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Trade companies unanimous toward the Government dhe Republic of Serbia

heleromloninsectionskanaltranelenulationsysinecessaryg

Based on the survey of Serbian Association of empglers conducted among trade
companies operating in the Republic of Serbia, itsinecessary for the Government to
urgently start a fundamental reform of the inspectons and trade legislation with the
goal of reducing the operating costs of trade compges, elimination of numerous
redundant administrative procedures, increase of awmpetitiveness of domestic
producers and increase of trade turnover.

It is estimated that a number of different regulatons and administrative procedures

in the trade sector cost over 107.8 million Euroser year!

All this is ultimately paid for by the citizens atide business sector (consumers), which
attributed to the significant drop in purchasingveo since the year 2008 to date, and
significantly increased retail and wholesale prices

Reform of the inspections and regulations will reglthe difficulties of doing business
for trade companies and simplify the procedurese FBavings made by the trade
companies would enable placement of funds into ldpwmeent of different trade formats,
increase of competitiveness on the domestic markgtopening of the new workplaces.

We recommend to:

1. Form a Workgroup for reform of trade legislatiordareform of inspections by
august 2013 the latest, which would consist of espntatives of different
ministries and inspections relevant for the tradetar, representatives of small
trade companies and large retail chains that appiyent legislation in practice
and legal and economical experts in the field adfi¢rregulation.

2. It is necessary for this Workgroup to collect andalgze all problematic
regulations, aiming to keep the logical preventivaction of those regulations
and simultaneously make them simple, applicablelessl costly for the business
sector.

3. Workgroup should draft the reform of the inspecsidinat control the business of
trade companies on the principles of full transpeye efficiency (for the state as
well as the business sector) and removal of pdgmbifor corruption.

4. It is necessary to introduce simple and efficietécteonic mechanism for
complaints on the work of the inspections that wloble evaluated by the
independent commission consisting of the repreteas of the inspections,
business sector and legal and economical expetite ifield of trade.



5. The reform should also result in the strengtherohdghe educative role of the
inspections for all minor infractions caused bydmance or administrative and
technical reasons, and abandonment of the systestinmilation of inspectors for
fining businesses for formal omissions that doaguotsist a criminal offense.

A. Trade Regulation — Burden to the Trade Businesse

Current legislative framework contains numerous onsistencies, flaws, unclear
provisions and demands that are difficult or imgadssto implement in practice. Current
trade regulations represent a mixture of outdaegislation from socialist former
Yugoslavia which were not adapted to modern magkehomy and Eldcquis that was
implemented from the year 2005 onwards with thel gdaharmonisation of Serbian
legislation to the European business regulatiangheé process of harmonisation with EU
acquis Serbia did not use the possibility of adaptingstheegulations to the business
environment in Serbia. The application of suchdkgion contributed to:

1. High burdens on business operation of trade comepani
2. High retail prices of numerous products

3. Significant effect of the costs of application bese regulations on the drop of
turnover in trade

4. Bureaucratisation and redundant administrative gaapes
5. Numerous arbitrary interpretations of legislatignthe inspections

6. Inability to develop different forms of small (faly)i trade due to high costs of
business

7. Increase of informal economy

The Situation in the Trade Sector due to the Effestof the Economic Crisis
and the Poor Business Environment

According to the data of the Statistical Officetbé Republic of Serbia the retail and
wholesale turnover in 2012 was 30.4% lower thar2008, which is the highest drop
compared to the regional countries, which has aifsgtgntly lower drop of turnover
(Croatia 10.8%, Bosnia and Herzegovina 12.4%, Maciad13.2%).

In the period of 2008-2012 trade companies, togethth the catering establishments,
had highest frequency of closing and of opening besinesses. In only 4 years, almost
27% of trade companies and entrepreneurs closed.dvese formats of trade were also
the type of businesses most frequently opened gluhis period, which shows great
business insecurity in the situation of constarduotion of purchasing power and
changes to the legislation, and creates a consésatt to adapt to changing circumstances



due to the unpredictability of business environménthe year 2008 there were a total of
100,233 trade stores of different format, and teary2011 ended with 90,305 of shops,
which makes a reduction of 9,9% in only four yeakslditional difficulty for those
remaining in the “legal business” is the fact tlatumber of these shops did not
completely disappear, but transferred into informsattor, which increased disloyal
competition and caused further drop of turnovdegal business sector.

Constant reduction of turnover in retail and whalestrade and simultaneous
implementation of new regulations which introdu@aettiitional burdens to the business
operations and bureaucratic procedures has lefhatk on the number of employees in
the trade sector, which is the economy sector wiginest number of employees in the
Republic of Serbia. In 2008 wholesale and retaitlér employed 197,178 people, which
was reduced to 183,973 people in 2012, showingop df 6.7%. Pressured by the
reduced turnover, along with the simultaneous aliilgp to implement new legislation,
employers operating in the trade sector were foteedduce the number of employees as
an end measure to ensure the survival of their eoiep.

What is the Problem and What Needs to be Changed?

In the situation where the effects of global ecoionrisis, crisis of demand on the
national market and unstable business environmei8erbia are greatly felt by every
trade company in Serbia, it is necessary to pueffort into relieving the business
operations of trade companies through the reductbnnumerous redundant and
expensive regulations and procedures.

Survey conducted in February, march and April 203 Serbian Association of
Employers and CEFE Serbia (as a part of the profgwbling Environment for
Sustainable Enterprises of the International Lalforganisation) identified a number of
regulations effecting the trade sector which cobkl reformed in order to reduce
operational costs, and which currently create aisognt burden:

- Obligation of passing the ,hygienic minimum® courgexpenses of trade
companies are 6.5 million EUR in a four year peyiod

- Obligatory 2% of the employees trained in givingstfiaid (annual expenses of
trade companies are 550,000 EUR)

- Workplace risk assessment for each new busined#tyfgannual expenses of
trade companies are 1.7 million EUR)

- Obligatory sampling of products for quality testitmgit has no refund for samples
which passed the quality control (annual expensiedramle companies are
approximately 3.6 million EUR)

- Obligatory sampling of work surfaces (annual expsnsf trade companies are
over 2.9 million EUR)

- Expenses of creation of fire protection plans flojeots which only have one exit
(annual expenses are approx. 450,000 EUR)

- Obligatory periodical determination of microclimat®nditions in small size
objects (annual expenses 720,000 EUR)



- Obligatory measurement of lightning on each 50 sgjnaeters (annual expenses
450,000 EUR)

- Issues with unequal interpretation of regulation thg inspections (through
different fines and penalties the annual expengethe trade companies is over
6.9 million EUR)

- Issues with slowness of administration due to witiade companies incur annual
losses of over 12 million EUR (late issuing of p&snopinions, obligatory
registering in central register, verification of Mdrms, different certificates and
documents required for participation in public pra@ments, etc.)

- Services and high costs of state agencies thatecsegte and regional monopolies
(annual expenses of trading companies are oveanilian EUR)

- Employees in trading companies spend an averafjé wiork hours per month on
redundant administrative procedures, which equal8,127,541 working hours
per month on 183,973 employees in trade sectoitiplead with 208.21 RSD
(average gross hourly wage in the trade sectofir?Pcarrying out of numerous
administrative procedures in the trade sector caaseexpense of 651 million
RSD or 5.58 million Euros, which adds up to 69.8ion Euros per year.

Once the listed expenses are added up, we reach tiogal annual expenses of 107.8
million EUR. These expenses are equal to a minimuof 19,113 potential workplaces
(average annual workplace expenses in trade sattount to 5,640 EUR in 2012).

All listed regulations can be amended and adjusiguleserve their preventive function
while simultaneously causing minimal expenses te thusiness sector through
circumventing the redundant administrative procedutMost of these legislation was
introduced without understanding of the everydaglér practices and could have been
implemented in a way that does not cause high esgseand additional bureaucratization.

B. Trading Companies Issues With Inspection Practies

Work of inspections that control the business @fdiing companies has not seen
significant reform since the period of socialistmi@r Yugoslavia. A large number of

regulations enables the field inspections to inrghem in a different manner, and the
coordination between different inspections mostigsinot exist, and thus it occur that a
same regulation is interpreted in two completelffedent manners by two different

inspections.

Trading companies object that there is no efficier@chanism for complaints on the
inspections, there are no sub-legal acts which motbe inspection process, and
therefore companies do not know their rights antigabons during the inspection
control. Other objections are that inspectors ateadequately trained and that fines are
not in line with the seriousness of the violatiord dinancial strength of the company.
The situation is made especially difficult by theetf that the success of the individual
inspector's work is usually evaluated on the bakihe number of fines, and not on the
basis of preventive and advisory work with the gotlinstructing the companies to
follow the regulations.



In the survey conducted in February, march andI&13 trading companies pointed at
the following issues with the inspections:

- Frequent inspections (average number of inspect®of@s16 per year. In addition,
each inspection performs their control separateifhout an integrated system,
which makes the company operation more difficult)

- Inspections in the company lasted 2 to 5 days % 49cases.

- Deadlines for removal of irregularities in 49% mding companies were 21 days
in average, while in 23% of the cases those dessllivere an average of 17 days
and were considered as too short by the surveysgaoies, and in 28% of the
cases the companies were immediately fined.

- In 28.3% of the cases trading companies claimed tie regulations were
wrongly interpreted at their expense, for which ythiacurred millions in
expenses.

- Most frequent reasons for imposing fines on tradiogpanies are inadequate
pricing (32.6%), collision in the interpretation ofgulation between different
inspections (23.9%) and formalistic errors (21.7%)

- The highest-evaluated inspection was the financigbection (4.2), while the
inspections that received lowest evaluation gradexe Tourist inspection (2.9),
Inspection for road and public transport (3.1), igap (3.2) and Communal
Inspection (3.3)

C. Action Toward Reform. Influence on the Responsile Authorities

Results of the survey conducted between tradingpamines in the period February-April
2013 will be delivered to the institutions whicteatirectly or indirectly responsible for
the creation of the creation of trade and free etadevelopment in the Republic of
Serbia.

Ministry of Foreign and Internal Trade and Telecommncations
Ministry of Finance and Economy

Prime Minister of the Government of the RepubliSetbia
Parliamentary groups in the National Assembly efRepublic of Serbia
Tax Administration Office of the Republic of Serbia

Health Inspection

Sanitary Inspection

Labour Inspection

Inspection for Environment Protection

Veterinary Inspection

Agricultural Inspection

Phytosanitary Inspection

Communal Inspection

Serbian Association of Employers will demand frdmede institutions to urgently react
and propose the formation @forkgroup for reform of trade legislation and reform



of inspections which would consist of the representatives of $AHade sector and all
listed governmental institutions, as well as indef@t economic and legal experts in the
field of trade regulation. The invitation for pa&ipation in this Workgroup will also be
delivered to the representatives of leading consuassociations, since the reform
proposed by the business sector are also in thergeinterest of the consumers as well
as the producers.

Workgroup task would be to perform an analysis Ibfdesputed regulation found in
different laws and by-laws that create high busnegpenses in trade sector and
unnecessarily complicate business administratiod, ta suggest quality solutions with
lower costs and lower number of bureaucratic procesd

Final document of the Workgroup would include tmegmsals for the amends of all laws
and by-laws which would reduce the number of disputegulations in the trade and
remove or change superfluous administrative proesd@he document would be sent to
the Government of the Republic of Serbia for furthetion.

D. The Effects of Reform in the Field of Trade Regiation and the Reform of
Inspections

Reform of the trade regulation and of the inspectshould positively influence the
business environment in the Republic of Serbia@mdribute to a number of short- and
long-term results.

1. Short-term Results

In the first year after the conducted regulatoryllgtine in trade and the technical and
administrative reorganisation of the inspectionpragimately 32,200 SMEs and large
companies, as well as the consumers and produtessrbia would feel the following
effects:

- Simpler and more efficient business organisatioallistore formats

- Significantly lower operational costs

- Significant reduction in the number of administratprocedures, forms, visits to
certain institutions, written reports, decisionm@er accounting, reduction of the
number of employed legal experts and experts itaicefields and administrative
assistants.

- Reduction in the retail and wholesale prices assalt of reduction of operational
costs

- Less formalities in communication, correspondenne &gal framework for
cooperation with the producers and other suppliers

- Simpler relation with the inspections and bettepwledge of the inspection
authority

- Reduced possibilities for high fines due to lack kofowledge of numerous
procedures or accidental mistakes.



- Reduction of possibilities for arbitrary interprédm of regulations by the
inspections

- Savings in funds and time spent for communicatiatih welevant ministries and
the inspections concerning the interpretation tieent regulations and sanctions
for not implementing them.

2. Long-term Results

- Improvement of business environment and predidtgliil trade sector

- Improved legal framework and higher level of prditat of private property in
the interest of attracting domestic and foreigrestments

- Savings from the reduction of operational costsictvitould be transferred into
investments and opening of the new workplaces

- Increased efficiency of the inspections and savindke state budget

- Reduction in the abuse and corruption in the inspes



