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COMMISSION STAFF WORKING DOCUMENT

Bosnia and Herzegovina 2007 Progress Report

1. INTRODUCTION
1.1. Preface

Since March 2002, the Commission has reported aglguio the Council and the Parliament
on progress made by the countries of the WestelkaBaegion.

This progress report largely follows the same $tmécas in previous years. The report:
— briefly describes relations between Bosnia and efgozina and the Union;

— analyses the situation in Bosnia and Herzegovingeims of the political criteria for
membership;

— analyses the situation in Bosnia and Herzegovintherbasis of the economic criteria for
membership;

— reviews Bosnia and Herzegovina's capacity to implentEuropean standards, that is, to
gradually approximate its legislation and policiesth the acquis, in line with a
Stabilisation and Association Agreement and theogean Partnership priorities.

The period covered by this report is from 1 Octab@d6 to early October 2007. Progress is
measured on the basis of decisions taken, legislatiopted and measures implemented. As a
rule, legislation or measures which are being pexpar awaiting parliamentary approval
have not been taken into account. This approadiresgqual treatment across all reports and
permits an objective assessment.

The report is based on many sources. As usualge tiedude contributions from the
government of Bosnia and Herzegovina and from tleenbkr States, European Parliament
reports and information from various international and fgmvernmental organisations.

The Commission draws detailed conclusions regarddgnia and Herzegovina in its
separate communication on enlargerfiebased on the technical analysis contained in this
report.

1.2. Context

Bosnia and Herzegovina is a potential candidateEHdr membership. Negotiations on a
Stabilisation and Association Agreement (SAA) betw8osnia and Herzegovina and the EU
were officially opened in November 2005. They hane been formally concluded due to
Bosnia and Herzegovina's lack of progress in impl@img the necessary reforms. Bosnia
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and Herzegovina's complex institutional arrangesefnequent attacks to the Dayton/Paris
peace agreement and nationalistic rhetoric haveramded the country's reform agenda.

In the meantime, Bosnia and Herzegovina contineeddnefit from autonomous trade
measures granted by the EU.

An international presence under UN auspices has beelace in Bosnia and Herzegovina
since 1995. It will be terminated once the Offi¢ddlee High Representative (OHR) is phased
out. However, the closure of the OHR depends on dbeelopments in Bosnia and

Herzegovina and in the region. The EU has continwedeploy considerable resources in
Bosnia and Herzegovina in the framework of the Camnfroreign and Security Policy

(CFSP) and the European Security and Defence P@iSPP). It has expressed its intention
to reinforce its engagement in Bosnia and Herzegoupon the closure of the OHR.

1.3. Relations between the EU and Bosnia and Herzegovina
Bosnia and Herzegovina is participating in 8tabilisation and Association Process (SAP)

Negotiations on a Stabilisation and Association Agreement (SAA)which is a central
element of the SAP, were officially opened in Now@m2005. Technical negotiations were
finalised in December 2006. In May 2007, the Mem®tates endorsed the outcome of the
negotiations, but reiterated that, to conclude3&\, Bosnia and Herzegovina will need to
meet the conditions set out by the EU prior todpening of negotiations. The SAA will be
initialled as soon as Bosnia and Herzegovina has made saofffmiogress in addressing these
requirements, notably police reform. Téignature of the SAA will require evidence that the
police reform is irreversibly on track, as well a8l cooperation with the International
Criminal Tribunal for the former Yugoslavia (ICTY)Progress in the areas of public
broadcasting and public administration reform aifo be required before the SAA is signed.
Failure of Bosnia and Herzegovina's political leade achieve the necessary reforms and to
conclude the SAA would seriously undermine Bosnial dderzegovina's prospects of
European integration.

The EU provides guidance to the authorities of Bosmd Herzegovina on reform priorities
through theEuropean Partnership. Progress on these reform priorities is encouraayed
monitored through Reform Process Monitoring (RPMgetings, which remain a central
channel for political, economic and technical dimle between the EU and Bosnia and
Herzegovina. Eight RPM meetings have been heldesine publication of the last progress
report, including Economic Dialogue meetings, whids held in May and October 2007.

The regular meeting between members of the Europeallament and parliamentarians of
Bosnia and Herzegovina took place in June 2007Sdptember 2007, an EU/Bosnia and
Herzegovina Ministerial Troika was organised tacdss key political issues.

The EU has continued to deploy considerable ressuit Bosnia and Herzegovina in the
framework of the Common Foreign and Security Polkad the European Security and
Defence Policy. A new EU Special Representative SR)Y who is also the High
Representative, took office in July 2007. The mémd# the EUSR is to offer the EU’s
advice and facilitation in the political processlan promote overall political coordination in
Bosnia and Herzegovina. The EUSR mandate was stiemegd in March and July 2007 and
has been extended until February 2008. The EUFQRZAImission has downsized its troops
to 2,500 while ensuring the capacity to contribideghe maintenance of a safe and secure
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environment. Extension of the mandate of the EUWcBdission for two more years from the
beginning of 2008 is being discussed. The EU MaimitpMission, with its headquarters in
Bosnia and Herzegovina, will close by the end di220rhe EU has expressed its intention to
reinforce its engagement in Bosnia and Herzegoupen the closure of the Office of the
High Representative (OHR), which is envisaged toreJ2008. However, the closure of the
OHR will be subject to developments in Bosnia amalzdgovina and in the region.

In September 2007, the EU and Bosnia and Herzegosigned agreements on visa
facilitation and readmission. The new arrangemeamtsvisa facilitation are important to
facilitate people-to-people contacts. They will plify procedures for issuing visas for certain
categories of citizens of Bosnia and Herzegovinacluding students, scholars,
businesspeople, journalists, and tourists. They alslo keep the cost of visas at its current
level and, in some cases, lead to visas free ofgeharhis will allow more interaction
between citizens of the EU Member States and timens of Bosnia and Herzegovina.

As regards pre-accessidimancial assistance,the 2007-2009 Multi-Annual Indicative
Planning Document (MIPD) for Bosnia and Herzegoviwas adopted in June 2007.
Assistance for the country under the 2007 IPA (lmaent for pre-accession assistance)
programme totals € 62.1 million. The areas of nfacus are strengthening rule of law and
public administration structures, economic and aoadidlevelopment and democratic
stabilisation, including support to civil society addition, € 6.4 million has been provided
from Community funds to support the budget of tHéc® of the High Representative until
June 2008.

Remaining CARDS as well as IPA assistance is impleed by the EC Delegation in
Sarajevo. The management of aid on a decentraliast is a medium term objective for
Bosnia and Herzegovina. Preparations to implententiecentralised implementation system
have been slow during the reporting period. The mler institutional and political
environment in the country has adversely affectedimber of projects and implementation
rates have recently declined somewhat, althoughréraain high.

Regarding financial assistance dwil society, the 2007 IPA programme will provide € 3
million for projects which will focus on strengthag local democracy and increasing the
capacity of civil society to take part in politicdlalogue. In January 2007, the Framework
Agreement for Bosnia and Herzegovina's participatioCommunity Programmes entered
into force. No Memorandum of Understanding for jggsation in specific community
programmes has been established so far.

2. POLITICAL CRITERIA

This section examines progress made by Bosnia agrdegovina towards meeting the
Copenhagen political criteria, which require stgpibf institutions guaranteeing democracy,
the rule of law, human rights and respect for amatgation of minorities. It also monitors

regional cooperation, good neighbourly relationshwenlargement countries and Member
States, and respect for international obligatisash as cooperation with the UN International
Criminal Tribunal for the former Yugoslavia (ICTY).

2.1 Democracy and the rule of law

Constitution
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Bosnia and Herzegovina's constitution, which istamed in Annex IV to the Dayton/Paris
Peace Agreement (DPA), establishes a complex utistiial architecture. The DPA put an
end to the war and brought peace and stabilityasnia and Herzegovina. Progress has been
made under the current constitutional structurd, ibprevents swift decision-making and
therefore hinders reform and the capacity to makgrness towards the EU.

Since the Bosnia and Herzegovina Parliamentary rAsBerejected a package of proposed
constitutional amendments in April 2006, no furt&empts have been made to amend the
constitution. Wide disagreement between the palitigarties on the scope of the future
constitutional reform continues.

Nationalist rhetoric from political leaders froml #he constituent peoples, challenging the
Dayton/Paris Peace Agreement and therefore thdittdimal order, has been common. This
negative rhetoric has hindered reform in a numbefietds. Following the verdict of the
International Court of Justice, a number of Bosnjadliticians called for unilateral
constitutional changes especially in relation te thtatus of Srebrenica. The political
leadership in Republika Srpska has continued toensalitements about the possibility of a
referendum on self-determination and withdrawingpetences from the State level.

On the basis of the Dayton/Paris Agreement, thermational community continues to
maintain a significant presence in Bosnhia and Hgema. The Office of the High
Representative and the EU Special Representative baen working closely with the
European Commission on issues related to Europgagration. However, the authorities of
Bosnia and Herzegovina have not demonstrated tipacitg to take further political
ownership and responsibility over reform. Due te tlnse political situation and the lack of
reform, the High Representative has continued ay ph important role in facilitating reform
and governance issues. Between 1 January and 3én3®py 2007, the High Representative
used his executive powers on 31 occasions, whidiided the imposition of legislation and
the removal of officials.

Taking into account the situation in Bosnia andZdgovina and in the region, in February
2007 the Peace Implementation Council (PIC) StgdBoard agreed to postpone the closure
of the Office of the High Representative until 3hd 2008. The PIC Steering Board agreed
to review the situation in February 2008.

As a result of the failure to reform the constiati the 2006 general elections were conducted
under provisions that are in violation of the Ewgap Convention on Human Rights (ECHR).
The election of Bosnia and Herzegovina's tripaRitesidency and the delegates to the Bosnia
and Herzegovina House of Peoples continue to beomravention of Protocol 12 of the
ECHR. As a consequence, three cases have beenhbrbefpre the European Court of
Human Rights by members of the Jewish and Roma eonties and by a Bosniak resident
in Republika Srpska respectively.

The Entities have failed to bring their constitaganto line with the March 2006 decision of
the Constitutional Court of Bosnia and Herzegovimang that the Entity coat of arms, flag
and anthem were not in line with the State-levaeistibution of Bosnia and Herzegovina.
Republika Srpska has agreed on new symbols, bugetlirave been challenged in the
Republika Srpska Constitutional Court. The Fedematiof Bosnia and Herzegovina
(Federation) has formed a commission to proposekrmity symbols.
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Overall, Bosnia and Herzegovina's political leadbesre given limited attention to the
necessary reforms and nationalist rhetoric hasagiesll Bosnia and Herzegovina has made
no progress towards creating more functional amorddble State structures which support
the process of European integration, e.g. throwgistttutional reform.

Parliament

Presidential and parliamentary elections (at Stateity, Canton and Bko District level)
were held in October 2006. These were the firsttieles since the Dayton/Paris Agreement
to be fully administered by the authorities of Basand Herzegovina. The elections were
generally run in accordance with the internaticgtahdards for democratic elections.

Bosnia and Herzegovina has a bicameral State-faréhment, along with parliaments at the
level of the Entities (the Federation of Bosnia &etzegovina and Republika Srpska)¢i&r
District and Cantons. Following the general elawtian October 2006, the new Bosnia and
Herzegovina House of Representatives was inauglinatlovember 2006, but the House of
Peoples was not constituted until mid-March 200tkewise, full constitution of the
Federation Parliamentary Assembly was seriouslgyéel by divergences between political
parties and the late formation of the cantonal govents.

Bosnia and Herzegovina's Parliamentary Assembdgislative work has been hampered by
the intransigent and ethnically oriented positiérih@ country's political leaders. The House
of Representatives and the House of Peoples haveinfrequently and parliamentary
activities have proceeded slowly. Committee worls ladso been affected by inter-ethnic
divergences. A Committee for European Integratioas weconstituted after the 2006
elections. Despite increased resources, the cosaniths remained largely inactive and has
minimal influence in the parliament in addressisguies relating to European integration.

The pace and quality of legislative output remaiaffidcted by slow input from the Council
of Ministers, resulting in adoption of only a lié number of laws. The chairmanship of the
Parliamentary Assembly continues to rotate on aghtenonth basis, which hinders
efficiency. Members of Parliament generally conéirto vote along ethnic lines and remain
highly influenced by pressure groups pursuing iihligl interests. This tendency has
increased over the past year due to the deteworafithe political environment.

The Parliamentary Assembly is still hampered byétuate technical and human resources
and cumbersome parliamentary procedures. Cooperatith the Council of Ministers
remains inadequate, and there is no coordinatidegislative agendas between the State and
Entity parliaments.

Overall, there has been limited progress in imprgvihe efficiency of the Parliamentary
Assembly of Bosnia and Herzegovina. Its work hasnbadversely affected by the tense
political climate, systematic voting along ethnimeks and insufficient administrative
resources.

Government

As a result of the rejection of the constitutioaatendments in April 2006, the Presidency of
Bosnia and Herzegovina continues to rotate on gimt-enonthly basis. Its mandate includes a
role in foreign policy, proposing annual budgetd agpresenting Bosnia and Herzegovina in
international organisations. The election of Bosaml Herzegovina's tripartite Presidency
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continues to be in contravention of Protocol 12haf ECHR as it does not allow citizens not
belonging to the three constituent peoples to stendandidates and determines the ethnicity
of each candidate elected from the Entities.

The Presidency resulting from the October 2006tieles was inaugurated in November
2006. The Presidency has met regularly. Howevsrmémbers mostly continued to show
first allegiance to their Entity and their constitis, and little capacity to find common

positions. They remained divided on key issues sicthe verdict of the International Court
of Justice in the genocide case Bosnia and Herzegov Serbia and developments regarding
Srebrenica. The Presidency members also repeafaiityl to present a joint stance in

representing Bosnia and Herzegovina abroad.

Republika Srpska was able to form its governmeattshafter the elections, but considerable
delays were encountered at State level and ther&emle The Bosnia and Herzegovina
Council of Ministers was established in mid-Febyu2007. It has experienced internal
tensions and deadlocks. Complicated decision-mgkingedures, capacity problems, lack of
political will and diverging national interests government and parliament continue to delay
the adoption of legislation. The work of the Coliradi Ministers is also suffering from the
limited powers granted to the Chairman (Prime Maris

The Directorate for European Integrati¢PEl) is directly attached to the Council of
Ministers. It has continued to play an importarieras Bosnia and Herzegovina's focal point
for EU assistance programming. It has further pri@ashdhe objective of European integration
by continuing its efforts to improve coordinatiohState and Entity ministries. However, the
DEI's work has been hampered by the politicisechaie, and the Council of Ministers has
not used the DEI's capacities to the full extenElI'® human resources also need to be
strengthened.

The Directorate for Economic Planning is respomsifdr monitoring the Medium-Term
Development Strategy and is preparing to coordinthee production of a new National
Development Strategy and the ensuing National gveént Plan. The General Secretariat is
only partly operational and is only slowly taking a greater coordinating role. In order to
strengthen the capacity of the General Secretarigpril 2007 the Council of Ministers
approved a new rulebook considerably increasingsteff. The Legislative Office is
functioning but a lack of professional staff, prees and office equipment prevents it from
properly reviewing all the required legislation.tBan the Legislative Office and in the wider
administration, there is still a substantial la¢koowledge of EU law, European integration
processes and foreign languages. Awareness okttt further to develop and modernise the
legislative basis and legal drafting traditiongted country is also lacking.

Final responsibility for the difficulties in govement work lies with the leadership of the
political parties. On a number of occasions, their@d of Ministers has been left out of

negotiations on reform issues for which the govemimwould normally be responsible.

Similarly fragmented policy-making between the Stahd the Entities is still an issue. The
Coordination Board for Economic Development andogean Integration, which is designed
to harmonise State and Entity agendas has onlyinfretjuently since the new governments
were formed. Coordination between the authoritseetherefore minimal and depends largely
on personal and party interests. Another seriomslibap for policy planning in Bosnia and

Herzegovina as a whole is the lack of proper siesisincluding an up-to-date population

census.
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In the Entities, the Republika Srpska governmerg gstablished in November 2006, whereas
the Federation government was not formed until éhd of March 2007. The Republika
Srpska governmeihtas been efficient in adopting legislation, esgbcia the economic field,
and has made progress with attracting foreign tnvest. It has continued its policy of
strengthening its own legal framework, often withocoordination with the other
governments in Bosnia and Herzegovina. It rema@serplly opposed to the transfer of
powers to State level, for example on police anohemic matters, and has threatened to
reverse previous transfers of powers. The Repul3ikeska executive has continued with its
sometimes harsh rhetoric, although its positiontle@ situation in Srebrenica has been
constructive. The Federation government has besnd#icient in legislating, and its work
has been affected by the difficult political clirmaand diverging party interests in the
governing coalition. In two Cantons, governmentsen®ot formed until ten months after the
elections, and then only after the High Represemtdtad cut the financing of the four main
political parties as a result of the delays.

Overall, Bosnia and Herzegovina’'s State-level gorent structures have been unable to
overcome internal conflicts — often based on etloricEntity allegiance — and to avoid
deadlocks. As a result, there have been serioayslel reform implementation.

Public administration

Some limited progress has been made in the arpabdit administration reform. Bosnia and
Herzegovina's administration participated in thehtecal part of the negotiations for a
Stabilisation and Association Agreement in a praifasal manner. In April 2007, a new
Public Administration Reform Coordinator was appeth with a four-year mandate. The
Public Administration Reform Coordination Office shabeen allocated the budgetary
resources necessary to complete its staffing, adfhaecruitment for most of its positions is
still ongoing. All the governments have adoptediatjplatform for implementation of the

Public Administration Reform (PAR) Strategy, whidefines responsibilities at political,

coordination and implementation levels. In July 208 Memorandum of Understanding on
establishment of a Public Administration Reform &ufinancially supported by the EU, was
signed. The fund, which will manage an initial aition of € 4.5 million, is not yet

operational.

Recruitment by the State Civil Service Agency haproved, although it is still far from

optimal. Coordination between the State- and Eiwyel Civil Service Agencies has
improved, with joint involvement in several largeake training schemes. An initiative to
establish a joint Institute of Public Administratiovhich has received initial approval from
all three Civil Service Agencies, would be a firstep towards closer cooperation.
Harmonisation of the three Civil Service Laws, aguather things to allow transfers of civil
servants between government levels, is pending.

Bosnia and Herzegovina remains affected by cumbersadministrative structures. The
National Strategy for the Public Administration Beh has yet to be properly implemented.
There has not yet been any systematic and cohaotion driven by local ownership. The
PAR Coordinator's Office continues to be dependantoreign assistance. The Coordination
board for the PAR has not yet taken up its roleagmlitical steering force. The reforms
recommended by the sectoral, functional and hot&@ystem reviews have not been carried
out. Genuine support for the process from the uarigovernment structures is necessary for
effective implementation.
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Despite the steps taken over the reporting pesfidrts are still needed to meet the European
Partnership's key requirement that all State-lewglistries and institutions be adequately
financed, operational and properly equipped, padity in terms of premises and staff.
Consolidation of the State-level ministries anditoions has continued, but slowly. Limited
budgetary resources and premises continue to detayitment of the necessary staff. The
planned move to a new government building in 122872is expected to help alleviate the
office space problem.

No progress has been made on regulating ownergjhifs to State property. As a result, the
High Representative has extended the temporaryilption of disposal of State property
until 31 December 2007.

Sustained action is necessary to establish a @iofed civil service with recruitment and

promotion based on experience and merit. Therestlleinsufficient safeguards against

political interference in public administration, &re ethnic identity and party membership
play a significant role. Apart from the lack of pennel, structures within the ministries need
substantial improvement in terms of delegation,trithstion and exercise of powers,

cooperation mechanisms and strategic planning dgpdeurther efforts are necessary to
modernise the human resources management systepnetensively.

The Ombudsman Law, which was adopted in March 2p@6yides for merging the Entity
Ombudsmen Institutions with the State Ombudsmalina with international conventions.
The merger was expected to occur in January 207t bas not yet taken place. The State
Ombudsmen have not been appointed.

Local self-government reform, in line with the Epean Charter for Local Self-Government,

is still underway. Both Entities have adopted lawslocal self-governance. In November
2006, the Council of Europe's Congress of Local Regional Authorities noted that the

legislation on local self-government in Republikgpska and the Federation is on the whole
compatible with the principles of the Charter, that the local governments have no clear
constitutional guarantees, that municipalities str@ngly dependent on financial transfers
from higher level authorities and that correspogdwcal revenue bases are extremely low.
Changes to the Republika Srpska budget system hathe Federation revenue collection
law adopted in 2006 assign specific percentagethefsingle account revenue to Entity,

Cantonal and municipal governments.

The complex administrative structures in Bosnia Beilzegovina and, in particular, in the
Federation remain an obstacle to efficient locdl-gavernment. Bosnia and Herzegovina
also needs to harmonise its local self-governaegislihtion throughout the country.

Lack of cooperation between local political leadees prevented the establishment of a
single administration in Mostar. In September 200& High Representative decided to
appoint a Special Envoy for Mostar to address thistanding problems. Subsequently, the
issues of Herzegovina Radio-Television, parallelisnthe urban planning sector, divided

cultural institutions and ongoing delays in reforoighe Mostar administration were resolved
completely or partly through the intervention oé i@ffice of the High Representative.

The situation in the Srebrenica region remainsréiqudar problem. Following the verdict of
the International Court of Justice in Bosnia andzdgovina's genocide case against Serbia,
Bosniak politicians proposed a Special Status febf&nica, under direct State powers and
outside Republika Srpska. This demand led to is&@golitical tension in Srebrenica and
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throughout the country. As a result, the Repub$kpska government has given Srebrenica
the status of a special socio-economic zone, arfthst adopted an economic and social
development plan for the region. In May 2007, theghHRepresentative appointed an

International Special Envoy for the Srebrenicaaagi

As regards the restructuring of the police, thegaotestructuring directorate (PRD) submitted
its report to the Council of Ministers in Decem2€06. The PRD's report has been taken as
the basis for further discussion on the policenmafdHowever, due to the lack of political will
and diverging views over the powers and adminisgaborders of the police, no agreement
has been reached. As a result, the country's paioain fragmentedSge also section 4.3.4

on police).

Overall, there has been some progress in the &ngabtic administration. However, Bosnia
and Herzegovina is still in an early phase of thkligc administration reform implementation,
which needs to be accelerated. The country's cotrgrid cumbersome structure continue to
undermine efficiency. Significant further effortswards an efficient, professional, stable,
accountable and transparent civil service at a#llef government are necessary.

Civilian oversight of the security forces

The Joint Parliamentary Committees for Defence &edurity and the Intelligence and
Security Committee have continued to perform thikities properly. In terms of defence
reform, the transfer of EUFOR's residual Daytorkg¢aand functions to the Bosnia and
Herzegovina authorities is in progress. Action haen taken as regards the disposal of the
Armed Forces' surplus weapons and military equignimrt progress is slow. The transfer of
defence property from the Entities to the Statertadeen completed and is being hampered,
in particular, by Republika Srpska. In terms otlhgence reform, there has been progress on
issues such as counter-terrorism, organised crime& \&ar crimes. The Bosnia and
Herzegovina Intelligence and Security Agency hawiged timely intelligence on individuals
on the "Srebrenica list".

As a consequence of progress in the defence refamohiding the establishment of
democratic control of the armed forces, NATO indit®8osnia and Herzegovina to join the
Partnership for Peace and the Euro-Atlantic PastnprCouncil in November 2006. The
Partnership for Peace Agreement was concluded cerber 2006.

Judicial system
Consolidation of the judicial system continued togress, but in a difficult environment.

The structure of the judicial system in Bosnia &teitzegovina reflects the internal structure
of the country. Courts exist at State and Entityele and also within the Entities. At State
level, the system consists of a Ministry of Justigén limited powers and staff, the State
Court with an international registry, and the Higjidicial and Prosecutorial Council (HJPC)
which substantially guides the justice reform bas lonly limited resources. The HIPC, as an
independent and autonomous body, continues to g@haymportant role in improving the
situation of the judiciary. It has contributed tociease professionalism, resources and
efficiency. Nevertheless, the HIPC position isswficiently secure within the constitutional
framework and its role is frequently challenged.

12 EN



EN

The HIPC sharply reduced its international stafffiacreased its national staffing in line with
its strategy of transferring power to national hanthe international members have gradually
been shifting from being actively involved in dadperations to mentoring and monitoring at
strategic level. Nonetheless, as the funds provided the national budget to the HJPC and
courts and prosecutor's offices have not increatbexy, remain dependent on international
funding.

The status of the Judicial and Prosecutorial Tngir€entres in the Entities as the recognised
key institutions for the professional educatiorcofrent and future members of the judiciary
was consolidated. A medium-term training strategy been developed. However, the lack of
staff in the Training Centres continues to hindézative training.

Within the Entities, the minor offence reform wassessfully completed, with the minor
offence courts being merged with regular courts wiith the appointment of additional

judges. A new enforcement system for collectiorfinés was developed. Newly appointed
judges and related staff were trained in implenmgnthe new Entity Laws on Minor Offences
and in using the new Registry of Fines. Furtheffisthwas completed at Entity level with the
appointment of judicial associates for first ingtarcourts by the HJPC.

Despite the generally positive developments mentioabove, serious obstacles to the
efficient operation of the judiciary persist. Theselude: four parallel and separate
jurisdictions at State, Republika Srpska, Fedematod Btko District levels; incoherent
systems of laws; directives issued by fourteen #fers of Justice; four different bar
examinations for lawyers; and a high rate of realen$ judgements in major criminal cases at
the Court of Bosnia and Herzegovina. The judicigtam is not exempted from political
interference. In the parliamentary and executivenbines of the governments, there are
attempts to reverse reforms already implementedlltav greater political influence in the
work of prosecutors and judges. A comprehensivéicgissector development strategy is
urgent.

The slow processing of cases due to backlog, paoragement skills and the scarcity of
modern equipment and premises creates obstackstablishing an effective judiciary. The
deployment of computer applications to improve casmmagement was completed in six
courts. However, there is not yet a systematicoagtlan to reduce the growing backlog of
pending cases at courts. At the end of 2006 theres waimost two million pendingases
(although half of these concerned utility issud)rther efforts are needed to introduce
alternative out-of-court resolution measures siecmadiation and arbitration. The backlog of
cases in the Constitutional Court also remains fogler 3,000 cases at the end of 2006). Due
to the lack of a Supreme Court in Bosnia and Heyzieg, the Constitutional Court is
increasingly acting as an appellate court.

Progress in the area of cooperation between pahceprosecutors was limited. Harmonised
rules for cooperation between police and prosesut@ve not yet been established. The
majority of prosecutors and police officers stilavie difficulties in understanding and

applying the four Criminal Code Procedures whick ar force. This continues to be a

concern.

Further efforts are needed to harmonise the crinemasystem. Bosnia and Herzegovina still
lacks a single Criminal Code and Criminal ProcedbDogle, resulting in highly diverse case
law. As a result, the same crime continued to bewikh different punishments across the
country. Insufficient quality of defence in crimineases, lack of understanding of new
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criminal legislation and insufficient education jofdges, prosecutors and law enforcement
officials remain core problems in implementing pidl reform.

Little progress was made in the area of juvenikige. Implementation of the strategy and
action plan against juvenile offences adopted iy 2006 has not started. A coordination
body was set up at State level to monitor its inm@etation. However, the lack of appropriate
and well-regulated juvenile correctional facilitiesd alternative measures for juvenile
offenders continued to seriously hinder the esthbtient of an efficient system to address
juvenile delinquency.

Regarding the local prosecution of war crimes,Skage Investigation and Protection Agency
(SIPA) is investigating some 500 cases dealing wudr crimes. At State level, trials are
generally held within a reasonable time and in deanpe with internationally recognised fair
trial standards. In July 2007, investigations wapened on 93 individuals who were believed
to be involved in networks supporting indicted waminals and who were on the so-called
Srebrenica List. At the same time, the Republik@ska police suspended 35 serving
policemen who were on the Srebrenica List. Howewar, criminals need to be prosecuted
more vigorously, in particular at Entity level. lonty continues for many perpetrators of
crimes during the war. A country-wide strategydealing with war crimes cases is required.

Overall, preparations by Bosnia and Herzegovindeteelop an effective and efficient judicial
system are advancing. However, it has continuddde fragmentation and disparities across
the judicial frameworks. Sustained efforts are seagy to improve efficiency and to ensure
the independence of the judicial system.

Anti-corruption policy

During the reporting period, Bosnia and Herzegovatdied the UN Convention on Fighting
Corruption (Mérida Convention), although ratificati of the Additional Protocol to the
Criminal Law Convention is still pending. There wsmme progress on enforcing the law on
conflict of interest, with the Central Election Conssion sanctioning a humber of elected
officials and preventing them from running for o#fi A National Anti-Corruption Strategy
and action plan was adopted in 2006, but the imefgation has not been satisfactory, due in
part to a lack of resources.

The second evaluation report adopted by the CowiclEurope Group of States against
Corruption (GRECO) in December 2006 underlinedrteed to enforce the legal framework
and to improve coordination and training of therages involved in fighting corruption and
seizure of the instruments and proceeds of crinmeitéd action has been taken in this regard.
No action has been taken to improve anti-corrupkemisiation. The Criminal Codes of the
State, Entities and Bko District establish a general obligation to répsuspicions of
criminal offences - including corruption - but neghl measures are in place to ensure
confidentiality and to protect civil servants refimg such cases. Amending the laws on
elections and on the financing of political partiesecessary to prevent corrupt practices, and
the law on conflict of interest needs to be furtblarified. Prevention and enforcement need
to be strengthened. No independent anti-corru@mgency has been established. Convictions
for corruption remain limited.

Overall, Bosnia and Herzegovina has made limiteog@ss in dealing with corruption.
Corruption is widespread and remains a seriousl@mobStrategies and action plans are in
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place, but they are not properly implemented. Mogerous investigation and prosecution is
necessary.

2.2. Human rights and the protection of minorities
Observance of international human rights law

As regardgatification of human rights instruments, Bosnia and Herzegovina has ratified
all the major UN and international human rights \anmtions, including the European
Convention for the Protection of Human Rights anghdamental Freedoms (ECHR).
Substantial delays in fulfilling the reporting ajdtions have continued. The Constitution
includes most of the principles of these humantsigtonventions and guarantees that they
supersede national legislation. Although the cotises are directly applicable,
implementation needs to improve.

In a number of cases the decisions of the HumamtRiGommission of the Bosnia and

Herzegovina Constitutional Court were not propémtplemented. This had led to a number
of cases being lodged before the European CouHuwhan Rights. In January 2007 the

European Court of Human Rights issued its firsggrdent against Bosnia and Herzegovina.
At the end of 2006, a total of 286 applicationgrirBosnia and Herzegovina were registered
at the Court.

With regard topromotion and enforcement of human rights,progress has been made in
addressing the judicial backlog of cases at the &uRights Commissioaf the Bosnia and
Herzegovina Constitutional Court. Since January2@®@e Commission has been responsible
for reviewing cases of human rights violations. December 2006, amendments to the
General Framework Agreement for Peace in BosniaHerdegovina were made allowing
pending cases to be transferred directly to thes@ortional Court. Despite this progress, a
significant number of cases still remain to be lagkimplementation of the decisions of the
Human Rights Commission remains insufficient dumeparticular, to the reluctance of the
Entity governments to compensate victims. There been no progress in addressing the
question of the citizens and residents of Bosnia #&ferzegovina currently held in
Guantanamo Bay. This case has now been referttbe Buropean Court of Human Rights.

Overall, Bosnia and Herzegovina has made limitedyy@ss in improving the observance of
international human rights law. It has achievediltssin addressing the backlog of human
rights-related cases, but there is room for impnomet as regards the implementation of
rulings. Implementation of international human tggbonventions also needs to improve.

Civil and political rights

As regardgprevention of torture and ill-treatment and the fight against impunity, State
and Entity Constitutions prohibit torture and éatment. Bosnia and Herzegovina is party to
the Convention for the Prevention of Torture. Hoerevt has failed to appoint members to
the relevant committee. Recent assessments ofttlaien in prisons and in police detention
have shown that more needs to be done. Cases sé aiuprisoners and detainees by the
police or prison guards have occurred. There resnaineed to improve the investigation of
cases of alleged misconduct.

The death penalty is prohibited by the ConstitutddrBosnia and Herzegovina and by the
Constitution of the Federation of Bosnia and Heox&ta. Article 11 of the Republika Srpska
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Constitution still allows the death penalty for itapcrimes, which is incompatible with
ECHR Protocol 6. However, Republika Srpska doesappty the death penalty in practice.

Access to justicen civil and criminal trials remains a matter aincern and equality before
the law is not always guaranteed. In criminal $iigjudges often do not fully inform
defendants of their right to counsel at public exqee As a result, defendants do not request
legal aid. Legal aid in civil cases is primarilyoprded on arad hoc basis by privately funded
NGOs. Further efforts are needed to increase tldgdiuof the defence counsel and to
establish a nationwide legal aid scheme for criframal civil trials.

The right to a fair trial is formally incorporatedto the four criminal procedure codes of
Bosnia and Herzegovina. However, in lower levelrtojudges have tended to neglect the
presumption of innocence.

The prison systemremains divided and management of penitentiaryitut®ns is split
between the State and the Entities. There is nbednpractice of criminal sanctions. This
division needs to be addressed in order to creatsharent prison system which ensures that
human rights standards are applied in the sametlwayghout the country. At State level,
there is no prison facility, but only limited detem capacity annexed to the State Court for
custody purposes. There are plans to construcgladacurity prison facility. No specific
detention facilities exist for female inmates.

Prison facilities and supervision need to improwveatidress the problems of overcrowding,
poor living conditions, inadequate medical treattmamd physical abuse by prison guards.
The criminal legislation provides the possibility alternative penalties in the form of
community work. This alternative was officially rotluced in 2003, but a lack of acceptance
has prevented its use. The Entity legislation orsoms has not been adjusted to the
amendments of the Criminal Procedure Code andtidte Saw on the Execution of Criminal
Sentences.

All the constitutions provide fdreedom of expressionThis has generally been respected by
the authorities. The media remain ethnically didid€he effectiveness of the self-regulation
instruments set out in the Press Code is limitdak Republika Srpska authorities refused to
cooperate with the State-wide broadcaster for ger

The Communications Regulatory Agency monitors audial media, including how they
deal with ethnicity, gender and minority issuese Plublic broadcasting law in the Federation
has not been formally adopted. The adoption of lggsslation is necessary to complete the
legal framework for public broadcasting reform, ahiis a key priority of the European
Partnership and one of the conditions for the gigeaof the Stabilisation and Association
Agreement.

The constitutional framework of Bosnia and Herzaegavncludes the right tereedom of
assembly and associationwhich is respected by the authorities.

Some progress has been made as regals society organisations The Council of

Ministers signed an agreement on cooperation wighnon-government sector and appointed
a senior programming officer. Civil society orgaatiens continue to register mainly at Entity
level, because the registration process at Stat# ig perceived as more bureaucratic. Few
NGOs are therefore active country-wide. The Miwisif Justice is increasingly addressing
this issue and providing more information on how®&=an register at State level. The 2007
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Republika Srpska Law on Income Tax exempts soasistance and humanitarian aid from
taxation.

The Bosnia and Herzegovina Constitution providedriedom of religion, and a State Law
on Freedom of Confession and Legal Status of Clegr@nd Religious Communities is in
place. However, religious intolerance is still gmeisin the country. Leaders of the religious
communities have continued to intervene in politissues.

Overall, Bosnia and Herzegovina has made littleitamical progress as regards civil and
political rights. Some steps have been taken t@a@upcivil society development, but the
sector remains weak overall. There is room for mmpment as regards the prevention of ill-
treatment and the fight against impunity, as wellacess to justice and equality before the
law. The poor functioning of the prison system lesto a number of escapes from prison,
including of war criminals. The long-awaited Fedena legislation on public broadcasting is
still pending.

Economic and social rights

Provisions on gender equality am®men's rights are included in the law. However, the
situation of women in Bosnia and Herzegovina hasimproved. Trafficking in women and
domestic violence remain issues of concern. Actessmployment remains difficult and
women’s participation in the labour market contsiie be low compared with men. Many
women are not covered by health insurance. Pragsio guarantee women equal pay are in
place but they are not applied. There have beesproific measures to address this situation
and to facilitate women's employment. Women coitm be under-represented in politics
and official authorities. There are no female niarns in the State government and out of the
57 parliamentarians in the Bosnia and Herzegovididmentary Assembly only seven are
women.

Although the legal framework is in placghildren's rights are not fully secured. Problems
remain in the field of health, social protectiomueation and domestic violence against
children. Children's attendance of early childheatlication programmes is low. Children
with disabilities and Roma children continue toklaufficient medical care and adequate
educational opportunities.

With regard tosocially vulnerable and/or persons with disabilitis, discrimination against
people with disabilities is prohibited by the ldgi®n of both Entities. However, the
fragmented legal and financial framework does movige for the same social protection for
all citizens throughout the country. Numerous gsowp the population are excluded from
social protection and assistance benefits. Thalgged treatment of war veterans continued
to have negative effects on other socially vulnkergieople and people with disabilities.
Socially vulnerable people and people with diséibgi often lack access to health protection
and the labour market, as a general framework praktreatment in employment and
occupation has not been established. Accessilbdgislation is not being implemented and
effective policies need to be put in place. Thedetuacies in the social welfare systems
adversely affect conditions of the handicappedutting the mentally ill. The latter remain
particularly vulnerable to social exclusion. Adpdt budgetary allocations and the
establishment of a Council for Disabled Persons regeessary in order to improve the
situation of disabled and socially vulnerable pesso
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In the field of labour rights and trade unions no changes occurred over the reporting
period. Ratification of the Revised European So€harter is still pending. There has been
no progress on the State-level registration oftthde union Confederation (KSBiH). Ethnic

discrimination in employment is widespread.

The complex system of government and the fragmientaf legislation further hamper social
dialogue. No steps have been taken to harmoniséegiidative frameworks. Despite some
initiatives by the Ministry of Civil Affairs, a caury-wide Economic and Social Council has
not been established. The lack of clarity regardiragie-unions recognition has blocked
further progress in establishing collective bargegrand moving towards voluntary collective
bargaining. The size of the informal economy, tlemplex form of government and
fragmented legislation continue to hinder the depelent of workers’ and employers'
associations.

In the area o&nti-discrimination policies, the State and Entity Constitutions guaranteelequa
treatment of all people. Bosnia and Herzegovina imats adopted a comprehensive anti-

discrimination law, even though anti-discriminatidegislation exists in several areas.

Implementation is however deficient. Discrimination the basis of sexual orientation is

common.

Progress has continued on secumrgperty rights. The mandate of the Commission for
Property Claims of Displaced Persons and Refugasdben extended until the end of 2007
to address residual property repossession casesl hdministration reform continued,
leading to improved legal security of land properghts and a stronger real estate market. A
Land Administration Coordination and Advisory Bodrds been created in the Ministry of
Justice at State level. This body is made up ofesgntatives from the Entity Geodetic
Administrations, the Entity Ministries of Justicedainternational donors.

Overall, very limited progress has been made aardsgeconomic and social rights. Legal

provisions to prevent discrimination and to protibet rights of women, children and socially

vulnerable people do exist, but implementationvsrall poor. No developments have taken
place regarding labour rights and trade unionso@ntry-wide economic and social council

has not been established. A positive note is thatprocess of repossession of property by
displaced persons has been successfully completed.

Minority rights, cultural rights and protection of minorities

As regardsminority and cultural rights and theprotection of minorities, there are 17
officially recognised minorities in Bosnia and Hegbvina. The three constituent peoples —
Bosniaks, Croats and Serbs — do not constitute nitiem Bosnia and Herzegovina is party to
the Council of Europe Framework Convention for Nia&il Minorities, but ratification of the
European Charter for Regional or Minority Languagestill pending. The second report on
the Framework Convention was due in 2006 but hasyebbeen submitted. Many of the
provisions of the Law on National Minorities havet tbeen applied. Similarly, amendments
to the Election Law aimed at improving the politicapresentation of minorities have not
been implemented. Amendments need to be made Hefye008 in order to allow national
minorities to run for the 2008 local elections. Nimgress has been made in reforming the
Bosnia and Herzegovina Constitution, and minoritresefore continue to be excluded from
the House of Peoples and the tripartite Presidefiois problem was also underlined by the
March 2007 concluding observations of the UN Corteriton the Elimination of Racial
Discrimination.
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Bosnia and Herzegovina’s legislation provides fleeadcasting time for minorities, but
limited capacity prevents them from making full wdethe time provided. Greater emphasis
on capacity-building is necessary in order to alloimorities to exercise their rights to media
representation. The Council of National Minoritigg)ich will perform an advisory function
to the Parliamentary Assembly, is not yet operatioifhe National Minority Council has
been established in the Republika Srpska, buteioythe Federation.

Many refugees and internally displaced persongIDPs) do still not benefit from basic
pension and health provisions. The security sibmafor returnees has generally improved,
although isolated incidents of violence have ocaalrr

From January to December 2006 around 5,600 returmr® registered in Bosnia and
Herzegovina, of which 4,600 were minority returiife number of returnees continues to
decline, but the process of return has not yet lweenpleted. Around 120,000 people are
officially registered as refugees and displacedq@as wishing to return. The Return Fund is
financing the reconstruction of housing in 30 mipatities and is supporting a project
aiming to close collective centres for refugees dispplaced persons. Further measures are
needed to improve conditions for sustainable restuin particular regarding access to
employment, health care, pensions and educatiogulReand up-to-date information on the
numbers and flows of refugees, IDPs and returnsesentral to addressing the issue
appropriately.

The process of de-mining in Bosnia and Herzegovimgmortant to facilitate the return
process, is continuing. The De-mining Plan for 20@&s been adopted and is being
implemented by the De-mining Commission in Bosmid Blerzegovina.

As regards missing persons, approximately 13,0@plpewho went missing during the war
have not been found or identified. In 2006, newsraves were discovered and about 2,500
human remains were exhumed. In June 2007, the @aidriMinisters appointed the Steering
Board of the Institute for Missing Persons. Thioowdd allow the Institute to become
operational.

The review of citizenship granted during and after war was in progress over the reporting
period. The State Commission for the Review of Biecs on Naturalisation of Foreign
Nationals in Bosnia and Herzegovina has proposerevtoke the citizenship of over 600
persons. The State Commission is continuing itkwor

The Law on the Protection of Ethnic Minorities danes to be poorly applied, in particular
as regards théRoma population. Roma continue to be the most vulneraiinority.
Discrimination against this community persists,hwiroblems in access to housing, social
services (health), education and employment. Soot®ma has nonetheless been taken
regarding the implementation of the 2005 "StrateagyAddressing Rom#roblems”. Some
efforts have been made to improve the educatiddonfia in schools and universities. In some
municipalities, Roma children have been given sthuaterial, textbooks and financial
assistance for hot meals and school transport. ifipdementation of the action plan on
educational needs of Roma and other minoritiestéedn increase in the so far very low
enrolment rate at all educational levels. Howeway around 30 % of the Roma children
complete primary education. Greater efforts araladdo fully implement the Roma Strategy
and the necessary action plans. Bosnia and Herireghas not yet subscribed to the Decade
of Roma Inclusion 2005-2015.
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Overall, Bosnia and Herzegovina's progress in tha af minority rights, cultural rights and
protection of minorities has been limited. Educativas seen some progress through the
adoption of legislation, but the enforcement of yismns regarding minorities is weak.
Minorities remain excluded from access to certalitipal posts. Concrete action is necessary
to improve the socio-economic integration of rea@® and to support the Roma population
which continues to face very difficult living conidins and discrimination. Efforts to address
the issue of missing persons need to increase.

2.3. Regional issues and international obligations

Implementation of th®ayton/Paris Peace Agreemerttas continued, but nationalist rhetoric
by political leaders from all constituent peoplebaltenging the agreement and the
constitutional order has been frequent. For furtiegails see section 2.1 Constitution above.

Bosnia and Herzegovina has honoured most dafatsncil of Europe (CoE) post-accession
commitments. However, only limited progress hasnbeegistered in the outstanding
commitments that Bosnia and Herzegovina undertookjoining the CoE. Bosnia and
Herzegovina remains under CoE monitoring.

Bosnia and Herzegovina's cooperation wvitile International Criminal Tribunal for the
former Yugoslavia (ICTY) has progressed and is now at a generaligfaatory level. The
signature of the Stabilisation and Association A&gnent (SAA) will require full cooperation
with ICTY.

Cooperation by the State and the Federation wiif¥l@as remained good, while cooperation
by Republika Srpska has improved. In line withatsion plan, Republika Srpska intensified
its efforts to arrest indicted war criminals. In 12007, the Republika Srpska police
facilitated the arrest of one war criminal indictegd ICTY. Coordination between the State
and Entity levels in targeting the fugitives' sugpoetwork is improving. Transfers of
information and evidence to facilitate prosecutiorBosnia and Herzegovina continued. As
regards the freezing of assets of ICTY fugitivesgiglation is in place. Some preliminary
steps were taken in relation to one indicted wamicial, even though the process is still at the
very beginning.

The State Court of Bosnia and Herzegovina has pedd well as regards the indictees
transferred from the ICTY to be judged locallyh#is received a total of six cases under rule
11 bis of the ICTY Rules of Procedure and Evidence inim\ten indictees. The State Court
has completed the trials in two of these cases.vidr&load of the State Court has increased
from 170 active cases in October 2006 to 205 aatages in May 2007. The escape of a
sentenced war criminal was a negative developmienhighlighted deficiencies in the
legislation and the lack of a State-level high-sigprison. Witness protection in sensitive
war crimes cases remains a problem.

As regards thénternational Criminal Court (ICC), Bosnia and Herzegovina still maintains
a bilateral immunity agreement with the United &anf June 2003 granting exemptions from
ICC jurisdiction which does not comply with the ELbmmon Positions on the integrity of

the Rome Statute as well as related EU guidingcjpi@s on bilateral immunity agreements.
It needs to align with the EU position.

3 ICTY Rule 11 bis establishes the procedure forrdéferral of a case by the ICTY to a national court

once an indictment has been confirmed by the ICTY.
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No decisive progress has been achieved on implémgetiie Sarajevo Declaration, which
aimed at finalising theefugee return process by the end of 2006. The processinsm
blocked by the lack of political consensus betwiensignatories. Further efforts are urgently
needed, particularly from Croatia, to resolve théstanding issues, namely how to deal with
compensation claims from those who lost occupamay tanancy rights (OTRs) in Croatia
and recognition of pensions and other rights fargespent working in Serb-controlled areas
of Croatia during the war.

Overall, Bosnia and Herzegovina has continued tplement the Dayton/Paris peace
agreement, although the agreement has frequently bleallenged by key political leaders.
Progress in cooperating with ICTY has been madd, falh cooperation now needs to be
achieved. Regarding the implementation of the Cibumé Europe post-accession
requirements, progress has been more limited.

Regional cooperationand good neighbourly relations form an essentd @f the process of
Bosnia and Herzegovina moving towards the Europsaan.

Bosnia and Herzegovina continues to be an actiwéicyeant in regional cooperation
initiatives such as the South-East European Cotperdrocess (SEECP), the Central
European Initiative, the Adriatic-lonian Initiatiand the Danube Cooperation Process. In its
capacity as the presidency-in-office of the Adddbtnian Initiative, Bosnia and Herzegovina
hosted meetings of the High Officials Committee amdional events on economy and
tourism, protection of cultural heritage, enviromnheand cooperation in fight against
organised crime. Bosnia and Herzegovina held &sgtesidency of the Migration, Asylum
and Refugees Regional Initiative (MARRI). The ShipiPact is in the process of transition
to a more regionally owned cooperation frameworld &osnia and Herzegovina hosts the
Secretariat of the new Regional Cooperation Council

Following a difficult internal debate, in Septem!2007 Bosnia and Herzegovina ratified the
enlarged and amended Central European Free Tradeewgnt (CEFTA). Bosnia and

Herzegovina is party to the Energy Community Treatlgich came into force in July 2006.

Bosnia and Herzegovina is lagging behind with nmgeits obligations under the Treaty,

especially in relation to gas sector. This is mailie to the positions taken by Republika
Srpska.

After considerable delays Bosnia and Herzegovitified the European Common Aviation
Area (ECAA) in September 2007.

On the whole bilateral relations with other enlargement countries have continued to be
good, although little progress has been made mtanding issues.

Relations withSerbia were affected by the judgement on Bosnia and Herzrg's lawsuit
against Serbia and Montenegro for genocide. In u=glgr2007, the International Court of
Justice (ICJ) found that acts of genocide had lmeemmitted in Srebrenica. The ICJ judges
concluded thatSerbia has not committed genocide through its organs or persons whose acts
engage its responsibility under customary international law, in violation of its obligations
under the Convention on the Prevention and Punishment of the Crime of Genocide." They
also found thatSerbia has not conspired to commit genocide, nor incited the commission of
genocide" and acquitted Serbia on charges that it veagplicit in genocide.” However, the
Court ruled that Serbia did not use its influene@tevent the genocide of Bosnian Muslims
in Srebrenica in July 1995. It also found thatléaders failed to comply with international
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obligations to punish those who carried out thassaare. The verdict was followed by an
exchange of diplomatic notes between the two castr

There were few other developments affecting biddteelations between Bosnia and

Herzegovina and Serbia. Serbia opened a ConsulaBamja Luka in May 2007. Issues

relating to the State border, property relationd #ade remain unresolved. The Inter-State
Council between Bosnia and Herzegovina and Serfliaat meet in 2007.

Republika Srpska has continued to intensify costant cooperation with Serbia on the basis
of the Special Parallel Relations Agreement signesleptember 2006.

With regard toKosovo (under UNSCR 1244), the official stance of Bosmd &lerzegovina
underlines the importance of a negotiated settlémen

Relations with Croatia remained stable and bilateral contacts have beenedsing.
Agreements on dual citizenship and on joint sug#sai of the State border have been signed.
However, other border and trade-related issues havebeen settled. There has been no
concrete progress in addressing the agreementegpoith of Plge, transit through Neum and
the agreement on settling property issues. Radiificaf the 2005 Agreement on Demarcation
of the Land and River Borders is on hold, and tbedér dispute involving two islands —
Veliki Skoj and Mali Skoj — remains unsolved, assldhe issue of the Una river border.
Croatia's plan to build a bridge through the Paljegeninsula has not been endorsed by the
Bosnia and Herzegovina authorities.

Relations withMontenegro have intensified. Montenegro has opened an emlassyrajevo.
Bosnia and Herzegovina has opened an embassy gofcal

Good relations were maintained with th@mer Yugoslav Republic of Macedonia, with
reciprocal high level visits.

Diplomatic contacts wit\lbania have been limited but relations remain good.
Bosnia and Herzegovina has concluded a Free Trgdsefent withTurkey.

Bilateral relations with EU Member States remain good. The EU is Bosnia and
Herzegovina’s main trading partner. Trade takesepla particular with Austria, Germany,
Slovenia and lItaly.

Overall, Bosnia and Herzegovina has continued tbqggaate actively in regional cooperation.
It must ensure the proper implementation of sigagceements, including CEFTA. While
good neighbourly relations have prevailed, there been little progress in addressing the
outstanding issues, notably as regards trade amgibrelated issues.

3. ECONOMIC CRITERIA

In examining the economic developments in Bosnid BElerzegovina, the Commission’s
approach was guided by the conclusions of the EamopCouncil in Copenhagen in June
1993, which stated that membership of the Unioruireg the existence of a functioning
market economy and the capacity to cope with comepressure and market forces within
the Union.
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3.1. The existence of a functioning market economy
Economic policy essentials

The government submitted its first Economic andcd@isProgramme for 2006-2008 in

December 2006, providing a basis for analysing geosve developments in economic and
structural reform over the programme period. Thegmmme noted the shortcomings
stemming from the fact that the developments in62@0ong with the lines of policy of the

incoming governments after the October 2006 elastibad not been fully captured.

Consensus has not yet been reached on the fundaseheconomic policies, reflecting the
diverging views between the State level and thaiesnion the essentials of economic reform
and coordination. The lack of consensus on impléatiem of reforms was manifest, in
particular, in the Federation of Bosnia and Herxegg where the privatisation and
restructuring of publicly owned enterprises haswsld down, partly as a result of the
protracted process of government formation after 2006 elections. In general, necessary
reforms in areas such as labour markets, fiscabmability and restructuring or financial
supervision have not been carried out, either aityEar at State level. In addition, there is
limited consensus on the degree of any transfecoofipetences to State institutions and,
where it has occurred, it has often been accomgdjean increase in spending. In the area
of fiscal coordination, negotiations about formialgs and improving the activity of the
National Fiscal Council continued, but with no tdohg results. In general, a lack of
coherence and consensus on economic policies ieevtre acceleration of reforms at State,
Entity and other government levels.

Macroeconomic stability

In 2006, real GDP growth was 6.2%, up from 4.3%92005, driven by domestic demand and
a notable rise in net exports. Economic activigvgstrongly in sectors such as wholesale and
retail trade, real estate, construction, financitdrmediation and manufacturing, reflecting a
favourable external environment and more accumgperting of real export values after the
introduction of value-added tax (VAT). In 2006, ustrial output expanded by 7.5% in the
Federation and by 19.1% in the Republika Srpskd, bg above-average increases in
production of chemicals, metals, furniture and nraety and equipment in the former and of
rubber and plastic products, metals and wood amdtfuwe products in the latter. In the first
eight months of 2007, the year-on-year increasthénvolume of industrial production was
11.9% in the Federation, exceeding the modest @#¥th in the RS. Overall, economic
growth accelerated in 2006 on the back of a moreuhyc catching-up process in the RS and
has remained strong in 2007, this time driven by Hederation. The shift towards higher
value-added activities has been sluggish in botiies The quality of statistical information
remains rather weak.

The current account deficit almost halved to arodrddo of GDP from 2005 to 2006,
primarily due to a reduction of the trade defigitdround 11 percentage points of GDP. The
introduction of VAT in January 2006 led to more @@&te reporting of export values and a
frontloading of imports in the second half of 208&. a result, in 2006 imports were almost
flat in nominal terms, while exports grew by arol2@o, also helped by favourable export
price developments. The favourable trend did nattinae into 2007, when imports rose by
about 24% year on year in the first six months,enidg the trade deficit by 29%.
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In 2006, the substantial trade deficit of aroun&o3& GDP was financed to a large extent by
worker remittances in the forms of private curréiainsfers and employee incomes which
totalled around 18% of GDP on a net basis. NetiRiddws covered only about one third of
the current account deficit. In the first half @@, the privatisation of Telekom Srpske and a
pick-up in greenfield investments boosted net Fillbivs to above 8% of the projected GDP.
Due to strong capital inflows, the official foreigrxchange reserves had increased by 25%,
year on year, at the end of August 2007. Exterohlip debt further declined to around 21%
of GDP at the end of 2006, while total externaltdekestimated at around 51% of GDP. In
conclusion, despite a temporary improvement in 2@36rnal imbalances widened again in
2007, but with increased coverage by net FDI inflow

Employment in the formal sector increased by 1.2%ryn year in June 2007. The officially
registered unemployment rate increased slightl#4®% over the same period. The labour
force survey showed a marginal increase in the eynpént rate to 31.2% in April 2007 from
29.7% a year earlier. While the employment rateegased to around 35% in the Republika
Srpska, it remained almost flat in the Federatibralaout 29%. At the same time, the
unemployment rate declined modestly to 29% fromi%ilover the same period and stood at
around 25% in the Republika Srpska and 31% in thdefation. The still very high
unemployment rate and the sizeable differencesdmtvthe levels and dynamics of registered
and survey-based labour data point to the existenee fairly large and growing informal
labour market and of serious structural rigiditi€ee reform of personal income taxation in
the Republika Srpska helped to reduce the fairghHabour tax wedge. The Federation
government took steps to replicate the reform aadmbnise direct taxation in the two
entities.

Overall, unemployment is very high and job creatisrhampered by significant structural

rigidities, in particular high taxation of laboutistorted wage-setting mechanisms and low
labour mobility. Relatively high and poorly targétsocial transfers reduce the incentive
actively to seek a job.

The monetary policy of the Central Bank of Bosnma &lerzegovina (CBBH) is conducted
under a currency board arrangement with the euth@snchor currency. The CBBH kept
reserve requirements unchanged in 2006 and thehi@$ of 2007. Annual credit growth
slowed from 27.3% in 2005 to 23.4% in 2006. It boeoh back to around 28.6% at the end of
August 2007. The annual growth of broad money acatdd from 18.2% at the end of 2005
to 24.6% at the end of August 2007. Nonetheless;average by foreign exchange reserves
was ample at around 87.5% at the end of August.28@ifgher rate of inflation was recorded
in 2006 on the back of the introduction of VAT addanges in administered prices. This
receded significantly in 2007. The 2006 end-yeamsomer price index inflation stood at
6.1%. It declined to 0.9% by the end of August 20V conclusion, the currency board
arrangement continues to underpin macroeconomigilista despite the relatively rapid
growth of domestic credit.

The replacement of sales tax by VAT in 2006 contgd to increasing consolidated
government revenue to around 45% of GDP in 200&athyr influencing the fiscal stance in
2006 and 2007. The increase in revenue by clogéstof GDP from 2005 to 2006 resulted in
increased spending at all levels of governmenalling more then 3% of GDP, and a rise in
the budget surplus to 2.9% of GDP. The budget afeSnstitutions increased by about 1.4%
of GDP, due to transfers of powers from the Ergjtigf which 1.2% of GDP was spent on a
higher wage bill. The transfer of functions to Stdével was not accompanied by an
equivalent reduction in spending by the Entitiehjolr also increased their expenditure as a
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share of GDP. Public spending increased by aroulébo lof the Entity's GDP in the
Federation and by 2.9% in the Republika Srpska.

The 2007 budget execution at different levels ofeggoment shows continuing increases in
public-sector wages, social transfers and welfgsending. In particular, the Law on
demobilised soldiers adopted in the Federation diddeaggregate social spending. Despite
good revenue collection in the first half of 20@ffe temporary nature of some of the high
VAT revenue recorded in 2006 raises concerns tlatarge spending commitments in 2007
could result in a deterioration of the fiscal pmsit Overall, the relative consolidation of
public finances in 2006 was accompanied by a sfippaf expenditure which weakened the
quality of the fiscal adjustment and added to theal risks.

The external public debt of Bosnia and Herzegowinan a downward trend, from around
26% of GDP at the end of 2005 to 21% at the er2D66. However, domestic public debt is
expected to raise the fiscal burden significantiythe years ahead, due to a large stock of
unsettled domestic claims. The two entities furingslemented the Law on the settlement of
liabilities from frozen foreign currency depositghich is expected to increase the domestic
public debt significantly, in particular in the Fedtion. Other domestic liabilities relate to the
claims for war damages. Finally, the bill on regtdn, which has been sent to parliament but
not yet adopted, could undermine fiscal sustaiitgbiif it fails to align financial
compensation with the budget’s long-term abilityp@y. The Republika Srpska adopted a
Debt Law which limits government borrowing by imdecing sub-ceilings on the level of
debt service relative to current revenue from thec@ding year. A similar law is awaiting
adoption in the Federation. In conclusion, bothtesthave made some progress on settling
domestic claims, but the final outcome still repres a significant fiscal risk.

The improved macroeconomic policy mix from 2006Jeced in a higher surplus of the
public-sector savings/investment balance and ataotisl reduction of the current account
deficit, was based on one-off factors that would e repeated in 2007. The most important
one was the introduction of VAT which, despite atgerall positive impact, also allowed a
weakening of the quality of fiscal adjustment bgating room for a large increase in public
current spending. At the same time, the reformiigatl taxation in the RS as of January 2007
simplified the tax system and reduced the fiscatlen, which could alleviate the distortions
of the labour market in particular. In general, -offe factors helped to improve the
macroeconomic policy mix in 2006, but the qualitypablic spending deteriorated.

Interplay of market forces

In 2006 and 2007, the Republika Srpska made fughmgress on privatisation and, after the
sale of Telekom Srpske, around 63% of the initidcls of State-owned capital for
privatisation has been sold. In addition, privat@maof the Republika Srpska oil businesses —
Oil Refinery Brod, Oil Refinery Modrica and Petiad. Banjaluka — is almost complete. The
setting-up of the Investment-Development Bank oputdika Srpska for the purpose of
managing the remaining State ownership, complgimgatisation and investing privatisation
proceeds via various funds, is intended to impraN@cation of public resources, but at the
same time threatens to crowd out private-sectaviaes, in particular in the banking sector.
Similarly, adoption of the development programmeR&publika Srpska — which plans to
invest a large share of the funds in industrialvéets, corporate restructuring and housing
construction — could run counter to the initialextijve of divesting State ownership.

25 EN



In 2006 the private sector’'s country-wide shareGDP remained around the 55% level
recorded in 2005. The main reason for this wasstberdown of the privatisation process,
which affected the Federation most. In 2006, theoua privatisation agencies in the
Federation (Entity and cantonal) sold stakes icddpanies, with the total capital privatised
worth € 86 million and investment commitments obward € 87 million. This equals only

about 2% of the total State-owned capital slated piovatisation in 1999, bringing the

cumulative percentage of capital privatised sarfahe Federation to around 41%, of which
only about one quarter was privatised by directdéeimg. Cash proceeds from these
privatisations in 2006 totalled some € 12 millidn. 2007, the Federation Privatisation
Agency plans to privatise another 3% of the inisidck of State-owned capital, either by
direct tendering or by stock-exchange sales, amdgioucture a further 3% of that stock prior
to privatisation. However, the process came toamdstill, as tenders for some strategic
companies (e.g. Energoinvest and Hidrogradnja) waneelled and privatisation of Aluminij

d.d. Mostar was delayed, diminishing the prospémtdaster privatisation in 2007. What is

more, the situation in late August was that thegiirsation process, except for the ongoing
sales, had been put on hold by the Federation eabimtil a general privatisation policy is

formulated.

Free market entry and exit

Implementation of a single business registraticstesy started in a limited number of courts
in June 2007. It should shorten the proceduredartaegistration to five days and reduce the
number of documents required. Survey data sugdedtup to June 2007 no particular
progress was made on the procedures for startimgsmess, obtaining licences or closing a
business. However, some progress was made on ngdilng number of inspections faced by
companies in both the Federation and the RepuBllikaka. Furthermore, the RS authorities
are close to completing a regulatory impact analggned at reducing red tape, known as the
"guillotine process”. Bankruptcy procedures haverbeamproved and the number of cases
initiated and closed by the courts has graduallyeased. Less progress has been achieved on
applying bankruptcy procedures to the high numiiensolvent publicly owned companies,
as suggested by the large and increasing amoustaté aid and public-sector subsidies.
Major obstacles to business entry persist in ags$h as obtaining licences, registering
property, enforcing contracts and paying taxes.r@lecompany registration and licensing
procedures have improved marginally, but significadministrative inefficiencies are
continuing to hamper market entry and exit and mgki difficult to do business.

The legal system

The judicial system continues to suffer from slosurt proceedings, poor case management
and a large and growing backlog of unresolved cd@ical interference in the system has
occasionally occurred. Overall, these circumstanogsair the business environment by
undermining effective enforcement of creditor anojperty rights.

Development of the financial sector

Banks hold a dominant position in the financialtseand their assets grew to around 82% of
GDP in 2006, up from 76% in 2005. There were 32kbamperating at the end of 2006
(compared with 55 in 2000), with foreign capitalntolling about 83% of the total bank
capital. Privatisation of banks was completed irf0&0n the Republika Srpska. In the
Federation three banks remain in public handsyrader provisional administration. The five
largest banks held around 59% of the total asdetiseobanking system at the end of 2006,
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similar to 2005. This, along with the narrowing wmiterest spreads, shows that bank
consolidation is not hindering market competition.

Non-bank financial sectors recorded sustained drawt2006. The leasing market grew by
around 30% to 2.4% of GDP at the end of the yehe ifisurance sector is fragmented and
obstacles remain for the operation of insurancepaomes of one Entity in the other one. The
sector's assets are estimated at about 3.2% of GaPs in the micro-credit sector totalled
2.5% of GDP. New harmonised Entity-level laws wad®pted on micro-credit institutions
along with amendments to the laws on banking sugierv agencies in order to bring the
micro-credit sector under the scope of banking sugien agencies. In 2006, the market
capitalisation of the Sarajevo Stock Exchange emed by 76% and ended on almost 95% of
GDP in the Federation, while the Banja Luka StogkHange increased its capitalisation by
175% to more than 121% of GDP in the Republika lGxp®verall, at the end of 2006 stock
market capitalisation of both exchanges in Bosméd Herzegovina stood at 108% of the
country's total GDP. In conclusion, the financiett®r is developing rapidly

Financial stability indicators point to a strengtimgy of the banking system in 2006. The ratio
of non-performing loans to total loans decreased%o at the end of the year. Although
marginally lower than a year earlier, the capidguacy ratio was relatively high on 17.7%
at the end of 2006. Over the same period, averafjernr on equity increased by
2.3 percentage points to 8.5%, suggesting impropmoftability. A single credit registry was
established for legal entities in 2006 and extendgghysical entities in early 2007. However,
banking supervision is conducted by two separatgityEragencies under the weak
coordination of the CBBH and thus remains fragm@nt€he rapidly growing leasing
operations have not yet been included in any sigerv framework, although in the
Republika Srpska newly adopted legislation brodghsing operations within the scope of
banking supervision. Overall, supervision of theaficial sector has not been adequately
strengthened.

3.2. The capacity to cope with competitive pressure andharket forces within the
Union

Existence of a functioning market economy

Macroeconomic stability has improved. Economic apms are able to take decisions in a
climate of relative stability and predictabilityesbite risks related to a deterioration of fiscal
and external balances. The slowdown of structwefdrms, in particular in the Federation,
together with the lack of consensus on economiicigsl and the continuing strong influence
of the public sector in the economy, still hindéficeent allocation of resources by market
mechanisms.

Human and physical capital

The Higher Education Law has been adopted. A packégther education laws, including
one on vocational training, is still awaiting adopt Efforts have been made to improve the
quality of vocational training and to establish laser link with the needs of the labour
market. Despite some improvement, enrolment ratesdcondary and higher education and
graduation rates remain relatively low. Accordinglte labour force survey, participation in
the labour market is still very poor, as indicatedan activity rate of around 44% and an
unemployment rate which declined marginally to 28%April 2007. The authorities are
taking a number of active labour market measureslieviate the current situation, but
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without much success. Improved performance on #i®ur market depends heavily on
reducing labour market rigidities and increasinigolar mobility. Overall, the reform of the
education system has been progressing only sloadythe low education outcomes do not
justify the relatively large number of initiativesid public spending in this area. The weak
performance of the labour market requires stronggiral adjustments.

In 2006, as in the previous year, FDI went predamily to the financial sector, but the

manufacturing sector also attracted about a quaftére inflows. Investment totalled around
21% of GDP in 2005. FDI inflows into Boshia and Eggovina increased moderately, from
5.5% of GDP in 2005 to 5.8% in 2006, bringing tla¢ak stock of FDI per capita to a

relatively low € 780. However, so far in 2007 Fiflows have risen sharply, taking the FDI
stock per capita to over€1,000 euros. Upgradingheftelecommunications and transport
infrastructure has continued, particularly of loazd construction. Development of the R&D
sector is hindered by obsolete research infrastreciveak performance of higher education
and a massive brain drain of scientists. To corglubde upgrading of physical capital is
progressing, but in a low gear.

Sector and enterprise structure

Legal frameworks that would allow financial restturtng and debt write-offs for State-
owned enterprises were put in place in both estitie2006. In addition, the privatisation
legislation was amended in the Federation to allote alia, the splitting-up of State-owned
enterprises into viable components that would tsaguently sold, although so far it has had
no tangible impact on the volume of privatisatiofhe new legislation on financial
restructuring in the Republika Srpska has prodwmede positive results, facilitating the sale
of the oil-refining companies.

In the Federation, the rescheduling and writingaifistate-owned companies’ accumulated
budget arrears allowed outside the restructuringdpsation process can have damaging
effects on corporate governance in the long runaddition, the plans to restructure the
energy sector by including profitable and non-gadfie units in joint entities diminish the
long-term viability of the sector. Overall, the tresturing of state-owned enterprises is
progressing fairly slowly and is hindered by thetee interests of enterprise managers, trade
unions and decision-makers.

The liberalisation of network industries has coméid, with mixed results. Some progress has
been made with the preparations for opening upetbetricity market, but less in the gas

sector. Unbundling of distribution and generatiarthe energy sector is proceeding slowly.
Some progress has been made with liberalisatiorihef telecommunications sector, in

particular in the form of privatisation of Telecddnpske. Structural separation of the railway
companies has yet to be completed in the two estéind these companies are still loss-
making. To conclude, only limited progress has kesneved on liberalisation of the network

industries.

The gradual shift in the sectoral structure of #o®nomy towards services — retail and
wholesale trade, financial intermediation and esgate — is continuing. At the same time, the
structure of exports and industrial production edsea shift towards higher value-added
goods. This trend is more marked in the Federatmah overall, is proceeding at a slow pace.

The small and medium-sized enterprises (SME) sastgrowing, but has to cope with a
difficult business environment. Access to longemidinancing and the lack of collateral
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remain problematic. Progress has been achievedtdy Eevel, but there is no consensus on
establishing a support framework for SMEs at Skavel, which would help the country to
comply with the European Charter for Small and MediSized Enterprises. The Federation
adopted a law to promote the development of SMHs Republika Srpska National
Assembly approved a strategy for the developmeSi\Es for 2006-2010. To sum up, some
progress has been made at Entity level on setjingtuuctures to support SMEs, although
uncoordinated in terms of a country-wide strategy.

Sate influence on competitiveness

Some progress has been made on enhancing transpavanState aid by compiling a
preliminary state aid inventory for 2004-2006. Timajority of Bosnia and Herzegovina's
support programmes would not qualify as state elgbmes, given that they usually last less
than a year or are even adopted onadrhoc basis. The amounts granted are large and
increasing and varied, on average, from 1.7% t8&040%5 GDP over the period, depending on
the estimation method. A large proportion of themart goes to sectors such as public
transport and utilities, agriculture and miningat8t intervention in the productive sector
remains significant. The Competition Council in@ea its activity on carrying out
investigations and issuing decisions. Sustainedrtsffare now necessary to achieve more
effective anti-trust control.

Economic integration with the EU

Bosnia and Herzegovina is an open economy with taide equivalent to around 103% of
GDP in 2006. This share went down slightly from @thb08% of GDP in 2005, mainly due to
the frontloading of imports prior to the introdwstiof VAT. In 2006, the EU continued to be
the most important trading partner with sharesrotiad 69.4% of Bosnia and Herzegovina's
total exports and of 60.2% of its total imports.Ikfilows from the EU declined temporarily
in the first half of 2007, following the large salé Telecom Srpske to a non-EU company.
Overall, integration of trade and investment with EU remains strong.

The consumer price indexed-based real effectivénan@e rate calculated in relation to 20
trading partners appreciated by around 4.2%, yeaayear, by the end of June 2007. In the
first six months of 2007 it appreciated moderafely around 2.1%) compared with the 2003
level. In 2006, the unit labour cost-based reaharge rate against the euro appreciated by
around 2%, despite an increase in labour prodigtiof about 4%. Consequently, price
competitiveness was largely preserved.

The per capita income of Bosnia and Herzegovingsoned in purchasing power standards
(PPS), was around 29% of the EU-27 average in 20igfitly up on 2005.

4. EUROPEAN STANDARDS

This section examines Bosnia and Herzegovina’'s agparadually to approximate its
legislation and policies to thacquis related to the internal market, sectoral policaesl
justice, freedom and security, in line with a Siabtion and Association Agreement and the
European Partnership priorities. It also analysesniza and Herzegovina’'s administrative
capacity
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4.1. Internal market
4.1.1. Free movement of goods

As regards horizontal measures, progress has bemte mn dismantling Bosnia and
Herzegovina's Institute for Standards, Metrology émtellectual Property and establishing
three separate Institutes — one for Standardisatio@ for Metrology and one for Intellectual
Property — from the beginning of 2007.

Some progress has been made as regaatslardisation. The Institute for Standardisation
has been established and the director has beenntgpoThe Institute is carrying out
standardisation activities based on the principleaduntary standardisation and is adopting
as national standards the standards of the Europtardardisation organisations CEN
(European Committee for Standardisation), CENELEQr¢gpean Committee for Electro-
technical Standardisation) and ETSI (European Detecunications Standards Institute). So
far 7641 European standards (ENs) have been adaguedosnia and Herzegovina's
standards, a large majority of them by the dedlamatnethod. The Institute is an associate
member of CENELEC and a partner standardisatiorny bufdthe CEN. Lack of human
resources is undermining the capacity of the mstifor Standardisation to perform its tasks
effectively.

As regardsaccreditation, the Institute for Accreditation is working in acdance with the
requirements of the EN 45000 and ISO/IEC 17000esenf standards and with the
recommendations and guidelines issued by Europeapecation for Accreditation, the
International Accreditation Forum and Internatiohaboratory Accreditation Cooperation.
The Institute has so far accredited 30 conform#geasment bodies. It has 11 permanently
employed specialists and around 40 outside exfastessors and technical experts). Bosnia
and Herzegovina needs to establish the conditionguture international recognition of its
test and calibration results and certificates. |[§oaneeds to prepare the Institute for
Accreditation to sign the multilateral agreemeniviuropean cooperation for Accreditation.

Little progress has been made as regangsrology. The legislation on metrology is not
harmonised with the EU requirements, which calldeparation between legal, scientific and
industrial metrology and harmonisation of the Stateel and Entity-level legislation. Bosnia
and Herzegovina needs to develop a metrology systeine with the EU Member States'
best practices and to develop metrology servicaatefnationally recognised quality within
the framework of national metrology infrastructuireaddition, it needs to start to prepare the
Bosnia and Herzegovina Institute for Metrology fature full membership of EUROMET
(European Collaboration in Measurement StandaEISRACHEM (European Federation of
National Associations for Analytical Chemistry), WMHAEC (European Cooperation in Legal
Metrology), OIML (International Organisation of La&lg Metrology) and the Meter
Convention.

No significant progress has been madeconformity assessmentactivities. Conformity
assessment is not performed on locally manufactareidhported products before they are
released onto the market.

Little progress has been made witarket surveillance. Bosnia and Herzegovina has
established the Agency for Market Surveillance Whialong with the inspectorates of the
Entities and the customs offices, will form the k&rsurveillance system. The Agency is not
yet fully operational. The market surveillance systis still largely based on mandatory
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standards and pre-market control, which involvesfemtion of products before they are put
on the market. Further development of a marketesllamce system based on appropriate new
and old approach product legislation is needed. cthmmtry needs to develop the capacity of
its market surveillance system in order to guamatbe safety and compliance of technical
products in accordance with EU market surveillagmed practice.

Limited progress has been made with technical egguls transposing theld and new
approach directivesinto national legislation. The Council of Ministeaslopted a Decision
on an Action Plan for Implementation of the Progmanon the Transposition of Technical
Regulations that defines the division of powerswigein the institutions responsible for
transposition and implementation of technical ragahs. No technical regulations
transposing the Communigcquis have yet been adopted and no internal consultatineh
notification mechanisms have been established.

The country lacks many important line ministriesStdte level and specific areas of technical
regulations must be formally assigned to the exgs8tate Ministries in accordance with their
general areas of competence. Consequently, theritgagd technical regulations are not
covered by any government body. The new approadttdies covered by the Ministry of
Foreign Trade and Economic Relations are an exaepRartly due to the aforementioned
deficiencies of the institutional framework, theee no systematic knowledge of specific
regulations in force. Most areas of the harmonEBdcquis are hardly regulated or have not
been implemented at all or else they are regulatdeintity level, often based on diverging
provisions, thus creating obstacles to operatiath@finternal market even within the country.
In addition, there is neither an enquiry point watheliable database on the product legislation
in force (mainly laws inherited from the former Yaglavia) nor applicable conformity
assessment systems and infrastructure needed dynh@amufacturers and potential exporters
to Bosnia and Herzegovina.

The Law on Pharmaceuticals and Medical Devicesnioag/et been adopted. Consequently,
no national agency for medicinal products has lestablished. This continues to undermine
the establishment of a real internal market wiBasnia and Herzegovina in this sector.

Some progress has been made in the areeow$umer protection. The Office of the
Ombudsman for Consumer Protection provided fogy@onsumer Protection Law has been
established. The Section for Consumer Protectioarkbt Surveillance and Competition at
the Ministry of Foreign Trade and Economic Relasitras also been set up. Nonetheless, the
rights that the legislation confers on consumeesrart sufficiently protected in practice. The
activities of the State-wide Consumers’ Associatimve remained limited due to lack of
resources.

Overall, Bosnia and Herzegovina's preparationsi@nfields of standardisation, accreditation,
conformity assessment, metrology, market surveibaand consumer protection remain at an
early stage.

4.1.2. Movement of persons, services and right of establishement

No progress has been made regaranoyement of personsThe labour legislation remains
fragmented and labour mobility limited. There isuroform social security system and social
benefits differ between Entities end even betweantans. This situation undermines the
prospects for a coordinated social security medmamith the EU. Ensuring the portability
of pension and health benefits between individwaliad security systems would facilitate
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mobility within the country. No steps have beenetakowards granting social security
benefits for resident family members of foreigniowadls working in Bosnia and Herzegovina.
Bosnia and Herzegovina is lagging behind with praf@ns in the field of movement of
persons.

No new developments have been reported in reldtothe right of establishment for
companies. EU companies can establish their opesatn Bosnia and Herzegovina with the
same rights and obligations as local firms. Newwets, local and foreign businesses and self-
employed individuals continue to be burdened wikhessive administrative procedures for
licensing and business permits. A new businesstragion system, introducing a uniform,
simplified and significantly shorter procedure foegistering new business has been
developed, but is not yet fully operational. Bosalad Herzegovina is one of the most
difficult and costly places for businesses in thgion.

Concerningfreedom to provide services no progress has been made on drawing a clear
distinction between the obligations of foreign aiers who provide cross-border services on
a temporary basis and of those service providesarld permanently established.

The rapid consolidation of the banking sector hastinued. Foreign banks dominate the
sector. No progress has been made on establishofiemtsingle State-level supervisory
agency for bankingSeparate Entity banking legislation still prevadsd banks continue to
be licensed and supervised by two separate Ergegna@es. The lack of uniform State-level
legislation and of a single regulator makes sugéiin line with international best practices
extremely difficult. The capacity of banking regules and supervisors needs to be reinforced.
As regards international cooperation, a Memorandéitdnderstanding has been signed with
the Montenegro banking supervisor.

Both Entity banking agency laws have been amena@tctude supervision over micro-credit
organisations (MCOs) and savings and loan institisti the latter for Republika Srpska only.
Many MCOs operate across Entity borderlines anda#fiexted by the same split regarding
licensing and supervision as banks.

The amendment to the Republika Srpska Banking Ageémev introduced immunity from
legal prosecution for the Head and Deputy HeachefRepublika Srpska Banking Agency.
However, in order to comply with the Basel prineglimmunity from prosecution also needs
to be extended to the staff. In the Federation,aitmendments to the Banking Supervision
Agency Law adopted in October 2006 extended immutut all staff of the Federation
Banking Agency.

The Central Bank expanded the Central Registry afpQrate Loans to include consumer
loans with effect from January 2007.

As regards insurance, the State Agency's roledrasined limited. It includes harmonisation

of Entity legislation, international reporting amdordination and arbitration between the

Entity supervisory agencies. Licensing and supemigsemain under the authority of the

Entity agencies. Supervisory enforcement capaaitythe insurance sector needs to be
upgraded. Secondary legislation necessary to imgierthe Insurance Acts, including by-

laws on the format of insurance companies' findnejaorts and solvency rates, was adopted
in the Federation with the aim of complying withetacquis. Republika Srpska has made

some progress in adopting secondary legislation,ihportant by-laws that would enable

companies established in the Federation to operdle Republika Srpska are still missing.
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No progress has been made with the adoption ofSthee-level legislation on leasing and
obligations. The Federation approved the transfgrosvers over obligations and leasing to
the State level, but Republika Srpska continudsetopposed. Republika Srpska has adopted
its own leasing law. The Federation has also stapieparations in this direction. This
undermines the prospect of a real internal mark#tis field.

The Republika Srpska adopted a new Security Markats in 2006, while the Federation
failed to follow suit. In general, the Entity seiti@s markets are lacking a coherent legislative
and regulatory framework since the Entities’ Sé@sriMarket Laws are not harmonised. The
oversight remains fragmented between the two Efditgl Securities Commissions; in fact,
no effort has been made to establish a single giesuregulatory body. The institutional
setting for coordination of capital markets polgcend regulation between the two Entities is
not in place.

In the area otompany law, as regards accounting and auditing, the Nati&tategy and
Action Plan on Accounting and Auditing were adoptetarch 2007.

Bosnia and Herzegovina's preparations in the afesermwvices, establishment and company
law remain at an early stage.

4.1.3. Free movement of capital
There have been few new developments as regarfieéhmovement of capital.

Bosnia and Herzegovina has continued to applyivelst liberal rules on inward capital
flows. Certain restrictions remain on outward tfars by individuals and non-residents as
well as on the holding of foreign accounts by residentities. Restrictions on foreign direct
investment apply only to the armament and meditosgcwhere the foreign capital stake is
limited to 49%. Transfers and repatriation of piofand remittances plus foreign currency
transfers by domestic and foreign companies aggdltsed. The State-level Law on Foreign
Direct Investment and the Entity-level implementitggislation establish transfer and
repatriation rights.

The Federation adopted an amendment to the de@sidhe general conditions under which
resident entities are allowed to hold foreign exgjein bank accounts abroad. This adjusted
the provision that permits resident legal entiteespen and manage a bank account abroad, if
holding a foreign (non-resident) bank account grecondition for approval of loans. This
change will liberalise international financial flsvand provide easier access to credit abroad
for resident legal entities.

Republika Srpska adopted amendments to the 2003dmaworeign Exchange Operations
granting all residents the right to hold foreigrcleange accounts in foreign banks, provided
these are used for ongoing transactions and capaasfers. It also deleted the provision
empowering the Republika Srpska government to @yndthe conditions under which the

foreign exchange market operates. No progress bBas made towards adopting a State
Framework Law on foreign currency operations.

Bosnia and Herzegovina has a modpayment system structure The Real Time Gross

Settlement and Gyro clearing systems comply with @ore Principles for Systemically
Important Payment Systems issued by the Bank farrdational Settlements. The payment
system comes under the supervision of the CenaakBMemoranda of Understanding have
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been signed with Montenegro and Serbia to furtheilifate international transactions with
these countries.

Overall, Bosnia and Herzegovina's preparationkigdrea are on track.
4.1.4. Customs and taxation
Limited progress has been made in the area of missémd taxation.

As far ascustoms rulesare concerned, the customs legislation reflectsatais as it stood

in September 2003. It needs to be adjusted to gqubsé changes. There is room for
improvement in implementation of the existing légfion, amongst other things because
operational instructions have not yet been adopted number of customs procedures. The
customs tariff of Bosnia and Herzegovina needsetallgned with the most recent version of
the EU Combined Nomenclature, notably with a viewimplementation of the future
Stabilisation and Association Agreement (SAA).

Supervision of the five operational free zones osfda and Herzegovina has not improved.
There has been no adequate and consistent comirgbods entering or leaving the free
zones. Imports of equipment for production actatare still exempted from customs duties.
This provision is not in line with thacquis and needs to be adjusted.

In some cases, Bosnia and Herzegovina has contitmadse price lists instead of the
transaction value to determine the customs valumpbrted goods. This method is contrary
to theacquis, the SAA and the country's own customs legislationaddition, the customs
valuation rules have not been consistently applibdoughout the country. New
comprehensive, GATT-compliant instructions on vabraaddressing this issue were adopted
in September 2007.

Bosnia and Herzegovina has not dismantled its ousties for the processing of customs
declarations.

In the area of origin, the Indirect Taxation Autity(ITA) will become, upon the entry into
force of CEFTA, the only authority in Bosnia andrkegovina empowered to request and
carry out verification of EUR 1 movement certifieatfor trade with the EU and CEFTA
countries. Centralisation of verification of predatial origin certificates within a single body
iIs necessary for proper implementation of diagaoahulation in the context of CEFTA and
the future SAA.

As regardsadministrative and operational capacity ITA has made progress in combating
fraud and corruption by increasing the level ok ralysis and intelligence work. This has
led to some results in terms of detection of smedgind counterfeit goods. Some 90% of the
staff of the law enforcement sector within ITA hasezeived training on anti-smuggling,
intelligence and investigation operations. A freégelto which citizens can report their
complaints has been opened. ITA has taken stepardgvihe systematisation of its internal
organisation. Further efforts to strengthen ITA&maistrative capacity are nonetheless
necessary, in particular as regards internal audk,analysis and intelligence/investigation.
Stronger action needs to be taken in the fightregaiorruption. Communication between the
different sectors and field units within ITA neetis be further improved. So far, little
exchange of information or feedback to ITA headtprar exists. In addition, working
conditions at some of the border crossing pointsgex efficient and effective work.
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As regards computerisation, Bosnia and Herzegoliems not yet decided which customs
declaration processing system it will use in fut(&eycuda, currently in use, or Alice).

Regardingtaxation, progress has been made on VAT collection. Boanth Herzegovina's
VAT legislation is largely in line with the VAT Dactive. Legislative proposals were
prepared to introduce a zero rate for certain categ of products. Such rates, if introduced,
would not be in line with the Communisgquis.

The Law on Excises has been implemented. Furthemdments are needed to align the
legislation with European standards. Bosnia andzétgvina needs to refrain from
introducing excise legislation that would discrimi@ against imports. This would be contrary
to theacquis, as well as WTO and CEFTA rules.

Some progress has been made on harmonisationeat tiixation. Republika Srpska and the
Br¢ko District now have similar rates of corporate gaisonal income tax. The Federation
has taken steps towards harmonising direct taxatitim Republika Srpska and &o. The
new legislation in the Federation is expected tereinto force in January 2008.

In the field of business taxation, a gap analysideing carried out to identify existing
measures which could be contrary to the Code otiGcinon business taxation.

As regards administrative capacity, the VAT coll@ctunits have been staffed, procedures
have been set up, and training has been providedetr, additional training is needed to
further enhance tax collection, including trainmgrisk analysis techniques.

The authorities have made no progress on seleatingdirect tax revenue allocation model
and disputes over the methods for revenue distobuthave continued. The High
Representative imposed a decision setting the stfarevenue to be distributed to &p
District. However, this is only an interim solutiontil an agreement is reached.

Bosnia and Herzegovina's preparations in the fiefdsustoms and taxation are moderately
advanced, but only limited progress was made dweré¢porting period towards addressing
the issues identified in last year's report.

4.1.5. Competition

Further progress has been made in the areantftrust control. However, the 2005
Competition Law still requires further alignmenttivtheacquis, in particular to ensure that
services are covered by the legislation.

The Competition Council adopted two implementingsa€ the regulation on the method of

notification and criteria for assessing concerraf undertakings as well as the Rulebook
for maintaining the Registry of records for concatibns. The competition authorities carried
out 62 investigations during the reporting periodl assued 48 final decisions, including in

the fields of banking mergers and telecom acquoisitiThe number of decisions taken has
significantly increased over the past year. Amenus¢o the rulebook of the Competition

authority increasing the number of employees haenkadopted. Sustained efforts are now
necessary to ensure that recruitment proceduresuacessfully completed.

Bosnia and Herzegovina's preparations in the draatbtrust are moderately advanced.
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Initial progress has been made siate aid Data for a preliminary state aid inventory have
been collected, although a more comprehensive iseewill be necessary to meet the

requirements of the Stabilisation and Associatiggte@ment. The necessary legislation and
the establishment of an operationally independéaiie said monitoring authority remains

outstanding.

Preparations in the field of State aid need todoelarated.
4.1.6. Public procurement

Some progress has been made in the field of pydsbcurement. Implementation of the
existing legislation and development of implemegtrgislation have continued.

With regard to the institutional set-up, staffiryéls in the Public Procurement Agency and
in the Procurement Review Body (PRB) have remaimezhanged and need to be increased.
Newly received complaints are being resolved attesfactory pace, in line with the PRB's
rules of procedure, but there is still a backlogcases from 2006, when the PRB lacked a
quorum to take decisions.

Standard tender documentation was adopted in M@y 28d has become binding as of July
2007. Further attention to and investment in etestr publication of procurement notices and
development of e-procurement is needed.

Obligatory preferential domestic treatment remam#orce and is being phased out at a rate
of 5% every two years until 2011, when it is dueb® abolished. The electricity sector is
entirely excluded from this preferential domestieatment by a decision of the Council of
Ministers in November 2006.

There have been attempts to challenge the curregislative framework for public
procurement. The calling into question of the Ssapmwers in this area is a bad signal in
terms of the commitment to a single public procueatrsystem.

As regards enforcement of the public procuremegislation, there is a strong need to
improve the capacity of contracting entities to agenprocurement procedures efficiently and
to strengthen administrative capacity at all lewé#lprocurement.

Bosnia and Herzegovina's preparations in the fadlgpoublic procurement are moderately
advanced.

4.1.7. Intellectual property law
Little progress has been made with regard to extallal property rights.

The Institute for Intellectual Property took upligsponsibilities on 1 January 2007. The head
office of the Institute is located in Mostar, whibeanch offices have been established in
Sarajevo and Banja Luka. The Institute is not folberational. Lack of resources and serious
understaffing undermine the Institute's capacitpéoform its tasks effectively and to carry
out its whole mandate, for example in relation epyight and to the auditing of collective
management societies.

No progress has taken place concerning industragdgsty rights. The non-harmonised legal
framework and division of powers within the countgmain a problem. The lack of a
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centralised database makes it impossible to perbosearch to avoid conflicts between new
signs or commercial names and those already regjiste

Enforcement remains weak. Bosnia and Herzegovinatiget able to implement and enforce
its national legislation or international obligat®in this field. The authorities have taken
some action and achieved some results, but higkldewf counterfeiting and piracy

nevertheless persist and the country remains dhbdison point of such goods to the rest of
Europe.

Significant efforts are needed to make the Ingifot Intellectual Property fully operational.
Similarly, much work needs to be completed, impleted and enforced to bring the national
and international legal framework up to Europeamdards.

Bosnia and Herzegovina's preparations in the félahtellectual property law remain at an
early stage.

4.1.8. Employment and social policies

Little progress has been made regardingploymentpolicies. No State-level Action Plan for
Employment has been established.

The labour market situation in Boshia and Herzeg@viemains worrying in the whole

country. There is no job creation to absorb themgrg labour force. Informality remains

high. The employment rate remains at very low le&b.7%, Labour Force Survey — LFS —
2006). Unemployment already at extremely high leweintinued to increase. The
unemployment rate stood at 31% (LFS based) in 280@6th unemployment is over 60%
(LFS 2006) and the bulk of unemployed are very lwrgn unemployed (only 13.4% of

unemployed have been unemployed for less than I#&hsohalf of the unemployed have
been unemployed for over 2 years and a fifth fardvyears).

Bosnia and Herzegovina's labour market is chaiaetr amongst other, by significant
structural rigidities in terms of wage setting matisms and high taxation of labour. The
complex institutional and administrative structaral the extreme fragmentation of the labour
market are also major obstacles for improving uactioning. Substantial and persisting
deficiencies in the employment administration, tatue framework and labour market
institutions do not allow for a significant and exftive development of employment policies.
Rationalising and improving capacity of ministriemd administration in the field of
employment and social affairs need to be addreasepart of the Public Administration
Reform.

Active labour market programmes are being impleednsome of which focus on training
and improving the skills of job-seekers, but researare lacking to develop the latter on a
wide scale. The development and implementation hefsé programmes are however
fragmentary. Better coordination is necessary wueneffectiveness and efficient allocation
of the programmes’ design in a context of scars®urces. No particular action has been
taken, for example, to favour employment of wormaenple with disabilities and minorities.
The lack of accurate data and information systenals® a major obstacle for further
progressing in developing effective approaches tdsvathe unemployed. Reforming
unemployment registration is an urgent task in otdetreamline support to those in need.
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As regardssocial policies,social statistics and analyses that can servesmiad basis for
fostering the development of social inclusion siés and the evaluation of programmes are
scarce and need to be improved. The different b@a&aurity systems adversely affect
workers and citizens in general. Rights to heaftburance and othesocial protection,
including unemployment benefits, continue to dependvhich Entity and to some extent in
which canton they live in. However, there is noifidl consensus on establishing a State-
level social policy, with Entities and cantons ntaining their constitutional rights to
establish policy and deliver services. The recontdagans of the Functional Review on the
Refugee Return sector concerning the transformatfae Ministry of Human Rights and
Refugees into a ministry with a mandate for sgaiatection have not been implemented.

There is no progress regarding the developmentieda framework fohealth and safety at
work or towards a generalnti-discrimination law. Ethnic discrimination in employment
remains an issue.

The public health system in Bosnia and Herzegovina consists of I8iptealth institutes at
Entity, cantonal and regional level. The capacityhese institutes varies but the system falls
short to guarantee appropriate health care toeaisiz even if it consumes a very significant
part of the country's budget. There is a clear neathprove coordination and governance in
the sector as a key element in improving equity aqdal access to health care services.
Collection of statistics and reporting of healttated data to international organisations needs
also to improve. Initial steps to address thesaesshave been taken by the State-level
Ministry of Civil Affairs through the establishmeat a new Department of Health.

As regards health protection, limited progressiieen made as regards establishing the legal
framework and administrative capacity that is melwith EU policy. A regular conference of
health ministers of Bosnia and Herzegovina, whidh &ct as a permanent advisory and
coordinating body in the country, has been estadtls Further progress is necessary in the
implementation of international commitments in tiealn particular the WHO Framework
Convention on Tobacco Control (FCTC) and the Iragamal Health Regulations (IHR).

Overall preparations regarding social policies #agging behind whilst Bosnia and
Herzegovina’'s preparations as regards employmdidiggremain at a very early stage and
are undermined by extreme fragmentation.

4.1.9. Education and research

Some progress has been made in the fiele&dafcation. The framework law on higher
education was adopted in July 2007. This law isiq@darly important in order for Bosnia and
Herzegovina to meet the requirements of the Boldpaess and the Lisbon Convention. In
the context of European programmes, experts froch eaiversity have been nominated for
the promotion of the Bologna process and otherdrigitucation reforms. The laws on the
education agency and on pre-education have alsn seasiderable progress towards
adoption. The law on vocational education remagsrsdmg.

However, beyond the legislative level, progressheen limited. The 2003 framework law on
primary and secondary education, which mandatedirttteduction of nine-year primary
education in schools, is not yet fully implement&toper coordination between the 14
ministries of education is not ensured. Some psx@s been made in eliminating divisive
and discriminatory symbolism from schools througlke tmplementation of the criteria on
school names and symbols, but continued effortsnamessary. Steps have been taken to
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provide students with common textbooks in the acédsstory and geography. However, the
practice of "two schools under one roof" - whicphamtes pupils in schools along ethnic lines
- has continued in some areas of the country. fEm&iINs a serious concern.

Improving the efficiency of public spending in edtion is a pressing matter. Education
outcomes are low whilst public spending on educaaconsiderable.

Preparations in the area of education have seee poogress, notably through the adoption
of the higher education law. Considerable efforéech now to be devoted to adopt the
outstanding legislation and to ensure proper lawplémentation, thus making progress
towards implementing the EU's life-long learningealives. In the field of culture, Bosnia
and Herzegovina has not adhered to the UNESCO @toweon the Protection and
Promotion of the Diversity of Cultural Expressions.

As regardgesearch Bosnia and Herzegovina's science and researemtgitis in a critical
condition. The training of a new generation of egshers is not being undertaken, most of the
research infrastructure is obsolete or in the r&feepair. Bosnia and Herzegovina has not
developed a countrywide research policy framewBdé&search policy remains designed and
implemented at Entity level. Links with industry camuniversities need to be enhanced.
Considerable efforts are needed if the countryoigake full advantage of its envisaged
participation in the EU % Framework Programme for Research and Technological
Development.

In the area of research, preparations are at instage
4.1.10. WTO issues

Some progress has been made in the negotiatiosT@h accession. Internal preparations to
become a WTO member are advancing, albeit slowly.

4.2. Sectoral Policies
4.2.1. Industry and SMIEs
Limited progress has been made in the area of indasd SMEs.

As regards industry, no countrywide industrial pplstrategy has been established. While the
privatisation process has accelerated in RepulSikska, limited progress has been made in
the Federation.

Republika Srpska adopted its Securities Law in 2896 is implementing it. The Federation
has not yet adopted the equivalent law. The cotpogavernance environment remains
inconsistent and there has been no progress tovisardsonising the Entity regulations. No
corporate governance code applicable in the whmlatrty has been developed.

The establishment of the Export Promotion Agencthiwithe Foreign Trade Chamber was
formalised by a decision of the Council of MinisteThe Export Promotion Council has also
been set up, and has identified policy prioritieattneed to be tackled. A business plan has
been adopted for the Foreign Investment Promotigen&y, along with a strategy to promote
foreign direct investment and an operational pamnaf new Foreign Investors Support Fund.
Nonetheless, the business environment continué® timsufficiently supportive to business
and trade development.
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Regarding SMEs, the SME Development Agency in Realsrpska has adopted an SME
Strategy for the period 2006-2010. The Federat@as ddopted a law to promote SMEs, but
implementation remains at an early stage. In thaicmpalities, efforts have been made to
respond to the needs of the business communitiesstaplishing business zones, business
incubators and business support services. Soméiveosteps can be observed at regional
level where the Regional Development Agencies, iBass Support Centres and the Euro-Info
Corresponding Centre are functioning successfullpwever, the fragmented and non-
harmonised legal and institutional framework for B3yl combined with the lack of a State-
level strategy, continue to undermine developmérthe sector and to hamper Bosnia and
Herzegovina's capacity to meet the requirementiseoCharter for Small Enterprises.

Preparations in the area of industry and SMEs nemtan early stage.
4.2.2. Agriculture and fisheries

In the field ofagriculture and rural development, some developments have taken place.
The Agriculture, Food, Forestry and Rural Developtm@ector in the Ministry of Foreign
Trade and Economic Relations has become operatibhalCouncil of Ministers has adopted
a decision related to the creation of a unified mistrative farm and clients' register, which
will facilitate the application of support prograramin a harmonised way across the country.
The State-level law on Agriculture, Food and Rubalelopment and the State-level law on
Wine have been passed by the Council of MinistEng adoption of these laws would be a
major step forward.

Still, no countrywide agricultural strategy has meteveloped, and the State-level Ministry
for Agriculture, Food and Rural Development has betn established either. Entity legal
frameworks for agriculture remain not harmonised.

Collection and processing of agricultural data remaveak. The method applied and the
accuracy of the data are not in line with EU stadslaThe level of cooperation between the
statistical and agricultural administrations atifgrievel remains inadequate. Overall, the lack
of reliable and comprehensive statistics is hamgethe development of agricultural policy.

The support for agriculture and rural developmeas imcreased significantly, in particular in
Republika Srpska. Access to credits, advisory sesvand training for farmers has improved.
However, weaknesses remain regarding land ownerkngd use, market access and market
restructuring. This hampers the productivity andneenic potential of the sector.

Little progress has been made food safety The Food Safety Agency of Bosnia and
Herzegovina is in operation, but its human resain@main weak and further staff are
needed. Implementation of the 2005 State-level Foaidty Law has not started due to the
absence of implementing legislation. The respohisds within the food safety control chain
at Entity and State level need to be clarified lideo to ensure proper implementation of the
law and to create conditions for the transpositiod implementation of the EU rules on food
hygiene and official control, including "Hazard Aysis and Critical Control Points" rules.
The capacity of the laboratories remains limited.

In the area ofreterinary and phyto-sanitary policies,the lack of amendments to the State-
level Veterinary Law has delayed harmonisation bk tveterinary legislation and
implementation at Entity level. Coordination betwethe State Veterinary Office and the
Entities' administrations has improved. Commonslens have been taken along wathkhoc
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activities on combating outbreaks of animal dissastowever, the State Veterinary Office
has not coordinated the Bosnia and Herzegovinaimatg services in a way which ensures
adequate control of public health and animal welf&o mechanism has been established to
facilitate cooperation between the different Statel institutions involved in this sector.

Development of an identification and registratigstem for bovine animals has continued,
but there are still major shortcomings in the systilentification of sheep, goats and pigs is
at an early phase. Weaknesses remain as regardscamént of legislation, laboratory
diagnostic capacity, data collection, animal movenhsystem and, in general, the absence of
a national infectious disease strategy. A "Resiliamitoring Plan" concerning aquaculture
has been approved.

The State Plant Health Administration is not operatl. The rulebook on internal
organisation was only adopted in September 2007tlmmdhecessary additional staff has not
yet been recruited. Implementing legislation in tieéd of plant health, seeds, seedlings and
plant health protection products has not yet betopted. The deadlock in establishing the
State Plant Health Administration has negative iogplons on facilitation of trade and
improved competitiveness for Bosnia and Herzegdwiagricultural products.

Competences between the various administrationsied in implementing veterinary and
phyto-sanitary policies are not sufficiently cl@aud the necessary coordination is not ensured.
This impedes the proper functioning of the Boraesplection Posts.

As regards exports dishery products to the EU, Bosnia and Herzegovina isyabtin the list
of authorised third countries. Bosnia and Herzeg@sirequest is under evaluation.

Overall, Bosnia and Herzegovina has made littlegmass in the area of agriculture and
fisheries. Preparations are advancing, but slowly.

4.2.3. Environment

Bosnia and Herzegovina has made limited progrefiseienvironment sector. Environmental
issues are dealt with primarily at Entity level. 8tate level, the Ministry of Foreign Trade
and Economic Relations (MOFTER) has the authootyléal with some issues concerning
natural resources, including environmental protecti The implementation of the
environmental legislation by the Entities remaingssue. Communication channels between
administrative levels and relevant authorities wégard to the enforcement of legislation are
weak.

Some progress has been made as redardsontal legislation. In April 2007 Bosnia and
Herzegovina ratified the Kyoto Protocol. In May ti@ouncil of Ministers adopted the
decision on implementation of the Montreal Protomgulating issuance of licences, quotas
and permits for export and import of substancedetieg the ozone layer. Implementation of
the existing environmental impact assessment kgsl requires further improvement, and
shortcomings need to be dealt with. The State nemdi®e involved in projects of national
interest and projects with possible trans-bounddigcts. Further efforts are needed towards
ratification and implementation of the relevanemational conventions, including the Espoo
Convention on Environmental Impact AssessmentTlinaas-boundary Context.

No developments can be reported with rega@itguality .
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Regardingwaste managementthere has been limited progress on implementatiothe
legislation. No progress has been made on legislatipport for recycling and recovery of
priority waste products which can no longer be osgal of at landfills. However, some
positive developments have taken place, for examplegards the recovery and recycling of
specific materials such as vehicle accumulators.

Little progress can be reported in relationwater quality. Water Information System is
under development, with the required software aadlware purchased and with the staff
trained. The System needs to be further developad, data collection and processing
improved. Implementation of the Water Laws in thetiies has been delayed until the
implementing legislation is in place. EstablishmehtVater Agencies is a priority in order
for management, at river basin level, to take éffiesufficient waste water treatment remains
a key environmental challenge. Bosnia and Herzegokias not yet ratified the amendments
to the Barcelona Convention and its Protocols.

Limited progress has been made in the fieltature protection as regards implementation
of the Ramsar Convention on Wetlands. The relevarglementing legislation is still
missing. No progress has been reported as redaedsansposition of certain aspects of the
Birds Directive, as required by the Energy Commuwifitieaty.

In the field ofindustrial pollution and risk management, little progress can be reported.
Further efforts are required, especially on issumgnitoring and implementing integrated
environmental permits. Channels of communicatiotwben competent authorities in this
field require urgent improvement.

Little progress has been made regardihgmicals In March 2007, Bosnia and Herzegovina
acceded to the Rotterdam Convention on the prilmrnmed consent procedures for certain
hazardous chemicals and pesticides in internativadé.

No progress can be reported genetically modified organisms (GMOs), noise and
forestry.

Bosnia and Herzegovina suffers from limitediministrative capacity and has scarce
financial resources for the necessary environment@stments. The administrative capacity
of the Ministry of Foreign Trade and Economic Rielas to act as the national authority in
this field is undermined by the lack of a legalimstitutional framework. Entity Environment
Inspectorates are now operational. However, the eited capacity to effectively control
environmental compliance. Implementation of theiemmmental legislation by the Entities
remains a concern. Communication and coordinatietwéen administrative bodies with
regard to enforcement of the legislation are weak.

No State-level Environment Agency has been estaalisThe State-level legislation on the
environment has not been adopted, although itgsired in order to create a framework for
harmonised nationwide environmental protection andrder to clarify the powers of the
administrative levels. With regard to integratidnemvironmental issues into other policies,
no developments can be reported.

While there have been improvements in monitorind eollecting raw environmental data,
further efforts are required to improve quality pfocessed data. An environmental
monitoring system needs to be implemented. Regpttirthe European Environment Agency
needs further improvement as it is not yet systemat
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Investment programmes for environmental infrastmeeneed to be prepared. Some progress
has been made with the establishment of the Elatgt environment funds; however, further
efforts are required to make them operational.

Overall, Bosnia and Herzegovina's preparationeérfield of environment remain at an early
stage. Bosnia and Herzegovina needs to substgreidiance the administrative capacity and
strengthen the environmental protection institugjomn particular at State level. The
establishment of an operational State Environmehggncy, a harmonised legal framework
for environmental protection, and a functioning ieswmental monitoring system would
constitute significant steps forward. The numberpaffessional environmental specialists
remains low. The country suffers from limited alpgmm capacity and has very limited
financial resources for the necessary environmemiastments. Bosnia and Herzegovina also
needs to enhance its efforts with regards to otiiga under international conventions.

4.2.4. Transport policy
Bosnia and Herzegovina has made some progress tratisport sector.

Good progress has been made in the developmenteofrans-European network of
transports. Bosnia and Herzegovina has continued to parteipathe development of the
Core Regional Transport Network and in the Soutlst BEaurope Transport Observatory
(SEETO) and has approved the Second Rolling Fivar Yéulti-Annual Plan 2007-2011
(MAP). The implementation of the priority projectBe coordination of investments and the
annual revisions of the MAP require continued coagen in the framework of SEETO.

Some progress can be recorded in tbad sector. Legislation on traffic regulation and
licensing of vehicles and drivers is covered by tlaev on Road Traffic Safety, which is
considered to be compliant with the corresponagioguis. Progress has been made on road
maintenance, resulting in some degree of improvénmencapacity and safety. In the
framework of the Stabilisation and Association Agrent (SAA), Bosnia and Herzegovina
has undertaken to ensure unrestricted Communitgitréraffic through its territory as of the
entering into force of the Interim Agreement. Hoeevimited additional progress can be
reported in the process of approximation of legjista Preparations in this sector need to be
accelerated.

In the railway sector, some progress has been made with the implememtafithe State-
level Law on Railways. The Railway Regulatory Bodfich also acts as the National Safety
Authority, has come into operation and staff sébects ongoing. Separation of the railway
undertaking and infrastructure management functibas progressed, but remains to be
completed. The Federation has agreed to the estai@int of a single infrastructure manager,
while the Republika Srpska government still insists having a separate infrastructure
manager. The Entity Railway Laws are not in linghwthe acquis. Efforts to improve the
quality of the railway service have continued witle purchase of new equipment. The key
remaining issues for implementation of the Railwagw are the appointment of the
infrastructure manager and implementation of the dafety directives. Preparations in this
sector are advancing at a slow pace.

As regardsair transport, some progress has been made. In September 208#jaBand
Herzegovina ratified the European Common AviatioraA(ECAA) Agreement. It now needs
to apply it, including market access rules. Sonwgpess can also be reported as regards the
implementation of the first transitional phase #wia acquis under the ECAA. However,
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significant parts remain to be implemented notablyhe fields of aviation safety, security
and air traffic management. EUFOR has transferesgansibility for air traffic control in the
lower airspace to the civil aviation authoritiehhelEuropean Bank for Reconstruction and
Development (EBRD) has approved a loan to BosniaHgrzegovina for implementation of
the air traffic management strategy adopted bystiage, which will enable the country to take
over full responsibility for air traffic control inhe middle and upper airspace as well.
However major steps are still required. Changesh civil aviation administration and
completion of separation of the regulatory and apenal functions in accordance with the
acquis are pending. The country has yet to establishciig aviation authority and air
navigation services provider. Preparations in fileisl have started.

Some progress has been made as regalalsd waterways and maritime transport. The
Federation of Bosnia and Herzegovina has adopteaivaon Water Transport, covering both
means of transport. Preparations for the rehatditaand development of the Sava River
waterway are on-going and the pre-feasibility studys completed in May 2007. The Sava
Commission Experts Group is carrying out activiiiesegard to harmonisation of rules and
regulation for navigation and transport/trafficetgfand marking the navigation route on the
Sava River. However, Bosnia and Herzegovina is an@arty to the SOLAS Convention
(International Convention for the Safety of Life $¢a) or to the ISPS Code (International
Ship and Port Facility Security Code). Preparatiorthese fields remain limited.

Overall, Bosnia and Herzegovina has made some ggedn the field of transport. Sustained
efforts remain necessary, particularly as regagdslative alignment and the development of
the administrative capacity to ensure proper impgletation.

4.2.5. Energy

Limited progress has been made in the field of ggneffhe Energy Department in the
Ministry of Foreign Trade and Economic Relation®jperational and a Head of Department
has been appointed. Staffing is to be completedoardhll capacity remains low.

There have been no developments as regatdsocks and security of supplyIn February
2007 Republika Srpska privatised its main oil refin The sale should bring significant
benefits to Bosnia and Herzegovina, and specifidallthe Republika Srpska economy, and
will reduce import dependence. The Russian buydr lvei allowed to produce fuel of a
guality below EU standards and to distribute ibtlghout the country for a transition period
of forty-two months. In the meantime, the facilitiaill have to be modernised to produce
fuels of the required quality.

Bosnia and Herzegovina is a full member of the BpeLommunity Treaty. As of 1 July
2007, the country is bound to apply the relevamrgyacquis, except for the provisions on
market opening to which a specific timetable appliehis deadline has not been met. While
there has been good progress on the roadmap firieity, particularly in technical rules and
monitoring of supply, no progress can be reportadtlee roadmap for the gas sector. A
country-wide legal framework for the gas sectonas yet in place. The system operator and
regulator have not been established. Preparatiotigs area are lagging behind.

Regarding theinternal energy market, the independent system operator (ISO) and the
transmission company (Transco) for the electrisdggtor have been established. Transco has
completed formation and can now operate in full pbamce with the legal framework.
However, cooperation between Transco and ISO remiaisufficient, and the transfer of
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liabilities remains to be completed. 1SO issuedrst indicative generation plan for 2007-

2016. This plan is being updated for the period®PR017. However, there is no coordination
between the Entities as regards investment plannihg limited quality of the data and

insufficient information from the relevant Entityimstries have undermined the preparation
of a definitive generation plan. Transco's investmplanning for development of the

transmission network depends on this definitiveapla

Some progress has been made as regards the opéninggelectricity market, which started
at the beginning of 2007 for major industrial cam&us. Further opening is expected in 2008.

Regarding regulation of the electricity market, St@ate Electricity Regulatory Commission
and the two Entity regulators are operational. Thaye adopted new sets of tariffs for the
current year, as well as key rulebooks on marketnmg and connection to the grid.
However, no progress has been made towards esiagli® single regulatory system.
Furthermore, there have been some attempts byutmerdies to influence the regulators,
notably in relation to tariff-setting.

Limited progress has been made on implementindetitgies' Action Plans for restructuring
the power sectorOne immediate priority is to speed up the unbumdlof electricity
generation and distribution in both Entities. Adoptof the Distribution Grid Codes is under
way although the distribution system operators haseyet been established. Privatisation is
not being considered by these plans

Bosnia and Herzegovina has not developed a commselee energy strategy yet. Little
progress has been achieved in other energy sdcma$ oil, biofuels, district heating and
renewable energy or onenergy efficiencyand sustainability measures.

As regardsuclear safety and radiation protection a State-level framework law has been
prepared and is in the final phase for adoptiore THw provides for the establishment of a
state regulatory agency for nuclear safety andatenh protection, which should facilitate the
accession of Bosnia and Herzegovina to severaknati®nal conventions dealing with
nuclear safety and radioactive waste managemenprédent the situation in the field of
nuclear safety and radiation protection requiregniicant improvement in terms of
coordination and organisation of the activitiestla¢ level of Bosnia and Herzegovina,
equipment, modernisation of facilities, technicapacity and human resources. The storage
facility for sealed radioactive sources is notiised according to international standards and
practices. Particular attention needs to be paithéomonitoring of areas contaminated with
depleted uranium.

Overall, Bosnia and Herzegovina has started prépagain the field of energy. They need to
be accelerated, in particular to meet the requirgsnef the Energy Community Treaty.

4.2.6. Information society and media
Bosnia and Herzegovina has made some progresis iarda.

As regardselectronic communications and information technologes, a majority share in

the Republika Srpska telecoms provider was sol@elecom Srbija at the end of 2006. The
telecommunications sector policy was updated inévdadyer 2006 until the end of 2007. The
liberalisation process has continued, albeit slov@pmpetition remains in its very early
stages and not all competitive safeguards have in¢eiuced. Since the beginning of 2006
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twelve licences have been issued to new providefiger public telephony services but only
a few of the newly licensed operators have so danpieted the administrative and technical
procedures. Carrier selection has been introduakdough it is only available from two
providers. Carrier pre-selection was introduceduly 2007, but the implementation specifics
still need to be agreed. Number portability andaldoop unbundling (LLU), important also
for the roll out of ADSL by alternative operatohgve not yet been introduced. Tariffs are far
from rebalanced - with the last step of the firsage of rebalancing being introduced on 1
January 2008. Alternative operators have repodsdeis of price squeeze which need to be
addressed.

Market liberalisation and the introduction of coripen represent new challenges for the
Communications Regulatory Authority (RAK), espelgidbking into account the specificity
of Bosnia and Herzegovina's market, with three nmigent operators. The RAK needs to be
better equipped in terms of human resources tdbleeta promote competition in the market,
in particular by improving the market conditions &dternative operators and by ensuring the
introduction and implementation of the necessametitive safeguards. The capacity of the
relevant sections in the Ministry of Transport a@dmmunications also need to be
strengthened.

The independent status of the RAK is well establishin particular the legal arrangements
regarding their financial independence and the mppent of its Director General. The
possible adoption of the draft Law on Wages anawéinces, which would bring the RAK
within the civil service, could hinder RAK's indemence. Ensuring the independence of the
Agency (including maintaining their financial indeplence and the respect of the procedures
in the appointment of the Director General) is mfotal importance to the development of the
broadcasting and (tele)communications market.

No progress has been made to transform the Citilomgity Protection System Directorate
into a State-level Agency for Information Societycharge of implementing the Strategy for
Information Society and its Action Plan, as well ak coordinating related activities

throughout the country.

Progress has been made regardmfigrmation society servicesBosnia and Herzegovina has
ratified the Council of Europe Convention on Cybene. Legislation on electronic
commerce has also been passed. The e-signaturgdsvadopted in November 2006 but the
implementing by-laws still need to be adopted. Ekgion for conditional access services has
not yet been adopted.

Some progress has been made as regard®visual policy and media in particular in
approximating Bosnia and Herzegovina's legislatmrihe European Convention on Trans-
frontier Television. The Advertising and Sponsopskiode has been revised in accordance
with the Convention. The RAK has also started thasion of the Broadcasting Code of
Practice. However, the Federation of Bosnia andzétgovina has been unable to adopt the
necessary public broadcasting legislation and nif@ementation public broadcasting reform
continues to be delayed.

Bosnia and Herzegovina is not a party to the UNESQDvention on Cultural Diversity.

Ratifying this Convention is necessary for Bosma &lerzegovina's participation in media-
related Community Programmes.
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Bosnia and Herzegovina's preparations in the fafldnformation society and media are
advancing, but particular efforts are necessatgdhle the outstanding issues of the adoption
of a complete legal framework in the area of publicadcasting and the establishment of a
State-level agency for Information Society. Reampetition in the telecommunications
sector needs to be achieved. The independence &AK needs to be preserved.

4.27. Financial control

Some initial steps have taken place in Bosnia aexzégjovina in the area of public internal
financial control (PIFC). In November 2006, a waodgigroup at State and Entity level
prepared Internal Audit Laws for all governmentdisy but the adoption of all the relevant
laws has not yet been completed. In August, anotimking group was established to
develop an overall comprehensive PIFC policy guaseng a balanced development of
internal control and internal audit systems. So fiar Central Harmonisation Units has been
established.

Limited progress can be reported regarding extexudit. After new external audit legislation

was adopted in 2006, the supreme audit institut{@#ss) of Republika Srpska and of the

Federation of Bosnia and Herzegovina have appoingd managements. At State level,
appointment of the Auditor-General and Deputy AoidiBenerals has been due for over a
year.

The SAls report to the relevant parliaments. While reports of the SAls are widely
available, there has been insufficient follow-up tbe reports and to the SAIs’
recommendations. No progress has been made tolfeencaordination between the SAls by
establishing a permanent secretariat. In additaimé three existing SAls, 8o District has

established its own SAIl based on its own Audit Laavich is further fragmenting the system.

Overall, Bosnia and Herzegovina's progress in tha af financial control has been limited
and preparations remain at an early stage.

428. Satistics

Cooperation between the Bosnia and Herzegovina @&ge Statistics (BHAS) and the two
Entity statistical institutes has not improved. D5 Agreement, designed to strengthen the
coordinating role of BHAS in harmonising methodo&sggand disseminating State-level data,
has not been fully implemented. A Memorandum of &fsthnding has been signed between
the Central Bank of Bosnia and Herzegovina and BHASsimilar agreement is being
prepared with the Indirect Taxation Authority inache of collecting external trade data from
the customs authorities.

Concerning classifications, legal acts have beeopted for the CPA (Classification of
Products by Activity). Preparations are being mdde the introduction of COICOP
(Classification of Industrial Consumption by PurppsThe next steps will be to transpose the
State laws into Entity laws and to implement thassifications as prescribed by the State-
level agency in the various areas of statistics.

In the area of demographic and social statistizgial steps have been taken to prepare a
population census. Preparation for a populatiorsegmn 2011 needs to continue as the lack
of data is a serious handicap for policy design iamglementation in the country. Regarding
labour statistics, a second Labour Force Surveyorganised.
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Some progress has been achieved on compiling nemonoemic statistics. The 2006
Consumer Price Index has been published. Howelvere tis still no calculation of GDP at
constant prices and preliminary estimates for tlmn-observed economy have been
introduced in the national accounts. The plan fevedlopment of the national accounts in
Bosnia and Herzegovina has been implemented aasféne reporting period is concerned.
Quarterly accounts do not yet exist.

Structural Business Statistics are still not basedyusiness registers. Almost no information
is available at State level on transport and tourihe same applies to energy statistics. The
accuracy of external trade statistics is not sidficeven though some improvements such as
the introduction of import and export price indi@s being made.

There has been limited progress on agriculturéstits. Most data concerning agriculture are
collected using non-harmonised methods, in pasdicidr animal and meat production. There
is no recent information on the structure of theicadture sector. Work has started on the
collection of agro-monetary statistics.

The number of staff of the BHAS has been increagettitional financial and human
resources have also been allocated to the Entigfitutes. Better human resource
management, including improved training, is nevadhs required.

The statistical system in Bosnia and Herzegovimaares weak and does not fully meet
national and international requirements. Problenik mwroduction of statistics are amplified
by the complicated institutional set-up and pooopmration between Entity and State-level
institutions. Priority has to be given to statistion external trade, national accounts and
business. Greater efforts have to be made on disadon of statistics. Better and
institutionalised coordination is required betwdlea three statistics institutes, combined with
better cooperation with other producers of stassti

Bosnia and Herzegovina's preparations in the béktatistics remain at the initial stage.
4.3. Justice, freedom and security
4.3.1. Visa, border, control, asylum and migration

Progress in the area wfsa management has continued. Bosnia and Herzegovimdden
preparing for the entry into force of an EU-leveasfacilitation agreement which was signed
in September. Bosnia and Herzegovina has liftedviga requirements for Bulgaria and
Romania. All EU citizens can now enter the countithout visas. The number of visas
issued at the border has been reduced further (2006 against 2,049 in 2005). Efforts
have been made to prepare for the transition tdaiecategories of visa used by the EU in
the Schengen context.

Further steps have been taken towards introdudfdmnometric passports, which is due in
2008. In July 2007, the High Representative impadeohges to the Law on travel documents
of Bosnia and Herzegovina and the Law on identi#gyds of citizens of Bosnia and
Herzegovina, which made it possible to seize trdeelments.

All data entered into local systems in diplomatiecssions and consular offices are now
transferred electronically to the central admimistm in Bosnia and Herzegovina. The
migration information system came into operationSeptember 2007. Its visa module is
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working and the diplomatic missions abroad are ected. Nonetheless, there is still room
for improvement of management of visas.

The country’s preparations in the field of visas an track, even though no action has been
taken on harmonisation of Bosnia and Herzegovivias lists with the EU list.

Bosnia and Herzegovina has made some progresbooter management Efforts to
reinforce the border police of Bosnia and Herzegaviave continued. The internal structures
of the border police have been further developelichv has improved the operational
capacity for surveillance and control of the Sthteders. Inter-agency coordination and
exchanges of information have been enhanced. Coosgreration between the border police
and the Indirect Taxation Authority has led to mcrease in detection of smuggled and forged
goods.

Still, there is a lack of mature coordination stares and limited administrative capacity.
There has been limited progress on implementatioth® integrated border management
(IBM) strategy. A revised strategy - fully complginwith EU guidelines - and the
corresponding action plan have not yet been adofteel Ministry of Security does not yet
play a central role as overall coordinator for IBBsues. Cooperation with neighbouring
countries is taking place, but not yet in any sasth and structured way. Unresolved border
demarcation issues are adversely affecting coofrohe green border. Several international
and regional obligations in the field of border mgement have not yet been met. Budgetary
resources for implementation of the IBM strateglyacplan have not yet been fully secured.

In 2007, Bosnia and Herzegovina concluded an iateynal border cooperation agreement
with Croatia However, implementation is lagging behind dudrtoted capacity.

Further improvements have been made to borderingppsints, but many still remain poorly
equipped. Limited political attention and incompléand expropriation remain obstacles to
sustained progress in this area.

Overall, Bosnia and Herzegovina has partially noete of its objectives in relation to border
management, but many more measures need to beitattenshort and medium term.

Asylum procedures in Bosnia and Herzegovina are genemalliine with international
standards. The number of asylum applications resndow and has even dropped
substantially compared with 2005. The asylum seasttaking timely decisions, and the State
court is working efficiently as the appeal body.eTdverage time for a final decision is four
months.

The administrative capacity of the asylum secta ingproved. Nearly two thirds of the 24
posts provided for in the Ministry of Security’slesa of procedure have been filled. The
country of origin information system is in placehish makes it possible to determine
eligibility and status. The sector has moved to n@wmises, helping to improve the
conditions for proper registration and eligibilagsessment.

Responsibilities for asylum-seekers and refugeesiaided between the Ministry of Security
and the Ministry for Human Rights and Refugees (NRjJRAction has been taken to clarify
their roles and responsibilities. However, the MHR& not yet improved its capacity or
developed an information system for managing ewidesn people with recognised refugee
status or other forms of international protection.
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Bosnia and Herzegovina lacks an appropriate asyba@ption centre. It has not yet assumed
full control of the existing ones, which are stilhded by the UNHCR. These centres lack the
capacity and standards required to serve as langd#icial asylum centres.

Bosnia and Herzegovina'’s efforts in the field oflam are largely on track.

Some progress has been made as regaigstion, but further efforts are needed. The
secure reception centre set up for irregular migram a positive step. Construction of a
temporary centre is in its final phase. The preliany project for a permanent centre has been
finalised. Staff for the temporary centre have besenuited and trained.

As far as readmission is concerned, Bosnia anddderna signed an EU-level readmission
agreement in September 2007, which should enterfante at the beginning of 2008. It has
continued its efforts to establish readmission agents with non-EU countries. No
particular problems have been identified with inmpémtation of the existing readmission
agreements, but particular attention should be fgaitie treatment given to non-EU nationals.
Bosnia and Herzegovina has been willing to readtsitown nationals, even when no
readmission agreement is in force.

There has been a notable increase in interceptiiomsg attempts to cross the border
irregularly. In 2006, a total of 1,289 persons wetercepted when trying to enter or leave the
territory of Bosnia and Herzegovina (in 2005, 636)2006, foreign nationals were relocated
from Bosnia and Herzegovina, mostly from the forrMegoslavia and Albania. At the same
time, 1,350 citizens were readmitted from abroadweler, there is still considerable room
for improvement in the area of border control idearto fight illegal migration.

Since 1999, Bosnia and Herzegovina has been ggateimporary admission status to persons
from Serbia and Montenegro, whose last place atieese was Kosovo. This status was
withdrawn at the end of September 2007 when aradi@@0 refugees originating from
Kosovo lost their right to temporary refuge. A nwnlof them have been granted refugee
status or have submitted asylum applications imtkantime.

New structures have been introduced to handle trogréssues. These include a Service for
Foreigners’ Affairs, which was established in O&ioB006 as a specialised body under the
State-level Ministry of Security. This service hB8 field offices dealing with in-country
asylum applications and immigration matters. Howgveperation of the service is
undermined by the failure fully to meet its staffinequirements and its insufficient legal
basis and powers.

No State-level migration strategy has been adoptefdr. Staffing of the migration sector of
the Ministry of Security remains low, with aroun@% of the planned staff. A new Law on
movement and stay of aliens and asylum-seekerdéas prepared, but has not yet been
adopted.

Overall, preparations in the area of migration hbegen launched, but the pace needs to be
accelerated.

4.3.2. Money laundering

Some further progress has been made with impleti@mtaf anti-money laundering
measures. The Financial Intelligence Unit (FIU)tle State Investigation and Protection
Agency (SIPA) has continued to increase its stadf laas increased its capacity. In addition, a
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training strategy has been developed and a memamarmd understanding has been signed
with Spain. The number of transactions reportethdmks and other institutions in accordance
with the FIU reporting requirements increased iB@0ompared with 2005. During 2006, the
FIU reported to the Prosecutor’s Office of Bosniad dHerzegovina 23 money laundering
cases involving approximately € 26 million and 4€rgons. The FIU froze 23 transactions
adding up to some € 1.2 million.

Efforts need to continue. Since money-launderinggdgilated by the Entities’ criminal codes,
criminal sanctions for money laundering are notliedpin the same way throughout Bosnia
and Herzegovina. The Law on the confiscation @&gillly acquired property has not been
adopted. This is hampering enforcement of anti-rnpola@indering measures. As regards
preventive measures, supervision of non-bankingnftral institutions and intermediaries
remains limited. Information-sharing and inter-ingtonal cooperation between the FIU and
other law enforcement agencies, including the erahinvestigation department of SIPA,
need to be improved.

Bosnia and Herzegovina is advancing in the figlatirsgf money laundering. Sustained efforts
remain necessary, however.

4.3.3. Drugs

Bosnia and Herzegovina remains primarily a tramsitintry for drug trafficking, with
increasing local consumption.

Some progress has been made in this area. Theayjradwitment of staff for the department
for the suppression of the abuse of narcotic draghe Ministry of Security is a positive
development. Law enforcement has improved. Seizames$ dismantling of clandestine
chemical laboratories have increased, but remawm ilo absolute terms. International
cooperation has also increased and a number ohtoes have been successfully concluded.
A central database of cases of illegal use of dengsprecursors has been established in the
Ministry of Security.

Nonetheless, further action remains necessary.cbh@mission on narcotic drugs provided
for in the Law on the prevention of narcotics anecprsor abuse has not yet been established.
There is no national focal point for the Europeaforimation network on drugs and drug
addiction run by the European Monitoring Centre Bougs and Drug Addiction. No State-
level drugs policy in line with EU standards hasteéeveloped.

As regards enforcement, results against drug ¢kaffy are not yet sufficiently convincing.
Bosnia and Herzegovina's law enforcement bodies narte adequately equipped to fight
trafficking in drugs and inter-agency and interoaéil cooperation needs to be enhanced. In
this context, continued reinforcement of the Stateesstigation and Protection Agency, the
border police, the customs administration and thadtty of Security is crucial.

No significant steps have been taken to raise paiareness of the dangers of drugs.

Bosnia and Herzegovina has initiated preparatiane field of drugs, but drug trafficking
remains a serious concern. Sustained efforts greresl.
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4.34. Police

Some progress has been made with regard to thetmper of the police. However, no
progress has been made regarding the overall padsteucturing, aiming at unifying the
police forces under a single State police structAsea result, the country’s police remains
fragmented.

The Police Restructuring Directorate, which came wperation in January 2006, completed
its report on the police reform in December 2006e Televant authorities and the political
parties have failed to reach agreement on the @8lestructuring Directorate’s approach and
further efforts by the international community exilitate an agreement on the police reform
have equally been blocked. Lack of progress indhés is seriously undermining Bosnia and
Herzegovina’'s progress towards the EU.

Implementation of many operational tools has camh (including the telecommunications
system, databases, computer-based investigationinat analysis systems and forensics).
The tools are actively used countrywide. Nonetlsldse way they operate is not optimal in
the current organisational set-up. Sustainability e guaranteed only if the overall police
reform is accepted and progressively implemented.

The question of decertified police officers wasotesd in April 2007. The UN Security
Council allows decertified police officers to repdypfor jobs with the police forces, provided
they meet certain conditions, including specificruiegment requirements and procedures set
out in the Law on police officials of Bosnia andriegovina.

The Ministry of Security has concluded a strateggiceement with Europol to improve and
strengthen the means to fight organised crime ancbrism. International agreements on
police cooperation have been concluded with sevavahtries, along with an agreement
between the Indirect Taxation Agency and Intergdie country also ratified the Police
Convention for South-East Europe in April 2007. Hwer, the liaison office required by the
agreement with Europol has not yet been established

The State Investigation and Protection Agency (§IRAs made further progress. It has
become increasingly involved in sensitive invegtages, including coordinating cantonal and
Entity police services in this area. However, fartefforts are necessary to make this agency
fully operational, including allocation of adequgteemises, appointment of its director — the
post has been vacant since January 2007 — and etompdf recruitment of SIPA’s staff.

The Entity and cantonal police in particular remia@set with problems. Political interference
by Entity and cantonal politicians remains a seviguoblem, for instance in operational
matters and appointments of police officials at aggmial level. Petty and serious corruption
within the police remains widespread. The fragmmtainto many different police
administrations has a negative impact on theircéffeness and hinders public confidence in
the police. There is considerable room for improgetin investigation of organised crime.

In the area of police, Bosnia and Herzegovina'parations remain severely undermined by
the deadlock in the restructuring process.

4.3.5. Fighting organised crime and terrorism

Organised crimeremains a cause for serious concern in BosnidHamdegovina. Organised
crime-related activities still consist mainly ofudr trafficking, trafficking in human beings
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and financial crime. Vehicle theft and subsequealffitking is a growing problem. Little
progress has been made on improving the natioagtstal instruments for measuring crime
rates, which remain basic.

Out of the action plans provided for by the natlosteategy to combat organised crime and
corruption, only the one on stolen vehicles haslsrafted. The criminal procedure based on
the accusatorial system shows limitations in a tgumvith different legal traditions.
Cooperation between the police and prosecutorstisptimal and this is hampering progress
on investigations. The judicial system has notagktpted to the newly introduced methods of
collecting evidence. Inconsistencies between latysi at State and Entity level continue to
undermine effective prosecution.

Bosnia and Herzegovina remains a country bothigfroand of transit as regartsfficking

in human beings Implementation of the 2005-2007 national actidanpfor combating
trafficking in human beings has continued, but ea raction plan for the period 2008-2010
has been adopted. Monitoring and reporting onisisise has improved.

According to the data provided by law enforcemegereies and prosecutor’s offices for
2006, 34 reports on trafficking in human beings aeldted crimes were filed against 77
individuals. In two cases a report was filed unélgrcle 250 of the Criminal Code of Bosnia
and Herzegovina (organised crime) in connectiorh wiafficking in human beings. The
number of investigations increased compared with528nd 33 indictments were confirmed
by the courts. The courts issued first-instancest@wts concerning 30 individuals, 23 of
whom were convicted.

As for protection of victims and victim-witnesses taafficking in human beings, the total
number of victims identified, including victims witcitizenship of Bosnia and Herzegovina,
increased. In 2006, 71 victims were officially itiied. Rules have been adopted to protect
local victims and victim-witnesses of human trdffig who are citizens of Bosnia and
Herzegovina. In April 2007, the Department for Botion of Witnesses in the State
Investigation and Protection Agency establishedpeaation with NGOs managing safe
houses, thus allowing more efficient use of resesignd available capacity.

Bosnia and Herzegovina has signed the Council abfg Convention on Action against
Trafficking in Human Beings and now needs to raitify

Bosnia and Herzegovina has continued to show gilless to address the issudesforism.
International cooperation has continued and a nunodbecases relating to international
terrorism have been processed. There has been m@meess on increasing the operational
capacity to combat terrorism and financing of tesra. The State court gave a verdict in its
first State-level terrorism trial in May 2007. Howvez, there is still limited coordination
between the authorities involved. The mandateddafercement agency (SIPA) has not been
reinforced to tackle terrorism-related issues arabtninvestigations are carried out by the
Entity police. Implementation of the 2006 anti-tgrsm strategy has been weak. Bosnia and
Herzegovina’'s law enforcement bodies have propasé@idn plans for implementation of the
strategy, but these have not yet been adopted.

Bosnia and Herzegovina has started to fight organcsime, trafficking in human beings and
terrorism, but sustained efforts over the long teemain necessary.
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4.3.6. Protection of personal data

No progress has been made in this area. The indepedata protection agency for Bosnia
and Herzegovina provided for by the Law on the gotion of personal data is not yet in
place. This situation means that proper implemantaif data protection rules is not ensured.
Bosnia and Herzegovina’'s preparations in the faficdata protection are lagging behind.
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STATISTICAL ANNEX

STATISTICAL DATA (as of 5 October 2007)
Bosnia and Herzegovina

Basic data Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Population (thousand) 1) | 3692 | 3696 | 3689 | 3753 | 3790 | 3813 | 3830 3837 3843 3843
Total area of the country (km?) 51209 |51 209|51209(51209|51209|51209| 51209 | 51209 | 51209 | 51 209
National accounts Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 2003 2004 2005 2006
Gross domestic product (GDP) (million national currency) 2) : : : 10713|11599(12829| 14505 | 15786 | 16 928 | 19 106
GDP (million euro) 5477 | 5930 | 6559 | 7416 8071 8 655 9 769
GDP (euro per capita) 1459 | 1565 | 1720 | 1936 | 2103 | 2249 | 2542
GDP (in Purchasing Power Standards (PPS) per capita) : : : : : : :
Sl: GDP (in PPS per capita, EU-25=100) : : :
Sl: Growth rate of GDP (national currency, at constant prices, % change on previous year) 6.3 4.3 6.2
Sl: Employment growth (national accounts, % change on previous year) : : :
Labour productivity growth: GDP growth per person employed (% change on previous year)
Sl: Unit labour cost growth (national accounts, % change on previous year)
Sl: Labour productivity (GDP in PPS per person employed, EU-25=100)
Gross value added by main sectors (%)
Agriculture 11.8 115 10.8 9.7 10.5 10.3 10.1
Industry 20.3 | 20.0 | 187 19.2 194 19.3 19.1
Construction 5.2 4.7 4.6 5.2 4.9 5.0 4.8
Services 62.8 | 63.8 | 65.9 65.9 65.2 65.4 66.0
Final consumption expenditure, as a share of GDP (%) : : : : 112.0 | 111.9 :
Households and NPISH, as a share of GDP (%) 90.8e 91.8e
General government, as a share of GDP (%) 21.2e 20.1e
Gross fixed capital formation, as a share of GDP (%) 24.3 26.9
Changes in inventories, as a share of GDP (%) 2.9 0.1
Exports of goods and services, relative to GDP (%) 27.8e 30.7e
Imports of goods and services, relative to GDP (%) 66.9¢e 69.6e
Industry Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 2003 2004 2005 2006
[ Industrial production volume index (2000=100) 3) : : : 100.0 |105.3e|112.4e| 118.0e | 132.8e | 144.7e | 159.3e
Inflation rate Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 2003 2004 2005 2006
[ SI: Consumer price index (CPI), (total, % change on previous year) : : : 4.8 3.1 0.4 0.6 0.4 3.7 7.4
Balance of payments Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Balance of payments: current account total (million euro) : -311 | -471 | -429 | -834 | -1253| -1439 | -1443 | -1716 | -1044
Balance of payments current account: trade balance (million euro) -2803|-3095|-3000|-3308|-3524| -3671 | -3678 | -4006 | -3406
Balance of payments current account: exports of goods (million euro) 597 781 [ 1226 | 1268 | 1169 | 1303 1677 | 2087 | 2687
Balance of payments current account: imports of goods (million euro) 3400 | 3875 | 4227 | 4577 | 4692 | 4974 5355 6 093 6 093
171 168 203 254 232 297 347 396 485

Balance of payments current account: net services (million euro)
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Balance of payments current account: net income (million euro) : 728 683 641 595 539 473 389 364 369
Balance of payments current account: net current transfers (million euro) : 1594 | 1773 | 1727 | 1626 | 1499 | 1462 1499 | 1529 1508
of which government transfers (million euro) : 393 458 339 450 347 298 261 249 149
Foreign Direct Investment (FDI) in the reporting economy (million euro) : 60 166 159 133 282 338 534 421 338
Public finance Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
General government deficit/surplus, relative to GDP (%) : : : : : : 0.7 1.6 2.4 2.9
Sl: General government debt, relative to GDP (%) : : : 37.9 38.1 33.4 27.7 25.5 25.6 21.3
Financial indicators Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Gross foreign debt of the whole economy, relative to GDP (%) : : : : : : : : : :
Gross foreign debt of the whole economy, relative to total exports (%) : : : : : : : : : :
Money supply: M1 (banknotes, coins, overnight deposits, million euro) 4) : 159 562 717 | 1377 | 1538 | 1592 1808 2098 2593
Money supply: M2 (M1 plus deposits with maturity up to two years, million euro) 4) : 792 | 1107 | 1262 | 2387 | 2593 | 2810 3493 4129 5150
Money supply: M3 (M2 plus marketable instruments, million euro) : : : : : : : : : :
Total credit by monetary financial institutions to residents (consolidated) (million euro) 5) : 1496 | 1422 | 1543 | 1707 | 2189 | 2619 3031 3857 4759
Interest rates: day-to-day money rate, per annum (%) : : : : : : : : : :
Lending interest rate (one year), per annum (%) 6) : : : : : 12.6 10.9 10.3 9.6 8.0
Deposit interest rate (one year), per annum (%) 7) : : : : : 1.4 1.1 0.9 0.7 0.5
Euro exchange rates: average of period - 1 euro = ... national currency : 1.969 | 1.956 | 1.956 | 1.956 | 1.956 | 1.956 1.956 1.956 1.956
Effective exchange rate index (2000=100) : : : : : : : : : :
Value of reserve assets (including gold) (million euro) 8) : 145 443 525 | 1385 | 1270 | 1428 1779 2 160 2787
External trade Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Trade balance: all goods, all partners (million euro) : : : : : : -2020u | -2667u | -3 750 :
Value of exports: all goods, all partners (million euro) : : : : : : 908u 1299u | 1920
Value of imports: all goods, all partners (million euro) : : : : : : 2928u | 3966u | 5670
Terms of trade (export price index / import price index, % change on previous year) : : : : : : : : :
Share of exports to EU-27 countries in value of total exports (%) : : : : : : 53.4u 54.2u 53.8
Share of imports from EU-27 countries in value of total imports (%) : : : : : : 58.5u 53.0u 51.9
Demography Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Natural growth rate: natural change (births minus deaths) (per 1000 inhabitants) 1) 5.6 4.4 3.7 2.4 1.9 15 1.0 -0.1 0.1 0.4
Net migration rate: immigrants minus emigrants (per 1000 inhabitants) : : : : : : : : : :
Infant mortality rate: deaths of children under one year of age per 1000 live births 1) 12.4 11.0 10.1 9.7 7.6 9.2 7.4 7.2 6.7 7.5
Life expectancy at birth: male (years) 1) 705 | 705 | 705 | 713 | 713 | 713 71.3 71.3 72.1 72.1
Life expectancy at birth: female (years) 1) 75.9 75.9 75.9 76.7 76.7 76.7 76.7 76.7 77.5 77.5
Labour market Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Economic activity rate (15-64): share of population aged 15-64 that is economically active (%) 9) : : : : : : : : : 51.3
Sl: Employment rate (15-64): share of population aged 15-64 that is in employment (%) 9) : : : ; : : : : : 35.0
Share of male population aged 15-64 that is in employment (%) 9) : : : : : : : : : 46.1
Share of female population aged 15-64 that is in employment (%) 9 : : : : : : : : : 24.0
Sl: Employment rate of older workers (55-64): share of population aged 55-64 that is in employment (%) 10) : : : : : : : : : 30.6
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Employment by main sectors (%)

Agriculture 11) 18.1 194 31 20.5
Industry 12) 24.8 24.2 29.9 30.8
Construction 13) 10.6 104 5.6 :
Services 11) : : : : 46.5 45.9 61.5 48.7
Sl: Unemployment rate: share of labour force that is unemployed (%) 14) 39.4 39.7 40.0 41.1 41.6 41.8 43.9 31.1
Share of male labour force that is unemployed (%) 9) : : : : : : : 28.9
Share of female labour force that is unemployed (%) 9) 34.9
Unemployment rate of persons <25 years: share of labour force aged <25 that is unemployed (%) :
Sl: Long-term unemployment rate: share of labour force that is long-term unemployed (%) 15) 28.4
Social cohesion Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Average nominal monthly wages and salaries (national currency) 16) : 296.0 | 343.0 | 372.0 | 408.0 | 446.0 | 484.0 505.0 538.0 :
Index of real wages and salaries: index of nominal wages and salaries divided by CPI (2000=100) : : ; ; : ; : :
Sl: Early school-leavers: share of population aged 18-24 having not completed upper secondary
education and not currently in education or training (%)
Standard of living Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Number of passenger cars per 1000 population 17) : : : : : 116.4 | 112.1 116.3 | 117.0 :
Number of subscriptions to cellular mobile telephone services per 1000 population 2.4 6.8 117.3 | 196.4 | 274.2 : :
Infrastructure Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Density of railway network (lines in operation, per 1000 km?2) : : : : : : : 20.1 20.1 20.1
Length of motorways (thousand km) - - - - - - - - - -
Innovation and research Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Sl: Spending on human resources (public expenditure on education) relative to GDP (%) : : : : : : : : : :
Sl: Gross domestic expenditure on research & development, relative to GDP (%) :
Sl: Percentage of households who have Internet access at home (%) 18) 6.6
Environment Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Sl: Total greenhouse gases emissions, CO2 equivalent (tons, 1990=100) : : : : : : : : : :
Sl: Energy intensity of the economy (kg of oil equivalent per 1000 euro GDP)
Sl: Share of renewable energy in electricity consumption (%)
Sl: Road freight transport as a share of total inland freight transport (modal split) (%)
Energy Note | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2004 2005 2006
Primary production of all energy products (thousand TOE) : : : : : : : : : :
Primary production of crude oil (thousand TOE) : : :
Primary production of hard coal and lignite (thousand TOE) 19) 214 058 | 211 325|229 668
Primary production of natural gas (thousand TOE) : : : :
Net imports of all energy products (thousand TOE) 20) 368 673478 318|627 078 | 681 392

Gross inland energy consumption (thousand TOE)

Electricity generation (thousand GWh)
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Agriculture

Note

Agricultural production volume index of goods and services (producer prices, previous year=100)

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

Total utilised agricultural area (thousand hectare)

2196

2187

2194

Livestock: cattle (thousand heads, end of period)

2126

2122

2192

453

460

515

Livestock: pigs (thousand heads, end of period)

596

654

712

Livestock: sheep and goats (thousand heads, end of period)

21)

893

903

1005

Production and utilisation of milk on the farm (total whole milk, thousand tonnes)

580

629

662

Crop production: cereals (including rice) (thousand tonnes, harvested production)

1242

1184

1369

930

1139

1309

793

1439

1350

1341

Crop production: sugar beet (thousand tonnes, harvested production)

Crop production: vegetables (thousand tonnes, harvested production)

261

274

279

176

190

247

204

276

257

297

Sl: Structural Indicator

e: estimate

f: forecast

p: provisional

u: uncertain

1. Source: Eurostat.

2. For 2000-2002, the value of non-observed economic activities is not included.

3. For 2001-2006, the rough estimations of industrial production volume index for Bosnia and Herzegovina calculated by Eurostat is checked and slightly corrected by BHAS based on 73 % share

of Federation of Bosnia and Herzegovina and 23% share of Republic Srpska.
4. 4) Break in series in 2001.

5. As of 31 December.

6. Short-term lending rates in national currency to private enterprises and cooperatives (weighted average).

7. Demand deposits rates in national currency to households (weighted average).

8. As of 31 December; there is no gold in the reserve assets.

9. For 2006, the source is Labour Force Survey 2006.

10. For 2006, the source is Labour Force Survey 2006; for 2006, population aged between 50 and 64.
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11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

EN

For 2003-2004, the source is 'Living in BiH' (a panel survey among households); for 2005, yearly average; the number of persons employed in legal entities are collected through regular Monthly
survey (RAD-1); for 2006, the source is Labour Force Survey 2006.

For 2003-2004, the source is 'Living in BiH'; for 2005, yearly average; the number of persons employed in legal entities are collected through regular Monthly survey (RAD-1); for 2006, the
source is Labour Force Survey 2006; for 2006, including section F.

For 2003-2004, the source is 'Living in BiH'; for 2005, yearly average; the number of persons employed in legal entities are collected through regular Monthly survey (RAD-1).

For 1999-2005, the unemployment rate is not calculated using the ILO methodology. The number of unemployed people is taken from the Bureau for Employment; from 2005 onwards this figure
includes data from Brcko District; for 2006, the source is Labour Force Survey 2006.

For 2006, the source is Labour Force Survey 2006; data refers to unemployed for 24-59 months.

For 1998-2004: net salary; for 2005, including data from Brcko District.

Data refers to the Federation of Bosnia and Herzegovina only (official data for the State level are not available).
For 2004, source: Household Budget Survey.

Estimated value of production obtained using PRODCOM data (volume produced and average unit value).

In thousand euro.

Excluding goats.
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