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inspired by the sclentific breakthrough of our
founder Henri Nestie 152 years ago, guided by
our values and with nutrition at our core, we work
alongside partners to enhance guality of life and
contribute to ‘@ healthier future: in Serbia and all
communities we operate in

Since 2011, when the factory in Surcin was opened,
the company invested more than 12.5 million suros
in plant and equipment, as well as in pmducl
develﬂpmem oday, our fact n Serbia serves

Nestlé is devoted to steward resources for future
generations — for example, by IHVEEIIFIQ 1 2 million
euros in facmry m Surf:m e have sa

Belisving that food industry has a mission to inspire
people to lead heaithier lives, Nestié has launched
ZdravoRastimo program, with -an objective
to educate primary school children about the
impartance of proper nutrition and physical activity.



The quality of life immensely depends on proper
and balanced nutrition. but alse on other aspects of
lite,; such as decent emplnyment npponunmes and
pmfessinnal develeﬂment uty ¢ :

In line with our mission to recruit and develop the

In Adriatic region we have hired more than 120

people under the-age of 30, while more than 150
young people have passed through our internship
programs in last five years.

| all our Aac - : i '

our partners than alone Ey mllabﬂral]ng mth
lleaguas anci ﬁartﬂers diverse in cultures and

ways of thinking, we grow as indlviduals; as teams,

and as a company, and help others to grow with us.
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The International School of Belgrade

QUALITY INTERNATIONAL EDUCATION
FOR LEADERS OF TOMORROW

340 students representing over 40 nationalities
Experienced international faculty, state of the art learning technology
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Good Opportunity

Since the 2000s, when the transition process began, Serbia probably hasn't had a
better chance than this one - to conclude structural reforms and open the way to
strengthening the new economy that has grown out of the ruins of the old system.

ontinuing low interest rates on the world market, and

especially in Europe, favours the settling of external

debts and inflation, and creates space for the Serbian

government - freed of concerns for fiscal and macro-
economic stability - to devote itself to a job that has remained
uncompleted for almost two decades.

Circumstances are undoubtedly favourable for several
reasons: the government has expert resources of international
financial institutions at its disposal, primarily of the International
Monetary Fund and the World Bank, which continuously monitor
and support Serbia’s transformation into an efficient market
economy, creditors who encourage, under favourable conditions,
the development of infrastructure and the transport connectivity
of Serbia with the region and European corridors, and bilateral
donors that secure support for the building of an institutional
framework that's harmonised with European standards.

In addition to this, the Government also has available the
resources of companies that have both
knowhow and good practises, but
also a desire to assist in the change
process.

Alarge number of foreign compa-
nies have come to Serbia over the past
two decades, which advocate indepen-
dently - through the implementation
of their own corporate standards in
operations and the transferring of
those standards to local partners
(including the state) and within va-
rious associations - for legal solutions
and practises that contribute to the
unifying of the business climate in
Serbia with that in the countries of origin of investor companies.

In parallel with reindustrialisation and the strengthening of
Serbia’s export potential, Serbian companies have grown, often
without state support, by finding successful market niches, most
commonly by concentrating almost exclusively on exports. Such

companies exist today not only in the ICT sector; which is now
in the focus of the state’s attention, but also in traditional se-
ctors which - to a greater or lesser extent - imply elements of a
knowledge-based economy. Such companies - despite primarily
beingislands rather than archipelagos of new business models
- also contribute to changing the structure of Serbia’s economy
and transferring useful knowhow to the domestic market.

For most foreign firms and successful domestic companies,
Serbia is above all a base for export. There are two reasons for
this: one is the fact that Serbia is a small import-dependent
economy that is inevitably directed towards foreign markets,
and thus towards the strengthening of the service and industrial
sectors that relate to exchangeable goods; the other reason
is that purchasing power is small, which limits the ability of
companies to expand their capacities to produce goods and
services intended for the domestic market.

However the future reflects on the Serbian market, all
companies - regardless of the origin of

their capital - would undoubtedly
benefit from changes - be that from
changes that are comprehensive, such
as the strengthening of transparen-
cy, reducing the scale of corruption
and strengthening the efficiency of
administration, to more tangible and
everyday changes like the consistent
and uniform application of regulati-
ons, the development of e-services
and better communication with the
state when it comes to proposing legal
solutions relating to the economy.
From various surveys, analyses of
foreign investment inflows and the share of domestic investments
and the public appearances of company representatives, it can
be seen that a shift undoubtedly exists in terms of resolving
these challenges that have lasted for decades, though the pace
of these changes is not entirely satisfactory.

12 FOREIGN INVESTORS COUNCIL 2018
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Foreign Investors
- An Important Link In
Our Development Chain

he Government of Serbia continuously implements

a series of measures that impact on improving the
business environment and preparing new legal so-
lutions and innovations that should make the work
of the public administration more efficient and transparent,
and should ease operations for enterprises. “Thus, for in-

stance, we will introduce an innovation thanks to which all

| expect the inflow of foreign direct
investments (FDI) to continue to grow
this year and for it to total about 10%
more than last year, which is a big
and important result. We want FDI to
help in accelerating balanced regional
development, which has proven to be
an excellent solution through several
examples in the interior of Serbia

inspectorates in the country will be able to be networked
in order to conduct controls and plan their work better and
more efficiently,” says Serbian Prime Minister Ana Brnabi¢.

According to the PM, by the end of the year the national
assembly should be discussing a draft labour law on work
via temporary employment agencies, which the business
community is eagerly awaiting, and the draft of a new law

14 FOREIGN INVESTORS COUNCIL 2018 ‘



We are striving to provide foreign

I have the opportunity to further

PROGRESS

We're sure that conditions for doing

investors with all the necessary advance dialogue with the business business and complying with regulations
infrastructure and other forms of : community and will advocate for will be improved significantly in the next
assistance to launch operations in our an open dialogue and promote that year, which will further impact positively

country, and to do so in all of its regions

on strikes, which should replace the existing outdated sta-
tute. “In addition to the expected increase in employment,
working conditions will also improve for agency workers,
along with their safety and health at work, and standard
of living,” says Brnabi¢. “Simultaneously, we expect the
new draftlaw on strikes to be
harmonised with international
standards.”

Moreover, the government
will continue implementing
measures for the control of the
grey economy, which - judging
by the work to date - yields
good results.

The inflow of foreign inve-
stment into Serbia is still the
biggest in the Western Balkan
region, and the government
expects this year's result to
exceed last year's by 10%.

» To what extent has the
fight against the grey eco-
nomy been fundamentally
systematised?

- Combating business in the
grey zone was fundamentally systema-

with my own behaviour

on curbing the scope of the grey economy

Europe at the time that they joined the European Union.

I'mvery satisfied that the last NALED study on the volume
of activities in the grey economy showed that this systemic
battle has yielded results. The scope of the grey economy
among registered companies has fallen in the last five years
from 21.2% to 15.4% of GDP.
What remains as a challenge
is combating unregistered
firms, i.e. the so-called 'black
economy’, and the emphasis
will be placed on them.

An important innovation
is the pilot phase of the e-in-
spector system that will be
launched by the end of the year
and which aims to network all
inspections in the country by
the middle of next year, ena-
bling exchanges of information
and the better planning and
implementation of controls.

We are also working on
encouraging legal operations
and as of October we will la-

unch tax exemption measures

for business start-ups that
will last for a year. By year's end we

tised in 2014, when the Serbian govern- The new draft I-aw on work Vla also expect the adoption of the law on
ment - in cooperation with NALED and Tempora ry Employment AgenCieS public procurement, while we've also

businesses gathered together in the Fair
Competition Alliance - formed an Expert

and the Law on Strikes should

established a dialogue on the reform of
the flat-rate taxation system, so we're

Group to direct activities aimed at com- COI‘ItI’ibute to Creating better sure that conditions for doing business
bating the grey economy. Moreover, also conditions in the field of la bou ra nd and complying with regulations will be

established was the Inter-ministerial
Coordination Body of the Government

better understanding of the world

improved significantly in the next year,
which will further impact positively on

of Serbia for combating the grey eco- Of Work and the World Of Capital curbing the grey economy.

nomy, as it is essential to harmonise

the activities of institutions that have
the authority to uncover and sanction unregulated work.
The Expert Group and Coordination Body jointly pre-
pared the National Programme for Combating the Grey
Economy, which the Government of Serbia adopted at the
end of 2015 and which has more than 100 measures and
activities that are necessary for us to reduce the volume of
business conducted in the grey zone over the next few years
to the level it was at in the countries of Central and Eastern

FOREIGN INVESTORS COUNCIL 2018

» How could the announced pac-

kage of amendments to labour legislation impact on
improved results when it comes to higher employment
and productivity?
- The current employment rate, measured using the existing
methodology, reached a record percentage and totals 48.6%,
while the unemployment rate stands at 11.9%. This is a
result of the creation of a large number of new jobs throu-
ghout Serbia and valuable foreign investments realised

15



in the previous period. In the first half of this year alone
we've had 1.29 billion euros of direct foreign investment,
and last year, which was a record year, we had inflows of
as much as 2.6 billion euros. It was for that reason that
the Financial Times declared us the per capita leader in
attracting foreign investment.

We expect the Draft Law on Work Via Temporary Em-
ployment Agencies and the Draft Law on Strikes to find
themselves in the procedure of the National Assembly by
year's end, and they will contribute to the creation of better
working conditions. The law that will regulate work via
agencies, so-called labour leasing, will provide security
to citizens, so that a worker leased to an employer cannot
have fewer rights than someone employed directly by
that employer. The conditions for the operation of these
agencies will finally be regulated and harmonised with
the international standards of the International Labour
Organisation and the EU. In addition to the expected
increase in employment, conditions will be improved for
the work of temporary agency workers, their safety and
health at work, and their standard of living.

The draft law on strikes will be harmonised with
international standards. It regulates bans and restri-
ctions on the right to strike, as well as determining the
minimum work process in activities of general interest.
These laws will contribute to better and more successful
operations of entrepreneurs, because the enhancing of
social dialogue will enable the more effective resolving
of discrepancies between the world of work and the
world of capital.

» What are your expectations for

to be an excellent solution with the examples of Prokuplje
and Leoni or Smederevo and the Steelworks.

» What quality of dialogue do you have with the bu-
siness community? How useful to the government are
suggestions for changing the business environment
that come from the business community and do you
sometimes have to draw a line?

- Dialogue between the economy and state institutions are
improved from year to year. This Government, and myself
as Prime Minister, are always ready to talk, open to dialogue

and constructive criticism regarding

this year and next when it comes
to FDI inflow? What would you like
to see change in the structure of
FDI flows?

- Serbia will this year remain the co-
untry that attracts the most foreign
direct investment in the Western Bal-

I'm very satisfied that the systemic
battle against the grey economy has
yielded results... What remains as a
challenge is combating unregistered
firms and the emphasis will be placed
on them specifically

any topic. I consider that the best way
to resolve certain misunderstandings
or make further improvements in
specific fields in society.

Data from NALED and USAID
show that as many as 80 per cent of
business associations were involved

kan region. I expect the inflow of FDI
to continue to increase this year and
for it to be about 10% higher than last year, which is a big
and important result. In the first half of this year alone, FDI
inflow was 8.6% higher than in the same period last year,
and that is certainly an encouraging statistic.

In the first quarter of 2018, around 40% of FDI was
directed towards export-orientated activities and [ would
like this trend to continue and increase. I'd also like to
see FDI growth in the process of manufacturing products
with a higher level of processing, especially in the food
industry. As the Government of Serbia, in cooperation with
local self-governments, we are striving to provide foreign
investors with all the necessary infrastructure and other
forms of assistance to launch operations in our country,
and to do so in all of its regions. We want FDI to help and
accelerate balanced regional development, which proved

16

in public-private dialogue and co-
operated with institutions. Testifying
to how satisfied the two sides are with the quality of the
dialogue is the fact that three quarters of institutions give
this communication a positive rating, while 37% of business
associations think the dialogue is good. I come from the
economy and know what is important to business. Now
I have the opportunity to further advance that dialogue
and [ will advocate for an open dialogue and promote that
with my own behaviour. In order to enhance dialogue it is
necessary to increase the capacity for communication with
the economy within institutions, which is certainly in our
plan. We want to encourage the involvement of as many
citizens and businesspeople as possible in proposing and
implementing reforms, as that is their right and the greater
involvement of all stakeholders contributes to the quality
of solutions that will ultimately relate to them. m
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Window Of Opportunity
For Strong

President of the Foreign Investors Council and
CEO of Nestlé South East Market
(Adriatic region, Romania and Bulgaria) \_\ _

We live at an exciting juncture in which
Serbia has taken a decisive opportunity
to instigate the acceleration of
economic growth - through stronger
law enforcement, tax reforms,
further modernisation of the labour
law and continuous energised work
ondigitalisation - and, following
successful fiscal consolidation, ensure a
sustainable development path

n the last 16 years, Serbia has achieved considerable
progress, becoming a different state that’s achieved
macroeconomic stability, improved its competitivene-
ss and positioned itself as an attractive geographical

climate and strengthening of the rule of law.

That also implies proceeding with structural reforms,
including the privatisation and corporatisation of large
state-owned enterprises. By completing these processes,

location for investment, says Yana
Mikhailova, president of the Foreign
Investors Council (FIC) and CEO of
Nestle South East Market (Adriatic
region, Romania and Bulgaria).
“However, investors’ expectati-
ons are evolving following the stra-
tegic decision of Serbia to become

reforms needed to instigate stronger economic growth,

an EU member. They are connected to the acceleration of
the further development of an investor-friendly business

By completing the privatisation,
Serbia could release considerable
resources to accelerate growth

18 ‘ FOREIGN INVESTORS COUNCIL 2018

Serbia might release the conside-
rable resources needed to support
growth,” says the FIC President, emp-
hasising the importance of further
harmonisation with EU legislation
and practises, as well as work on
stronger law enforcement, tax re-
forms, further modernisation of the

labour law and continuous energised work on digitalisation
and eGovernment. “Our association, with its rich expertise,
isready to contribute to these goals,” adds our interlocutor.
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We expect the government to
accelerate the reforms that will
create conditions to instigate
stronger economic growth

» Considering that recent developments have placed
the Western Balkans higher on the EU agenda, which
long-term goals would you outline

The modernisation of the education
system will address the shortfall
in workforce competencies
and boost innovation

DIGITALISATION

Digitalisation and the creation of a
unified eGovernment systemis a
good tool for cutting bureaucracy and
improving the quality of public services

EU institutions to promote the importance of Serbia and
offer our assistance in the process of Serbia’s economic
integration with the EU.

as being the most important for UR U r.: I

Serbia to target?

- The accession process has already
had, and will continue to have, an
important positive impact on the
Serbian economy, changing the
context by making it transparent
and attractive for investments. While
the Serbian economy is now in solid
shape, it still needs to modernise
considerably. Along with the afo-
rementioned systemic reforms, it
is important to continue with the
reform of the public administration,
targeting improved efficiencies,
thus creating a business climate
supported by the rule of law.

How to simplify the administra-
tive burden? The answer is techno-
logy. Digitisation and the creation
of a fully functional e-government

» Do you think the concept of
attracting foreign investors as
the basic way of re-industrialising
the country and strengthening its
export position has been exhau-
sted? In that sense, do you expect
a change in state subsidies and

o the policy of predominantly dire-

cting subsidies towards domestic
investors?

- Growth in exports of Serbian pro-
ducts is a very positive indicator of
Serbia’s increasing competitiveness.
Subsidies themselves are nota bad
thing; however, they are not usually
the reason to invest. Investors come
because of the opportunity to build a
sustainable, profitable and growing
business that will endure.

system are obvious choices. Such
changes will allow businesses to
shift the resources they currently

inefficient, to other areas that are

The new methodology of the
dedicate to fulfilling today’s ad- White Book is ClOSEly linked to the - The dialogue with the government
ministrative requirements, often ca paCity Of reforms to Cha nge the has been evolving steadily over the

» How has the FIC's cooperation
with the government evolved
over time?

years. Itis notalways at the same le-

more predisposed to sustainable bUSiness enVironment and Clearly vel of cooperation with each ministry,
development. highlights where processes are but dialogue is definitely present. We

Another very important reform
is that of education, as we note that
there is a shortage of certain com-
petencies that are in demand. The
development of the dual education system that has already
been introduced in Serbia will become an important factor
to growing business activities in the country.

» How could the FIC help in the process?

- The FIC is a private sector focal point in the EU integration
process, as an independent organisation that unites com-
panies from different industries with a solid footprint in
the EU. Our members have significant expertise to provide
assistance when requested. The FIC already had four visits
to Brussels, where we met with representatives of various

progressing faster

have always been transparent and
consistent in what we advocate for,
and that s to support the sustainable
development of the Serbian economy.

In the past, it sometimes happened that legislation was
changed without announcement and proper debate, but the
quality of dialogue has changed recently, and we had very good
examples of productive dialogue with the Ministry of Finance
regarding two very important pieces of legislation - related
to VAT and property tax. We respect that we've been given
an opportunity to contribute to finding the best solution,
and now it’s up to the government to decide how to proceed.

» The FIC established a joint task force with the
Government of Serbia to improve implementation
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of the recommendations contained in the annual FIC
White Book and achieve progress of 50 per cent on an
annual basis - up from the previous average of 35-45
per cent. How satisfied are you with the initial results?
- The Joint FIC - GoV Task Force was established on 31
January 2017. It is a tool to enable focused discussion on
digitisation/digitalisation, tax, labour legislation and a few
other areas where we would like to see faster progress. We
are still in the process of analysing the data and therefore
cannot announce the results now.

» While the rule of law remains

» When it comes to the industrial sector, which new
driving forces do you recognise as possibly leading to
Serbia being ranked among the countries with above
average growth?

- Technology is always a means to accelerate growth, but
what is important is the simplification of the rules, as well
as the clarity and transparency of processes - to invite
more people to participate in the economy. Digitalisation
and the simplification of procedures, the rule of law, and
ease of doing business will impact very positively on
entrepreneurship in the country. The first signs of these
activities are here, as an increasing

the weakest aspect of the accessi- (J R 0 1'|' T H

on process at present, some exam-
ples of good practises have been
noted. Would you emphasise the
progress that has been achieved
and the tasks remaining?
- The level of dialogue is improving
with the ministries with which the
FIC previously had some difficulties
in achieving that. This is a very im-
portant step, because it provides a
degree of legal certainty and allows
business to be prepared for changes.
Business needs much more
consistency in the application of
laws, especially in the tax area. We
therefore expect the tax admini-
stration to have the capacity and
capability to execute the rules in
a consistent and clear way. We are

number of small companies are
operating in different sectors, such
as agriculture, ICT and other areas.
Serbia is evolving substantially in
terms of good infrastructure, which
adds to the overall competitiveness
of the country.

The country is living through
a very interesting juncture of ac-
celeration and changes - the most
important thing is not to miss the
opportunity and to increase the
pace of reforms. Intentions without
actions will not bring sustainable
desired results.

» How has the FIC changed inter-
nally to better address the new
s—=— areas of intervention emerging
S with the evolution of Serbia’s

satisfied that the FIC’s feedback
has been taken into consideration
by the tax administration.

» How has the new methodology

- business environment?
- The FICis not changing its strategy

We WElcome the Opportunity tO or mission, but its working method,
have a good dialogue with the

as we have increased our expert
capacities tremendously over time

of the White Book changed the government on issues which are and added a number of activities,

way you measure the progress
achieved? What are the most

of the outmost importance to

in accordance with our members’
expectations. We were always very

persistent obstacles that slow bUSiHESSES, such as tax legislation active in “expert-to-expert” commu-

down reform processes in Serbia
and keep the country locked in
the past?

- This big change in methodology added transparency in the
progress accomplished in different sectors and allows the
comparing of results. The new approach s closely linked to the
capacity of reforms to change the business environment, and
itclearly highlights where the process is progressing faster. We
assign different scores to major changes, some changes, or no
changes, and it will be interesting to see how this will change
our perception of reform progress. Not all progress will be
recorded. For example, our Food and Agriculture Committee
has a very intensive exchange with the Ministry, but we have
yetto see whether this will translate into progress in this area
in which the success rate was very modest in previous years.

nication, but today we have very ela-
borate communication with many
international organisations and stakeholders with which
we work together in pursuing the same goals.

> After 15 years of operations, what do you see as the
new tasks facing the FIC?

- The major task is to use the opportunity to contribute to
the acceleration of reform processes. Second is to increase
our capacities - at present we have 11 expert committees,
but we want to invite more companies to participate in our
activities - whether they are members or not, because we
want to bring more people on board who would be willing
to contribute to shaping the business environment in a
desired way. m
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120 GODINA
FABRIKE CEMENTA POPOVAC

‘Fabrika cementa u Popoved osnovana e daleke 1898. godine. Milioni tona cementa koje
smo protzvell u protekiih 120 godina iskoridceni su Sirom nage zemlje u bezbroj objekata bez
kojih bi bilo te$ko zamisliti moderan Zivol. Kude, putevi, mostov, fabrike, tuneli, stambene |
poslovne zgrade, hidroelektrane | brojne druge gradevine ostaju i opstaju zahvaljuci kvalitetu
nasih prolzvoda. Fabrika cementa Popovac danas je deo CRH Grupe. jednog od najvecih
proizvodaca gradevinskih materilala u svetu,



We're Qulckly
Connecting With Europe

Serbian Deputy Prime Minister and Minister
of Construction, Transport and Infrastructure

With a new investment cycle that
has an estimated value of five billion
euros, the sectors of construction
and infrastructure will continue to
provide a strong contribution to
GDP growth and to support Serbia's
ambitions to continue expanding its
exports and to become the focal point
of connectivity between Europe and
growing eastern markets

ne of the key factors in connecting the Western Balkans and the new '16+1’ summit with China?
and the wider region to the European Union is the con- - Serbia returned from previous summits with valuable contracts
struction of transport infrastructure. Major investments and that was also the case with the Sofia summit, which we retur-
in this sector simultaneously contribute strongly to both ned from with the most valuable contract signed at the summit.
current and future economic growth. This relates to a commercial contract worth €943 million for the
In this interview with Serbian construction of the third section of the
Deputy Prime Minister and Mini- . """""""""""""""""""""""""""""""""""""""""""""" Belgrade-Budapest hi-speed railway
ster of Construction, Transport and By I'efO rmi ng th e ca d astre an d with the 'China Railway International’

Infrastructure Zoran Mihajlovi¢, we adopting a mend ments to the LaW on consortium of Chinese companies

discussed these and other projects of and the China Communications Con-

the Ministry in the context of reforms Planning and ConStru Ction’ we Wi" struction Company (CCCC), which is
and Serbia’s new programme with create better conditions to invest in already conducting works on this rai-
the International Monetary Fund. S erbi aan d ena b |. e S erbi a, s fu rth er lway’s Belgrade-Stara Pazova section.

. . It could be said that, for Serbia,
» What was Serbia brought with p rog ress on th e DO] n g B usiness I n d ex this summit was completely devoted

the summits in Sofiaand LONdoOn, ... to railways, because we also signed a
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The roads that we are constructing
today will not have the correct value if
we do not invest in their maintenance,

and that’s what we want to improve

Our reform of railway companies
received the highest ratings from
the World Bank and the IMF, while
many estimates suggest that it can

AMBITION

Following e-permits and the
e-cadastre, we want to bring to life
the reform of e-space, i.e. to also
introduce a unified procedure in

through reform of the transport sector

memorandum with company China Road and Bridge Corporation
(CRBC) on the reconstruction of the Belgrade-Ni$ railway. The
modernisation of tracks on the Corridor 10 railway, parts of which
include the Belgrade-Budapest and Belgrade-Ni$ railroads, will
enable an increase in freight transport on the railways, or rather
Serbia will indeed become a transit co-

be an example for other countries

the area of issuing spatial plans

efficiently than the former unified company, while the number of
employees has also been reduced, mostly through natural outflows.

We have also launched reform of the road sector, with the aim
- among other things - of increasing the efficiency and quality of
road maintenance, and of increasing the efficiency of Public En-
terprise “Roads of Serbia”. It is important

untry when it comes to rail transport.

» Do you see further room in your
sector to increase public investments
that are considered a key factor in
accelerating economic growth?

- We are currently at the stage of finalising
the unfinished projects that we inherited,
many of which were also delayed - in the
sense that loans were taken but works
began much later due to design projects
notbeing completed. In 2014 we inherited
the incomplete Corridor 10, which we
are completing this year, with a frozen
Russian loan for the railways, that we
have negotiated fully in the meantime

and which we have used to modernize
more than 200 kilometres of railroads.

In parallel with the completion of the-
se projects, we are preparing a new major
investment cycle worth more than five
billion euros, within the scope of which
we will build the Nis-Merdare-Pristina
highway, the section of Corridor 11 from
Cacakto PoZega, then the Moravian corri-

dor; or the Pojate- Preljina highway, the ...

Frusk Gora Corridor, i.e. a hi-speed road

from Novi Sad to Ruma and its continuation to Sabac and Loznica.
Activities on the project of the circular Belgrade-Sarajevo-Belgrade
highway are also being intensified.

» The new arrangement with the IMF will again place the focus
on further the restructuring of public enterprises, including
those in the transport sector. What further measures is your
Ministry preparing in these areas?

- Our reform of railway companies received the highest ratings
from the World Bank and the IME, while many estimates suggest
thatit can be an example for other countries. Four special railway
companies have been established, which today operate more

In parallel with the construction
of new roads and railroads,
Serbia is also working with all its
neighbours and on the removal
of non-physical barriers

for the efficient maintenance of the road
network that we have “Roads of Serbia”
as a company that’s efficient and suffi-
ciently strong and stable financially, in
order for it to receive the least possible
funding from the state and for roads to
be maintained to a high quality.

When it comes to “Corridors of Ser-
bia”, it will continue operating even after
completing its main job of constructing
Corridor 10. This company is much better
organised today than it was a few years
ago, and the experience it has makes it
important for the new investment cycle
that lies ahead.

> Considering that Serbia’s road
network is being renewed rapidly,
do you consider it necessary to further
improve the quality ofthe management
of state roads?

- The roads that we are constructing today
will not have the correct value if we do not
investin their maintenance, and that’s what
we want to improve through reform of the

...................................................... transport sector. Road maintenance accor-

ding to the new model, which is based on
public calls, has now commenced on 3,000 kilometres of state roads
thatare managed by “Roads of Serbia”. And this is just the initial step,
because the goal is to maintain the entire road network in this way.

» How successful is Serbia in collecting revenues from toll
roads?

- Given the increase in vehicle numbers on our highways, it is logical
thattoll road revenues are also increasing. Toll road revenues incre-
ased by several percentage points in previous years, while in 2017
they increased by more than 20 per cent, amounting to 20.6 billion
dinars. Simultaneously, according to PE “Roads of Serbia”, payment
effectiveness in Serbia is among the highest in Europe, totalling 99.9%.

FOREIGN INVESTORS COUNCIL 2018 23



The number of vehicles included in the electronic payment
system for toll roads is also increasing. The share of electronic
payments in total toll revenues increases every year and reached
a total of around 47 per cent in the first six months of 2018.

» You stated recently that this is the right time for investors
to invest in Serbia through public-private partnership pro-
jects. In which areas would this form of investment prove
most desirable?

- For many years, the first association of many people with the PPP
conceptwas the failed concession for the Horgos-PozZega highway, but
this image changed with the concluding of the concession contract
for Belgrade Nikola Tesla Airport, which will secure investments
of around €730 million in the development of our largest airport.
The many decades of problems hindering

the rights of previous owners in the restitution process, particularly
by not allowing a reduction in the market value of construction
land, provided a request for that construction land is submitted in
accordance with regulations on the return of confiscated property.

The Ministry conducts oversight of the application and im-
plementation of the Law on Conversion and removes all observed
shortcomings in a timely manner.

» Following a major breakthrough in the issuance of building
permits, do you envisage additional measures that could support
the expansion of construction works in the private sector?

- With the implementation of the Law on Registration Procedures
in the Real Estate Cadastre and Utilities, adopted by the National
Assembly in May, Serbia has completed the package of reformist
laws in the construction field, which also

the Vinca landfill site will also be resolved
through a public-private partnership, the
contract for which has also been signed.

In the transport field we have seve-
ral potential projects that include the
possibility of investing via PPPs. In the
area of road infrastructure, those are
primarily the final section of the Corridor
11 highway, from PoZega to Boljar, the
construction of which has an estimated
value of between 1.5 and 1.8 billion euros,
as well as the Fruska Gora Corridor, or the
Novi Sad-Ruma hi-speed road link. When
it comes to railroad transport, one of the
projects where the possibility exists for
implementation through a public-private
partnership is construction of the rail link
from Nikola Tesla Airport to New Belgrade.

» To what extent does the development

included the passing of the Law on the
Legalisation of Properties, the Law on the
Conversion of Usage Rights into Ownership
Rights over Construction Land for a fee and
the Law on Planning and Construction.
Thanks to the reform of building permit
issues and the introduction of e-permits,
Serbia is now ranked 10" in the world in
this area according to the World Bank’s
Doing Business Index.

In order for us to enable the continu-

ation of reforms, primarily towards the
more efficient implementation of unified
procedures and simpler procedures for
investors in the partrelating to spatial plans,
we have prepared amendments to the Law
on Planning and Construction. Through
these amendments, it will be proposed
- among other things - that the general
regulation plan be applied directly, thatall

of transport infrastructure support T h e mo d e rni S ati on Of tra CkS on planning documents be publicly available

the ambitions of Serbia and the regi-

on’s other countries to continue the the Corridor 10 rail route will
really enable Serbia to be a
transit country when it comes
to rail transport

expansion of exports?

- Serbia has recognised thatitis not enough
thatwe are building new roads and railways
if we do not solve the problem of long
waiting times at border crossings, and we

have accordingly launched initiatives with

all neighbours aimed at simplifying certain procedures at the borders
or establishing joint border crossings with Bosnia-Herzegovina,
Macedonia, Bulgaria and Montenegro, where border and customs
procedures would be carried out at “one counter”.

» How do you see a solution to the challenges faced by com-
panies in the process of converting construction land, whether
that’s due to restitution or inconsistencies in calculating the
conversion fee?

- During the drafting of the Law on the Conversion of Usage Rights
into Ownership Rights over Construction Land, special consideration
was given to ensure that its provisions did notlead to a reduction in

in the Central Register of Planning Docu-
ments, followed by a shorter procedure for
amending planning documents, extending
the validity of location conditions and the
possibility of phased construction.

» Considering that traffic is among

the biggest polluters, do you intend to
introduce incentives to modernise fleet vehicles, including
the introduction of incentives for the procurement of electric
vehicles?
- We've already done some things in this direction, although this
doesn'’t relate to incentives, rather the introducing of charging sta-
tions for electric cars along Corridor 10, together with free wireless
internet. If we are completing Corridor 10 and have the most modern
highways, then it’s important for those roads to be adequately and
qualitatively equipped. Here we've also taken care of the drivers
of electric cars, for whom we’ve established five devices for fast
charging along Corridor 10, in Bubanj Potok, Presevo, Sid, Subotica
and Dimitrovgrad. m
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Economic Relief
Stimulates Economic Growth

The goals of the Ministry of Finance
are to further maintain fiscal stability
and eliminate systemic obstacles
to economic growth. In the process
of creating measures that will ease
the operations of companies, the
Ministry is particularly reliant on useful
suggestions from the economy and the
business community

he priority of the Ministry of Finance in the period

ahead is to preserve fiscal stability, and to do so

with the support of initiatives that should encourage

growth, such as increasing public investments and
reducing the tax burden, says Finance Minister Sinisa Mali.
From the perspective of fiscal policy, these are also
the pillars of the recently approved arrangement with the

International Monetary Fund.

When it comes to maintaining fiscal stability, says Mali,

we must talk about salaries
and pensions. “Measures of
temporary reducing pensions
will be abolished, and we can
expect an increase in pensions
by year’s end. As you know,
we also expect an increase in
public sector wages. There is
room for increasing salaries
and pensions, but this increase
must be at a sustainable level,”
says our interlocutor.

The medium-term orientation of fiscal policy is to

We plan to reduce the deadline for VAT
refunds, which will improve the liquidity
of the economy and reduce the fiscal
burden on earnings, as well as to adopt
a special package of tax incentives
for innovative activities
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maintain a low deficit, further reduce public debt and use

fiscal space with the aim of supporting economic growth.
Fiscal relaxation measures will work on two tracks, expla-

ins Serbia’s finance minister.
“By unburdening the economy,
primarily through reducing the
tax burden on labour, growth
and job creation are encoura-
ged. On the other hand, fiscal
space has allowed for a greater
allocation of funds for public
infrastructure. In order to im-
prove the quality and quantity of
publicinfrastructure in the best

possible way, we are working to further improve the public
investment management system,” explains Minister Mali.



CONSISTENCY

The medium-term orientation of
fiscal policy is to maintain a low
deficit, further reduce public debt
and use fiscal space with the aim

We are planning to introduce an entire
array of measures that will stimulate
the economy and ease the work of
businesses, irrespective of the results

The transformation and
modernisation of the Tax
Administration is one of our top
priorities and I will personally deal

of supporting economic growth

» How will you address the problem of an insufficient
share of public investment in GDP and insufficiently
effective management of large infrastructure projects?
- Considering that we created space for financing new
projects in the previous period, with the conducting of
fiscal consolidation, today we have the funds required for

achieved in terms of fiscal consolidation.

with all aspects of this transformation.

In that sense, | would especially like to point out that we
are planning to reduce the deadline for refunding VAT, with
which we will improve the liquidity of the economy. The
legal deadline for VAT refunds is 45 days, but we consider
that there’s no reason for businesspeople to wait so long
if they have orderly papers. It would mean a lot in terms of

capital investments. In this sense, the
competent institutions are taking the
necessary steps to increase the level
of public investment, both in road and
rail infrastructure, as well as in health
and education, local communal infra-
structure etc.

Certain steps have already been
taken. All capital projects, irrespective of

sources of funding, have been included
in the budget since 2017, while in mid-
2017 we also adopted the Decree on
content, the preparation and evaluation
method, as well as the monitoring of
implementation and reporting on the
implementation of capital projects. The
Law on the Planning System has also
been adopted, which establishes a natio-
nal framework for planning. In order for
us to eliminate structural weaknesses
in implementation, in the period ahead

liquidity for businesspeople to receive
that money as soon as possible.

In the following period we are also
planning to reduce the fiscal burden on
income, as well as to adopt a special
package of tax incentives for innovative
activities. We also plan to modernise
certain solutions regarding the taxation
of companies’ profits, especially with
regard to calculating tax depreciation.

Moreover, plans also include the
regulation of a special taxation regime

for the income of citizens who provide
hospitality services in domestic work
and rural tourism households, as well as
the abolition of tax legislation provisions
that unnecessarily discourage taxpayers
or create unjustified administrative
difficulties for them.

As you can see, we are planning
an entire array of measures that will

we expect to adopt detailed rules on I believe that we Wi". With the stimulate the economy and ease the ope-
’

proposing and selecting projects, and

rations of businesses. Of course, in the

to establish the practise of publishing adoptlng new lenglatlon’ aChleve tangible adoption of these measures we
summaries of feasibility studies for a maior Shift 'in the transpa rency of will ensure that their implementation

major infrastructure projects. We will C h a rges th at b u rd en th e econo my does notjeopardise the results achieved

also establish the Capital Investment
Commission. All this will help us to

implement large infrastructure projects
quickly and efficiently, which is crucial to the development
of the country.

> What changes to the tax system do you anticipate
that could stimulate the economy?

- We are planning a series of measures in the period ahead
with which we will improve the rights of taxpayers, as well
as specific measures for encouraging economic activity.
Using the available fiscal space, we will consider tax policy
changes in order to provide support for economic growth
through an effective, balanced and efficient tax system.
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to date in terms of fiscal consolidation.

» Which measures in the tax policy

domain do you consider as being the most effective for
reducing the share of the grey economy in the fields of
labour and employment?
- Reducing the fiscal burden on earnings certainly discourages
the grey economy. Likewise, all measures that increase the
efficiency of taxpayer control will certainly have a positive
impact on the suppression of the grey economy. In this
regard, with other measures that improve the capacity of
the Tax Administration in relation to the implementation of
efficient tax control, | would single out in particular activities
on amendments to the Law on Fiscal Cash Registers,
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which implies the use of modern technical solutions that
enable the monitoring of taxpayers’ transactions in real time.
The planned solutions will enable taxpayers to simplify the
administering of their obligations, whilst enabling the Tax
Administration to carry out tax audits in an optimal way:.

> In this context, what changes are you planning in
the functioning of the Tax Administration?

- Changes will occur at several diffe-
rent levels. We’ve formed a working
group that will deal specifically with
the transformation and modernisation
of the Tax Administration, and which
will meet once a week. This is one of our
top priorities, and [ will personally deal
with all aspects of this transformation.
Tax administration must be sustainable
and efficient, and we want to create a
system that will be able to function well
during the decades ahead of us. Previous
years have already seen some tangible
results achieved, such that the number
of organisational units has been reduced
from 178 to 78, all tax returns can be
completed in electronic form, and a
service provider sector for taxpayers
has been established. However, there is
still lots of work to be done to further
reduce the number of organisational
units, upgrade existing software so-
lutions and integrate them. We will
continue doing this until we create a
good, efficient and sustainable system.

We are also working to further improve cooperation
between the Tax Administration, which is authorised to
directly control taxpayers, and sectors within the Ministry
of Finance that are responsible for giving opinions on the
application of tax regulations and the conducting of second
instance procedures. This cooperation already functions
well, but I consider that there’s always room for further
improvement, especially in the context of planned activities

on the reform of the Tax Administration.

» How far have you progressed on
preparing the final list of parafiscal
charges?

- Work on the drafting of this law is
nearing completion, so we expect the
final text soon. I believe that this repre-
sents a big step forward in terms of the
transparency of charges that burden
the economy.

> In the context of changing policies
towards the creation of an incentivi-
sing environment for doing business,
how do you view cooperation with
the business community to identify
optimal solutions?

- Cooperation with the business com-
munity is very important and we are
working intensively to improve it
further. We listen to the needs of the
economy and the business community

every day, in order to ease their opera-
tions. In that sense, it is certainly also

Communication bEtween the important that we plan to introduce a

» What measures do you see as the business Community and the public package of incentive measures, such as

most efficient when it comes to redu-
cing ambiguity in the interpretation

authorities, under the auspices of

reducing the deadline for VAT refunds,
reducing the fiscal burden on earnings,

of regulations, especially in the work the ¢ Dia lo gu e for C ha nge” d nd the encouraging business start-ups etc.
of the Finance Ministry and the Tax wo rki ng G rou p fo r th e w hite BOO k, [ would also like to mention that the

Administration?

business community is very active with

- [ don’t consider that there are si- 1S Invaluable fOI' ImprOVlng the its proposals and comments at all stages
gnificant differences in the degree of normative fra mework releva nt to of preparing new regulations, as well

uncertainty in the interpretation or
application of tax regulations com-
pared to other regulations. However,

this doesn’t influence the necessity
to take measures aimed at improving transparency in the
application of tax regulations.

This can basically be achieved through the identifying
of unclear solutions in tax regulations and their precise
defining or removal. In this respect, it is particularly im-
portant that we interact with taxpayers for whom such
regulations cause practical problems, so the initiatives
and opinions we receive from them are invaluable to us.
Of course, as is to be expected, the business community is
most active in this context.

28

the economy

as amendments to existing legislation.

» How much can dialogue models,

such as the “Dialogue for Change”
and the FIC White Book, contribute to the formulation
of solutions that are effective and feasible?

- Communication between the business community and
the public authorities, under the auspices of the “Dialogue
for Change” and the Working Group for the White Book, is
invaluable for improving the normative framework relevant
to the economy. This cooperation has already resulted in
positive progress in the past, in terms of improving the tax
system in Serbia, but I consider that the most significant
results are yet to come. m
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Building for tomorrow

= Lafarge Serbia business results are
founded on sustainable principles

: .. Our sustainable development strategy, the Plan 2030, goes beyond

- simply mitigation our impacts - it also adresses the positive impactcs

- our operations can have beyond the bondaries of our plant. We are
committed to working in partnership to make entire construction value
chain more inovative and mindful of the way resources are used and
the impact our industry has on nature. And we are commited to im-
‘proving communities' lives by providing solutions to their challenges.
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We’ve Created Prerequisites For
Agriculture’s Sustainable Development

his year was the first during which European funds
were allocated directly to Serbian producers. We spoke
with Serbian Agriculture, Forestry and Water Manage-
ment Minister Branislav Nedimovi¢ about the IPARD
programme and numerous other measures that should serve to
make agriculture and food production the backbone of economic

growth and exports. L

Thanks to the progress achieved in creating
institutional preconditions for the development
of agriculture and the food industry, the Ministry
received praise from the EU, while Serbia became
ready to welcome the upcoming opening of
negotiation chapters

The greatest reason for optimism is the excellent response
of our farmers and processors to the first public calls, which was
also confirmed by senior officials of the European Commission.

The success of the entire IPARD project depends as much
on the willingness of the operating system to implement a com-
plex and extensive administrative procedure as it does on the

............................................................ preparedness of users and the number of

high-quality projects.

» After eight years of waiting for IPARD, The greatest reason for optimism IPARD is also a kind of test and prepa-

Serbia today has the first specific contra-
cts. Are you optimistic when it comes to

is the excellent response of our

ration for strict EU rules, which paves the
way to the Common Agricultural Policy of

the effective withdrawal of funds? farmers and Processors to the the EU and the much higher funding that will
- We have every reason to believe that the ﬁrst pUbliC Caus be available to Serbia when it joins the EU.

[PARD programme will come to fruition in
Serbia and that the utilisation of funds will be
good, because in the past two years we’ve exerted significant efforts
and allocated financial resources in order to fulfil a large number of
requirements and criteria, and to establish the structure necessary
for the implementation of measures under the IPARD Il programme.

» What do you consider as the biggest
changes made by the ministry with the goal of building up the
agriculture and food processing sectors into future drivers
of development?

- The Ministry of Agriculture, Forestry and Water Management
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We've set the direction for the future
development of agriculture and the
food industry on the basis of the
concept of sustainable development

(MAFWM) has set the direction for the future development of
agriculture and the food industry on the basis of the concept of
sustainable development, and - with the adopting of strategic
documents - measures have been identified that have a positive
impact on improving the most important sectors of Serbian agri-
culture, but also on the satisfactory development of rural areas.
The 2018 Agrarian Budget is chara-

We don’t have unrecognised
risks in the domain of food
safety and we manage all

risks in a timely manner

COOPERATION

It is very important for us to establish daily
communication with organisations that
bring together stakeholders in the economy
and contribute to improving public policies

increasing, and the use of IPARD funds for these purposes testifies
to this, as well as the protection of markings for the designation of
origin of specific individual products. Additional work is required
in the associating of producers.

» When do you expect the National Reference Laboratory to
fully assume the work included in its

cterised by significant funding increases
compared to the previous period - it is
developmental and pro-investment, and
it supports those types of agricultural
production that have medium- and lon-
ger-term market prospects.

Legal preconditions have also been
created for the direct sale of produce
at agricultural holdings, and since last
year the Government of Serbia and the
Ministry of Agriculture have provided
a special financial support measure for
young farmers (aged up to 40).

The biggest changes have certainly
been achieved in terms of the moderni-
sation of agricultural holdings through
the procurement of new equipment and

machinery, and the construction and equ-
ipping of facilities, which contributed to

scope of activity?

- The laboratory for food safety, animal
feed and milk testing performs tasks that
include the testing of hygienic safety and
the chemical composition of milk. During
this year we started testing the quality of
raw milk, and the part of the laboratory

dedicated to milk microbiology is in the
process of preparing for accreditation.

The rest of the laboratory, which
deals with the physical and chemical
testing of food, could start operating
follow its complete equipping and the
hiring of expert staff.

» To what extent are domestic food
safety regulations harmonised with EU

standards today, and to what extent
they have received clear operatio-

the possibility of utilising IPARD funds and New opportunities for imprOVing the nalisation in bylaws or their imple-
implementing special national measures. com petitiveness of prod uction have mentation?

This led to the creation of new  haan created through reductions in

opportunities for improving the com-

- Regulations are on the whole harmoni-
sed with EU standards and have been im-

petitiveness of production - through COStmg, lmprOVEd pTOdUCt placement plemented fully for several years already,
reductions in costing, improved product and the production of more va lue- while training courses for inspectors and

placement and the production of more
value-added products.

» How much have these changes
impacted on increasing the number of registered agricultural
holdings that are ready to engage in exports?
- One of the prerequisites for the successful export of final pro-
ducts is modern and efficient production operations that are able
to meet the requirements of foreign markets in terms of quantity,
quality and placement. It is also essential to fulfil quality and
safety standards of food, so special incentive measures have also
been created in that area, which contribute greatly to preparing
producers to sell products on foreign markets.

The number of farms exporting their products is certainly

added products

food business operators are constantly
beingheld, in order for new requirements
to be better understood and adequately
applied. This is also confirmed by the
existing possibility of exporting almost all types of food of animal
and non-animal origin to a large number of markets.

EU inspections for food and the health of animals and plants,
through their missions in our country, continuously check the
level of implementation of EU legislation, and all participants in
the food safety chain are subjected to controls.

» How effective did the establishment of the Expert Council
for Risk Assessment in Food Safety prove to be?
- The formation of the expert council was our need and obligation,
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in accordance with Serbia's EU accession agenda. The engaging of
this council to date has actually shown that it was a good decision
- we have an expert body that is competent, provides independent
risk assessments and secures expert opinions that are completely
impartial. Now we don’t have unrecognised risks in the domain of
food safety and we manage all risks in a timely manner.

» The Ordinance on the Declaration, Labelling and Advertising
of Food has been in force since are in force June this year. What
new elements did it bring to this area?
- The Ordinance on the Declaration, La-
belling and Advertising of Food is fully
harmonised with EU regulations. The new
rules primarily relate to: foods sold by me-
ans of distance communication (online, via
the internet, m-sales), rules for indicating
a product’s country of origin, additional
indicators concerning agri-products and
meat products, as well as the obligation
to cite nutritional declarations.

» One of the problems noted for years
by food importers, especially those from
the EU, is the high number of sample
products, the frequency of sampling
and the unequal applying of regulati-
ons. Whatis your stance in this regard;
where is the right control measure?

- The sampling of food and products of
animal origin is performed at the state bor-
der in accordance with the Instruction on
the reduced frequency of physical checks

period in terms of improving legal regulations and the work of
inspections. In this context, how do you view the possibility of
improving the work of veterinary and phytosanitary inspections?
- The transferring of the European Acquis into domestic legislation
is taking place within the envisaged timeframes and - regardless
of the dynamics of the harmonisation of regulations - veterinary
inspectors are already applying European regulations in con-
trolling the satisfying of the prescribed conditions for the work
of subjects under supervision - the so-called regulations of the
European “hygienic package”.

This has also been confirmed by
numerous checks in previous years,
which provided the basis to recognise
the equivalence of legislation, admini-
strative and inspection procedures in
the Republic of Serbia, which provided
the basis for the Republic of Serbia to
be granted permission to inspect export
facilities by itself and to delegate them
on the list of exporters to the EU.

The previous period included the
adoption of new regulations that enable
improvements in the work of phytosa-
nitary inspections and provides the
opportunity to increase the capacity
of phytosanitary inspectors, which will
contribute to improving operations and
accelerating control procedures.

Phytosanitary inspection was also
included in the project “Development of
a Sustainable Information System for the
Ministry of Agriculture, Forestry and Water

of consignments of certain products upon
importinto the Republic of Serbia, which
complies with European regulations on
the reduced frequency of border checks.

that will network all inspection services,
which will ease the implementation of risk

The Veterinary Directorate
is currently implementing an
The Veterinary Directorate is currently information System that Wi“. network
implementing an information system au inspection SerVices, WhiCh Will » One of the changes in the work

ease the implementation of risk

Management’,which resulted inimproving
the work of the phytosanitary service, with
the aim of strengthening the phytosanitary
system of the Republic of Serbia.

of your Ministry is more dynamic
cooperation with the business sector,

analysis in controls to a significant extent. ana I.ySIS in controls si gnlfl Ca ntl.y including the Foreign Investors Co-

Moreover, the Ordinance on esta-

blishing the programme for monitoring ...

the safety of food of animal origin and

imported animal feed is underway, the adoption of which will bring
control systems and the applying of risk analysis more in line with
existing practises in the EU.

When it comes to controls of food of plant origin, mixed food
and animal feed of plant origin, the Directorate for the Protection of
Plants adopted a plan for 2018 based on risk analysis, utilising data
from 2012 to 2017 and identified irregularities during that period.

On the basis of this analysis, a List of food and animal feed of
non-animal origin has been compiled, which will be subject to
sampling during official import controls in 2018.

» Significant progress has been made in Serbia in the previous

uncil. To what extent does this kind

...................................................... of work contribute to the identifying

of optimal solutions to open issues
in this sector?
- The MAFWM's agricultural policy measures also stimulate the
re-establishing of broken market links in the food chain and the for-
mation of basic market infrastructure for more solid cooperation in
primary production and processing. The incentives policy is directed
towards branches that contribute to the activating of the food sector
and the growth of exports. In this regard, it is very important for the
Ministry to establish daily communication with organisations that
bring together stakeholders in the economy, such as the Foreign
Investors Council, the Chamber of Commerce & Industry of Serbia
and others, which should contribute to strengthening capacities for
managing public policies in agriculture and rural development. m
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reserving Stability -
upporting Economic Growth

Over the past six years, the National Bank
of Serbia [NBS - Serbia’s central bank] has
succeeded in securing and preserving price and
financial stability, which has provided a significant
contribution to the creation of amore favourable
business environment, reduced borrowing costs
and the more sustainable acceleration of economic
growth. And over the next six years we will continue
working to ensure that our results are in the
interest of all equally, with the long-term goal of
ensuring a better life for citizens

BS Governor Jorgovanka Tabakovi¢ was recently
entrusted with a second term at the helm of this
institution. For this special edition, we spoke with
her about the evolution of priorities in the work
of the NBS between her first and second terms heading the
country’s central bank, the NBS’s tasks under the auspices of
the new arrangement with the International Monetary Fund
(IMF) and the further harmonisation of regulations related to

the banking domain with European and world standards of
doing business.

“If the focus of our work in the
first term was primarily on endurin-

gly and painstakingly establishing the More intensive work should be
stability that had been broken, and ey nacted during the coming year on the

then on maintaining that stability,

in the second term - alongside pre- adiusting Of our regUIationS to the Open
serving stability under conditions of Banking Standards that began being

constant challenges, especially from

the international environment - our appliEd in the Eu this year

priority will be to move towardsall ...
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innovations brought by the need to do business in the modern

world and the accelerated modernisation process in all fields,”

says Governor Tabakovic.

> In this context, what do you
see as the priorities of the central
bank within the scope of Serbia’s
new arrangement with the IMF?
- The results achieved during the
previous arrangement made it po-
ssible for the new arrangement to be
advisory and non-financial. We have
achieved macroeconomic stability



| REFORMS | MODERNISATION

We’re aware that lots of work is still

Our priority will be to move

PARTNERSHIP

It is vital that the economy - through its

ahead of us, primarily on the continuation towards all innovations brought associations and representatives, and in an
of structural and institutional reforms, by the need to do business in the open partnership with the relevant institutions
which we will work on together with the modern world and the accelerated — approaches observations of applicable
Government of Serbia : modernisation process in all fields regulations in a professional and critical way

that is characterised by low inflation, and a relatively stable
dinar exchange rate, as prerequisites for accelerating economic
growth on sustainable foundations. We're aware that lots of work
is still ahead of us, primarily on the con-
tinuation of structural and institutional
reforms, which we will work on together
with the Government of Serbia. The NBS
will continue implementing activities
aimed at strengthening the dinarization
process, as well as on further reducing
the level of problem loans.

» Considering the necessity to ac-
celerate economic growth, and on the
basis of the credit activity of banks,
can one draw conclusions about the
ability of the economy to borrow?

- The monetary policy easing that we
commenced in May 2013 has created
opportunities for significantly more

talised. The good capital base of banks can also be seen through
capital adequacy indicator values of 22.7% at the end of the first
quarter of 2018, which is several times higher than the prescribed
eight per cent minimum. The liquidity of
the banking sector over a longer period
of time exceeds the minimum prescribed
values by far. Also supporting the stabi-
lity of the banking sector are regulatory
changes and the introduction of Basel I11
standards, which contribute to increasing
the banking sector’s resilience against
unforeseen events and potential crisis
situations. The NBS has conducted three
months of macro-prudential stress tests,
which show that the banking sector’s
functioning wouldn’t even be compromi-
sed under conditions of extreme growth
in credit risk and liquidity risk over the
period of a year.

favourable borrowing, both for citizens

» Do you see room for the further

and businesses. Since May 2013, the NBS In th e NBS su rvey on Credi ta Cti Vity improvement of legal solutions and

has reduced the reference interest rate
by 8.75 percentage points, which has

procedures that would reduce the

for the ﬁrSt quarter Of this year’ possibility of new problem loans

led to significant reductions in interest ba n ks Clea rly hi gh l_i ghted th ei r emerging?

rates on new dinar loans to businesses
byasmuchas 11.8 p.p. (down to 4.6% in

expectations of an increase in

- Asaresult of our systemic approach to
solving this problem, we’ve succeeded

May). This notable decrease in the cost d 1nar an d fo rei g n curren Cy '.0 ans inreducing the participation of problem
of borrowing in dinars has - along with a p p rove d f or b u Si nesses Wi t h loans to the lowest level since monito-
’

increased competition between banks

ring of them began - 7.8% at the end of

and the growth of economic activity — the main Ca rriers Of that grOWth June. There is certainly room to further

contributed to further growth inlending
to businesses. Year-on-year growth in
loans to businesses amounted to 6.3%
in May, despite banks having continued to clean their balance
sheets of problematic assets. In the NBS survey on credit activity
for the first quarter of this year, banks clearly highlighted their
expectations of an increase in dinar and foreign currency loans
approved for businesses, with the main carriers of that growth
identified as small and medium-sized enterprises.

» Given that there are constant new warnings about the
possibility of a global financial crisis, do you consider the
banking sector in Serbia today as being more prepared to
withstand any tremors?

- The banking sector is stable, highly liquid and adequately capi-

FOREIGN INVESTORS COUNCIL 2018

identified as SMEs

improve the legal framework and super-
visory practises. We also demonstrated
our continuous approach to solving this
complex issue after the implementation of all activities included
in the Strategy for Solving Problem Loans, with the taking of
regulatory steps to encourage banks to more efficiently solve
problem loans and establish a system that will reduce the po-
ssibility of them emerging. We have introduced the mandatory
write-off of problem loans that are completely devalued, but
also the discouraging treatment of potentially unfavourable
transactions related to problem loans that are already present in
banks' portfolios. The NBS will continue directing banks’ activities
towards resolving and preventing the creation of problem loans.

» Whatare your priorities in the domain of legislation? ),
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- Following the recent adoption of a set of five financial laws that
were proposed by the NBS, in the period ahead our legislative
initiative will be conditioned by the actual needs of further
development of the financial market, along with special care
for protecting the interests of the users of financial institutions.
One of the most dynamic parts of our market relates to payment
services and - following the introduction of an instant payment
system in October — more intensive work should be expected
during the coming year on the adjusting
of our regulations to the Open Banking
standards that are increasingly present
in comparative practises, and which have
also begun being applied as of this year
in the European Union (PSD2). Moreover,
inaccordance with the Solvency Il Imple-
mentation Strategy, work is underway on
evaluating the effects and implementing
quantitative impact studies in order to
subsequently be able to approach and
develop appropriate legal solutions.

» Inyour opinion, to what extentare
the financial regulations proposed by
the NBS, the Ministry of Finance and
the Ministry of the Economy mutually
harmonised?

- The NBS coordinates its activities on
the improvement of regulations with
the Government and the competent
ministries, especially when it comes
to regulations in the field of foreign ex-
change operations and advancing the

establish gradual phased dynamics of the liberalisation of
capital movements, with which we have ensured the stability
of the macroeconomic and financial systems. With the aim of
enabling more favourable operational conditions of the Law on
Foreign Exchange Operations, a significant degree of liberali-
sation of capital flows has been achieved, which is in line with
obligations accepted with the concluding of the Stabilisation and
Association Agreement with the EU. The further liberalisation
of cash-pooling activities will move in
parallel with the liberalisation of deposi-
ting activities, which will - in accordance
with the National Programme for the
Adoption of the EU Acquis, adopted
by the Government - be implemented
no later than the date of our country’s
accession to the EU.

When it comes to cross-border
intercompany billing, it has been libe-
ralised significantly and the procedure
for its implementation has been essen-
tially simplified, while limitations only
exist when the member of a company
is headquartered in one of the “tax
haven” countries.

» Considering that digitisation is
among the priorities in the Western
Balkans, how do you view the tasks
of the NBS in this process?

- We monitor current developments

in this field and are working actively
on projects that support the further

business environment. Inter-institutional T h e N B S Wi l l con ti nue i m p l emen t-i n g digitisation of our society, and in this we

cooperation is at a very good level, and

are partnering the Government, which

the NBS and the regulations under its aCt“"tl es ai med at Strengthenl ng has also set digitisation among the top
jurisdiction - in addition to low inflation the dinarization process, as well priorities. We're currently engaged in

and financial stability - strive to support
the Government’s economic policy, which
isalso one of our legally defined goals. It
isalso vital that the economy - through its
associations and representatives, and in

an open partnership with the relevant institutions — approaches
observations of applicable regulations in a professional and critical
way, in order to offer constructive proposals in contributing to
their improvementand to avoid the misinterpreting of regulations.

» Foreign investors have for years advocated foramendments
to the Law on Foreign Exchange Operations in order to enable
“cash-pooling”, cross-border intercompany billing and the
further regulating of the settling of debts and receivables. In
your opinion, has the time come for such legal amendments?
- When considering the development of existing instruments
or the introduction of new ones, as well as payment methods
for paying abroad, the NBS employs a cautious approach and
takes their potential negative effects into consideration. That’s
precisely why we’ve worked with the Ministry of Finance to
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as on further reducing the level
of problem loans

the establishment of an instant payment
system that will enable payments to
be made 24 hours a day, seven days
a week, 365 days a year, among other

things, and via the QR code. Instant
payments represent the latest payment method worldwide,
and this system will become actual in our country at the end
of October this year.

» How will the NBS promote financial literacy among
citizens in the period ahead?

- Work on raising the level of financial literacy is one of those
jobs which yields results that are not seen immediately but
rather over the long-term, but that doesn’t make them less
important for us, on the contrary. Financial literacy becomes
especially important when we have increasingly complex
products on the market, which imply various types of risk. The
NBS is dedicated to improving the level of financial literacy of
all our citizens and has specially developed programmes for
children and the youth, as well as for adults. m
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EU Access

Ambassador and Head of the Delegation
of the European Union to the Republic of Serhia

The EU's door is fully open to
further accession, which remains
merit-based. It is therefore very
important that Serbia continues
the reform process, making that
its number one national priority:

politically and economically,

but also in society

uilding a competitive and resilient market economy
isa comprehensive process that goes beyond purely
economic reforms. It was with this in mind that

we SpOke Wlth H.E. Sem .............................................................

Fabrizi, Ambassador and Head of
the Delegation of the European
Union to the Republic of Serbia,
about the broader context of re-
forms in Serbia.

How much has Serbia advan-
ced in preparations for joining
the EU when it comes to economic
development?

- We believe Serbia has advanced rather well, as we set out in
our Annual Report for 2017. Serbia is moderately prepared in
developing a functioning market economy, and has addressed
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some policy weaknesses, in particular with regard to the
budget deficit. Inflation has been contained and monetary
policy has supported growth. Economic growth in the first

............................................................. Semester Of 2018 was gOOd.

Despite this positive macro-
economic outlook, there are still
problems, including, for example,
the high level of government debt.
The budgetary framework and its
governance need to be strengt-
hened. Major structural reform
remains incomplete when it comes
to the public administration, the tax
authority and state-owned enterprises. Informal employment,
unemployment and economic inactivity are still high. Stronger
rule of law and the enforcement of fair competition will help
private sector growth.
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Serbia is taking a number of positive steps The accession process is not just a The presence of EU investors and the

to accelerate growth and investment. technical exercise; it is also a political one, progressive convergence of Serhia with
This is recognised by the EU and some in which Rule of Law and the normalisation the EU represent a guarantee - a pull factor
international organisations, like the IMF of relations with Pristina stand out ¢ -for investors from other parts of the world

The EC reports noted that Serbia is moderately prepared
to cope with competitive pressure and market forces within
the EU, and has made some progress on increasing compe-
titiveness. However, the level of investment activity is still
below the economy’s needs.

Do you consider the EU accession incentive received
by Balkan countries in Sofia still valid, or is it relativised
by the EU’s need to first address its
own organisation, as stated unam-
biguously by the French President?
- The Western Balkans Strategy (Fe-
bruary) and the Sofia summit (May)
expressed unequivocal support for the
European perspective of the region,
as a political, social and economic
geostrategic investment in a stable,
strong and united Europe. This strong
message remains fully valid.

In parallel, the EU is also continuing
its reform process. This was also men-
tioned in the Western Balkans strategy.
The European Commission anticipated
anumber of proposals being launched
before the end of the year.

How do you assess the effects of
the Berlin Process when it comes to
infrastructure connectivity within
the region and implementation of
the Digital Agenda?

- The "Western Balkans Six/WB6 initia-
tive" strengthened the EU integration

process. Connectivity and the regional
cooperation agenda are also highlighted in the Western
Balkans Strategy. The development of transport and energy
infrastructure is a precondition for regional connectivity. By
bringing economies and people closer, connectivity boosts
overall socioeconomic development.

The EU allocated a billion euros in grants for the 2014-2020
period, through the Western Balkan Investment Framework,
to finance infrastructure connectivity projects under the WB6
initiative. This amount is on top of the national IPA envelopes
of the countries, which include 200 million euros per year for
Serbia alone. Those funds also leverage the loans of Internati-
onal Financial Institutions (IFI). We have so far supported 31
projects with grants worth 698.2 million euros, with a total
investment value of 2.4 billion Euros. The last project agreed for
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Serbia in 2018 is the first section of the NiS-Merdare-Pristina
motorway. This project is worth 212 million euros.

In addition to infrastructure projects, the WB6 process
facilitates the implementation of standards and reform mea-
sures, including simpler border crossing procedures, railway
reforms, intelligent transport systems, road safety schemes,
unbundling and third-party access to infrastructure.

The crucial role of digital connectivity has also been recogni-
sed. Fastand secure digital connectivity

is an essential element for creating a
market- and investment-friendly envi-
ronment. At the Digital Summit in Sofia
in June 2018, all the Western Balkans
partners pledged their commitment.

The visit of EC Commissioner Gabriel to
Belgrade at the end of September - first
to the Western Balkans - immediately
followed through to pursue discussion
on lowering roaming charges within
the region and in the EU, supporting
digital infrastructure and broadband
connectivity, cyber security, the digiti-
sation of industries and eGovernment,
eProcurement, eHealth and eSkills.

How is it that, despite these in-
centives promoting the integration
process, Serbia has yet to open some
of the economic chapters that it has
long been ready to open?

- Following the latest Inter-Gover-
nmental Conference in June, Serbia
has now opened 14 chapters, and

provisionally closed two of them. Ne-
gotiations are ongoing to open further chapters, including
some pertaining to the economic area.

More broadly, it is also important to remember that the
accession process is not just a technical exercise; it is also a
political one. The negotiation framework indicates that overall
progress in the negotiations depends on the progress made
in the area of the Rule of Law (chapters 23 and 24) and the
full normalisation of relations with Pristina (Chapter 35).

Which reforms are lacking for Serbia to create the
necessary preconditions for accelerated economic growth
and the inflow of foreign investment?

- For guidance on further reforms, we can take the last Economic
Reform Programme (ERP) jointly agreed by Serbia toget-
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her with its EU partners last May. The key recommendations
focused in particular on: increasing capital spending; finalising
the privatisation of the remaining state-owned enterprises,
including banks; increasing investments in energy infrastru-
cture and energy efficiency; ensuring that all instruments of
support to companies are aligned with state aid rules; and
reducing non-labour costs of the lowest paid jobs.

Reforms are also needed in other areas; particular structural
reforms in public administration, tax administration and state
owned enterprise. These are all necessary to ensure against
endangering the excellent results achieved on fiscal stability.

More efforts are needed to enforce fair
competition (in particular state aid) and
reduce the size of the grey economy.

Rule of Law remains a crucial pre-
condition for progress in all areas,
including for maintaining an attractive
business and investment environment.
The EC report indicates a number of
actions to be taken to strengthen an
independent and efficient judiciary
system, enable freedom of expression,
and achieve tangible results in the fight
against corruption and organised crime.

The EU will continue to play a con-
structive role and support Serbia in this
reform process.

To what extent has the presence of
European investors in Serbia contri-
buted to the Serbian economy’s tran-
sition to a modern market economy?
- EU investors create growth and jobs in
Serbia. They contribute with capital, te-
chnology transfer, skills and knowhow:.

EU companies are by far the biggest
investors in Serbia, accounting for more

than 72% of overall Foreign Direct Investments here (€11.3
billion of a total €15.6 billion since 2010). This share was

confirmed in 2017.

The presence of EU investors and the progressive conver-
gence of Serbia with the EU also represents a guarantee - a
pull factor - for investors from other parts of the world. Of
course, respect for EU rules remains important, particularly
in the areas of state aid, fiscal incentives and labour rights.

A coherent regional approach to attracting investments
will be much more beneficial to all than a ‘race to the bottom’.
This was the rationale behind the launch of the Investment
pillar as an important element of the Regional Economic Area,
launched in Trieste in July 2017, and the core element of the
Regional Investment Reform Agenda adopted in May this year.

How important is the feedback received from the
investor community when it comes to EC evaluations?
In this regard, how do you rate your cooperation with

the Foreign Investors Council?
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return on investment.

- Our cooperation with the investor community, and the Foreign
Investors Council in particular, is very good and relevant. For
the EU Delegation, businesses are our eyes and ears on the
ground. They have first-hand information on how the business
environment functions in practise, what the positive aspects
and problems are, and how EU-related legislation is applied
in practise. This is important information for us.

IfTjust give you one example, this year we successfully solved
a de facto ban on waste exports that impacted negatively on a
number of recycling companies, both domestic and from the
EU. The ban was a breach of the Stabilisation and Association

Agreement. Businesses alerted us to the
problem and we worked with the Serbian
authorities to end the measure and bring
the situation back to normality. This is
just one example. We have established
regular contact and consultations, inc-
luding on our Country Report.

Which of the European-funded
projects that are underway would
you single out as being the most
important in terms of fundamen-
tally linking the EU and Serbian
economies?

- With 200 million euros per year in
grants, the EU helps deliver an impres-
sive span of work to support Serbia in
its accession process, on the economic
side, butalso on the political and social
sides. At present we have over 600
projects in different areas. It is hard
to single out any particular one - that
would require a dedicated interview.

Among the projects focused on the
economy, [IPARD (which is expected to
leverage 400 million euros) is certainly

an important tool to make Serbian agriculture more modern
and export-orientated. Serbia exports around 70 per cent of
its agricultural product to the EU. We would like this trend to
remain steady, if not increase. Still in the agricultural sector,
the EU is funding - through the Horizon 2020 programme -
the BioSense Institute in Novi Sad. This is a regional centre
of excellence, which includes the first digital farm in Serbia.

The EU is also supporting innovation and start-ups
in Serbia. Our Innovation Fund is supporting companies,
especially SMEs, which are hitting the market with a strong

In our comprehensive programme, our assistance also
looks at areas with an economic and social gap when com-
pared to those where added value is concentrated. This year
we launched the 25-million-euro EU PRO programme, aimed
exclusively at municipalities and cities in central Serbia,
that will support the development of local economies and
the preparation and execution of infrastructure projects to
increase social and economic standards.



CORPORATE

Dell EMC

his open approach enables busi-

nesses to simplify their data centre

and end-user networking through

complete disaggregation, including
disaggregating the operating system from
the hardware, the virtual network from the
physical network, and the control plane from
the data plane.

NETWORKING SOLUTIONS
FOR THE DATA CENTRE

Dell EMC's data centre switching solu-
tions are cost-effective and easy to deploy
atany scale, from 1G to multi-rate 100G, for
optimum connectivity both within rack or
blade chassis and across the data centre. Our
switching solutions also feature a choice of
innovative Dell EMC and third-party software
options to address virtually any enterprise
or service provider use-case or environment.
Our networking solutions are closely inte-
grated into Software-Defined-Storage scale-
out solutions and converged infrastructure
& hyper-converged infrastructure offerings.

etworking Solution

DALEMC

Our latestline-up of 25G-enabled switch-
es helps customers take advantage of the 25G
connectivity thatis increasingly available on
server and storage platforms. And, along with
this upgrade, customers are also upgrading
fabric uplinks and the fabrics themselves,
from 40G to 100G. These new networking
speeds help customers achieve 2.5-times
the throughput over existing 10G and 40G
data centre connections.

The key elements that differentiate Dell
EMC Networking data centre solutions
include:

e Open networking offerings

¢ Cost-effective port connectivity

* Web scale operations

« Ease of management

We offer customers a rich set of fixed-
form factor and modular switching platforms
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Dell EMC('s vision builds
onour earlier success as a
pioneer in disaggregating
computing hardware and
software, offering an open
network ecosystem in which
organisations can pick and
choose from a selection of
innovative, industry-standard
network applications, network
operating systems and
network hardware

with Power-over-Ethernet (POE) capabilities,
to provide data connectivity and power to
intended networked devices, sensors and
cameras. We also offer a wide selection
of both control-less, cloud-based wireless
solutions and traditional controller-based
access points.

Our latest N1100 Series is an energy-
efficient, cost-effective 1G and 10G family
of switches designed for modernising and
scaling customer end-user network infra-
structure. These fully managed 1/10G Layer 2
switches with Open Networking capabilities
cost up to 50 per cent less than competing
products while providing up to 33% more
port configuration options.

Key elements that differentiate of our Dell
EMC end-user networking solutions include:

e Choice & flexibility

¢ Open networking

e Office-friendly

e Integrated management

Dell EMC Networking solutions can help
your organisation - regardless of its size - to
derive the full value out of your networking
investments. We offer proven end-to-end
solutions, comprehensive global services
and a vision that sets the pace in a rapidly
changing industry. Find out how we can
help you and your network. m



By investing in a new
production line, we continue to
invest in Serbia, which clearly
shows our determination

to continue with growth,

development and employment.

We encourage the efforts

of the state to curb the grey
economy and to raise citizens'
awareness of the importance
of paying taxes

Joint Efforts To

apan Tobacco International (JTI) is

the largest Japanese investor in Ser-

bia and one of the top five taxpayers

in Serbia with $2 billion paid into
the budget from 2006 to 2018. During this
period it greatly increased the number of its
staff, expanded production and increased
exports. We discussed the company's plans
and the business climate with Goran Pekez,
JTI Corporate Affairs and Communications
Director.

JTI has recently opened a new production

line that is part of a €7 million
investment cycle. How do you
assess the business environment
and the government's efforts to
ensure good conditions for for-
eign investors?
- For any investor, foreign or lo-
cal, the most important thing is a stable
and predictable business environment.
The Government of the Republic of Serbia
has made very important steps in this area,
including stabilization of the public finances,
reduction of the public debt, stability of the
budget and, very important, reduction of the
grey economy.
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By investing in a new production line, we
continue to investin Serbia, which clearly shows
our determination to continue with growth,
development and employment.

Since the purchase of the Tobacco industry
Sentain 2006, JTI has invested more than $180
million in Serbia, tripled the number of its staff
from 84 to 290, launched the production of
cigarettes and their export to the markets of
Montenegro, Bosnia-Herzegovina, Macedonia
and Albania, and begun to export tobacco and
cigarettes to the EU.

From 2006 to date, the value of exports has

amounted to almost $230 million, while the
share of the company on the Serbian market
during the same period has tripled.JTIis one of
the top five taxpayers in Serbia with $2 billion
paid into the budget between 2006 and 2018.

As the only foreign buyer of Serbian tobacco,
JTI is the largest tobacco producer in Serbia,
employing around 1,000 staff in Belgrade and



Senta, including tobacco growers, members of
their families, and seasonal workers.

» You mentioned the grey economy, why
is the fight against smuggling and illicit
trade important for the economy, but also
for the citizens of a country?
- The main point is that smuggling
and illicit trade not only affect the
budget revenues that could be used
to improve the standard of Serbian
citizens, but they also affect Ser-
bian companies that operate legally,
employ workers, pay salaries and
related taxes and contributions.
Illicit trade in such an economy
creates unfair competition. Legal
producers are unable to compete
because the smuggled goods are
initially cheaper: 10% to 20% justin
taxes, plus the cost of administrative
procedures thatalegal company has
to go through to market the goods.
That is why it is important to
have a comprehensive effort of
the state, businesses, various gov-
ernmental and non-governmental
institutions and citizens against
smuggling, but it is also important
to educate citizens about the impor-
tance of paying taxes and of legal
business for the whole country, for
ourselves and our families.

> How can the problem of the
grey economy be solved? What
can the state do, and what is the
role of the private sector?
- Industries on whose business the
grey economy has a strong impact
have knowledge and experience
from other markets where they have
encountered the same problem, and
are very willing to share their practices in Serbia
as well. Some of the ways are education, active
participation in various business associations,
such as the Japanese Business Alliance, FIC,
AmCham, NALED, and above all, in continuous
contact with the responsible state authorities.
Only joint efforts, a dialogue between the
industry and the state can solve the problem of
the grey economy. A good example is the Coordi-
nation Body for directing activities to reduce the

grey economy headed by the minister of finance.

Besides this, the adoption of the Law on In-
spection Supervision has improved the regulatory
framework for the work of inspectorates, and
here we see clear results. Every year, there are
more and more smuggled excise goods seized -
coffee, cigarettes, cut tobacco, petroleum products

Serbia has taken important steps
to combat the grey economy in this
sector, but in the illicit tobacco trade
it is noticeable that there are
no appropriate penalties and
convictions for smugglers and

illegal traders in Serbia

and alcoholic beverages. Only last year; the Tax
Administration seized tobacco for a value of 280
million dinars and filed 365 criminal charges.

However, in the illicit tobacco trade it
is noticeable that there are no appropriate
penalties and convictions for smugglers and
illegal traders in Serbia. The point is that the
grey economy and smuggling flourish where
profitis high while the risks and penalties are
still insufficient.
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> JTI is the biggest Japanese investor in
Serbia, what distinguishes Japanese inves-
tors from others? Is it Kaizen?

- We can say that, although Kaizen is so
widely accepted today that companies im-
plement it on a regular basis, regardless of
where they come from. The JTI factory in

Senta is the first factory in Serbia that fully
applies Kaizen, and since the beginning of
its implementation in 2008 productivity has
increased by 50%, while rejects have been
reduced by as much as 70%. This experience
shows that Kaizen is one of the recipes for
success on the market and that is why every
year JTI gives interested companies direct
access and insight into how Kaizen principles
work in practice.

Basically, Kaizen is the principle of constant
"change for the better" with the optimal use of
all available resources, with particular emphasis
on employees' initiatives. Financial investments
are small, but changes in the way people work
and think are great. Staff are motivated to
make suggestions to improve their working
environment and the work they do. The best
proposals are applied and the proposers are
rewarded. A suggestion by one employee at
the JTI plant in Senta brought the company
savings of as much as $70,000. =



Time To

Speed Up Reforms

id the Serbian government take seriously IMF

Managing Director Christine Lagarde’s warning that
self-satisfaction with fiscal adjustment can be a curse

ifitis notaccompanied by structural reforms? “We
have yet to see whether this is so, on the basis of the results
of implementing the latest arrangement with the IME” says
Dimitrije Knjeginji¢, Vice President of the Foreign Investors
Council and CEO of Lafarge Serbia. “As you know yourself,
plans are one thing and results are another. A lot has been
done during previous years, but not everything, in the field
of privatisation, while results are lacking in other key areas:
in the reform of public enterprises and public administra-
tion, and in the modernisation of the education, pension and
health systems. The reform of public enterprises and the

modernisation of public administration actually represent

Vice President of the Foreign Investors Council
and CEO of Lafarge Serhia

A lot has been done over recent years,
but results are lacking in some of
the key areas: in the reform of public
enterprises and public administration,
and in the modernisation of education,
pension and health systems. But let’s
give the Government time to show
whether it's ready to seriously tackle
these areas

the backbone of the new arrangement that the Government
has obliged itself to undertake. In all honesty, the previous
arrangements with the IMF also included structural reforms,
though they didn’t yield the desired results. But let’s give
the Government time to show whether or not it’s ready to
seriously tackle these areas.”

» Whatis lacking in order for Serbia to create a general
business environment that favours economic growth?

- More modern laws are required, and their complete and
consistent application. There is lots of work to be done and
we consider that several key areas should be emphasised.
Specifically, it is necessary to modernise the Tax Adminis-
tration and resolve illogical aspects of tax regulations, such
as the taxation of team building exercises, which are now
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Serbia has competitive advantages Serbia has to work

thanks to its excellent geostrategic : constantly to make itself
position, network of free trade more attractive than other
agreements and high-quality , markets — not only in the

workforce. They should be utilised region, but also wider

The Tax Administration should be
modernised and illogical aspects of tax
regulations resolved, with labour legislation
fixed and the accelerated digitisation of
public administration continued

absurdly considered as profit. Labour legislation needs to be
corrected, in order, for example, for people to be paid more
when they work than when they don’t, which is the case today
because the state additionally taxes the benefits provided to
employees by successful companies. The accelerated digitisa-
tion of public administration should continue. Work on the
real estate cadastre needs to be sped up and the problem
of wild construction operations must be solved. Work must
continue on curbing the grey economy, while the potential of
agriculture and the food industry must be unlocked through
the modernisation of food safety regulations. And, lastly, itis
essential to improve regulations on bankruptcy proceedings
and liberalise foreign exchange operations.

» Can Serbia attract more investments?
- Serbia can boast of the fact that it has attracted the most

investments in the region, but more growth is needed for
it to catch up with the developed world. There is no magic
and quick remedy. Serbia must work constantly to make
itself more attractive than other markets - not only in the
region, but also wider. It is true that subsidies help to entice
some major investors, but all experience shows that serious
economic growth is based on providing good conditions for
doing business for all, and so we return to the issue of the
quality of the business climate.

» What is the stance of the FIC regarding the Govern-
ment’s efforts to attract FDI, particularly from the UAE,
China and Russia?

- We welcome the Government'’s efforts to entice foreign
directinvestments, as that contributes to the development of
the Serbian economy. At the same time, we would stress

Our goals:

Employee and customer satisfaction +

OUR FORMULA FOR SUSTAINABLE
GROWTH AND DEVELOPMENT

Fast market adaptability + Operational capabilities +
Financial success + High ecological performance +
Continuous commitment to our local community

Pirot & Tigar Tyros

Our key figures:

L]
GI'OWIng 3300 employees; 550 million euros income achieved
together in 2017. 300 million euros investment in the past 10 years;

Tigar Tyres



thatitis crucial to implement these processes in a transpar-
ent manner, in order to promote Serbia as an investment
destination that welcomes all high-quality and long-term-
orientated investments. The FIC brings together investors
from around the entire world, providing support to new
foreign investments from any country and any continent
that bring know-how and best practises.

» Do the huge construction works currently being
implemented on major roads, railways and other lines
of communication create a difference in investors’
perception of the region and Serbia?

- Yes, they make a difference in
multiple ways. On the one hand,
infrastructure development is
important for every investor,
particularly those who establish
production lines in Serbia. Here
we aren’t only talking about “tra-
ditional” infrastructure, such as
road and energy networks, but
also the development of infra-
structure in the field of telecom-
munications and information
technology. On the other hand,
a broader geo-strategic dimen-
sion is important to investors,
as is the fact that the EU has
- under the scope of the Berlin
Process - placed an emphasis
on the development of regional
infrastructure, but also the fact
that China has bolstered its ef-
forts to redevelop the Silk Road.

» What are your expectations when
it comes to tax policies?

amendments to laws without a public
debate and that work will be accelerated

rules and many more valid opinions, which makes it very
difficult for companies, especially SMEs, to even register the
rules that they should adhere to. That's why we consider that
good practises from developed countries should be applied
and that all rules should be consolidated in one place, with
their respect then rigorously demanded.

When it comes to amending regulations, we believe
that priority should be given to resolving the issue of tax
depreciation of real estate, defining the fair value of real
estate assets, amending the treatment of team building
activities and amending the ordinance on tax according to
deductions on services.

We participate in the
- We expect that there will be no more Government's Wo rking Group need to work even more and to do so

for Combatting Illicit Trade and

» How would you assess the ef-
fects of applying regulations in
the real estate domain?

- Effects obviously exist, when you
see that construction is one of the
key drivers of GDP growth. There is
anotable increase in the number of
building permits issued, thanks to
the introduction of a unified proce-

dure and e-portal. However, there
simultaneously visible problems
of wild construction and a great
need to accelerate and improve the
work of the real estate cadastre.
The ministry has announced and
launched work onasolution to these
two major problems, and we are
ready to provide our contribution.

» How successful has the govern-
mentbeen to date in combatting
the grey economy?

- Success in the fight against the grey
economy is undeniable, but so is the

more systematically. In the 2012-17
period, the participation of registered

on the modernisation of the Tax Adminis- contni bl.lte, inata I‘Igl b l.e an d businesses in the grey economy fell from
tration. Some positive developments are p ra Ctical way’ to the introd u Ctio n 28% to 17%, while employment in the

evident, as the Ministry of Finance has
started publishing draft laws, which has
meant that we've had the opportunity to
participate in public debates over recent months regarding,
for example, laws on property tax and VAT. We also have an
open dialogue with the Tax Administration, because we want
to help it transform into a modern and efficient institution
that is at the service of the economy and citizens, but which
also punishes those who do not pay their taxes, using modern
risk analysis methods. Specifically, we consider that great
progress could be made with the introduction of “instructions
for the enforcement of laws”, which implies the unifying of
all rules and opinions related to a particular tax regulation.
For example, the Law on Value Added Tax has several dozen
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of the same rules for all

grey zone fell by 10%. Nevertheless,
the grey economy continues to have
a significant presence, which is why it
is necessary, on the one hand, to harmonise sector-specific
laws with the Law on Inspection Oversight and introduce risk
analysis as the basis for targeting inspection oversight, while
on the other hand it is necessary to implement a number
of operational measures - from harmonising the number
of inspectors and ensuring their professional training, to
better coordinating the work of inspections and other state
bodies, including prosecutors and courts. We participate
in the Government's Working Group for Combatting Illicit
Trade and contribute, in a tangible and practical way, to the
introduction of the same rules for all. m
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AlIK . Banka

gomacs i jaka

Digitisation Is
Obligatory For
Successful Banks

With an awareness that there can be no market survival without
the use of modern technology, AIK Bank adapted its digitisation
strategy to the local market and the needs of users, primarily
retail clients and small enterprises

he fourth industrial revolution, which
brings with it the rapid development of
new technologies, inevitably demands
new trends in the form of financial
sector business. A successful bank must follow
the needs of its clients. Nowadays, that implies
comprehensive digitisation that provides the
availability of banking services 24 hours a day,
seven days a week, throughout the entire year
- says AIK Bank CEO Jelena Gali¢.
» To what extent has
the Serbian banking
market moved clos-
er to banks around
the world when it
comes to modern

We believe that the
implementation of our
strategic plans contributes to
the improvement of economic

services. [ consider that banks in Serbia are
keeping pace with world trends in banking
when it comes to modern technology and
cooperation with clients. At AIK Bank we are
especially mindful of this, given that we are a
bank with a regional focus.

» In the last few years, we’ve seen the long-
announced consolidation of the Serbian
banking sector take place. How did this
impact on the opera-
tions of AIK Bank?

- The consolidation

of the domestic and
regional banking mar-
kets is to be expected,
given the size of indi-

technology, inter- . . vidual markets and the
bank communication relations and cooperatlon number of banks oper-
andcooperationwith  throughout the entire region  atingonthese markets.
clients? Consolidation to date
_Without the applica- |~ has brought positive

tion of modern technologies, there is no survival
in the market game. We, at AIK Bank, are aware
of that and have adjusted our digitisation
strategy to the local market and the needs of
users, primarily in the area of retail banking
and banking with the small business sector.
Banking experience, combined with modern
technologies that lead to cooperation with
fintech start-ups, results in modern customer

effects for banks, but also for citizens and busi-
nesses as users of banking services. There has
been a significant reduction in the percentage
of bad loans, which currently stand at 7.8% at
the level of the entire sector, with a trend of
further reduction; borrowing conditions for
the economy and citizens are significantly more
favourable compared to the previous period,
which led to a decline in the costs of borrow-
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ing. By merging with Jubanka (formerly Alpha
Bank), AIK Bank increased its market share on
the domestic banking market and - by increas-
ing our share in Slovenia’s Gorenjska Bank - we
want to expand our presence and business in
the region. By achieving our strategic plans,
we believe that we contribute to improving
economic relations and cooperation throughout
the entire region.

» Banking sectors around the world are
divided according to the strategic directions
of their banking operations and products.
How would you determine your bank’s
core business?

- As a universal type bank, we have a stable
foundation in the retail segment, but we remain
traditionally committed to the economy, as our
primary niche. In that sense, we are always ready
to support every high-quality project, whether
that relates to a major investment, a small or
medium-sized enterprise, an entrepreneur or
afarmer. Lending to the economy is our strate-
gic commitment, and banks and the economy
function according to the principle of merged
judgements - without a developed banking
system, there can be no strong economy, and
vice versa. Furthermore, it should be considered
that the business model is also influenced by
global trends and movements in the immedi-
ate region. m
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In the wake of new
investments in recent years and
the constant growth of the construction sector
in Serbia, the general contractor Konstruktor Group has
reached the very top of the industry in our country.
Konstruktor designs and builts all types of buildings of
modern concept and design.
-Production halls and logistic facilities of all
types, sizes, purposes and equipment.
-State-of-the-art warehouses according to
the world standards.
GREEN AVENUE -Modern retail parks.
| -State-of-the-art commercial buildings, hotels and residential complexes.
-Engineering facilities of all kinds, bridges, silos, steel structures, power plants...

The Konstruktor company has built more than 150 turn-key facilities and 100 buildings accor-
ding to the “design and build” construction concept. The company’s key competence is comple-
te implementation of the “design and build” and “turn-key” construction
concepts, where an investor contracts one company from the beginning
to the end of the works and thus has one
partner responsible for the entire process.
In order to achieve this, the construction e 3
company has to be strong in both, design o -

s .
and execution of works, so it could carry out the whole r STOP SHOP M
process without difficulties. / %
Ready to meet any request from an investor,
AVIV ARLON Konstruktor is an example of a healthy and successful
: DOMESTIC company that, with its knowledge and
references, is ready to stand tall beside the

world’s best builders.

dJif INTERNATIONAL- -
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WWW.KONSTRUKTORGRUPA.COM




We Approach
Reforms Seriously

The vision of the Tax Administration
is to become an efficient tax
administration that has available
modern integrated information
systems that support business
processes and that are simple,
understandable and aligned with the
best international practises

eform of the Tax Administration is among the priorities
of the arrangement with the IMF and primarily implies
changes in its structure and working methods with the

aim of raising the capacities of the Tax Administration
to more efficiently perform the tasks of determining, controlling
and collecting public revenues and uncovering perpetrators of
criminal offenses from the area of tax evasion, says Dragana
Markovi¢, director of the Tax Administration of Serbia. “Our task
is to create an organisational and functional framework that will
help in stimulating taxpayers to legally service their tax liabilities,
while simultaneously and systematically detecting and punishing
taxpayers who knowingly avoid the payment of taxes.”

The Tax Administration currently has 5,165 employees,
including those who are most familiar with tax law and have
amassed many years of practical experience. “A procedure is
currently underway, by way of a public application call, for the
hiring of 71 executors, but the Tax Administration needs ad-
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ditional employees, primarily economists, legal practitioners

and IT experts,” says our interlocutor.

> What else should be done in terms of systemic solutions
to ensure the improved collection of taxes? Which legal
solutions would you highlight as currently presenting an
impediment to the work of taxpayers?
- Much has been done and the effects are evident. The system
of electronic tax registrations has simplified the process of
taxpayers fulfilling their tax obligations, while we’ve also
improved the quality of services and relations with taxpayers.

Thanks to all of this, since 2015 we’ve had a constant trend
of increasing collections, which is also continuing in 2018, dur-
ing which we collected 839.4 billion dinars in the first seven
months, compared to the 791.1 billion dinars collected during
the same period of 2017.

The coefficient of realising total collections of the Tax
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COMMUNICATION

The formation of the Sector for
providing services to taxpayers
demonstrates the clear intention
of the Tax Administration to
establish a client-like and fair
relationship with taxpayers

Administration in the first seven months of 2018 totals 106.1
compared to 2017.

We will concentrate in future on further improving the
efficiency of business processes, primarily in terms of deter-
mining, controlling and collecting public

We want to increase the
voluntary servicing of tax
obligations among taxpayers
and reduce the costs and
time required for taxpayers to
comply with tax regulations

CONTRIBUTION

Alongside reform, the Tax Administration
had a significant engagement in the
Financial Consolidation Programme
of the Government of the Republic of

Serbia, ensuring the stability of public
finances in the area of tax revenue

primarily because we are endeavouring - through communica-
tion with the Foreign Investors Council and the business and
professional community - to reach the best solutions in specific
segments of operations, which is in the interests of all participants.

revenues, and working in cooperation
with the line ministry - the Ministry of
Finance - and on the improvement of
legislation that forms the basis for the
work of the tax administration.

» The Tax Administration is some-
where in the middle ofimplementing
its five-year programme of reform
and transformation. Are you satis-
fied with the results of this process
to date?

- Some very complex aspects of tax ad-

ministration reform have been finalised,
which taxpayers are familiar with and
face on a daily basis.

We have enabled electronic submis-
sions of applications for all forms of
tax, concluded on 1* January 2018. A
new organisational structure has been
established, while we have formed a new
Sector for providing services to taxpay-
ers and a specialised organisational unit
for strategic risks.

It should be emphasised that the
implementation of reforms to date has been simultaneously con-
ducted with the significant engagement of the Tax Administration
in the Programme of Financial Consolidation of the Government
of the Republic of Serbia, in which the Tax Administration ensured
the stability of public finances in the part related to tax revenues.

» The Foreign Investors Council has an open dialogue with
the Tax Administration, with the objective of identifying key
issues in the implementation of laws and further discussing
progress in institutional reforms. What are your expecta-
tions of this dialogue?

- We've strived to open the Tax Administration up to the business
and professional community, and the dialogue with the Foreign
Investors Council is significant for us in multiple ways. That's

The first step that we will take
next will be to implement four types
of tax certificates in electronic
form via the ePorezi portal for
registered companies

> Is the reduction in the number of
branches the only measure required
to ensure uniformity in the application
of tax regulations?

- It’s certainly not the only measure and
is not sufficient; it is only the first step
in the process of centralising the Tax
Administration. As I've already stated,
reform of the Tax Administration primar-
ily implies raising the capacities of the Tax

Administration and creating an adequate
organisational and functional framework
for the more efficient performing of tasks
related to its core competencies.

When it comes to uniformity of con-
duct, we will primarily try to ensure that
through the establishing and developing
of better communication, both at the
level of the business network of the
Tax Administration as a whole, as well
as between the Tax Administration and
the business community, i.e. taxpayers.

............................................................................................................... » To what extent does the business

community utilise the possibilities

provided with the formation of the Sector for Taxpayer
Services and Education?
- The very formation of the Sector for providing services to taxpay-
ers demonstrates the clear intention of the Tax Administration
to establish a client-like and fair relationship with taxpayers.

Unique centres, designated as “Vas poreznik” [Your Tax Of-
ficer], have been opened within branches in 37 locations across
Serbia to provide services for taxpayers, providing them with
answers to various questions relating to the field of tax legislation.

The work of the Tax Administration Contact Centre has
improved, providing taxpayers with answers to their questions
via telephone and email.

I would single out in particular the introduction of the
practise of visiting newly-registered taxpayers, with the
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aim of familiarising them with their rights and obligations.

Serbia recently received the best rating of any country
in the entire region of Eastern Europe and Central Asia for
processesrelated to tax administration after the filing of tax
returns. What steps will you take next to ease procedures
for business users?

- The first step that we will take next
will be to implement four types of tax
certificates in electronic form via the
ePorezi portal for registered companies:
confirmations of total settled tax liabili-
ties, settled VAT and health insurance
obligations, and confirmations of settled

obligations for a specific Payment Ap-
provals Number (specific tax return).

The grey economy is particularly
strong in the employment sector.
What can the Tax Administration
do, in cooperation with the relevant
ministries and inspection services, to
remedy the situation in this domain?
- The Tax Administration continuously
conducts appropriate activities and cam-
paigns aimed at reducing the scope and
volume of the grey economy, whether

that's done independently or in coopera-
tion with the relevant state institutions
and inspection services.

During the first seven months of this
year, field control inspectors conducted
8,256 control operations. Of that total,
3,013 control operations confirmed
irregularities. This led to the calculat-
ing of newly discovered public revenue
totalling 15 billion dinars.

In July 2018, control operations
of the recording of turnover via fiscal

cash registers were performed with oo

2,993 taxpayers on the territory of the
Republic of Serbia, during which the employment status of
engaged workers was also checked. Irregularities were con-
firmed in 1,041 establishments (35.61%), with requests filed
for the initiating of misdemeanour charges and temporary
operational bans pronounced as measures.

In addition to repressive measures, we're also doing a lot
on promotional activities.

How satisfied are you with the results achieved in coun-
tering tax evasion cases, especially when it comes to goods
that are subject to excise duties?

- The most common examples of tax payment avoidance are
evident among taxpayers who deal with trade in goods subject
to excise. Thanks to intensive campaigns to combat illicit trade
in this part of the market, we are achieving exceptional results.
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During the first seven months of 2018, in coordination with other
state bodies, we seized seven tonnes of leaf tobacco, 5.7 tonnes of
cuttobacco, 15.9 tonnes of oil and petroleum derivatives, 294,696
packets of cigarettes and 1,612,50 litres of alcoholic beverages.

During that same period, illicit trafficking in goods subject to
excise saw the filing of 285 criminal charges for prohibited trade
in goods subject to excise, prohibited stor-
age of goods, prohibited trade, prohibited
production, unauthorised operations in
specific areas of activity and smuggling.

Furthermore, with the aim of clamp-
ing down on the grey economy in the
turnover of goods and services that en-
gage in unregistered activities, through
advertising and sales via the internet,
inspectors of the Tax Police also tempo-
rarily confiscated other goods without
documentation proving origin, worth a
total of almost four million dinars.

In the first seven months of this
year, the tax police department filed
a total of 880 criminal reports with
the relevant prosecutor's offices, with
charges against 1,116 individuals for
1,024 criminal offenses, resulting in
total tax avoidance amounting to 6.5
billion dinars, and with 66 individuals
incarcerated for their crimes.

What will be your priorities in fur-
ther reforming the Tax Administration?
- We analysed the “passage of time”
during 2017 and ascertained the parts
of programmes where the greatest ad-
vancements were made, while individual
parts where implementation required
additional efforts were analysed sepa-
rately, which also formed the basis for
the creation of the Action Plan for the

------------------------------------------------------ Transformation Programme for the

2018-2023 period. Precisely then, in
2023, we should have completed implementation of everything
planned and arrived at the realisation of a Tax Administration
that functions in accordance with the highest international
standards and best international practise.

Tax Administration reform implies the simultaneous
implementation of three key strategic initiatives. The first is
strengthening strategic management and improving the basic
functions of the Tax Administration. The second strategic initia-
tive or objective is to redesign the organisational structure and
improve ancillary functions. Improving services for taxpayers
is the third objective of Tax Administration reform, though it
is no less important than the first two - given that all three
objectives should lead to an increase in voluntary servicing of
tax obligations among taxpayers and reduction in the costs and
time required for taxpayers to comply with tax regulations.
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We're Advanci
Seven-Mile Steps

ing By

Director of the Serbian Government Office
for IT and eGovernance

The effective adoption of
regulations, swift implementation
of new electronic services and
continued growth of the ICT sector in
Serbia, which has exceeded a five per
cent share of GDP has led to
Serbia quickly being recognised in
the region, but also in global terms,
as a country transformed 'overnight'
by digitalisation

ccording to the opinions of some, Serbia is progressing
strongly in the digital transformation process, while
OM the OEREr hand, e fo e
delays lasting decades, we

We support the efforts of the
Government of Serbia, which is actively
working on amendments to the Law
on Trade and the Law on Electronic
Commerce, with which a set of activities
will be initiated for the further
development of electronic payments

are lagging behind the e-solutions
of developed countries. We discu-
seed the potentials and challenges of
digital transformation with Mihailo
Jovanovi¢, Director of the Serbian
Government Office for IT and eGo-

vernance.

» Where would you place Serbia
between those two extremes?

- The concept of digitalisation, which
was adopted at the suggestion of Prime Minister Ana Brnabi¢ as one
of the priorities of the Government, very quickly began producing
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successful and visible results. On the one side, with the efficient
adoption of laws and bylaws that define and regulate this domain

and, on the other side, with the fast
implementation of new electronic
services, and, on the third side, with
the continuous growth of the ICT
sector in Serbia, which has exceeded
a five per cent share of GDP, has led
to Serbia quickly being recognised in
the region, but also in global terms,
asa country transformed 'overnight'
by digitalisation. The Prime Minis-
ter's concept is strongly based on the
promotion of knowledge, young and
talented experts, and development

‘ based on new technologies, which is why we are progressing on
the mentioned scale by “seven-mile” steps.



» What are the preconditions for the further development
of this sector and what kind of role does it play in fostering
economic growth?
- We expect exports from the information technology sector
to exceed a value of 1.2 billion euros by the end of the year,
compared to the 2017 total of around 900 million euros, which
places this sector among the top three export sectors, in addition
to the automotive industry and agriculture.

The main precondition for the further development of the
IT sector is the reform of education, which the Government is
continuously implementing. Quotas for enrolment in technical
faculties have been raised by 20 per cent, information technol-
ogy and computing have been introduced as a compulsory
subjectin primary schools, several rounds were launched within

the IT retraining programme, while 40 ...,

specialised IT departments have been
introduced to secondary schools.

» By the time the next regional Digital Summit is held in
Belgrade, we could see the mutual recognition of electronic
identification of citizens and the economy come to life in
the Western Balkan region. What would that mean tangibly
for investors?

- It is very important that, alongside the Summit of Western
European countries, the Digital Summit has also been estab-
lished, which should coordinate activities at the highest level
and agree on the future implementation of digitisation policies.
We will advance quickest in this domain if we all cooperate
together regionally and exchange experiences. | expect mutual
recognition of electronic identification among the citizens and
economies of the Western Balkans to be established by the next
summit, which will be held in Belgrade. This is an important
issue for us, because acknowledging
electronic identifications of citizens

Serbia neEdS to re‘.y more on and economies in the Western Balkans

i : : (I ts the basis f -bord
Moreover, as of this October; all new domestlc bralns and Creat“"ty, and represen e basis for cross-border use

entrepreneurs registered with the Na-

of eGovernment services, while regional

tional Employment Service for a mini- to IHCIUde COIIESES, academles and cooperation and improving relations
mum of six months will be exempt from all citizens in the demanding digital with neighbours is also among Serbia's

paying taxes and contributions for up to
10 employees. This tax break will be valid
in the first year of starting a business.

» In which areas does the government

need the greatest support and, in that context, how would
you assess exchanges of experience organised through the
“Dialogue for Change” project, which focused on digitisa-
tion/digitalisation?

- The recommendations we receive through the Foreign Inves-
tors Council's White Book are of great importance to us. The
experiences of developed countries and global companies are
important to us, as they provide us with the best models that
we can also apply in our country. We are focused every day on
developing the infrastructure of electronic governance and new
electronic services for citizens, the economy and the state. The
Government has formed a special body - the Coordination Council
for eGovernance, which - alongside state representatives - in-
cludes representatives of universities and the non-governmental
sector, which merely testifies to an openness and readiness to
quickly adopt and implement good solutions.

transformation process, and not
foreign corporations

foreign policy priorities.

» Keylaws governing eBusiness were
passed recently, but Prime Minister
Brnabi¢ complained that many bod-
ies find it tough to relinquish their stamps. Based on your
experience, how prepared is public administration to accept
e-solutions and apply them consistently?

- I believe that educating public administration employees is
crucial when it comes to applying new technologies in their daily
operations. When we established the eZup information system,
resistance among public administration personnel was pretty high,
as it brought major changes to daily work, which the employees
nevertheless grew accustomed to quickly. This information system
connects the country's largest databases - those of the Ministry of
State Administration and Local Self-Government, the Ministry of
Internal Affairs, the National Pension and Disability Insurance Fund,
the Central Registry of Compulsory Social Security, the National
Employment Service, the Ministry of Justice, the Tax Administra-
tion of the Republic of Serbia and the National Geodetic Authority.
They all enabled access to a total of 25 of their databases via the
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Government Service Bus [Servisne magistrale organa]. The eZUP
information system is today used by staff of 350 different public
administration institutions. This system allows civil servants to
electronically access data pertaining to a citizen who has come to
use state administration or local government services. The use of
information technology brings us great savings in terms of time
and money. With the introduction of eZUP, in the first year citizens
saved 500,000 hours waiting at counters, while the state saved
about 20 million dinars on printing and issuing paper documents.

- The reform of inspection oversight in the Republic of Serbia
implies the securing of better protection of the public interest
with areduction in the administrative costs of inspection oversight
and increasing the legal security of those subjected to inspection
control. Introducing an elnspector information system will pro-
vide: better coordination between inspectorates, automation and
better efficiency of oversight, standardization of inspection work,
availability of data to all inspections, and consequently reduction
of costs for the economy. The Office for IT and eGovernance has

signed a contract on the implementation

» Despite these laws having been
passed, the necessary bylaws are lack-
ing. When can we expect them?

- With the adoption of the Law governing
electronic business in October 2017 and
the Law on electronic governance in April
2018, Serbia eliminated all obstacles to
the faster development of eGovernance
and provided legal regulations in full
for the complete digital transformation
of state administration and local self-
government. This October will see the
adoption of a complete set of bylaws
that will define the infrastructure of elec-
tronic administration (State Data Centre,
State Cloud, use of the information and
communication networks of electronic
administration) and the obligation of
state bodies to conduct administrative
procedures electronically.

» Although e-commerce is advancing
at lightening speed, investors are of

of the elnspector project, which will en-
able the computerisation of the work of
41 inspection services in the Republic of
Serbia by May 2019. As of this autumn,
trial work will begin with the first four
pilot inspections (Sanitary Inspection,
Market Inspection, Labour Inspectorate
and Administrative Inspectorate), which
employ around 700 workers.

» How much do you work with young
innovative teams on the development
of e-solutions? How can their know-
how and innovation be utilised in the
further development of eGovernance?
- Serbia needs to rely more on domestic
brains and creativity, and to include col-
leges, academies and all citizens in the
demanding digital transformation process,
and not foreign corporations. I'm proud of
the agreement we have with five promi-

nent technical faculties in Serbia - the Uni-
versity of Novi Sad's Faculty of Technical

the opinion that there still obstacles The Ofﬁce for IT and eGovernance Sciences and the University of Belgrade's

in this domain. Which of those can be

has signed a contract on the

Faculty of Organisational Sciences, Faculty

removed and are within your scope implementation Of the elnspector of Mathematics and Faculty of Electrical

of work?

Engineering. I personally consider the

- The Office for IT and eGovernance has prO]ect, Wthh WI“' enable the inclusion of higher education institutions
enabled all users of the national eGovern- Computerlsatlon Of the WOI‘k Of 41 is being of great importance and that,

ance portal to pay administrative fees
electronically for all services available
on the Portal. Payment is available via
the national Dina payment card, MasterCard, Maestro or Visa
payment cards of all banks operating on the Serbian market, as
well as electronic money. Citizens can also pay for eGovement
portal services via integrated electronic banking - this is the first
time this type of electronic payment method has been enabled
on internet portals in Serbia. There is a constant open call for
banks to provide existing models or, jointly with the Office,
develop new models of electronic payments. We also strongly
support the NBS's initiative to introduce instant payments, which
starts as of October; and I believe this will significantly improve
conditions for the further development of e-commerce in Serbia.

» How will the introduction of e-inspectors change the
way inspector services function?

56

inspection services

together, we can implement innovative
projects, exchange scientific experiences,
butalso involve young students through
practical work experience programmes in the Office. Moreover; this
April we organised the first #CodeGovernment Hackathon, with
the help of the Office of the Serbian Prime Minister and the Digital
Serbia Initiative, with the aim of devising software and conceptual
solutions as part of the Portal, which will ease communication
between citizens and publicadministration, enabling citizens and
the economy to access electronic services with a “click”. Over 50
young people, in 15 teams, competed continuously for 48 hours
in Belgrade and NiS, with the prize money for the three winning
teams amounting to a total of $7,500, intended for the purchase
of technical equipment. Naturally, I don't expect us to solve all
problems in 48 hours, but cooperation between the economy
and the state is of great importance, because only together can
we create solutions that will benefit all citizens. m
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CORPORATE: INTERVIEW

Competition Has
Strengthened Us

The AOFI's goal is to increase the value of exports of domestic
companies, increase the number of exporters, improve the quality
of export products, advance the structure of Serbian exports and
strengthen the position of companies on existing markets, but also
entry to new markets. The result of everything should be a reduced
foreign trade deficit, a strengthening of the balance of payments
and the creation of conditions for the continuous growth and
development of the Serbian economy

he Serbian Export Credit and Insuran-

ce Agency (AOFI) is the only export

credit agency in the region that didn't

register a decrease in insured turnover
with the entry of competition but rather, on
the contrary, experienced growth.

» How would you explain this fact?
- AOFT has, in its 13 years of operations, be-
come a recognisable and reliable partner
to Serbian exporters,
especially in terms
of insurance, which
has certainly helped
us greatly in maintai-
ning our position even
despite the changes
that have taken place
in this market game.
The entry of com-
petition “forced” us to
achieve even better
quality in realising
our primary goal -
increasing exports of
the Serbian economy through an even better

exporters to

quality offer of products and services. [ must
mention that the market of credit insurance
in the Republic of Serbia is very small and has
great potential for continuous growth! On the

The AOFI further accelerated
its offer of international
factoring in 2018 by opening
up the possibility for Serbian

purchased receivables
and thus further relax
their cash flow

other hand, it can and should be an instrument
for creating a competitive position for Serbian
products on foreign markets. The arrival of
“large” and renowned players will help to
develop faster the credit insurance market and
to thereby create conditions for the growth
and development of the Serbian economy as
a whole and, also of the AOFI itself.

» The 2017 'Year of Entrepreneurship’
project has grown to
become the 'Decade
of Entrepreneurship’
project. Businesspe-
ople can take advan-
tage of more than 30
programmes and
more than 18 billi-
on dinars from the
budget. What is the
AOFTI's role in this
project?

- Given that the Go-
vernment of the Repu-
blic of Serbia and the
Ministry of Economy see the development of

secure their

private entrepreneurship and the SME sector
as one of the priority goals of our economic
policy, the AOFI redefined its programmes and
directed them towards the export-orientated
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Director of the Serbian Export Credit
and Insurance Agency, AOFI

part of this sector of the economy. This is also
reflected in a change in the structure of the
AOFI portfolio, which is now dominated by
precisely such companies. The AOFI's support
is reflected in financing of the preparation of
exports, the guaranteeing and insuring both
foreign and domestic receivables, all with the
aim of achieving the continuous growth of
these companies through the conquering of
new foreign markets and stronger positioning
on existing ones.

> The AOFI also directed its operations
towards international factoring two years
ago. Whatkind of results are you recording
in this area in Serbia?

- International factoring is a financial instru-
ment, which - apart from allowing parties in
work to operate more efficiently and continuo-
usly - can also have a positive impact on the
macro environment, i.e. the national economy,
especially in the post-crisis period, when finan-
cial sector stability is more than necessary. This
kind of instrument is the easiest way to solve the
liquidity problems currently faced by Serbian
exporters, because it represents a new “space”
in a limited financial market. Due to all of the
aforementioned, the AOFI shifted part of its
activities to this product, and the results over
the last two years are extremely satisfactory. m



Our Members’
Needs Oblige Us
To Improve Constantly

We are proud of everything we've
done over the last 15 years on the
eliminating of obstacles to doing
business not only for our members,
but for domestic companies.
However, there is no resting on our
laurels! Since 2002, when the FIC was
established, the business climate
has improved significantly, but our
mission has not been completed

he mission of the Foreign Investors Council is to actively the fact that, every year or two, we make certain changes to our
promote and develop a predictable, competitive and Statute, because we not only want to adapt to the new reality,
sustainable business climate in Serbia through open but also to move a step ahead. However, the greatest change is
dialogue with the state and other relevant stakeholders. elevating the engagements of members and constantly increasing
Organisation within this process has changed significantly since the use of the services we offer them.”
the Council was founded 16 years ago, though it has remained The number of FIC working committees has grown from
consistent with the FIC’s principles. three that were active in 2007 to 10 committees, and by the time
“The quality of any person, or any organisation and institution, this publication goes to print there will be 11. “That’s a major
is related to their ability and willingness to change. The same shift and doesn’t end with figures. The portfolio has expanded
applies to business associations,” says FIC Executive Director because there are ever more topics that members want to deal
Ana Tozzi. “When it comes to the FIC, a simple example of this is with under the auspices of the Council”
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When it comes to the sectors in which members operate, we
monitor market changes: there are increasingly more of them
from the auto industry and supplier industries that are related
to this sector, while the number of members from the IT sector
is also growing. “Companies from the green economies have
also joined us, which is one of the branches whose time is yet to
come,” says Tozzi. “What remains unchanged is our members’
determination to maintain long-term operations in Serbia and
hence their motivation to work actively on systemic change and
advancement of the business climate in Serbia.”

» How has the growing number of foreign investors and
competitors - and the rise of new business associations -
influenced your offer of membership?

- They have strengthened those

and the state, either directly or via associations. However, the
fact remains that most countries around the world, including
in the EU, don’t have laws on lobbying, but rather fight against
corruption through a developed system of various legal solutions.

» How effective have the new forms of dialogue with the
Government, which you introduced in the last two years,
proved to be?

- The novelties that we introduced have had varying results.
The “Dialogue for Change” project has proven to be a very
effective mechanism for overcoming specific barriers to doing
business, but also a good format for exchanging information and
strengthening mutual understanding between foreign investors
and the state. Today the “Dialogue for Change” is a high-level
event that’s closed to the pu-

characteristics thatare of crucial
importance for us: indepen-
dence and the dissemination of
knowledge and best practises.
We offer companies a safe envi-
ronment in which they can freely
exchange knowledge, experien-
ces and best practises with other
foreign investors that operate
in Serbia. What is essential for
business is that through FIC
membership they reduce risks
to their business, as they always
have fresh information about
upcoming regulatory changes
and an ability to influence them.
But perhaps the mostimportant

specificity of the FIC is that the h\

voice of every member is im-

portant, because we represent

blic, with a limited number
of participants. Each event is
dedicated to addressing a par-
ticular segment of the business

AL climate and brings together

groups of directors of member
companies and the relevant
minister. The last such meeting
was organised in May this year
with the Minister of Labour,
Employment, Veterans and So-
cial Policy and the FIC member
companies that are the largest
employers. Such a formatallows
one to speak in a very open
way about how to modernise
labour regulations in line with
contemporary international

and European standards and
in a way that enables greater

only the common interests of companies The tra nspa rency Of the I-aw on economic growth while simultaneously

around which a consensus exists.
Thanks to everything mentioned
above, the FIC is recognised as an orga-

Lobbying doesn’t bother us, because  suaranteeing workers’ rights. We will
the essence of the FIC’s work is in

certainly continue this project, with
taxes as the next topic planned.

nisation with high quality based on the ﬁghting corru ption, i.e. advocati ng On the other hand, we last year for-
top regulatory expertise possessed by our for the i dentifyi ng of syste mi C med a Working Group for implementing

members. As an association with more
than 70 per cent of members coming from

solutions that by definition reduce

recommendations contained within the
White Book, which was the creative

the EU, while the remaining members discretiona ry rights. However, most idea of then Serbian Prime Minister and
operate on the European market, we Countries don’t resolve issues Of current President Aleksandar Vuci¢. The

have a specific position as a powerful

purpose of this body is to enable more

promoter of Serbia’s economic integration corru ptlon through d law on IObbylng regular active dialogue at the highest

into Europe.

When it comes to changes, [ would
also like to mention the expected Law on Lobbying, which is
currently under parliamentary procedure. The first draft of this
law threatened to significantly regress the quality of public-private
dialogue and condition it through the use of lobbying services. It
is good that the Ministry of Justice, through a deep public debate,
improved the final text of the law significantly and created the
space for a continuation of the dialogue between the economy

........................................................ level between the Government and

the FIC, and to encourage accelerated
improvement of the business climate in Serbia. Since it was
established in January last year, this Working Group has achieved
only limited success and, unfortunately, hasn’t realised its full
potential. Nevertheless, through this or some other format, we
are ready to continue participating in an active dialogue with the
Government with the aim of strengthening the competitiveness
of the Serbian market. m
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CORPORATE: INTERVIEW

Managing Director at SGS Belgrade,
SGS Adriatic, SGS Slovenia
& SGS Bosnia-Herzegovina

he development of legislation related

to product quality is of essential im-

portance to establishing a systematic

approach to the work of companies
on a country's market. By implementing laws
in this area and insisting on their application,
the welfare of the population is ensured and
confidence is increased among end users in
the quality of the products they buy and use.
The interest of producers themselves is also
mentioned, as it is to be expected that the
criteria for product quality would be preci-
sely defined and communicated, and that a
valid process for checking their fulfillment
is established, says Marinko Ukropina, ma-
naging director of SGS Belgrade.

» How do you ensure in continuity that
there is no variation in the required qu-
ality of a product?

- Primarily through the establishment of a
systematic approach in organisation, which
eases organisations' meeting of the requi-
rements of laws, regulations and technical
standards, with precisely defined criteria
and methods for production processes and
the application of validated techniques and

No Respect
Standards -

For
No Access

To Global Chains

SGS, as aglobal leader, has increasing demands for the
implementation of checks sought by major global companies
at the locations of their potential or existing suppliers. It is very
important for our companies to understand this trend, and to
prepare for these checks on time. We can help them do that

production technologies, alongside continuous
monitoring, improvement and advancement.

» What services can you offer foreign
companies that include domestic com-
panies in their value chains?

- SGS, as a global leader, has increasing
demands for the implementation of checks
launched by major global companies at
the locations of their potential or existing
suppliers, with the
basic aim of verifying
the status of these
organisations in
terms of product qu-
ality, the state of the-
ir business system,
security and health
protection, environ-
mental protection,
information securi-
ty management etc.

SGS Belgrade, through
its SGS Academy and Centre
of competence, can help
domestic companies
to understand the demands
of interested parties and
to launch corresponding
activities to fulfil those

companies to understand this trend and
prepare on time for these checks.

» In which areas of certification does
Serbia need to improve its performance
in accordance with European integration
processes?

- Primarily in the field of Environmental
Protection, the number of certified orga-
nisations according to ISO 14001 (one of
the publicly available
parameters), consi-
dering some trends
from the countries
of the former Yugo-
slavia, is not small.
However, bearing in
mind that in the Eu-
ropean integration
process there will
be an insistence on
the full application

The main objective demands and improve of legal regulations
of these checks is lin- . in this area and the
ked to the aspiration Operatlons prevention of pollu-

of large companies to
reduce their business risks from an external
context or to recognise potential opportuni-
ties to further develop cooperation. Simply
put, whoever fails to meet the required
criteria will not even sign a business co-
operation agreement. These demands are
increasing, and it is very important for our
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tion, we consider that
special attention must be paid to this area.

Morever, our producers of industrial
products, if they have a strategic approach
to placing their products on the EU market,
must ensure that these products are, firstand
foremost, safe for use, which is certified by
CE certification. m



MILENIJUM®
OSIGURANJE

FOR ALL
THE ESSENTIALS

CONSISTENT COMPREHENSIVE COVERAGE

—@ VEHICLE INSURANCE TRAVEL INSURANCE @—
—® PROPERTY INSURANCE PERSONAL INSURANCE @—
—® HOUSEHOLD INSURANCE 5+ PACKAGE AND ROAD ASSISTANCE @——

_ wwwmiosrs AN



Reforms Are Paying Off

o get the lowdown on how Serbia should proceed
with reforms and what the country’s key priorities
should be, we spoke with Stephen Ndegwa, World
Bank Country Manager for Serbia.

» You stated at the beginning of this
year that speed will be among the
key issues insisted on during 2018
by the World Bank, when it comes
to taxation policy, the privatisation
of public enterprises, attracting
foreign investments, accelerating
economic growth etc. Is Serbia ready
for such a pace of reform?

- The Serbian authorities have been

In the SOEs in which it plans to
retain ownership, the government
needs to focus on corporate
governance, quality of service,
accountability, proper monitoring
and reporting mechanisms
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STEPHEN NDEGWA

Serbia has demonstrated an ability
to make tough reform decisions and
has benefited immensely from those
reforms. However, it needs to
continuously renew to perform even
better. If all the pro-market reforms
are designed, implemented and
sustained, the result will
be faster growth

working on all these reforms for quite some time. So, what
we are talking about is completing them, or atleast bringing
them to their final stages. For instance, the process of fin-
ding a resolution for the remaining state enterprises in the

real and financial sectors started two
decades ago. On the other hand, some
other reforms require adjustments and
fine tuning to reflect new realities. As
you know, all countries - especially
emerging economies - have done
very well when they have made the
business environment as favourable
as possible. Serbia has made pro-
gress here, but - just as others that
are also improving - Serbia needs to



The World Bank will provide support to the
Government of Serbia to improve the tax
administration, the efficiency of tax collection and
lowering the compliance burden for taxpayers

continuously renew to perform even better.
If all pro-market reforms are designed, im-
plemented and sustained, the result will be
faster growth.

» We can start with the fact that at least
five per cent economic growth is
needed for Serbia to catch up with
the EU within a reasonable timefra-
me. What are the preconditions for
that? Which policies must first be
changed?

- The most fundamental shift in mi-
ndsets and actual policies is to give
a priority to the private sector. The
main difference between state and
private enterprises is that state-ow-
ned enterprises do not necessarily
care about growth (i.e. increased
productivity) as their top priority.
In fact, they might care more about

creating jobs, although not necessarily
the best jobs, or they might insist
on buying local even though that’s
not always most productive for the
country. They often consume more
energy and local resources than their
competitors in the private sector, thus
are not always efficiency driven. The
private sector is predominantly profit
driven, so these companies by default
focus on increases in productivity and
growth. In the modern world, business
competition is often global, so they
must also be globally competitive.
However, in order for this to happen
Serbia needs to create an environment

The most fundamental shift
in mindsets and actual
policies is to give priority
to the private sector

most of the remaining SOEs are utilities, either
large utilities (e.g. EPS, Srbijagas, Railroads
etc.), or municipal utilities. In general, the
government plans to retain ownership of
these SOEs, and therefore the key issues are
corporate governance, quality of service, ac-

In order for the next generation to

live better, Serbia needs to sustain

the reform path, including making
good strides on EU accession

or the decision to initiate the bankruptcy of
Azotara. We hope similar progress can also be
made in others, and that this legacy portfolio
will finally be resolved. Acceleration would
be a big confidence boost - not to mention an
opportunity - for local and foreign investors.

When considering subsidies, we
should incentivise investors to
integrate into the local economy
more and facilitate the linking of
domestic companies with regional

and international value chains

We should also mention that the go-
vernment retains a minority stake in
many other companies as well, which
in general it should aim to privatise.

» There is alot of talk about chan-
ging the policy of subsidies for fo-
reign investment. In your opinion,
for whom should they be intended
and under which conditions?

where the rule of law prevails; where
red-tape is addressed and infrastructure
bottlenecks resolved.

» How realistic is it for us to sell 600
state-owned companies, many of which
are just shells, at this juncture?

- Itisimportant to consider that the remaining
SOEs include different types of companies,
which require different approaches. In fact,

countability, proper monitoring and reporting
mechanisms. Then there is the remaining part
of the former Privatisation Agency portfolio,
some 100+ commercial SOEs. This group
includes several of the most problematic
large companies, which used to generate
most of the fiscal costs. In some of these we
are seeing good movement recently, such as
the launch of the public tender for RTB Bor
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- At the time when investment subsi-
dies were introduced, Serbia had compara-
tively little foreign direct investment and a
high unemployment rate, so the primary goal
was to attract (any) investors and to create
(any) jobs. In that sense, they were successful
- recent Bank analysis showed that subsidies
contributed to the creation of jobs which
would otherwise not have been created. In
addition, Serbia is now definitely on the



map as an investment destination and is in fact among the
top ranked countries in Europe in terms of FDI jobs created
per capita. Serbia is in a different field now. It might be an
appropriate time to adjust investment promotion policies.
Firstly, the focus should really be on improving the overall
business environment, as a good business environmentis the
“cheapest” and most durable way to attract investors. Despite
improvements, certain barriers to

investment (such as regulatory bur-
dens and transparency, court systems
and land rights issues) continue to
hamper investors and entrepreneurs
in Serbia. Secondly, when considering
subsidies, we should target not only
job creation, but rather also incenti-
vise investors to integrate into the
local economy more and facilitate
the linking of domestic companies
with regional and international value
chains. This makes for better quality
jobs and more growth opportunities
across the economy.

» Isitpossible at present to reduce
taxes for the healthy part of the
economy, which is being sought
by businesspeople?

- Compared to other countries in
Europe, Serbia does not seem to be
a high tax jurisdiction. Income tax
rates are relatively low and there
is limited space for tax reduction
without creating a fiscal deficit. At
the same time, Serbia can do more
to improve its tax administration by
reducing compliance costs and incre-
asing predictability for taxpayers.
By doing so, it would improve its

In order for its economy to be
business environment and facilitate Competitive, Serbia needs to create  next generation in Serbia to be

The agricultural sector also has a particular vulnerability
to climate change, with droughts being one of the key
detrimental factors there. The impact on agriculture was
dire, as agriculture contributed negatively to GDP growth
in 10 of the last 18 years. Significant efforts are required
in the time ahead to increase the resilience of this sector
to the adverse impacts of climate change. Local economic
growth does not only depend on a
good business environment, but also
significantly on disaster risk-informed
and climate-smart planning, which
all still require time and capacities
to take root at the local level.

» Which projects will the World
Bank invest in during this year and
next, and how will it address some
of the gaps in the implementation
of reforms?

- The World Bank will provide su-
pport to the Government of Serbia to
improve tax administration, the effi-
ciency of tax collection and lowering
the compliance burden for taxpayers.
The World Bank is also supporting
the government in improving access
to, and the quality and efficiency of,
selected administrative e-Govern-
ment services, and to strengthen
commercial agriculture. These three
investments are expected to total
US$150 million. Our partnership
also continues in broad analytical
work aimed at informing government
choices and advisory work on key
reform areas.

» Ifit will only be possible for the

:con(ci)m.ic.glt'omt/.th. Morlzo}\lzelr, a bette:; an enVi ron ment Where the ru le able totl'ive ltl)ettetl:, what. ;,Nm thi;
ax administration could help expan R generation have to sacrifice; an

the tax base, which would create fiscal Of laW prevalls, Where rEd'tape which sector of the population
space for the medium-term reduction is addressed and infrastructure will carry the greatest burden of

of tax rates.

nd to the climate change challenges

that can have a strong impact on GDP reductions?

- The devastation caused by the floods of May 2014, with
estimated damages and losses totalling about €1.7 billion (or
over 4% of GDP), was somewhat of a wake-up call for Serbia
to realise how vulnerable and unprepared the country was
for natural disasters. Since then, the country has undertaken
important actions to address climate change and disaster
risks in a more comprehensive way. But the country’s eco-
nomic growth is still sensitive to climate-related disasters.

bottlenecks resolved

» How preparedis Serbiatorespo- ...

reform?
- Serbia has demonstrated an ability

....................................................... to make tough decisions in reform

and has benefited immensely from
those reforms. This is clear whether one looks at fiscal
consolidation results, earlier privatisation or public in-
vestment; or the level of FDI arriving, or even the ability
to borrow internationally at a lower cost. In order for the
next generation to live better, Serbia needs to sustain this
reform path, including making good strides on EU accession.
Citizens having confidence in the reform path, transparent
view of trade-offs, and sharing the expanding benefits of
reforms are key to Serbia achieving shared prosperity. m
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Remaining Challenges Must Be
Addressed With Great Vigour

With a stable macroeconomic
situation, rising employment and
growing output on its side, the
Serbian Government has a great
opportunity to decisively address
the underlying weaknesses that
have been constraining the country's
output potential

hile the complicated economic situation back
in 2015 prevented the Government of Serbia

from fully addressing structural reforms, the ‘ consolidate the achieved macroeconomic sustainability
circumstances today are very different. Improved and financial stability. On the macroeconomic front, this
macroeconomic stability and better means maintaining low and stable

inflation, a strong fiscal position
that keeps public debt on a clear

overall results in business activity
and employment are creating a

e

favourable environment for poli- Serbla S efforts ShOUId fOCUS on downward trend, a sound external
cymakers to promptly implement add ressing the key constraints that position and the further reducing
the comprehensive structural and o o ° ’ ° of unemployment. Financial se-
e comp limit the Serbian economy’s production P oy _
institutional reform agenda and .. . ctor priorities include continued
remove obstacles hindering more ca paCItles —1l.e.d I.OW StOCk Of reductions in the level of non-per-
robust gro.wth of the econ.omy, Capltal per Worker, h]gh Structural forming loans, complet.lng tbe
says Sebastian Sosa, IMF Resident . e reforms of state-owned financial
Representative in Belgrade. u nemployment and I.OW PrOdUCtIVItV institutions and addressing iden-

.......................................................................................................................... tified weaknesses in the AML/CFT
» What are the key priorities framework. However, the program-

me’s main goal is to advance an ambitious structural and
institutional reform agenda to foster rapid and inclusive
growth, job creation and improved living standards.

of the PCI-supported programme when it comes to su-
staining macroeconomic and financial sustainability?
- The PCI-supported programme aims to preserve and
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AMBITION

The main goal of the PCI-supported
programme is to advance an ambitious
structural and institutional reform agenda
in order to foster rapid and inclusive
growth and job creation

» What do you see as the main external and internal
risks in achieving that goal?

- The main external risks are potential negative spill overs
from regional developments, a tightening of international
financial conditions for emerging

markets, and an escalation of global
trade tensions. Domestic risks cen-
tre around possible complacency or
resistance to delivering on structural
reforms or maintaining fiscal disci-
pline, while failure to address AML/
CFT weaknesses could undermine
investment attractiveness.

» How do you asses the period
between the two programmes?
How did the government use its
time to address the main issues in
the economy?

- On the macroeconomic and financial
sector front, policies have remained
sound; in particular, fiscal results
continued to be strong in the first half
of the year, pointing to another year
of surplus in 2018. The government

has continued to pursue the resolution
of some state-owned enterprises that
used to be a burden on the budget. For

While we are observing output and

We are still far from having
an effective and efficient
public sector that bases the
allocating of staff and wages :

on needs and skills tax administration, remain

Numerous surveys indicate important
improvements in the ease of doing
business, although obstacles, like
weaknesses in the judicial system and

jeopardise hard-won fiscal sustainability. Specifically, the
wage and pension bills should not start to increase again
as a percentage of GDP. This is consistent with generous
increases, given the projected nominal GDP growth rates
for the next few years.

» Serbia is once again faced by
ambitious structural and institu-
tional reforms. Given that these
reforms were not achieved during
the previous programme, what ma-
kes you optimistic thatithey will be
achieved over the next two years?
- Under the previous programme, the
implementation of reforms needed to
tackle the structural weaknesses of the
Serbian economy commenced, albeit
ata slow pace. Public administration
employment was rationalised, even
if we are still far from having an effe-
ctive and efficient public sector with
staffing and wages allocated on the
basis of needs and skills. Fiscal costs
from SOEs were reduced significantly,
while there were other successes, such
as in the restructuring of the railways
and the privatisations of the Zelezara
Smederevo [steelworks] and Galenika

instance, it launched a privatisation em p loym ent g rOWth ,wearen ot [pharmaceuticals]. Numerous surveys
tender for MSK, a tender for a strategic yet Seei n g i nc reased p rOd u CtiVity, highlight important improvements in

investor in RTB Bor and launched

the ease of doing business, although

o L] o L] L ’
bankruptcy procedures for Azotara. Wh“:h WI“- be Crltlcal to Serbla S obstacles - like weaknesses in the

The government has also worked on
the implementation of a new public

wage system and on measures to

improve the business environment,
such as the rationalisation of parafiscal charges.

» To what extent could the announced rise in pensions
and state salaries impact negatively on these achieve-
ments (fiscal stability etc.)?

- The fiscal position has strengthened significantly over
the past three years. Although there is now space for
increases in public sector wages and pensions, such incre-
ases should be reasonable and should not be allowed to
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growth prospects

judicial system and tax administration
- remain. Despite mixed progress in

""""""""""""""""""""""""""""""""""" structural reforms, the programme’s

results exceeded all expectations in
terms of reducing the large macroeconomic imbalances
and reinvigorating economic growth. The achievements
were impressive, considering the complicated economic
situation that Serbia found itself in back in early 2015. The
context is now very different, with a stable macroeconomic
situation and employment and output both growing. This
provides a great opportunity to decisively address the un-
derlying weaknesses that have been constraining Serbia’s
output potential.
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» Besides structural reforms, what are the other pre-
conditions for rapid and inclusive growth?

- Maintaining macroeconomic and financial stability, as
well as political stability, are critical preconditions, but
are not enough in and of themselves. In order to achieve
faster and more sustainable growth, Serbia needs to fully
implement an ambitious structural and institutional
reform agenda. Efforts should focus on addressing the
key constraints that limit the Serbian

needs to boost investment levels and unlock producti-
vity growth, while improving labour market incentives.
Higher private investment requires improvements in the
business environment, especially in terms of modernising
the tax administration, rationalising fees and parafiscal
charges, and ensuring an efficient, independent and
predictable judicial system. While we are observing
output and employment growth, we are not yet seeing

increased productivity, which will be

economy’s production capacities —
i.e.alow stock of capital per worker,
high structural unemployment and
low productivity. Policy priorities
include measures to ease public
and private investment, improve the
business climate, reduce informa-
lity and boost productivity, whilst
ensuring transformation from an
economy that relies too much on a
large and inefficient public sector to
a fully-fledged market economy led
by a dynamic private sector.

» Whatis the IMF’s stance when it
comes to the current policy of subsi-
dies mostly to foreign investors?

- Subsidies and other incentives for
investment should be granted in a
transparent and predictable way,
to ensure a level-playing field for
all potential investors. It is critical
to regularly assess their effective-
ness in attracting incremental in-

critical to Serbia’s growth prospects.
Policies to enhance the quality of
public administration and public
services, promote innovation and
combat the grey economy would
create an environment conducive
to faster productivity growth and
high-quality jobs.

» As you have warned, if Serbia is
to join the EU it may face the kind of
brain drain that hit Croatia, and as
such it must consider how to create
better paid jobs and improved living
standards. How does this translate
into public policies?

- Serbia’s economy needs to be
transformed deeply, to be ready
to compete in the single market
when it accedes to the EU. And this
includes the single labour market.
Serbia needs to keep moving towards
a dynamic, private-sector driven,

skills-based economy, otherwise it

vestments—above and beyond the Serbia needs to keep moving will risk falling back to dependence

level that would have been reached

on remittances, as dynamic workers

had no incentives been granted. Po- towards a dynamlc, prlvate-sector with marketable skills abandon the
li kers should keep in mind th 1 i try t bett t
icymakers should keep in mind the d"ven’ Sk-lus_based economy’ country to pursue better prospects

fact that foreign investors typically

elsewhere in the EU. To achieve these

base decisions to invest in a country OtherWISe it w'" rISk faulng baCk to goals, Serbia needs to promptly im-
on a whole range of factors, such as dependence on remittances plement the comprehensive structu-

political stability, transparent legal

and regulatory systems, adequate oo

infrastructure and a skilled wor-
kforce, while subsidies and other incentives are usually
far from being the most important driver.

» Many of the jobs created in the meantime were
generated either in the grey economy or in sectors
with added value, such as the automotive and textile
industries. What do you see as policies conducive with
the creation of high-quality jobs?

- Employment has been growing over the last couple of
years, albeit from a low initial level. And jobs have also
been created in the formal sector. That said, structural
unemployment remains high and more high-quality
jobs need to be created. To achieve these goals, Serbia
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ral and institutional reform agenda

------------------------------------------------------ that I described earlier.

» What is your standpoint when it comes to tax policy
changes as a tool for fostering growth?

- Tax policy measures can certainly support growth and
improve the business environment, by improving incen-
tives for investment and employment, and by reducing
informality. Specifically, we see scope to reduce the labour
tax wedge, especially at the low end of wage distribution.
Changes to corporate income tax legislation could also be
useful, including the streamlining of tax incentives and
their replacement with targeted accelerated depreciation to
incentivise investment. Finally, rationalising the parafiscal
tax burden, by eliminating or merging some charges, could
also support businesses. m
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Communication
On The Go
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ALMA QUFATFROC

Alma Quattro is a Serbian company and the leading provider
of OOH advertising in the country, as well as a part of

Switzerland's APG SGA group

[=====inancial stability and the ability to service
our own liabilities are indicators that elicit
trust among our clients and our parent

company, APG SGA Group, while they also
represent a source of pride for employees who
had paved the way to this success for 24 years,
says Alma Quattro CEO Sanja Pesi¢ for this FIC
special edition.

» As the leading provider of the oldest form
of advertising on the domestic market and
part of an internati- ...
onal group, how do
you see the future of
Out-of-home (OOH)
advertising compared
to the latest forms?

- Like every company
that has been successful

for many years, we are

The combination of digital
and external advertising
is characterised by the
syntagma ‘on-the-go’, while
the digital amplification

not only visibility (which is our expertise), but
also a high degree of interactivity with consumers
through broadcasting images or video lasting 10
seconds, on a high-resolution 84-inch screen. The
combination of digital and external advertising is
characterised by the syntagma ‘on-the-go’, while
the digital amplification of our network means
better quality two-way communication.

From parent company APG SGA Group we
received information that digital forms of outdoor
advertising are now also precisely targeting “silver

......................................... surfers”, i.e. users aged
50+ who are increasin-
gly intensively using
mobile technologies.

» Company Bisnode
this year awarded
Alma Quattro the
prestigious Gold Cre-

aware of the necessity Of our netV\!Ol'k means ditworthiness Rating
to move swiftly in the better quallty tWO'Way Excellence Certifica-
spirit of the times and communication tion AAA, which only

to understand that the
worldaroundusischan- T
ging constantly.

Although we recorded a profit margin increase
0f 5.9% in 2017, as a result of economies of scale
and the optimisation of processes, at the end of the
same year we digitised our network by setting up
technologically perfect LCD screens in Belgrade’s
pedestrian zone. We expanded our offer and launc-

hed anew erain operations that enables our clients

2.17% of companies
in Serbia have been
awarded. How do you see this acknowled-
gement?
- Our commitment over a 24-year period was

crowned at the right time, as a beautiful introdu-
ction to the celebration we're planning to mark
25 years of our existence. Financial stability and
the ability to service our own obligations are
indicators that elicit trust among our clients and
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our parent company, APG SGA Group, while they

also represent a source of pride for the employees
who paved the way to this success for 24 years.
This gold certificate becomes a testament to the
fact that internal unity leads to external success,
and that manifests through activities such as cost
control, innovation in the portfolio of services, tai-
lor-made packages for clients and participation in
constructing the infrastructure of the community
in which we operate. All these activities, led by the
love of employees, resulted in financial success.

» What is your recipe for success on this
market, where you will next year mark 25
years of operations, and how will you com-
memorate that?

- Our strength lies in a strong vision of our role
on the market, and that is to enable our clients
to “shine” with the continuous strengthening
of their position. The winning combination of
our business is Swiss knowhow (APG SGA from
Zurich), which is a priceless ally in long-term
planning and the creation of mind-sets, French
innovation (JCDecaux, world No.1 in the OOH
industry) and Serbian entrepreneurialism and
ability to improvise in difficult conditions. The
consequence of that is growth of the market,
and of ourselves. Leadership through giving to
the community, clients and employees is our
business philosophy, and it is in that spirit that
we will celebrate 25 years of existence. m



s abank of the European Union, the European Invest-

ment Bank (EIB) wants to provide its contribution to

Euro-integration in Serbia and the region through

tangible projects aimed at improving connections
between people and goods in the countries of the Western
Balkans, and to encourage their regional cooperation and
economic development, says Dubravka Negre, head of Regional
Representation of the European Investment Bank (EIB) for the
Western Balkans.

Transport connectivity has been
recognised as one of the main goals of
the countries of the region, butalso of
the European Union, as it contributes
to an easier exchange of goods and
people. “A unified market in which
people and goods circulate freely is
one of the fundamental principles
of the Union. As such, projects in

The Government of Serbia has recognised
the improvement of public procurement
processes and project management as its

priorities and is working on them

The Balkans

............................................ DUBRAVKA NEGRE eessssectestestrstesttsstrstnstnasennne

Head of Regional Representation of the European
Investment Bank (EIB) for the Western Balkans

Support for the development of infrastructure in
the fields of transport, energy, health, education
and the judiciary, the development of local commu-
nities and access to sources of long-term financing
for small and medium-sized enterprises are our
main goals in the region and in Serbia. We are here
to stay even when the region’s countries join the
European Union

transport and energy connectivity contribute to the better
integration of the region and its preparation for full member-
ship. The EIB has participated actively in the Berlin Process
and the Connectivity Agenda since 2014,” says our interlocutor.

» Which of the projects that you're funding at present
would you specifically highlight as those that shift Serbia
closer to its set goal of EU membership?

- The most important projects for Serbia at this moment are

connected to the completion of the
road route of Corridor 10, which will
connect Serbia and Bulgaria, butalso
Serbia and Macedonia. The rail con-
nection between Serbia and Bulgaria
is also very important, while we are
also working on the modernisation,
rehabilitation and electrification of
therail line between Ni$ and Dimitro-
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We primarily bring and represent European

| CHALLLENGE SUPPORT

Serbia suffers from a lack of

We, as an institution and financial lever of

values and the regulations of the European adequate research funds and training the European Union, are ready to actively
Union... Our partners can learn a lot about institutions to prepare the workforce support the strategy of enlarging the EU

that from us, as a European institution

vgrad, together with our partners at company Serbian Railways
Infrastructure and the Government of Serbia. The project of
modernising flight control, which will enable modern informa-
tion systems for Flight Control of Serbia and Montenegro and
modern infrastructure that’s in line with the requirements of the
European Union, is also of great importance, and this contract,
worth 45 million euros, was recently

for the challenges of tomorrow

signed in Belgrade, in the presence of
Serbian President Aleksandar Vuci¢, EIB
President Werner Hoyer and European
Council President Donald Tusk.

» In the context of the further con-
necting of Serbia and the Western
Balkans with the EU and the projects l
that you finance, how do you see the |
range of the EU-Western Balkans
Summit in Sofia?

- We consider that the perspective of
credible enlargement was confirmed at
the recent Summit of the European Union

and the Western Balkans in Sofia. We,
as an institution and financial lever of

to encompass the Western Balkans

policy objectives. The Government of the Republic of Serbia
has expressed a desire to improve the connectivity of the
southern part of Serbia via Kosovo* with Albania. Grants from
EU funds worth almost €10 million have been allocated to help
in preparations for this important project.

> How ready and interested is the
EIBin supportinglarge infrastructure
projects within the country, such as
the construction of a Belgrade metro
system or Serbia’s obligations that
will be linked to the implementation
of Chapter 27?

- Supporting environmental protection
projects is our priority, both within the
EU and in the countries negotiating to
become members. The needs of this
sector in Serbia are enormous, whether
that's in water supply, water treatment or
waste management. We hope that Serbia
will soon also be able to open negotia-

tions related to this chapter, which is one
of the most demanding at this juncture.

the European Union, are here to actively We are curre ntly di scu SSi n g a p roi ect We have already started project evalua-

support the enlargement strategy by
providing the most affordable financing

with the Government of Serbia aimed

tion aimed at improving the supply and
treatment of water in a large number of

of priority projects, as well as easing ac- at 'im prOVi ng ICT infra structure i n municipalities throughout Serbia, but we

cess to EU grants, both for preparation
and for the financing of projects.

» How much has the Berlin Process

contributed to enlivening this process and what specifically
does it mean for your portfolio to highlight the prioritising
of connectivity in the Balkans itself and the wider region?
- Regional cooperation represents one of the fundamental
values of the European Union. The EU as it is today emerged
thanks to economic cooperation between countries after World
War II. Due to its complex past, the Western Balkans should
strive towards stronger economic cooperation, which will also
help the countries of that region in the EU integration process.

» Now that Corridor 10 is nearing completion, what will
your next priority be in the area of strengthening transport
connectivity?

- Our priorities are the priorities of our partners, as long as
they are economically justified and in accordance with EU

schools throughout Serbia

are also participating in the technical
preparation of a large water treatment
facility project in Novi Sad.

When it comes to a metro, the EIB
has previously financed the London and Athens metro rail
systems, but also by many others throughout Europe. We are
expecting the completion of the feasibility study and are cer-
tainly ready to consider this important project for the city of
Belgrade if we are requested to do so by our partners from the
Government of Serbia and the City of Belgrade.

» What is it essential for Serbia to do, in a reform sense,
in order to be able to better absorb investments in large
infrastructure projects?

- The adequate technical preparation of projects is crucial,
but so is the prioritisation of projects, in strategic terms. Im-
plementation is extremely important, and it requires the kind
of high-quality human resources that are often lacking in the
public sector. Public procurement processes need to be »
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improved, as do project management processes. I think those
are recognised priorities that are being worked on.

» What does the process of determining the EIB’s financ-
ing priorities look like and how important in that process
is the exchanging of opinions with representatives of the
investment community that encourage Serbia’s integration
into the EU, such as the FIC?

- Our priorities are determined by our
partners in the region’s countries, but
also by the strategy of the European
Union. However, exchanging views with
representatives of the investment com-
munity, such as the FIC, is very important,
primarily due to the further harmonisa-
tion of regulations with the principles
of the Union.

» How much of your portfolio is
directed towards investing in innova-
tion and, in this context, how do you
assess Serbia's potential to direct
its economy towards branches with
higher added value?

- It's very important to support entre-
preneurs, scientists and researchers, in
order for economies to become more
competitive, and we are helping in these
processes. For example, the EIB, together
with other partners and the Government

der it more competitive. Long-term support for innovation
is one of the essential prerequisites for a knowledge-based
economy. In particular, ICT skills are key to competitiveness
and create opportunities for new jobs and employment. The
hiring trend in this area has been growing in Serbia over the
last ten years. Serbia, as a country of this region, suffers from
a lack of adequate research funds and training institutions to
prepare the workforce for the challenges
of tomorrow. With this goal in mind,
support for the development of educa-
tional institutions is very important. We
participate in Serbia through a project
to support research and development
worth 200 million euros, for example in
works to expand the Faculty of Electri-
cal Engineering in Ni$, at the Faculty of
Organisational Sciences in Belgrade, in
Petnica Science Centre or the University
of Kragujevac Centre of Excellence, butin
the past ten years we’ve also supported
the reconstruction, modernisation and
construction of dozens of primary and
secondary schools throughout Serbia.
The key to a better digital society is
better access to broadband networks,
higher bandwidth, faster flow rates at
home or on mobile platforms. Bridging
the digital divide remains a challenge.
Although access to mobile networks is
improving, access to fixed broadband

of Serbia, financed the completion of the -I-he FIC haS Shown itself tO be an infrastructure remains far below the

Zvezdara Science and Technology Park

average level of EU countries. The EIB

in Belgrade, where dozens of innovative importa nt pa rtner Of StakEhOI.derS can help, for example, in the expansion
companies and hundreds of engineers in the Country and the Government of fixed broadband infrastructure,

today operate. We are helping in the

which we’ve already done for many

completion of the construction of similar Of Serbia’ beca use it highlights years in the EU.
technology parks in both NoviSadand  shortcomings that need to be resolved

Nis. That will enable these university cit-
ies to help in the promotion of research

to ease Serhia’s transition towards a

» You often point out that the EIB
doesn’t only bring money, butalso Eu-

and in providing better infrastructure mOdern and dEVGIOpEd economy ropean values. Which specific projects

for young scientists. It is necessary to

strengthen the links between science
and economics, an excellent example of which the BioSense
Institute in Novi Sad, which is supported through the Horizon
2020 Programme, alongside EIB financing for infrastructure.
Alongside infrastructure, in Serbia - just like in other Eu-
ropean countries - it is very important for companies to gain
the funds necessary for financing innovation and digitisation
- notjust for research and development, but also for adopting
advanced technologies and innovative practises in order to
raise productivity levels.

» How high are education and digitisation on your list of
investment priorities, as prerequisites for the creation of
high-quality jobs?

- Serbia is endeavouring to modernise its economy and ren-
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would you single out in this context?
- All projects that are funded by the EIB
must be implemented in accordance with European standards,

whether that relates to public procurement, environmental
protection, social standards, the transparency of processes,
availability of information, economic and technical justification
etc. We primarily bring and represent European values and the
regulations of the European Union, and partners who cooperate
with us can learn alot about the processes and procedures of the
European Union from us, as a European institution. That's why
cooperation with our institution is important to the European
integration processes, and we also strengthen the capacities
of public administration when it comes to the implementation
of projects in accordance with European standards, which is
also extremely useful for countries that are in the process of
negotiating on EU membership, like Serbia. m
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IFRS 16

eitnerLeitner is one of the leading tax

advisory and auditing firms in Central

and Eastern Europe, and is becoming

increasingly recognised in Serbia due
to its professionalism and the high quality of
services that it provides to clients.

“We see CEE and SEE as our home market
and know all the local tax ins and outs. We put
interdisciplinary, cross-border cooperation into
practice every day. Our experts are passionate
about finding feasible solutions for all your tax,
audit, and financial advisory issues.”

Implementation of new leasing standard
IFRS 16 Leases (IFRS 16) will have a fundamental
impact on lessees accounting records, while most
aspects of lessor accounting will remain the same.
The new standard comes into effect for annual
reporting periods beginning on or after 1st Janu-
ary 2019, with earlier application permitted (as
long as IFRS 15 is also applied); and it will replace
the current IAS

iy e 0% Some industries
The objective

of IFRS 16istore-

portinformation o _ae .

that (a) faithfully and I.OngtICS, mi

represents lease
transactions and

banking serv

(b) provides a ba-
sis for users of financial statements to assess the
amount, timing and uncertainty of cash flows
arising from leases, i.e. a lessee should recognise
assets and liabilities arising from a lease.

To meet that objective, IFRS 16 introduces
a single lessee accounting model and requires
a lessee to recognise assets and liabilities for
all leases with a term of more than 12 months,
unless the underlying asset is of low value. As
a consequence, difference between accounting
treatment of finance and operating lease will be
eliminated. Instead of operating lease expense,
lessees recognise depreciation of the right-of-
use asset and interest on the lease liability. The
depreciation would usually be on a straight-line
basis. In the statement of cash flows, a lessee

- Leases

separates the total amount of cash paid into
principal (presented within financing activities)
and interest (presented within either operating
or financing activities) in accordance with IAS 7.

Lease payments of an operating lease under
IAS 17 are presented within operating expenses,
while, under the right-of-use model, depreciation
and interest expense will be recognised sepa-
rately, having a positive impact on EBITDA. Effects
on balance sheets will include a rise in the value
oflease assets and financial liabilities, while cash
flow will be influenced with a rise in cash from
operating and financing activities.

Initial recognition of right-of-use asset and
lease liability is based on the present value of
lease payments, adjusted for lease incentives
and prepayments, as well as initial direct costs
and an estimate of restoration, removal and dis-
mantling costs. Present value is to be calculated
by applying a lease interest rate or; alternatively,

significantly by IFRS 16, such as
retail, telecommunications, transport

enterprises, but also insurance and

an incremental

will be impacted

borrowing rate.
Itis important to
emphasise that
lease liability

o o measurement
nlng’ OIl and gas should include
an estimation of

the lease term

ice providers

ment if a significant change in circumstances

and its reassess-

occurs. Lease components are to be separated
from non-lease components, unless an entity
treats the whole contract as a lease, which this
new standard allows.

Exemptions from the new standard include
low value assets and short-term leases, in order
to reduce the costs and complexity of IFRS 16
implementation.

Some industries will be impacted significantly
by IFRS 16, such as retail, telecommunications,
transport and logistics, mining, oil and gas en-
terprises, but also insurance and banking service
providers. The cost of implementation could be
significant, particularly if there is no in-house

lease information system. m
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Certified Auditor, Managing Director,
Leitner Leitner

leitnerleitner

tax audit advisory

Implementation of the new
leasing standard IFRS 16
Leases will have a fundamental
impact on lessees accounting
records, while most aspects of
lessor accounting will remain
the same



CORPORATE: INTERVIEW

In the last five years Krusik
has been achieving ever better
business results and this year
will be no exception to that.
Best illustrating this success

is the fact that in 2017 Krusik
achieved the best results in

its 79-year history. Revenue

of about 100 million dollars
was generated, with profits of
around a billion dinars. Krusik
is predominantly an exporter,
with 90% of its production
having customers in more than
70 countries around the world,
the majority of which are in the
U.S.,, the Middle East and Africa

We're

tshould be noted that in the past five years
this company grew at an average annual
growth rate in turnover of 80%. Thus, rev-
enue generated in 2017 was by 8.7-times
higher compared to 2013, when a loss of a bil-
lion dinars was recorded. Krusik expects even
better results this year.

The company simultaneously managed to
overcome an inherited minus and create new
jobs. From 2014 to mid-2018, Krusik hired
1,700 new workers.

This factory is now a global player
in terms of arms exports, capable of
matching many international com-
petitors in terms of efficiency and
specificity, which is why it started
this year with contracted deals worth
240 million dollars.

“I'm satisfied with demand for
our products,” says Krusik General
Manager Mladen Petkovi¢, with
whom we discussed the plans of
the factory for the period ahead.
“Krusik works constantly on the modernisation
of existing products and invests considerable
resources in the development of new products
based on new technologies”.

One important advancement in the com-
pany's operations was the establishing of se-
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Continuing
With Good
Results

rial production of materials from the missile
programme. This programme contributed to
further strengthening Krusik's position on the
world market. “I can't complain. Our capacities
are fully engaged all the way until 2020,” says
Petkovic.

» How is the Krusik production programme
conceived?

- The military programme is the most important
for us, because we are primarily a military fac-

Alongside the mortar programme
that we've been known for to date,
we are increasingly present in the
new missile programme, which has
reinvigorated our assortment and

improved our export position

tory. At the same time, this programme is also
more profitable than the civilian one, and we
invest more proportionally in its expansion and
modernisation. In contrast to that, the civilian
programme is part of our tradition and brings
us certain profits, but - much more importantly



- it contributes to our diversification and shows
that, as a factory, we are ready and able to deal
with different production segments. I must say
that, in the case of both programmes, we care-
fully examine the needs of the market, analyse
business results and world trends, and make
decisions regarding long-term plans on the basis
of such complete information. Fortunately, my
team includes really exceptionally professional,
dedicated and responsible experts,

practical terms, this means that education is part
of our everyday life. At the same time, you also
need excellent resource management. Thanks to
the good results of the past few years, we have
created more than 1,700 new jobs, which is a
great challenge - primarily because we employ
a professional staff that is always lacking. We
are most in need of electrical and mechanical
engineers, operators of CNC machines and other

task. Itis necessary to create successors of old
tradesmen who've spent their entire working
life at Kru$ik and have valuable knowhow that
they need to convey to the new generations.

> To what extent has the introduction of
dual education helped you in finding new
personnel?

- That was really great news for us. Thanks to

and excellent industry connoisseurs
capable of anticipating market trends
and pointing us towards future direc-
tions of activity.

» How much does the military in-
dustry comply to market demands
and how flexible is it?

- There is no difference between the
civilian and military sectors when it
comes to respecting and monitoring
market demands. At the same time,
however; the military industry has its
own specificities, because it requires,
in relative terms, longer cycles of
investment and the introduction of
new products. Let me give you one
example: In 2014 we began the adap-
tation and reconstruction of existing
capacities and the construction of
new production facilities almost
from scratch, given that the planthad
suffered heavy losses in the NATO
bombing of 1999. We invested 9.4
million euros in the construction
of a production facility for rocket
engine chambers, which form the
basis of our missile programme. We
simultaneously invested another 10
million euros to complete the first
phase of construction of the plant
for producing blasting caps for the
needs of the Defence Industry of
Serbia. This was a very important
project, because it substitutde for the
import of this product. In 2018 we launched a
new investment cycle worth 30 million dollars.

» How much does Krusik invest in the educa-
tion and further training of its employees?
- When you have production operations that
are as specific as ours, then you're aware of the
need to monitor world trends from day to day. In

Krusik is one of the most desirable
employers in the region, and secure
revenue isn't the only reason for that,
rather it is primarily good relations
within the collective, the possibility
to improve through training,
advancement and the fostering of a
team spirit in the company

related profiles. We work constantly on their
professionalisation, education and training. This
is nothing to marvel about, because the speed
of technological change in the military industry
is either same or faster than it is in other areas.

We are focused in particular on rejuvenating
our staff with younger personnel, especially
engineers and tradesmen. That's not an easy
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cooperation with the Technical School in Valjevo,
which had not taught the educational profiles of
milling machine operators or lathe operators,

which we need, for the past 20 years. Today
we have a Business and Technical Coopera-
tion Agreement that defines practical teaching
curricula and scholarships for schoolchildren.
For the pupils and their parents, of course, the
most attractive option is the possibility for
their children to start working at Krusik after
finishing school.

» How well-disposed is today's business en-
vironment to the development of the military
industry, which is expected to become an
even bigger exporter in the coming period?
- We are very satisfied with the business
environment. On the other hand, it is up to
us - as the management - to take responsibil-
ity for leading the company, for its develop-
ment and the placement of products on the
market. Nobody else will or could do that
instead of us. m
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Lidl As An
Investor

The arrival of the first modern
discount retailer in Serbia has long
been announced, and it was confirmed
last year that consumers will be able
to shop at Lidl shops as of 2018

idl has ambitious plans for entering

the market - simultaneous openings of

between 10 and 20 supermarkets will

occur in multiple cities across Serbia,
which has been Lidl’s method of launching
operations in almost all countries. In accor-
dance with business plans, Lidl announces the
continuation of its expansion in Serbia, so the
retail network can be expected to be extended
to include cities that are not covered by the
first wave of openings.

FIRST CONFIRMATION OF

INVESTMENT’S IMPORTANCE - Logistics
Centre, engaging the construction industry
and creating new jobs

We could glean a sense of Lidl's strength
and the significance of its investments in Serbia
with the opening of the Lidl Logistics Centre
in Nova Pazova during the middle of this year.
This company has invested €55 million in the
construction of a modern Logistics centre
that fully supports Lidl’s development plans
for the supply of all future retail outlets, but
also in the administrative building located
on the same site. Alongside funds invested in
construction, Lidl Serbia has also supported
the domestic economy by engaging the local
construction industry with the inclusion of
over 50 domestic subcontractors. The project
includes domestic architectural, surveying and
contracting firms, engaging over 2,000 people
who execute works in accordance with Lidl’s
international standards.

CARE FOR EMPLOYEES

Apart from employing 180 people in the
Logistics Centre, Lidl Serbia launched a dri-
ve this spring to hire 1,000 sales personnel
throughout the country and now has 1,500
employees, including sales staff, corporate
personnel, buyers, marketing experts, accoun-
tants etc. Care for employees, particularly good
working conditions and a cordial atmosphere
are among Lidl's advantages as an employer,
because - as its representatives say - they do
not view investments in Serbia exclusively
through the scope of an investment expressed
in monetary terms, rather they emphasise that
investing in people is crucial to them.

In accordance with its unique business
processes and approach to work, Lidl’s arrival
in Serbia was preceded by deeply-em-
bedded preparations: all employees
underwent paid training in the country ™
or abroad, which was the case with
both employees of the Logistics Centre
and those who will work in Lidl stores.

LIDL AS AN INVESTOR:

¢ Logistics Centre and
Administrative building
- 55 miliona euros

¢ Active engagement of the
domestic construction industry

e More than 1,500 employees

e Investments in developing
people
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GOOD FOR THE COMMUNITY

Alongside significant investments and

a unique shopping experience, Lidl contri-
butes to society in all countries where it
operates by caring for the community, which
is also the plan for Serbia. This company’s
guiding principle is to improve towards “A
Better Tomorrow”, which is reflected in its
investments in environmental protection,
assistance to the local community, care for
products, production process and employees,
and a fair relationship with partners. Testi-
fying to the claim that Lidl nurtures such a
relationship is, among other things, the fact
that the aforementioned Logistics Centre in
Nova Pazova holds a Leed Gold (Leadership in
Energy and Environmental Design) Certificate,
which guarantees energy savings,
efficient water use, waste reduction
and the use of sustainable building
materials. For example, compared
to standard facilities with the same
format, the Logistics Centre gene-
rates energy savings amounting
to 32 per cent.

Lidl has long-term plans for Serbia and,
according to company management, they
are certain that both consumers and all their
partners will recognise that the company
nurtures responsibility, transparency and
fair relationships. The company’s goal is to
offer customers in Serbia a unique shopping
experience and the best price-quality ratio,
for which Lidl is known worldwide. m



Ready For Expansion

Inos Balkan ended 2017 with record sales and managed, despite
market challenges, to maintain the strategic placement of its group of
companies in Serbia, and is now already planning further expansion

NOS BALKAN is one of the leading companies
dealing with metal recycling in Serbia, while it
has been engaged in processing and trading in
black and non-ferrous scrap metals since 1951.

» How much has the recycling market changed
over the previous decades?
- A wide range of factors have influenced the
recycling market significantly at the national
and international levels. The liberalisation of the
Serbian market in the 1990s, the emergence of
China as a global manufacturing giant and the EU's
legislative framework on the recycling of special
streams are just a few of them.

The Serbian recycling market has attracted
well-established international organisations,
but was impacted severely by investments and

dis-investments in the country’s steel production
and metallurgical sector.

» How high are your annual capacities and
with which markets do you cooperate?

- Inos Balkan ended 2017 with a record level of
sales totalling 72,000 metric tonnes. Despite the
non-tariff export burdens introduced in May 2017
and revoked in May 2018, we managed to maintain
the strategic placement of our group of companies
in Serbia and are already planning our expansion.
Our Serbian operations are serving industrial
end-users of secondary raw materials in Serbia,
Greece, Poland, Italy and Bulgaria. Solid finances,
robust management and the high-quality of our
products will be the key factors in the success of
all our future steps. m

Your Waste Management Partner

©,

INOS-BALKAN c00

www.inoshalkan.com



Improve The Inspection

President of the Anti-Illicit Trade Committee of the Foreign Investors Council
(British American Tobacco SEE d.0.0)

A key problem in combatting the grey economy is the treatment of misconduct and criminal
charges in the area of illicit trade by the prosecution and the courts, i.e. ineffective processing

and excessively mild punishment policies

he grey economy impacts negatively on the entire society, the
economy and the state budget, thus creating unequal busi-
ness conditions on the market and aggravating the overall
investment environment.

It is impossible to eradicate the grey economy and illicit trade
through the use of ad hoc measures, rather the resolving of these
problems must be approached systematically. This implies a strategy
that includes the coordinated work of state services, as well as coop-
eration with responsible businesses that have resources, knowledge
and experience from other markets.

The fact that the Serbian govern-
ment proclaimed 2017 and 2018 as
years dedicated to fighting the grey
economy is a positive factor that em-
phasises the prioritised character of
this domain for Serbia.

On the whole, the consistent imple-
mentation of the National Programme
for the Suppression of the Grey Economy

and the Action Plan for its implementa-
tion have in the previous period represented a serious shift towards
the systematic suppression of illicit trade.

Higher volumes of illicit trade have been included in the category
of criminal acts, as referred to in the Law on Organisation and Jurisdic-
tion of State Authorities in Combatting Organised Crime, Terrorism
and Corruption, which will also enable the appropriate specialisation
of the competent authorities and in the area of illicit trade.

A key problem in combatting the grey economy is the treatment
of misconduct and criminal charges in the area of illicit trade by the
prosecution and the courts, i.e. ineffective processing and excessively
mild punishment policies discourage the competent authorities re-
sponsible for suppressingillicit trade on the ground, and additionally

stimulates offenders due to the absence of a higher level of risk for
dealing with this type of illegal activity.

The Law on Inspection Oversight is still not fully implemented, as
there is still no harmonisation of sector-specific laws with an umbrella
law, despite the envisaged deadlines have long since expired. This
prevents the full utilisation of the potential of the law to suppress
the grey economy.

Due to all of the aforementioned, in the period ahead it is essen-
tial that there be a comprehensive improvement of the inspection
oversight system, as well as a number of operational measures - from
harmonising the number of inspectors
with the identified needs and ensuring
their professional development, the
coordination of the work of inspections
and other state bodies with courts, with
the provision of lacking equipment
and funds for the work of inspections,
improvement of the coordination of the
work of the Customs Administration,

inspection bodies etc. Moreover, it is
also essential to fully implement integrated border crossing controls
among all competent authorities, with the goal of preventing illegal
imports of goods into the territory of Serbia and their further distribu-
tion through grey channels.

In the period ahead, the Anti-llicit Trade Committee of the Foreign
Investors Council will remain fully committed to consistent implemen-
tation of the National Programme for Combatting the Grey Economy,
by supporting effective cooperation between representatives of the
economy and the state authorities responsible for anti-illicit trade
activities, as well as by continuously raising awareness about the
importance of the role of all stakeholders in the process of eradicating
the grey economy at the national and regional levels.
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TI Invests $7 Million

n Production In Senta

With the new packaging line,
the factory in Senta will have
modernised machinery and
inovations in the production
programme

The largest Japanese investor in
Serbia, Japan Tobacco International
(JTI), has launched a new production
line at its plant in Senta as part of a $7
million investment cycle.

The new line was officially launched
by Deputy Prime Minister and Minister of
Trade, Tourism and Telecommunications
Rasim Ljaji¢, President of the Assembly of
AP Vojvodina Istvan Pasztor, Ambassador
of Japan to the Republic of Serbia H.E.
Junichi Maruyama, and Yasutake Tango,
president of the JT Group, who travelled
from Japan for the occasion.

Istvan Pasztor, Rasim Ljaji¢, Ambassador Maruyama aﬁd Mr Tango - official launch of production line

apan Tobacco International (JTI)
launched a new production line at
its Senta plant in late August, as part
of a $7m investment cycle. The new
JTlinvestment in Senta, together with a new
production line for packaging, also includes
further modernisation of machinery in the
plant and product innovation. The JTI fac-
tory in Senta is the most successful of the 27
factories that the company runs all over the
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world. The privatisation of Tobacco Industry
Senta is one of the most successful examples
of privatisation in Serbia, having brought
growth in employment and the volume of
business and exports.

Recognising the importance of the fight
against the illicit tobacco trade, to which the
state loses €300m a year, the Government of
Serbia is striving to reduce the scope of the
grey economy in this sector of industry. m

Serbian President Aleksandar Vuci¢
received a JTI delegation headed by Ya-
sutake Tango, president of the JT Group.
President Vuci¢ thanked the representa-
tives of the largest Japanese investor in
Serbia for launching a new production
line at the factory in Senta, reflecting
the continuous development of business
and the modernisation of production in
our country.

Yasutake Tango thanked the president
for his support and efforts to create a sta-
ble business environment, and promised
that he would praise Serbia to potential
new Japanese investors.
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Aleksic & Associates is one of
the fastest-growing law firms
in Serbia. Its clients range
from financial institutions,
commercial banks and
insurance companies to major
corporate and institutional
clients. With over 197 legal
and economic professionals,
the company provides 24/7
services to its clients
operating in SEE

We Strive

To Instantly

Accommodate
Our Clients’ Needs

leksi¢ & Associates is certainly a well-

known law office. We spoke with soli-

citor Ivana Mara$ about the services

that Aleksi¢ & Associates provides to
its business clients.

» What do you see as the advan-
tages of your law office?
- Aleksi¢ & Associates is one of the
fastest-growing law firms in Serbia.
Unlike the majority of our compe-
titors, which are primarily based
in Belgrade, we are headquartered
in Novi Sad, the capital of Serbia's
northern province of Vojvodina, the
richest and the most active region in Serbia in
terms of direct foreign investment. Our clients
range from financial institutions, commercial
banks and insurance companies, to major cor-
porate and institutional clients.

Although we launched our operations over
25 years ago, as a civil law firm, the rising in-
terest of investors in this region over the last
20 years has compelled us to focus entirely on
corporate law and banking, as our main area
of practise. We have since built a business
comprising over 197 legal and economic pro-
fessionals that provide 24/7 services to clients
operating in Southeast Europe (SEE). We have
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built this capacity with the idea of being able
to instantly accommodate our clients’ needs.
We are dedicated to training and educating
our experts and have developed a special
mentoring programme, as we believe that
makes the crucial difference for our clients.

Large interest among Chinese,
Japanese, UAE, Turkish and other
investors has created various
investment trends that we try to
accommodate through our services

» When it comes to consulting services,

what causes the most confusion among
foreign investors?
- Foreign investors have the most dilemmas in
areas relating to public-private partnership and
concessions, investments in energy and infra-
structure facilities, the process of establishing
and managing companies, corporate mergers
and acquisitions, followed by the privatisation
of large state-owned enterprises, tax law and
customs, also including the optimisation of tax
liabilities and reduction of tax risks etc.

» In your opinion, why do international



businesses choose to invest in our country
and which practises do you see growing in
the next 12 months?

- Many international businesses are choosing
Serbia, and Vojvodina in particular, as their
investment destination because of recent po-
sitive signals in terms of political stability and
improvement in economic environment. In
recent years we've seen major state and foreign
investments in the infrastructure and energy
sectors in Serbia and SEE. The Government of
Serbia has also placed an emphasis on the digi-
tal transformation process, as one of its major
strategic economic development goals over the
next several years, therefore we expect to see
more investors coming from the IT sector. Large
interest among Chinese, Japanese, UAE, Turkish
and other investors has also created various
investment trends that we try to accommodate
through our services, ranging from manufactu-
ring, pharmaceuticals and financial services, to
agriculture and the hospitality business.

The Serbian banking sector is currently
undergoing consolidation, which means that
we have seen some major merger and acquisi-
tion activity in the last year. In that regard, we
see more inquiries coming into our banking &
finance practise (due diligence investigations,
NPL transactions etc.), which was - apart from
our dispute resolution practise - among our
mostactive areas of practise over last 12 months.
» What are the advantages of
domesticlaw firms in representing
foreign companies, compared to
international law firms that also
operate here?

- Foreign lawyers, or “international
law firms”, are able to operate in
Serbia in accordance with the con-
ditions prescribed by the domestic
Law on Advocacy, after having previously
been entered in the registry of attorneys. A
foreign solicitor of a foreign citizen, enrolled
in register A of the registry of attorneys, is
limited to providing verbal and written legal
advice and opinions that relate to the appli-
cation of the laws of his country of origin
and international law. A foreign solicitor of a
foreign citizen registered in register B of the
registry of attorneys is equal to the service of
a domestic lawyer, though in the three-year
period from the date of registration they can
only operate in the Republic of Serbia with a

o —— g --.:..-

Our legal teams are able to
effectively implement the process of
collecting large corporate debtors’
claims in complicated bankruptcies

and in reorganisation and
restructuring procedures

domestic lawyer. In addition to these noted
administrative constraints, an additional major
advantage of domestic law firms in representing
foreign companies is reflected in their better
familiarisation with the regulations of the
Republic of Serbia, particularly the practise of
domestic courts and other state bodies, with
considerably lower costs of representation.

» What does Aleksi¢ & Associates offer clients
and how have you helped clients specifically?
- We offer our clients comprehensive legal
services in all phases of their business ende-
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avours. For the past several
years we've been involved in
a number of NPL deals, whi-
ch have required a complex
approach to this type of tran-
saction, especially in terms of
collection and enforcement
procedures, which remains
one of the main challenges for
investors in the Serbian NPL
market. The very procedure
of collecting claims, as well as
the enforcement procedure,
and especially the bankrup-
tcy procedure, are extremely
specific and complex in Serbia,
and we have built our internal
capacities and reputation on
that fact that we can serve our
clients efficiently in that re-
gard. This is reflected in succe-
ssful collections of receivables
for banks and other corporate
clients. Our legal teams are
able to effectively implement
the process of collecting large
corporate debtors’ claims in
complicated bankruptcies and
in reorganisation and restru-
cturing procedures.

» What do you think is the
most important factor for clients; and where
do you see the firm in the future?

- Business savvy advice is mandatory in a
contemporary legal practise. You have to truly
understand your clients’ industry and business
direction in order give them good quality advice.
Our approach is preventative and proactive,
which certainly gives our clients a sense of
stability. This means that we try to anticipate
their legal risks and choose the most efficient
legal path to our clients achieving their desired
business goals.

As a firm in a transition country that's pre-
paring for EU membership, we are conscious
of what this change would mean, both in terms
of the economic environment and the legal
profession. We are therefore building up our
internal capacities, both in terms of requests
that we expect to see from clients and new
standards that European law firms will bring
upon entering this market once Serbia becomes
a member state. m



Harmonising Regulations For

President of the Food & Agriculture Committee of the Foreign Investors
Council (Nestlé Adriatic S d.0.0.)

Amendments to the Law on Food Safety should remove barriers to foreign trade and ease exports to the
European market, thereby increasing the food sector’s competitiveness

he agriculture sector, and primarily the food industry,

represent an opportunity for Serbia’s development, and

it should be expected that legislation governing this area

be regulated in order to maximally utilise the potential
of agriculture and the food sector. However, we’ve been waiting
for years for the Law on Food Safety to be amended, so we can
conclude that progress can only be expected. Alongside harmonisa-
tion, itis also important to ensure clear application. The Ministry
of Health has published its ordinance in the field of nutritional and
health declarations, additives, flavourings and enzymes. Certain
inconsistencies were observed quickly after the publication of
the ordinance on declarations, so we

expect amendments to be made soon.
The guide published recently by the
Ministry of Agriculture, following the
entry into force of the Ordinance on
Food Declarations, which is harmo-
nised with the European Union, is one
of the ways to harmonise applications
in practise.Serbia is expected, within
the scope of the opening of Chapter
XII, to submit an Action Plan with
concrete deadlines for the transposing, implementing and ap-
plying of the EU Acquis in the field of food safety and veterinary
and phytosanitary policies. According to information available
to our Committee, this is planned to happen this coming autumn,
and we are very much looking forward to the implementation of
this action plan.

The harmonisation of regulations is extremely important to
the economy, as it will ensure the greater safety of food, enable the
removal of barriers to foreign trade and ease exports to European
markets. [t will also contribute to increasing the food sector’s level

of competitiveness. It is of course necessary to start from the Law
on Food Safety, in order to remove all deficiencies demonstrated
in previous years, but primarily to harmonise it with the European
law. The Law on Plant Protection Products is among the priorities
and will provide the conditions for their controlled use.

Bylaws governing the areas of contaminants in food, pharmaco-
logically active substances in food of animal origin, food for infants
and young children, new food and nutrition-rich foods are just a few
of those that I would single out as priorities.

Avery positive example is the formation of the National Coordi-
nation Body for Facilitating Trade, within which the Expert Working

Group on Agriculture, Sanitary and

Phytosanitary Measures was formed.
Itis positive that the state has recog-
nised this problem and included all
relevant and interested parties able
to contribute to resolving existing
issues and simplifying administrative
procedures. I represent the FIC Food
& Agriculture Committee as a member
of this working group. The role of
the Council and our Committee is to
present to the working group the actual issues faced by producers
and importers when trading in agricultural and food products. On
the other hand, we also have the role of providing specific recom-
mendations and initiatives for applicable solutions that do not ex-
cessively overburden the economy, whilst simultaneously ensuring
a high level of protection for the population. When it comes to the
adopting of technical regulations, FIC members can - with their
knowhow and experience - provide significant contributions in
specific areas to ensure that their adoption and application does
not create unnecessary barriers to trade.
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Continuing Reforms

President of the Human Resources Committee of the Foreign Investors Council
(Karanovic & Nikoli¢ o.a.d.)

Serbia has huge potential in the field of human resources, but it lacks the legal framework that
would support this exceptional chance and contribute to fully utilising the potential of this market

n managing the FIC's goals aimed at improving the overall business

environment in Serbia, the Council's HR Committee actively moni-

tors and analyses the legal framework in the field of labour and

employment, presenting its own proposals for its improvement.
As a topic of great importance, both to the business community and
to citizens in general, this is one of the FIC's key priorities.

The HR Committee has achieved great success in its activities to
date, and it considers that the greatest advance in regulations were
the 2014 amendments to the Labour Law, which responded to about
65% of recommendations contained in the White Book. There is,
however, continuing room for progress,
while in the past three years we have
reached a standstill in reforms. The
Council fully understands the sensitivity
of this regulatory area, but considers
that Serbia should continue the com-

menced labour market reforms in order
to increase the number of new jobs
created and the country's competitive-
ness on the global market.

The priority on this front should
be to modernise regulations, introduce
digitisation and ensure that all market
participants comply with regulations.
So, for example, the Labour Law still
contains unpopular solutions that en-
visage a very complex structure of
earnings, which often complicates the ability to project business costs
and imposes a number of administrative obligations on employers,
without creating real value for employees. It envisages a mechanism
for calculating additional earnings that leads to absurd solutions
whereby employees receive higher incomes during absences from

work than during periods of regular work, while the burden of such
a legal solution lies with companies that have the practise of paying
bonuses or rewarding employees in other ways. This demands an ur-
gent amendment to regulations in a way that will support this practise
of employers, instead of the existing solution that destimulates. Also
essential are amendments to regulations aimed at harmonising with
modern digitisation processes, primarily when it comes to records in
the field of labour, as well as introducing the possibility of more flexible
and less formal communication between employers and employees.
By bringing together companies that are among the best employers
on our market, who comply with regula-
tions, regularly settle all of their obliga-
tions, offer excellent working conditions
and invest in their employees, mem-
bers of the Council decisively oppose
all forms of the grey economy, which
create unequal business conditions
and disrupt the rights of employees.
As such, they insist on strict supervi-
sion over the application of laws and
the creation of an efficient system of
labour inspections.
The Committee's members are
united in their view that Serbia has
great potential in the field of human
resources, but that it lacks the legal
framework that will support this ex-
ceptional chance and contribute to the fully utilising the potential
of this market.

A precondition for the creation of new jobs is the creation of a
good and predictable business climate and an efficient administra-
tive framework in which companies can expand their operations.
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CORPORATE: INTERVIEW

LJUBISA KUKURIC

Head of Representative Office for Serhia and
Montenegro, Sandoz Pharmaceuticals d.d.

Our open intent is to become
a serious partner to the
Health Insurance Fund

and thus contribute to its
competitiveness and to
consequent financial savings.
Of course, this scenario
requires having someone

to talk to in the responsible
institutions, yet despite
indications of more rapid and
responsible operations they
are not doing enough

ccess To Medicines

till Slow For
erbian Citizens

hrough the use of the latest technologies,

Sandoz has become a world leader in the

domain of pharmaceuticals, particularly
in penicillin-based products.

> How does one succeed in one of the most
competitive areas on the global market?

- Primarily through perseverance and quality, but
also through courageous decisions, and there were
many such decisions made during the just over
130 years of Sandoz history. The results of this are
enjoyed not only by Sandoz, but a good portion of
the pharmaceutical industry. You see,
the company has arather unique herit-
age of successful innovative projects
on the pharmaceutical scene, rightly
earning it the title of a leading generic
company in several therapeutic areas.
It would be enough to say that the
first oral penicillin was synthesized
in our laboratories as early as 1951,
and that Sandoz is still the only fully
integrated manufacturer of penicillin -~
in Europe with over 70% share of the dominant
generic antibiotics market. A no less important
achievement in the field of biotechnology from
the nineteen-eighties is the manufacture of the
firstinterferon alpha - another proof that Sandoz
has moved far beyond widespread stereotypes
that present the generic industry as replicators
of existing products. Furthermore, the launch
of the first biosimilar medicine in Europe, the
growth hormone in 2006, further confirmed the
visionary approach of Sandoz to understanding
therapeutic trends and paved the way for what
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may be the most important segment of contem-
porary pharmacotherapy.

» You have noted that your product range
adds value to the healthcare system through
various support services and added-value
medicines. What would you highlight as the
most innovative element?

- There are many ways that we are building our
reputation as a company that takes care of its
business environment and endeavours to comply
with its main role in a truly socially beneficial way.

Although our market share in Serbia
is increasing, it is still lagging behind
European countries, just as the
development level of the Serbian
market is lagging behind European

trends in many aspects

This primarily involves educational activities that
are gaining more and more followers each day.
Well-chosen topics that are the focus of both the
medical and the pharmaceutical branches, and the
opportunity for exchanging experience between
seminar participants and renowned lecturers
from nearly all areas have been proven to attract
the undivided attention of audiences, thus prov-
ing that professionals frequently have no one to
talk to regarding the numerous issues they face,
but also that the health of their patients is still
the ultimate raison d’étre of their professional



existence. We believe that these well-received
professional events organised by Sandoz represent
the best proof that the frequent rumours about
compromised professionals simply are not true,
or atleastare not true for those pharmacists and
doctors our company is in contact with.

With the by now customary participation
of Sandoz as a socially responsible company in
numerous activities contributing to the improve-
ment of the health of Serbian citizens and its
enviable range of products whose quality and
tradition best contribute to the reputation of the
company, I still believe that the described

the creation of a better business environment
and to the improvement of the public health of
citizens of Serbia. If national regulatory standards
remain unharmonised with European ones, and
ifthe Medicines and Medical Devices Agency fails
to comply with the legal deadlines for adopting
those decisions for which it is responsible, if the
state continues with the practice of establishing
the price of medicines three times, if medicines
make their way onto the Refunds List of the
National Health Insurance Fund slowly and with
difficulties, or if you are still terrified of exchange

tinuous supply on the market and slower access
to new medicines are among the main factors
contributing adversely to the health of the nation
and reflected in a significantly higher mortality
rate and significantly shorter life expectancy for
citizens of Serbia in comparison with European
Union countries.

Although our market share in Serbia is
increasing, it is still behind the company’s
market share in most European countries, just
as the development level of the Serbian market
is lagging behind European trends in many

“innovative way” in which we are building
relationships with our partners needs to
be emphasized as a special characteristic
we are proud of and will not give up easily.

» Approximately 520 million patients
used your products worldwide in 2015.
What s the percentage of your presence
in the Serbian market and is the latest
generation of your medicines available
to our people?

- Our company is a leading global generic
company, and this sizable patient popula-
tion reached by Sandoz products is the best
indicator of both the trust people have in
the products we are distributing worldwide
and the reputation of the company built on
efforts to make helping others the primary
motive for our social engagement.

The goals of Sandoz in Serbia are no
different from our global ones, and our
open intent is to become a serious part-
ner to the Health Insurance Fund, thus
contributing to the competitiveness and
consequent financial savings that rightly

A Movartis
Cevsain

place the generic industry among the largest
generators of speed and scope of introduc-
ing innovative therapies to all markets,
including ours. On the other hand, to close
this highly efficient circle in the best pos-
sible way, every expiry of a patent for an
innovative medicine should be readily met
with existing generic parallels that make
any further use of expensive innovative
products obsolete.

Of course, this scenario would require
having someone to talk to in the competent
institutions. However, despite indications
towards more rapid and responsible business
operations visible lately, these institutions are still
failing, in the majority of issues, to contribute to

Slower access to new medicines

is among the main factors adversely

affecting the health of the nation
and having a significant impact

on the mortality rate and a shorter

life expectancy for citizens
of Serbia compared to European
Union countries

rates that could overturn your business results
overnight, it is no surprise that the lack of con-
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respects. The well-known phrase that
what you do speaks far louder than what
you say should be the credo of both the
pharmaceutical industry and the ministry,
so that their joint efforts can achieve more
for the benefit of those who need this help
the most. However, [ am certain that the
truly unique positioning and certainly
selfless readines of Sandoz to contribute to
more efficient and accessible treatments,
along with the expected optimisation of the
activities of state institutions, represent
a sufficient pledge for a better and more
certain future that the citizens of Serbia have
been deserving for a long time. m



With The Right Partner To

President of the Infrastructure & Industrialisation Committee of the Foreign Investors
Council (Petriki¢ and Partneri a.0.d., in cooperation with CMS Reich-Rohrwig Hainz)

The public sector often lacks the expertise required to independently prepare and implement
projects, which can be compensated for via the further encouraging of the development of

public-private partnerships

nfrastructure investment rightly remains at the top of the agenda

of the Government of the Republic of Serbia, given that much still

remains to be done in this field to stimulate economic growth.

Some key sectors of industry leg seriously behind as a result of
lacking, obsolete and faulty infrastructure. The inadequacy of the
transport network seriously limits the interconnectivity of producers
and consumers with regional and global markets, while inefficiency in
the supply of energy products not only reduces production capacities,
but rather also undermines the attrac-
tiveness of the country when it comes
to capital investments.

The results of the country’s existing
efforts to improve infrastructure are
evident, but some of the mostimportant
projects still haven't been completed,
as is the case with Corridor 10. Fur-
thermore, it is essential to intensify the
construction of electric vehicle charg-
ing stations on corridors 10 and 11, as
well as on other more important roads
throughout the country, in order to avoid reducing the strategic and
economic importance of these roads. Tangible shifts have been made
in the air transport sector, where - thanks to the concession granted
for Belgrade Nikola Tesla Airport - it can be realistically expected that,
besides improved revenue for the country itself, there will also be an
improvement in operations and increases in the number of passen-
gers. Likewise, agreement has been reached on the financing of the
Belgrade-Budapest railway, the further reconstruction of railtracks has
been planned and a new Law on Railways has been adopted, which
should lead to the improvement of rail transport services in the period
ahead. Several public-private partnership projects have also been

implemented, mainly in the fields of energy and road infrastructure,
while several important infrastructure projects are currently being
implemented on the basis of concluded bilateral interstate agreements.

It can be expected that these investments will ultimately have
a positive impact on reducing operating costs in Serbia, as well as
improving Serbia’s overall attractiveness as an export destination.
However, in order for this to actually be realised it is first necessary
to ensure the full functioning of institutions on the basis of expertise,
adherence to agreed deadlines, the
harmonising of dynamics and project
implementation budgeting, as well
as - specifically - the competitiveness
of the actual process of selecting state
partners in projects.

In this sense, it is vital to enable the
further development of public-private
partnerships, given that the public sec-
tor most commonly lacks the expertise,
resources and other capacities required
for the independent preparation and
implementation of projects. An additional advantage of this model lies
in the competitiveness of the process of selecting project partners,
which simultaneously ensures the efficiency of project implementa-
tion, and in that respect this model is proving superior compared to
arrangements based on interstate agreements.

Finally, in order to create the necessary preconditions for gradual
transition to a technology-based economy; it is necessary to introduce
tax breaks and transparent legal rules for financing start-up com-
panies, implement full digitisation in the public services sector and
further stimulate research and development in the field of electronic
communications and operations.
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Continue Harmonisation With

President of the Leasing & Insurance Committee of the Foreign
Investors Council (Generali Osiguranje Srbija a.d.o.)

The stance of Serbia’s central bank regarding its consideration of reducing the capital required to conduct
real estate leasing activities is encouraging and will enable financial leasing to become a driver of the real

estate sector's development

uch has been done when it comes to the harmonising of our

regulations with the EU Acquis. The adoption of regulations

governing insurance operations in Serbia in late 2014 and

the first half of 2015 created the preconditions to make a
significant shift in the insurance sector approaching this sector’s level
of development in the European Union, and that was done to ensure
a level of protection of users of insurance services in Serbia that will
equate to the protection of users in the European Union. Previous EU
regulations applied the so-called Solvency 1 framework, which focused
more on the level of capital and amount of technical reserves. The EU
has now moved on to the so-called Sol-

vency 2 framework, which the National
Bank of Serbia (NBS) has decided to
introduce gradually. This framework
encompasses four key functions: risk
management, internal control systems,
internal audits and an actuarial function,
as well as personal risk assessment.
We are now in the second phase of
harmonisation, which implies assess-
ments of the level of readiness of the
insurance sector for the new Solvency 2
framework and assessments of the effect
of the harmonisation of insurance companies with new regulations
adopted by the NBS. It can be said that we are still along way from the
third and final phase, which is the complete harmonisation of insur-
ance operations in Serbia with rules applied in the European Union.

When it comes to financial leasing, it is common knowledge that the
level of required capital for leasing companies to deal with real estate
leasing, amounting to €5 million, is extremely high. This represents a
major obstacle to financial leasing becoming the main driver of the real
estate sector’s development. The high level of capital required by other

financial institutions (banks, insurance companies or pension funds)
is aligned with the intention of providing security in the management
of clients’ funds, while - in contrast to these businesses - leasing
companies manage their own funds and are not depository institu-
tions; they invest their own capital and the entire risk of operations
is carried by the founder of the leasing company. Meetings organised
by USAID saw representatives of the ALCS and the NBS conclude that
the aforementioned legal amendment aimed at reducing the required
capital makes sense and will therefore be support by the NBS. As such,
there are indications that the NBS will finally initiate the procedure

for adopting this law and enable easier

financial leasing operations.

When it comes to the insurance
sector, [ consider it as being most im-
portant to start working on a separate
law governing insurance contracts.
Specifically, the provisions of the Law
on Obligatory Relations that Regulate
Insurance Contracts have certain short-
comings that have been demonstrated in
practise during the past 39 years - pri-
marily in relation to liability insurance
that is governed by only one article.
Furthermore, altered social circumstances, technological changes and
modern supranational regulations (EU) require some amendments
be made to the provisions of that law. A large number of EU member
states resolved these issues with the adoption of a special law on
insurance contracts, thereby enabling the modernisation of the legal
framework of the insurance contract. It is for this reason that the FIC
is willing to contribute actively to provide an active contribution with
commentary on this draft law, which would then be presented to the
expert public for consideration.
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Achieving Good Regulations In

President of the Legal Committee of the Foreign
Investors Council (Societe Generale Banka Srhija)

The proponents of new laws and regulatory amendments should listen to the ideas, proposals and
demands of the market, as that is the only way to achieve a proper overview of the best solutions and

ensure good practical application

he first requirement set by market participants, including the

Foreign Investors Council, regarding the legal environment is

certainly the stability and the durability of the legal framework.

In practical terms, this means that the “rules of the game” on
the market, which are shaped in certain legal norms, must be known
and predictable for all market participants. Furthermore, regulations
must be clear or unambiguous in terms of the contents of the norms
that comprise them. This enables all market participants to properly
plan their operations. Frequent amendments to laws always have an
adverse impact on the stability of the
legal framework. Moreover, the adop-
tion of new regulations and amend-
ments to existing one must be preceded
by a public debate. In this regard, it is
important that the proponents of new
regulations - most commonly ministries
- should listen to the ideas, proposals
and demands of the market regarding
the amending of individual regulations,
all with the end goal of improving the
legal environment over the long term. A
good example of this is the Ministry of
Justice, which recognised the FIC’s long-standing initiative to improve
the system for the enforcement of civil law and provided the Council
with the opportunity to participate in the Working Group to amend the
Law on Enforcement and Security and thus directly relate members’
recommendations and comments related to amendments to this law.
The FIC welcomes this practise and calls on all other proponents of
new or amended regulations to involve the Council directly in the
process of drafting regulations, as that provides for a proper overview
of the best solutions that will be practically sustainable in application.

When it comes to advancing the rule of law, we are actually referring
to improvements to the legal regulations that impact on that, including
every individual amendment to regulations brought by the legislator.
In terms of the recommendations included in last year’s White Book,
it is also important to note that on issues singled out as priorities by
the FIC Legal Committee, such as bankruptcy legislation and foreign
exchange operations, we should develop high expectations that we
will succeed, in dialogue with Government representatives, to set clear
guidelines for amending these laws, and all of that in accordance with
the comments and suggestions already
provided by the FIC.

The priorities of the FIC Legal Com-
mittee are confirmed in the two-year
programme adopted at the committee’s
session. The Legal Committee was given
the opportunity to represent the stances
of the Council in several working groups,
such as working groups for amending
the civil procedure code, the Law on
Enforcement and Security and the Law
on the Protection of Competition. Com-
bined, along with the initiative to amend
the Law on Bankruptcy and the Law on Foreign Exchange Operations,
these represent the short-term and medium-term priorities of the
Legal Committee. In addition to the aforementioned, and in parallel
with these activities, the FIC Legal Committee will continue to monitor,
analyse and propose regulatory changes that are relevant to members.

Ultimately, merely adopting a specific regulation is not an end in
itself, which is why the Legal Committee will continue in future to care-
fully analyse whether regulations are adequately applied in practice
and will clearly indicate when that is not the case.
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Cadastre In

President of the Real-Estate Committee of the Foreign Investors
Council (Bojovic Draskovic Popovic & Partners)

The FIC Real-Estate committee will continue to deal with the reform of

the cadastre and its digitisation

he new Law on Registration Procedure in Real Estate Cadastre
(Official Gazette of the Republic of Serbia, No.41/18) came
into force on 8 June 2018.

This law regulates procedures for registering real estate,
rights, pre-registrations and records that relate to real estate. The
law has the ambitious aim of increasing the efficiency and timeliness
of the real estate cadastre, as well as simplifying and accelerating
the procedure for registering rights.

The greatest new introduction is
that applicants will no longer need to
physically visit real estate cadastre ser-
vices, with requests instead submitted
in the form of an electronic document,
via an electronic counter. Furthermore,
it is also prescribed that registration
procedures in the real estate cadastre
be initiated and conducted ex officio by
notaries, public enforcement officers,
courts and other state bodies, on the
basis of the documents composed or
adopted, though without excluding
the possibility of procedures being
initiated at the request of the applicant in certain cases.

Cadastre officials will no longer check the legality of public docu-
ments formalised by notaries that form the basis of applications
for registration, which implies the much greater efficiency of the
actual registration procedure, while deadlines for cadastral entries
have been reduced to five working days (with the exception of more
complex individual procedures where the 15-day deadline has been
maintained). Solutions will be issued in electronic form and deliv-
ered electronically to applicants, while delivery will be proven via

the electronic confirmation of the receipt of the document (invoice).

Our committee will closely monitor the implementation of this
Law and the gradual transition from written to electronic operations
within the cadastre.

When it comes to construction, the latest World Bank data ranks
Serbia 10" when it comes to the issuance of construction permits,
which represents an exceptional leap compared to the ranking of
152" that Serbia had just two years
ago. Judging by official statistical
data, an undeniable increase has
been noted in the number of building
permits issued since the introduction
of the unified procedure. However,
investors continue to assess that
communication should be improved
with the bodies responsible for is-
suing acts in the unified procedure.

Problems related to the conver-
sion of user rights to ownership rights
unfortunately remain the same as in
previous years. A large number of con-
version procedures have been halted,
with the main reason being the continuing controversial provisions
of the law that governs conversion with charges, which envisage
that conversion procedures must be halted until the concluding of
restitution procedures with regard to the real estate in question,
even in cases when it is not legally possible to restore the natural
form of a given property.

The FIC Real-Estate Committee will continue to monitor the regu-
latory activities of state bodies and provide recommendations aimed
atimproving regulations in the construction and real estate domain.
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Through Dialogue To More

President of the Taxation Committee of the Foreign
Investors Council (PricewaterhouseCoopers d.0.0)

The Taxation Committee of the Foreign Investors Council has identified five priority tax
problems in the previous period that are important for the entire business community and

which, if resolved, could quickly yield visible results

heissue of transparency in changing tax regulations, the reform

of rules governing tax depreciation, the fair value of assets,

tax on deductions on services, tax crimes and the treatment

of “team building” activities are issues for all participants in
the business sector.

A lack of transparency and public debate in the area of changes to
tax legislation has been among the significant problems in the field of
taxation that have been highlighted for years by the Foreign Investors
Council. Certain progress has been achieved in the previous year, with
the Ministry of Finance having submit-
ted several draft regulations for public
debate and the Council being able to
conducta constructive dialogue with the
Ministry of Finance on importantissues
- VAT, property tax and fees for the use
of public goods. On the other hand, there
was a lack of discussion on some other
important issues, such as amendments
to the Law on Tax of Profit. We expect
that constructive dialogue to continue in
the future, and that the process will be
additionally improved through the timely

and comprehensive submission of draft regulations for public insight.
There has been no significant progress in relation to other recom-
mendations of the Council in the taxation domain. Positive changes that
could be highlighted include the reduction in the volume of services
that are subject to tax deductions on the income of non-residents,
coming into force as of 1 April this year, and changes to the rules on
tax depreciation for intangible assets. The scope of these changes is
extremely limited, and most of the problems related to tax regulations
and their application that are faced by businesses still remain unresolved.

Despite this, we expect the dialogue to intensify in the coming
period with the new finance minister and his team, and to yield
tangible results.

As one of the strategic priorities of the Government of the
Republic of Serbia, 2016 saw the launch of the transformation of
the Tax Administration into a modern organisation that is more
efficient in collecting taxes and implementing tax discipline, and
which provides higher quality services to taxpayers. Efforts to date
have focused on organisational changes, reducing the number of
branches and representative offices,
and increasing the efficiency of work.
The Foreign Investors Council supports
efforts to improve the work of the
Tax Administration and all positive
changes carried out thus far. However,
itis still necessary for alot to be done.
We consider the strengthening of the
Tax Administration and the Ministry
of Finance - in terms of the numbers,
qualification structure, professional
training and skills of employees, infor-

mation systems and other resources
- as being of great importance for the successful completion of the
transformation, resolving existing problems and improving the tax
system and practise.

The Working Group for the Modernisation of Tax Administration was
formed a few months ago under the auspices of the Ministry of Finance
and the World Bank, which includes a representative of the Foreign
Investors Council. We hope that this Working Group will contribute
to the fast and successful completion of the transformation process,
and we will endeavour to provide a constructive contribution to that.
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Liberalising Access To
Fixed Infrastructure Is
Key To Economic Growth

President of the Telecommunications & IT Committee
of the Foreign Investors Council (Vip Mobile d.o.0.)

We expect the state to provide clear guidelines for the joint use of existing fixed telecommunication
infrastructure, thereby freeing up this sector’s enormous development potential

ectors wth high added value, such as telecommunications and
information technology, demand extremely high investment.
These sectors are regulated to a significant extent by the state,
which is why it’s important that the state takes into account
predictability and legal certainty in the process of regulating them.
This is a basic precondition for attracting FDI and raising the overall
level of investment in Serbia. Accordingly, operators’ investments are
conditioned directly by the regulatory framework that determines the
future direction of the industry’s further development.
The electronic communications

The full implementation
of electronic solutions and

applications that exist on the

market in various spheres also
requires an appropriate legislative
framework that is capable of coping

with all challenges of the digital
environment

sector is particularly important due to
the fact that it forms the basis for the
development of modern technological
solutions that represent the founda-
tions of country’s digital economy.
Other countries’ experiences show that
the application of modern technolo-
gies, and in this regard the provision
of fixed high-speed networks, leads to
progress in all areas of the economy
and contributes to increasing produc-
tivity, automating business processes
and enabling faster and more efficient
communication. This further results in increasing competitiveness,
which encompasses the entire process and leads to the transforma-
tion of the market as a whole.

The main preconditions for development in terms of access to
infrastructure relate to measures of the state that would lead to the
advancement of the regulatory framework when it comes to building
and accessing fixed infrastructure in Serbia. It is necessary to enable
the joint use of existing infrastructure, thus ensuring its maximum
utilisation. The infrastructure currently owned by public companies

represents enormous potential. The private sector’s expectations are
that the state will suggest and adopt a specific model for its use by all
interested parties. Although certain efforts have been exerted to launch
this process and that certain activities in this regard have been launched,
we still don’t have clear guidelines on the direction in which the state
will regulate this domain.

Electronic services generally contribute to the eradication of un-
necessary bureaucracy, but the most important electronic solutions
are certainly those relating to the relationship between the state and
its citizens. In this sense, e-governance
services, such as e-government, e-health
and similar solutions, contribute in
particular to eradicating unnecessary
bureaucracy and corruption.

Our country is exerting significant
efforts to introduce and implement
electronic solutions, and today there
is virtually no branch of the economy
that doesn’t already - to some extent
- apply or work on the application of
electronic solutions. When it comes
to electronic communications, RATEL
began implementing the e-license sys-
tem in September 2017 and received great support from operators
due to bureaucracy being greatly reduced and the actual process being
simplified and accelerated. However, it should be considered that the
full implementation of electronic solutions and applications that exist
on the market in various spheres - from an entertainment character,
via product and service purchases, to those applications that relate to
state services, such as vehicle registration - also requires an appropri-
ate legislative framework that is capable of coping with all challenges
of the digital environment.
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KEY MESSAGES

Ana Brnabié, Prime Minister of the Republic of Serbia

Fov .~ Foreign Investors — An
Important Link In Our
Development Chain

AT
{,_J Pl I expect the inflow of foreign direct inves-
} tments (FDI) to continue to grow this year
and for it to total about 10% more than last
' year, which is a big and important result. We
want FDI to help in accelerating balanced
regional development, which has proven to be an excellent solution
through several examples in the interior of Serbia. The Government of
Serbia continuously implements a series of measures that impact on
improving the business environment and preparing new legal solutions
and innovations that should make the work of the public administration
more efficient and transparent, and should ease operations for enterpri-
ses. “Thus, for instance, we will introduce an innovation thanks to which
all inspectorates in the country will be able to be networked in order
to conduct controls and plan their work better and more efficiently”.

Zorana Mlha]IOVlé Ph.D., Serbian Deputy Prime

Minister and Minister of Construction, Transport and Infrastructure

Accelerating Our
Connection With Europe

With a new investment cycle that has an
estimated value of €5 billion, the sectors of
' i construction and infrastructure will continue
= ; to provide a strong contribution to GDP growth
ﬁ-_ i, and to support Serbia's ambitions to continue

B expanding its exports and to become the focal
point of connectivity between Europe and growing eastern markets. One
of the key factors in connecting the Western Balkans and the wider region
to the European Union is the construction of transport infrastructure.
Major investments in this sector simultaneously contribute strongly to
both current and future economic growth.

Branislav NEdimOVié, Serbian Minister of

Agriculture, Forestry and Water Management

We’ve Created Prerequisites
For Agriculture’s
Sustainable Development

Thanks to the progress achieved in creating
institutional preconditions for the development
ofagriculture and the food industry, the Ministry
received praise from the EU, while Serbiabecame
ready to welcome the upcoming opening of
negotiation chapters. This year was the first during which European funds
were allocated directly to Serbian producers.

Yana Mikhailova, President of the Foreign Investors Council and
CEO of Nestlé South East Market (Adriatic region, Romania and Bulgaria)

Uwi

Window Of Opportunity
For Strong Growth

Welive atan exciting juncture in which Serbia has taken
a decisive opportunity to instigate the acceleration of
economic growth - through stronger law enforcement,
tax reforms, further modernisation of the labour law
| and continuous energised work on digitalisation - and,
following successful fiscal consolidation, ensure a su-
stainable development path. “In the last 16 years, Serbia has achieved considerable
progress, becominga different state that's achieved macroeconomic stability,improved
its competitiveness and positioned itself as an attractive geographical location for
investment. However, investors’ expectations are evolving following the strategic
decision of Serbia to become an EU member. They are connected to the acceleration
of reforms needed to instigate stronger economic growth, the further development
of an investor-friendly business climate and strengthening of the rule of law”.

Sinisa Mali, Minister of Finance

= Economic Relief Stimulates
Economic Growth

The goals of the Ministry of Finance are to further
maintain fiscal stability and eliminate systemic
obstacles to economic growth. In the process of
creating measures that will ease the operations of
companies, the Ministry is particularly reliant on
useful suggestions from the economy and the busi-
ness community. Our priority in the period ahead is to preserve fiscal stability,
and to do so with the support of initiatives that should encourage growth, such
as increasing public investments and reducing the tax burden.

]0rg0vanka Tabakovi(':, Governor of
the National Bank of Serbia

Preserving Stability -
Supporting Economic Growth

“Over the past six years, the National Bank of Serbia
[NBS - Serbia’s central bank], has succeeded in se-
curing and preserving price and financial stability,
which has provided a significant contribution to the
creation of a more favourable business environment,
reduced borrowing costs and the more sustainable
acceleration of economic growth. And over the next six years we will continue
working to ensure that our results are in the interest of all equally, with the long-
term goal of ensuring a better life for citizens.” “If the focus of our work in the
first term was primarily on enduringly and painstakingly establishing the stability
that had been broken, and then on maintaining that stability, in the second term -
alongside preserving stability under conditions of constant challenges, especially
from the international environment - our priority will be to move towards all
innovations brought by the need to do business in the modern world and the
accelerated modernisation process in all fields”.
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N]E Sem Fabrici, Ambassador and Head of the Delegation
of the European Union to the Republic of Serbia
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Dimitrije Kn]eglnjlé, Vice President of the Foreign
Investors Council and CEO of Lafarge Serbia

EU Access Remains
Merit-Based

The EU's door is fully open to further accession,
which remains merit-based. It is therefore very
important that Serbia continues the reform
process, making that its number one national
priority: politically and economically, but also
in society.

Building a competitive and resilient market economy is a comprehensive
process that goes beyond purely economic reforms.

Dragana Markovié, Director of the Tax Administration
of Republic of Serbia

We Approach
Reforms Seriously

The vision of the Tax Administration is to become an
efficient taxadministration thathas available modern
integrated information systems that support busi-
ness processes and thatare simple, understandable
Ql : & and aligned with the best international practises.

' Reform of the Tax Administration is among the
priorities of the arrangement with the IMF and primarily implies changes in its
structure and working methods with the aim of raising the capacities of the Tax
Administration to more efficiently perform the tasks of determining, controlling
and collecting public revenues and uncovering perpetrators of criminal offenses
from the area of tax evasion.

Ana TOZZi, Executive Director of the Foreign Investors Council

Our Members’ Needs Oblige
Us To Improve Constantly

We are proud of everything we’ve done over the
last 15 years on the eliminating of obstacles to
doing business not only for our members, but
for domestic companies. However, there is no
resting on our laurels! Since 2002, when the
FIC was established, the business climate has
improved significantly, but our mission has not been completed.

The mission of the Foreign Investors Council is to actively promote and
develop a predictable, competitive and sustainable business climate in
Serbia through open dialogue with the state and other relevant stake-
holders. Organisation within this process has changed significantly since
the Council was founded 16 years ago, though it has remained consistent
with the FIC’s principles.

Time To
Speed Up Reforms

Alothas been done over recent years, but results
are lacking in some of the key areas: in the reform
of public enterprises and public administration,
" and in the modernisation of education, pension

and health systems. Butlet’s give the Government

time to show whether it’s ready to seriously

tackle these areas.

Did the Serbian government take seriously IMF Managing Director Christine
Lagarde’s warning that self-satisfaction with fiscal adjustment can be a curse
if it is not accompanied by structural reforms?

Mihailo ]OVﬂHOVié, Director of the Serbian Government

Office for IT and eGovernance

We're Advancing
By Seven-Mile
Steps

- The effective adoption of regulations, swift
= implementation of new electronic services and
i | p continued growth of the ICT sector in Serbia,
! which has exceeded a five per cent share of GDP,
has led to Serbia quickly being recognised in the region, but also in global
terms, as a country transformed 'overnight' by digitalisation.
According to the opinions of some, Serbia is progressing strongly in the
digital transformation process, while on the other hand, due to delays lasting
decades, we are lagging behind the e-solutions of developed countries.

Stephen Ndegwa, World Bank Country Manager for Serbia

Reforms Are
Paying Off

Serbia has demonstrated an ability to make
tough reform decisions and has benefited im-
mensely from those reforms. However, it needs
to continuously renew to perform even better.
If all the pro-market reforms are designed,
implemented and sustained, the result will be
faster growth...On the other hand, some other reforms require adjustments
and fine tuning to reflect new realities.
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Sebastian S0Sa, IMF Resident Representative in Belgrade

Py

Remaining Challenges
Must Be Addressed
With Great Vigour

With a stable macroeconomic situation, rising
employment and growing output on its side,
the Serbian Government has a great oppor-
tunity to decisively address the underlying

Dubravka Negre, Head of Regional Representation of the

European Investment Bank (EIB) for the Western Balkans

weaknesses that have been constraining the country’s output potential.
Improved macroeconomic stability and better overall results in busi-
ness activity and employment are creating a favourable environment
for policymakers to promptly implement the comprehensive structural
and institutional reform agenda and remove obstacles hindering more

robust growth of the economy.

Dragan Penezic,
President of the Anti-
[llicit Trade Committee

of the Foreign Investors
Council (British American
Tobacco SEE d.0.0)

We’re Bringing Europe
To The Balkans

Support for the development of infrastructure in the
fields of transport, energy, health, education and the
judiciary, the development of local communities and
access to sources of long-term financing for small and
medium-sized enterprises are our main goals in the
region and in Serbia. We are here to stay even when

the region’s countries join the EU. As a bank of the European Union, the European
Investment Bank (EIB) wants to provide its contribution to Euro-integration in
Serbia and the region through tangible projects aimed at improving connections
between people and goods in the countries of the Western Balkans and to enco-

urage their regional cooperation and economic development.

Dragana

Stlklé, President
of the Food &
Agriculture
Committee of the
Foreign Investors
Council (Nestlé

Adriatic S d.o.0.)

Milena Jaksi¢
Papac, President of
the Human Resources
Committee of the Foreign
Investors Council

(Karanovi¢ & Nikoli¢ o.a.d.)

Improve The Inspection
Oversight System

A key problem in combatting the grey economy is
the treatment of misconduct and criminal charges
in the area of illicit trade by the prosecution and the
courts, i.e. ineffective processing and excessively
mild punishment policies.

Porde Popovic,
President of the
Infrastructure &
Industrialisation Committee
of the Foreign Investors
Council (Petriki¢ and Partneri
a.0.d., in cooperation with
CMS Reich-Rohrwig Hainz)

—

/

Harmonising Regulations
For Greater Competitiveness

Amendments to the Law on Food Safety
should remove barriers to foreign trade and
ease exports to the European market, thereby
increasing the food sector’s competitiveness.

Dusan Lalic,
President of the
Leasing & Insurance
Committee of the
Foreign Investors
Council (Generali
Osiguranje Srbija
a.d.o.)

Continuing Reforms Is A
Prerequisite For Creating New Jobs

Serbia has huge potential in the field of human re-
sources, butitlacks the legal framework that would
support this exceptional chance and contribute to
fully utilising the potential of this market.

Mihajlo
ZinOVié, President
of the Legal Committee
of the Foreign Investors

Council (Societe
Generale Banka Srbija)

With The Right Partner To
Increased Competitiveness

The public sector often lacks the expertise required to
independently prepare and implement projects, which
can be compensated for via the further encouraging
of the development of public-private partnerships.
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Continue Harmonisation
With European Regulations

The stance of Serbia’s central bank regarding its
consideration of reducing the capital required to
conductreal estate leasing activities is encoura-
ging and will enable financial leasing to become
adriver of the real estate sector’s development.
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Achieving Good Regulations In
Dialogue With The Economy

The proponents of new laws and regulatory amen-
dments should listen to the ideas, proposals and
demands of the market, as that is the only way to
achieve a proper overview of the best solutions
and ensure good practical application.



r,-n.\ Ivan Gazdic,

i President of the

L e ":'i Real-Estate Committee
S of the Foreign Investors

Council (Bojovi¢
Draskovi¢ Popovic¢
& Partners)

P

Dragan Draca,
President of the
Taxation Committee
of the Foreign
Investors Council
(Pricewaterhouse

-Coopers d.0.0)

Cadastre In Focus

The new Law on Registration Procedure in Real
Estate Cadastre regulates procedures for registering
real estate, rights, pre-registrations and records
that relate to real estate.

The greatest new introduction is that applicants
will no longer need to physically visit real estate
cadastre services, with requests instead submitted
in the form of an electronic document, via an
electronic counter.

Through Dialogue To More
Efficient Tax Solutions

The issue of transparency in changing tax
regulations, the reform of rules governing
tax depreciation, the fair value of assets,
tax on deductions on services, tax crimes
and the treatment of “team building” acti-
vities are issues for all participants in the
business sector.

DIGITAL edition
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Marko ]OVié, President
of the Telecommunications
! & IT Committee of the Foreign
oy ‘ Investors Council (Vip
1

. Mobile d.o.0.)
Jy

f,;'r’
=

Liberalising Access To Fixed
Infrastructure Is Key To
Economic Growth

We expect the state to provide clear guidelines for the joint
use of existing fixed telecommunication infrastructure,
thereby freeing up this sector’s enormous development
potential. Sectors wth high added value, such as tele-
communications and information technology, demand
extremely high investment.

FOREIGN INVESTORS COUNCIL - PARTNER FOR GROWTH in English you
can read it na www.fic.org.rs i www.cordmagazine.com

www.cordmagazine.com
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