part of its 2006 enlargement strategy paper. Following the
request of the European Council at its meeting of June 2006, it focuses on medium to long
term issues concerning the EU's capacity to integrate new members. It puts forward an
approach for ensuring that Union can maintain and deepen its own development, in terms of
policies and institutions, while pursuing an enlargement agenda with major challenges in the
world today.

In 1993 the Copenhagen European Council concluded that "the Union's capacity to absorb
new members, while maintaining the momentum of European integration, is an important
consideration in the general interest of both the Union and the candidate countries’. As set out
in the Commission’s 2005 Strategy Paper and confirmed by the June 2006 European Council,
the pace of enlargement must take into consideration the EU's integration capacity.

The EU must ensure that it can maintain and deepen its own development while pursuing its
enlargement agenda. Institutional reform is needed to improve the effectiveness of the
decision-making of an enlarged EU. A new institutional settlement should have been reached
by the time the next new member islikely to be ready to join the Union.

Enlargement is about sharing a project based on common principles, policies and institutions.
The Union has to ensure it can maintain its capacity to act and decide according to a fair
balance within ingtitutions, respect budgetary limits, and implement ambitious common
policies that function well and achieve their objectives.

The EU’s absorption capacity, or rather integration capacity, is determined by the
development of the EU's policies and institutions, and by the transformation of applicants into
well-prepared Member States. The capacity of would-be members to accede to the Union is
rigorously assessed by the Commission on the basis of strict conditionality. Integration
capacity is about whether the EU can take in new members at a given moment or in a given
period, without jeopardizing the political and policy objectives established by the Treaties.
Hence, it isfirst and foremost a functional concept. The Commission will in the future prepare
impact assessments at all key stages of the accession process. Where such assessments are
made, the specific characteristics of each country will be taken into account.

The EU has enlarged five times, growing from six to 25 and soon 27 Member States. These
enlargements made a major contribution to the unification of Europe, fostering democracy,
human rights and stability across the continent. They stimulated the development of new EU
policies, in areas such as economic and social cohesion, external relations, and environmental
protection. The internal market, the Schengen area and the euro were developed in paralel.
The fifth enlargement in 2004, soon to be completed with the accession of Bulgaria and
Romania, has increased the EU's weight in the world and generated specific economic gains,
in terms of trade and investment and economic growth. At the same time, the EU has
continued to develop and implement new policies, for example on justice, freedom and
security. Widening the EU has proceeded in parallel with the deepening of European
integration.
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The present enlargement agenda is based on a strategy consisting of three basic principles:
consolidation, conditionality and communication. It covers countries in the Western Balkans
and Turkey which are at different stages on the road towards the EU. These countries have
been given by the European Council the clear perspective of becoming EU members once
they fulfil the necessary conditions. The EU honours existing commitments towards countries
aready in the process, but is cautious about assuming any new commitments.

At present, it appears unlikely that a large group of countries will in future accede
simultaneously. The candidates and potential candidates vary considerably in terms of
political and economic development and administrative capacity. Further accessions are likely
to occur in the medium to long term, given the present state of pre-accession preparations.

The EU can successfully welcome new countries provided its own development has
progressed and candidate countries can fulfil their responsibilities as Member States. EU
citizens also need to be ready for further enlargement, with a better understanding of the
Issues at stake. This will enhance the democratic legitimacy of the process in terms of public
perception. The approach presented in this paper is based on:

— ensuring the EU’ s capacity to maintain the momentum of European integration;
— ensuring candidate countries fulfil the rigorous conditions,
— better communication.

The question of the ultimate borders of the European Union has been raised in recent years.
This has enabled the Commission to draw a number of conclusions. The term 'European’
combines geographical, historical and cultural elements which all contribute to European
identity. The shared experience of ideas, values, and historical interaction cannot be
condensed into a simple timeless formula and is subject to review by each succeeding
generation.

The legal basis of the enlargement is Article 49 of the Treaty on European Union, which
states that “ Any European State which respects the principles set out in Article 6(1) may apply
to become a member of the Union”. However, this treaty provision does not mean that all
European countries must apply, or that the EU must accept all applications. The European
Union is defined first and foremost by its values.

A SHORT HISTORY OF THE EU'SINTEGRATION CAPACITY

The Union has assessed its capacity to integrate new members in previous enlargements. The
Commission's opinions on applications for membership have served as a basis for the Council
to decide on the opening of accession negotiations. They assessed the candidates ability to
assume the obligations of membership including their acceptance of EU policies. In the case
of the first four enlargements, the opinions also provided a general analysis of the impact of
accession on the Union, in areas such as the functioning of the rotating Council Presidency,
estimates of net financia transfers based on existing common policies, or the addition of
official EU languages.

The Commission presented in 2004 a study on the issues raised by Turkey's possible
membership, together with its recommendation to open accession negotiations. The study
envisaged that the necessary preparations for accession would last well into the next decade. It
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presented estimates of the budgetary impact of Turkey's accession and identified areas where
this would raise particular chalenges. agriculture, cohesion, energy, migration, externa
borders, and foreign policy.

In preparing past enlargements the Commission examined in separate policy papers the
implications for the EU of issues common to several applications for membership. The
Commission has emphasised strengthening EU institutions, furthering economic integration
and developing common policies as pre-requisites for European integration.

In 1997, the Commission assessed the likely impact of the fifth enlargement and proposed
budgetary and policy reformsin preparation for accession. A key goal of "Agenda 2000" was
to ensure that EU policies were ready for enlargement.

Economically, the EU had started to prepare the fifth enlargement round as early as 1991,
when the EU signed the first Europe Agreements with Central and Eastern European
countries. As aresult of these agreements, the EU quickly became the first trading partner of
these countries. Most of the bilateral trade in industrial goods between the EU and these
countries was liberalised well before accession, which facilitated greatly economic
integration.

Economic integration with Turkey is facilitated by the Customs Union which has stimulated
economic reforms and dynamism. In the Western Balkans, countries are prepared through the
Stabilisation and Accession Agreements which provide for progressive trade liberalisation
and economic assistance. The simultaneous enlargement and modernisation of the Central
European Free Trade Agreement (CEFTA) paves the way for deeper economic integration in
South-Eastern Europe.

The assessment of the EU's ability to integrate new Members continued during the accession
negotiations. The Commission proposed measures to address the impact of enlargement on
the existing Member States in particular policy areas. In the fifth enlargement, these included
the movement of workers and road transport. The Commission's evaluation of the budgetary
amounts necessary for financing the fifth enlargement provided the basis for concluding the
negotiations, including for agriculture payments.

The Union assisted the applicant countries in their preparations for assuming their future
membership obligations. For the fifth enlargement it established a pre-accession strategy. This
included close monitoring and regular reporting on progress made by each country, priority-
setting through accession partnerships, and financial assistance. Far-reaching association
agreements allowed the applicant states to take on some of the rights and obligations of the
acquis before accession in areas of the single market, such as competition policy, intellectual
property, maritime transport and certification for industrial products. Candidate countries
participated in EU agencies and committees. Once the accession treaties were signed, the
acceding countries participated as observersin the law-making process.

This strategy, which aimed at sound preparations by the candidate countries themselves,
facilitated their smooth integration into the EU. Two years after their accession, the ten new
Member States have achieved an excellent level of compliance with EU legidation, as
highlighted in the Commission's internal market scoreboard and reports on the
implementation of EU law. The economic impact of their accession has been positive.
Institutions have continued to function and to take decisions; the new members have played
an activerole.
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The Commission conducted a study on the economic dimension of enlargement two years
after the 1 May 2004 round of enlargement. The study shows that the experience from the past
two years has been largely positive’. Eastward enlargement has boosted growth and created
new jobs in the European economy. Careful preparation of the enlargement over the previous
decade has been key to achieve this successful outcome.

A magority of citizens in the EU and in the candidate countries supported enlargement.
Nevertheless, much is at stake and certain anxieties and misapprehensions remain present in
public opinion with regard to enlargement. These need to be addressed.

THE EU'SINTEGRATION CAPACITY TODAY

The Union needs to ensure it can maintain its capacity to function, in the interest of its present
and future citizens. While the Union prepares internally for further institutional reforms, the
carefully managed accession process will continue.

This section presents an approach for assessing the EU's capacity for future enlargements,
building on past experience.

Ensuring the EU’s capacity to maintain the momentum of European integr ation

The capacity of the Union to maintain the momentum of European integration as it enlarges
has three main components: institutions, common policies, and budget. The Union needs to
ensure that itsinstitutions continue to act effectively, that its policies meet their goals, and that
its budget is commensurate with its objectives and with its financial resources.

I nstitutions

The EU does not need new institutional arrangements simply for the sake of enlargement; it
also needs them so that the current Union can function better. The Union needs to ensure that
its institutions and decision-making processes remain effective and accountable, for the sake
of current Member States aswell asin view of further enlargement.

In previous enlargements, the integration of the acceding countries into the EU institutions
formed part of the accession negotiations. The resulting adjustments to the institutional
provisions were made in the respective Accession Treaties. The latest enlargement was
preceded by institutional reforms. The institutional provisions of the Accession Treaties with
the ten new Member States that joined in 2004 and with Bulgaria and Romania are based on
the Nice Treaty.

The Nice Treaty provides rules for up to 27 Member States, that is, the accession of Bulgaria
and Romania. But the Treaty stipulates that when the Union consists of 27 Member States, the
number of members of the Commission shall be less than the number of Member States. The
number of members of the Commission shall be set by the Council, acting unanimously. This
rule applies to the first Commission following the entry of the 27th Member State. The
Council would also adopt the implementing arrangements for a rotation system based on the
principle of equality.

Commission Communication — Enlargement, Two Y ears After — An Economic Success — COM (2006)
200, 3.5.2006.
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The Nice Treaty does not provide for adaptations to the composition and functioning of the
other institutions for a Union of more than 27 Member States. The allocation of seats in the
European Parliament and the weighting of votes in the Council are clearly central to the EU's
capacity to take decisions. Therefore, before any further enlargement, the EU will have to
decide on the scope and substance of those institutional reforms.

Enlargement will also have practical implications for the functioning of the institutions, such
as the use of languages. An assessment of the impact of enlargement on EU institutions will
be included in Commission opinions on any future application for EU membership.

A new ingtitutional settlement should have been reached by the time the next new member is
likely to be ready to join the Union. Making the EU function better is as much in the interest
of future prospective Member States as of the enlarged Union.

EU policies

Past enlargements have strengthened EU policies, as new Member States have brought their
own national experience and policy orientations to the European enterprise. The present
acquis, in areas as diverse as cohesion policy, agriculture, fisheries, environmental protection,
external relations, transparency, accountability and European citizenship reflect, in part, the
impact of past enlargements. Some EU policies would bring even greater benefits if expanded
to more countries under the right conditions, for example the internal market or the area of
justice, freedom and security.

The Union needs to be in a position, as it enlarges, to continue developing and implementing
common policies in all areas. Assessment of the impact of enlargement on EU policies will
take place at all key stages of the enlargement process.

Each Commission opinion on a country's application for EU membership will in future
include an assessment of the impact of its accession on EU policies. Thiswill aso be reflected
in the framework which establishes the terms of reference for the accession negotiations.

The negotiation frameworks for Croatia and Turkey envisage a set of measures to enable their
smooth integration in EU policies. They also lay down measures to ensure the proper
functioning of EU policies after enlargement, such as transition periods, derogations, specific
arrangements and permanent safeguards.

The Commission will examine the impact of future enlargements on agriculture and cohesion
policies when assessing the budgetary impact of enlargement. This will take into account the
future evolution of these policies.

In the course of accession negotiations, the Commission will provide substantial assessments
of the impact of accession on key policy areas, including the movement of persons, border
management, agriculture, cohesion policy and transport. Similar assessments will be
conducted in the areas of energy policy and foreign and security policies, also taking into
account the EU's strategic motives to enlarge in terms of increased stability, foreign and
security policy assets, or secure energy supply. This will enable Member States to define the
EU common positions for the negotiations in the chapters concerned, including, where
relevant, transition periods or other arrangements, with a full understanding of the likely
impact.
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EU Budget

The Union needs to be in a position to continue financing its policies in a sustainable manner.
The impact of enlargement on the EU budget will be carefully assessed throughout the
enlargement process. Each Commission opinion on a country's application for EU
membership will provide estimates of the budgetary impact.

Before any further accession, the EU will need to decide on the overal budgetary means
required. On that basis, the Commission will propose, in any future accession negotiations, a
package of necessary financial measures. The Commission's analysis will take account both
of the budgetary aspects and of the increased economic dynamism generated by accessions.

Ensuring that candidate countries fulfil the rigor ous conditions

Conditionality is one of the pillars of the Commission's enlargement strategy. Good
preparation by candidate countries facilitates their smooth integration into the EU. Further
improvement in the quality of preparations has become crucial as the scope of EU activities
has developed. This warrants the strict application of conditionality during the pre-accession
phase, and thorough fulfilment of the requirements at each stage of the accession process.

As part of the pre-accession strategy the Commission will closely monitor the progress made
by each enlargement country. This monitoring will be based on the political, economic and
acquis criteria for membership. The Commission will pay particular attention to the
establishment of the structures needed to ensure the rule of law. This includes administrative
and judicial capacity and the fight against fraud and corruption. These issues should be
tackled at an early stage of the pre-accession process.

Based on its findings, the Commission will propose short and medium term reform priorities
for the Accession or European Partnerships covering each country. These policy frameworks
have proved to be an effective means for setting priorities during preparation for the fifth
enlargement. The Commission will propose updates regularly. Financial assistance to support
the enlargement countries will focus on the reforms identified as partnership priorities. The
introduction in 2007 of asingle new financial instrument to cover all pre-accession needs, will
make EU support for membership preparations more effective.

Association agreements with the enlargement countries play a central role in the countries
preparations. The Commission will verify compliance with the obligations. A satisfactory
track record in implementing bilateral obligations is an essential element for the EU to
consider any membership application.

Progress in accession negotiations will be determined by success in fulfilling the accession
requirements set out in the negotiating frameworks, assessed on each country's own merits.
Candidate countries will be expected to demonstrate success in meeting precise benchmarks
before a negotiation chapter can be opened or closed. Failure to meet a benchmark could lead
to negotiations on the chapter concerned being suspended or reopened.

In future, there will be a closer link between progress in political reforms and the overall pace
of the negotiations. The results of dialogue with the countries on their progress in meeting the
political criteria for membership will be fed directly into the negotiation process. The
Commission will prepare the dialogue with Member States and report back to them in the
relevant Council bodies. New arrangements have been set up in the Council framework to
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ensure that officials from Member States responsible for monitoring progress with reforms
and officials responsible for accession negotiations meet in the same working group.

In addition, the current negotiating framework provides for a chapter on Judiciary and
Fundamental Rights, under which the political issues are to be addressed. This permits
progress in crucial areas to be kept under close scrutiny. Accession negotiations may be
suspended, in case of serious and persistent breach of the principles of liberty, democracy,
respect for human rights and fundamental freedoms and the rule of law.

Henceforth, the results of dialogue with the countries on their economic reform will also be
fed into the negotiation process. The Commission will prepare the dialogue with Member
States and report back to them in the relevant Council bodies. This dialogue focuses on the
fulfilment of economic criteria and on convergence with the EU economies. It is essentia
that, before accession, acceding countries are functioning market economies able to compete
in the internal market. Pre-accession assistance will be focused more precisely to help meet
this objective.

Together with the negotiation framework and the establishment of benchmarks to open or
close negotiation chapters, these arrangements will ensure a rigorous approach to accession
negotiations.

While countries may wish to set their own target dates for accession in order to steer their
reform efforts, the EU should refrain from setting such dates until accession negotiations are
close to completion. The principle should be maintained that the date for the completion of
accession negotiations will depend on the progress made by the country itself.

Better communication

Democratic legitimacy is essential to the EU enlargement process. Every key decision leading
to a country's accession is taken unanimously by the democratically elected governments of
the Member States and candidate countries. National parliaments ratify the decision. The
European Parliament, whose members are directly elected, must give its assent.

Democratic legitimacy also means a Europe which listens to the expectations of its citizens
and addresses their concerns through adequate policies. For any of its policies, including
enlargement, the EU has to win the support of its citizens. Maintaining rigour in the process
and strict conditionality is essential to safeguard this support. So is confidence about the EU's
integration capacity. In addition, better communication is an essentia part of EU’s
enlargement policy. Previous enlargements have generally garnered support from public
opinion, but have also led to doubts and misapprehensions. Citizens need to be better prepared
for future enlargements.

The EU needs to communicate better the advantages and the challenges of enlargement. It is
primarily the task of the Member States and the candidate countries to explain and defend the
choices they have made. Leaders at national, regiona and local level are best placed to
understand the concerns of their constituents and to communicate directly with them. Member
States which are themselves committed to the enlargement process need to explain better to
citizens the concrete benefits they expect from enlargement. The Commission will play its
part together with the European Parliament, national, regional and local authorities, academic
institutions and think tanks, and civil society. In particular, the Commission will improve the
availability of factual information in user-friendly form. This concerns both enlargement
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policy issues, and practicalities such as the application of conditionality through monitoring
reforms, setting benchmarks, and making impact assessments.

The Union, its Member States and candidate countries need to intensify their efforts to foster
mutual knowledge and understanding and develop ownership of the common European
project. Sustained efforts are needed over many years. The Civil Society Dia ogue established
with Turkey in 2004 and extended to the Western Balkan countries in 2006 should be further
developed. The Commission intends to extend this dialogue to further sectors of society and
economy. It will do so in liaison with the Economic and Social Committee and the Committee
of the Regions as well as other bodies active in the field. It isimportant to involve the citizens
in this dialogue and to address anxieties and misapprehensions.

The Commission supports greater transparency as a means to bring the enlargement process
closer to the citizens. The Commission already publishes its opinions on applications for
membership as well as its reports on each country's progress. It has aso published the
negotiating frameworks for Croatia and Turkey. Other key documents related to the accession
negotiations should now be made public. In the fifth enlargement, this was the practice of a
number of candidates with respect to their own negotiation position. The Commission
considers that screening reports, benchmarks for opening negotiation chapters as well as EU
negotiation positions should be made public via the web.

The approach outlined in this report will reinforce the democratic basis for the enlargement
process. It isin the interest of all stakeholders in this process to avoid a gap between policy
makers on the one side and the public on the other side. Lessons learned in the course of the
fifth enlargement will assist the Union when carrying the process forward in the years ahead.
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ANNEX 2

Conclusionson Albania, Bosnia and Her zegovina, Croatia, the former Yugoslav
Republic of Macedonia, Montenegro, Serbia, K osovo®, Turkey

Albania

As regards political criteria, Albania has made some progress on democracy and the rule of
law, including fighting corruption, which is a key European Partnership priority. A
constructive policy towards the region has been maintained. More work is needed on other
Partnership priorities.

Some progress has been made on democracy and the rule of law. However, this progress has
been uneven. The parliament is assuming afull role politically and its committee on European
integration has been very active. The parliament is now more transparent and its relations with
other constitutional bodies have been effective, but it still faces technical and administrative
shortfalls. More co-operation between government and opposition is needed to enable
important work, such as electoral reform and addressing Stabilisation and Association
Agreement (SAA) obligations, to go ahead.

The government has adopted a plan to fulfil European Partnership and SAA obligations. It is
creating structures to co-ordinate the substance of EU reforms and manage the resources to
implement them. Co-ordination between these structuresis essential. Better use of expertisein
drafting legidlative proposals is needed. The restructuring of many ministries has temporarily
reduced capacity in some areas of the public administration. It isimportant now to build upon
the changes to strengthen effectiveness. Some staff changes have taken place without due
attention to the civil service law. Appointments in the administration continue to be politically
influenced. Public service management, career structures and pay remain poor.

A new law should improve the career structure and case allocation methods for judges.
Transparency has been increased somewhat in the judicial system. Some progress has been
made in enforcing judgements. However, overall progress in improving the justice system has
been limited. Progress is needed on improving recruitment procedures for judges and
employment conditions for judicial administrators. The competences of the two judicia
inspectorates need to be properly divided. Co-operation between the police and the judiciary
needs to be improved. Execution of judgements remains poor overall. Lega certainty is
needed to provide a positive climate for trade and investment.

The fight against corruption has led to large-scale public service dismissals. The number of
public officials prosecuted for corruption has increased. A high-level anti-corruption task
force has been set up and the law on conflicts of interest has been improved. The High
Inspectorate for Disclosure and Verification of Assets is now more effective and steps have
been taken to increase public administration transparency. Where anti-corruption measures
have gone beyond constitutional limits, the constitutional court has intervened. Further
institutional measures to prevent corruption are now needed, as it remains a serious problem.
The fight against corruption isa priority for the implementation of the SAA.

8 Under UN Security Council Resolution 1244,
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Limited progress has been achieved regarding human rights and the protection of minorities.
Human rights training for justice personnel is now obligatory. Pre-trial detention rules have
improved. Albanias ombudsman has been more active on human rights. However,
enforcement of international standards on torture prevention, prison conditions, and the rights
of detainees, particularly in pretrial detention, remain weak. Recent changes to the
composition of the media supervisory authority should be implemented appropriately. The
legal framework for media freedom remains inadequate and poorly implemented. Fostering
media freedom is a key European Partnership priority. A hew executive agency may speed up
property restitution, also a key Partnership priority, but currently the process remains very
slow. Certainty on property ownership isvital to fulfil SAA commitments. Albania has begun
to create a lega framework to protect minorities; implementation of international
commitments remains incomplete and further efforts are needed to promote tolerance.
Albania's Roma strategy has led to some worthwhile initiatives, but suffers from a lack of
resources. Roma children are particularly vulnerable to human trafficking.

Regarding regional issues and international obligations, Albania has continued to play a
positive role. It is an active member of regional initiatives in the political, trade,
environmental, economic, security, aviation and energy fields. Albania has further developed
its relations with neighbouring and other countries in the region, notably maintaining a
constructive position on Kosovo.

As regards economic criteria, Albania has broadly achieved macroeconomic stability. This
has contributed to its progress towards being a functioning market economy. Further
considerable reform efforts must be vigorously pursued also to enable it to cope with
competitive pressure and market forces within the Union.

Political consensus on the essentials of economic policy has generally been maintained.
Albania broadly maintained macroeconomic stability. Economic growth continued to be
strong and reduced poverty levels. The macroeconomic policy mix remained adequate.
Monetary policy was credible and managed to keep inflation low. Fiscal consolidation further
advanced and reforming the public and tax administration contributed to improved fiscal
stance. Administrative barriers to market entry were reduced.

However, the deficits of external accounts markedly widened and the export base remained
very weak. Albanias legal framework for procurement, privatisation and concessions needs to
be improved. Shortcomings in the business climate, such as legal uncertainty and weaknesses
in law implementation, poor infrastructure, or unreliable power supply impede economic
development. Enforcement of property rights continued to be weak and only marginal
progress was achieved in improving efficiency of the judicial system. Strengthening of the
regulatory and supervisory framework for the non-bank financial sector constitutes a major
challenge. Efforts in tackling and formalizing the considerable grey economy need to be
further accelerated. The privatisation process is not yet completed and the restructuring of
state-owned enterprises, in particular of the electricity utility, needs to be pursued without
delay.

Albania has made progress in aigning its legislation, policies and capacity with European
standards, particularly in the fields of fighting organised crime, of customs and of
competition. Pushing forward reform in areas such as public procurement, intellectual
property and veterinary and phytosanitary control isvital for successful SAA implementation.
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Progress has been made in some internal market fields, but in others much work will be
needed to fulfill Albanias SAA obligations. There has been some progress in adopting and
monitoring standards. Capacity for accreditation, metrology and market surveillance is being
strengthened, but legislative improvements and better co-ordination are needed. Coherence of
structures for consumer and health protection has improved. They now need to be
strengthened. The SAA includes commitments regarding the movement of workers, freedom
of services and freedom of establishment. There have been no notable developments
regarding movement of workers. Discrimination on registration fees for foreign companies
has been removed. Procedures for business registration have been simplified but remain
relatively unclear. Barriers to establishment and restrictions on capital movement remain.

An effective customs system is vital to implement the SAA. Customs revenue has risen
following substantial customs reforms. Progress has been made on computerisation, customs
rules and management of origin. Cooperation between police and customs has been
strengthened. Improved infrastructure and further acquis alignment is now needed. The
administration of taxation has been simplified, and progress made on computerisation and risk
analysis. Further alignment with EU legidation and a comprehensive tax collection and
control strategy are now needed.

Albania has undertaken commitments in the area of competition under the SAA. Regarding
anti-trust, the functioning of the Competition Authority has improved, but it is held back by
the scarcity and inexperience of its staff. Sate aid-related SAA preparations are on track. The
legal framework and inventory is now complete. The State Aid Department's operational
Independence now needs to be ensured.

A new public procurement law is pending, and public procurement training has been
expanded, but the current legal framework is not in line with the acquis. The Public
Procurement Agency remains weak. Progress in this field is vital for improving public sector
governance, a key European Partnership priority, and for fulfilling SAA obligations.
Regarding intellectual property rights (IPR) a trademark, patent and industrial design
database has been launched. An IPR unit has been set up in the customs administration.
However, the copyright office is not yet operational and IPR enforcement remains weak.
Considerable strengthening is required to fulfill SAA commitments.

Progress has been limited in the area of employment. Some progress can be reported in the
area of education, including approval of national strategies for secondary and vocational
training. However, participation rates in education remain relatively low.

Progress can be reported on some sectoral policies. Regarding industry and SMES, a revised
action plan on removing administrative barriers to business and a new umbrella organization
to promote investment, export and SMESs are in place. However, progress on improving the
business environment and reducing the informal economy continues to be slow. Progress in
agriculture has been very limited. An increase in sales and in investment in some products
has taken place, but productivity and competitiveness remains low. Compliance with EU
veterinary and phytosanitary requirements, vital to successfully using SAA and interim
agreement trade conditions, remains poor. The fishery service controls the landing of fish, but
theillegal damaging of stock continues.

Regarding both environment and transport, some progress has been made on horizontal
legidlation, but implementation and infrastructure development remain weak. The energy
sector remains very weak. Albania has ratified the Energy Community Treaty and has begun
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to adopt the relevant laws, but electricity losses have increased and bill collection has
dropped. Albania is lagging behind in its preparedness to take on SAA commitments on
information society and media. Regarding electronic communications and information
technologies, liberalisation laws need to be implemented and enforced. The regulatory
framework is not yet in line with the acquis. The telecommunications regulator is not
sufficiently active. Regarding financial control, the Public Internal Financia Control Policy
Paper has been endorsed by the government. Legal and regulatory progress has been made but
it remains at an early stage. There has been reasonable progress in the area of statistics.

In the field of justice, freedom and security there has been progress in some areas; however,
all fields require determined and sustained attention. Training and document security for visa
administration have improved. No centralised IT network is in place, and legal changes are
still required. New equipment and better co-ordination has led to some progress on border
management, but an integrated border management strategy is not yet in place. Border
management infrastructure needs to be strengthened. Laws on asylum comply with
international standards, but implementation needs to improve. Albania has improved its
internal coordination and cooperation with neighbouring countries to combat illega
migration. It isimportant that Albania ensures sufficient staffing to fulfil its obligations under
readmission agreements.

Regarding the fight against money laundering, the Financial Intelligence Unit (FIU) and the
prosecutor’s office have been reinforced and international cooperation improved, but both
need to be further strengthened and the legidative framework needs to be further developed.
Greater political impetus and better international co-operation have increased arrests of large-
scale drug traffickers, but better criminal intelligence capacity, domestic inter-agency co-
ordination and procedures for seized drugs are required. Drug trafficking remains a serious
problem. Efforts are underway to improve the organisation of the police. Cooperation with the
customs and intelligence services has improved, but improvement of case management and
internal control structuresis needed.

Progress has been made in the fight against organised crime, a key European Partnership
priority. Strong political will to tackle organised crime has led to police operations against
major criminal groups. Operational cooperation with Albania's neighbours has greatly
improved. Cooperation between police and the judiciary at central level has somewhat
improved. However, much scope remains for improvement in concrete results. Better co-
ordination between police and judiciary at local level and greater efforts to combat high level
corruption in these bodies are needed. Stronger witness protection is required. The
government has adopted a national strategy against trafficking in human beings and improved
structures to implement it. Successful prosecutions and convictions of traffickers have
continued. However, trafficking remains a problem. Further resources and better domestic and
international coordination are required. The police counter-terrorism directorate has seized
large quantities of arms, although infrastructure and inter-agency cooperation needs to be
strengthened. The situation as regards the protection of personal data remains a matter of
concern.

Bosnia and Herzegovina

Bosnia and Herzegovina's progress towards meeting the political criteria has continued,
although at a slower pace. Key political priorities identified in the European Partnership have
been only partialy addressed. A number of important issues remain to be tackled before
negotiations for a Stabilisation and Association Agreement can be concluded.
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Partial progress has been made regarding democracy and rule of law. The general elections of
1 October were the first elections since the Dayton/Paris Agreement to be fully administered
by the authorities of Bosnia and Herzegovina. Preliminary conclusions of the OSCE Office
for Democratic Institutions and Human Rights (ODIHR) indicated that these elections
represented a step forward in consolidating democracy and rule of law, and were conducted
generdly in line with international standards. However, failure to amend the Constitution
made it impossible for the elections to comply fully with the requirements of the European
Convention for Human Rights (ECHR).

Some steps have been taken towards ensuring that State-level ministries and institutions have
the necessary resources to implement their tasks, but further efforts are necessary to meet this
key European Partnership priority. Limited progress has been made in providing the State
Parliamentary Assembly with sufficient technical resources and personnel. State-Entity co-
ordination remains inadequate and no new mechanisms have been put in place to improve it.
Overall performance of the executive and legidlative institutions has remained insufficient.

Bosnia and Herzegovinas achievements over recent years in terms of stability and security
have allowed the Peace Implementation Council to decide on the closure of the Office of the
High Representative (OHR) by 30 June 2007. This decision isto be reviewed in early 2007.

The adoption of a comprehensive strategy for public administration reform partly addressed a
key priority of the European Partnership. The law on the State Ombudsman was also a
positive development. The Public Administration Coordination Office has been strengthened
and the Civil Service Agencies have improved recruitment procedures. The implementation of
the public administration reform is now necessary to strengthen overall administrative

capacity.

Little progress has been made as regards the key issue of police reform. The work of the
Directorate for Police Restructuring has been held back, largely due to Republika Srpska's
approach. This has led to delays in implementing the October 2005 Agreement on police
restructuring, which is a key European Partnership priority.

As regards the judicial system, the State Court, the Prosecutor's Office and the High Judicial
and Prosecutorial Council have performed their duties well. They are progressively gaining
ownership and reducing their reliance on the international community. Nonetheless, the
independence of the judicial system needs to be further strengthened, and its efficiency
improved.

A new strategy against corruption has been adopted. Corruption remains a serious issue in
Bosnia and Herzegovina. Cases need to be investigated and prosecuted more vigorously.

Limited progress has been made in relation to human rights and protection of minorities.
The Human Rights Commission within the Constitutional Court has continued to work
efficiently. Enforcement of human rights-related rulings and proper implementation of
international human rights conventions require more attention. Ethnic discrimination remains
a critical issue. Further efforts are needed to combat intolerance and improve prison
conditions. Concrete steps need to be taken to support the Roma minority.

In the framework of freedom of expression and media, the State-level public broadcasting
laws have been adopted. The corresponding Entity-level legislation has been adopted in
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Republika Srpska, but not in the Federation. Implementation of the public broadcasting
reform has been partial. The relevant European Partnership priority has not been fully met.

The Refugee Return Fund is operationa and Bosnia and Herzegovina has actively
participated in the Sarajevo process. Further action is necessary to support the return of
refugees and internally displaced persons and, in particular, their socia and economic
integration.

Limited progress has been achieved in relation to regional issues and international
obligations. Some efforts have been made to ensure cooperation with the ICTY — a key
European Partnership priority — but there is room for improvement. Further action is required
to locate the indictees remaining at large and to fight networks supporting them. There has
been progress in the prosecution of war crimes by the State Court. Prosecution at Entity-level
needs to be improved.

Bosnia and Herzegovinas relations with its neighbours have continued to be good. Some
bilateral issues, notably on border demarcation and trade, remain to be addressed.

As regards economic criteria, Bosnia and Herzegovina has made limited progress towards
being a functioning market economy. Considerable additional efforts are also needed in order
to be able to cope with competitive pressure and market forces within the Union.

Coordination on fiscal policies deepened and a value added tax (VAT) was successfully
introduced in January 2006 across the country. The analytical capacity to support policy
making improved to some degree. Economic growth remained robust. Fiscal consolidation
continued. Reported exports picked up in the first half of 2006, supported by the VAT
introduction and increased production for some commodities. Privatisation continued, in
particular in the Republika Srpska, and certain legal changes were adopted to support
enterprise restructuring.

However, reforms in many areas remained slow. Imbalances in the trade and current accounts
continued to be very large, reflecting an insufficiently dynamic enterprise sector and strong
pri