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Foreword

“On one side, all the ministers of finances are interested in foreign investors,
in increased production and creation of new jobs by the wealthy entrepre-
neurs —and on the other side, something makes them draw the last dime
from the pockets of the same entrepreneurs.”

It is certain that every tax indirectly reduces the
economic strength of the tax payer and, thus, chang-
es the modalities of his behavior in economy. It is
also certain that the state of the public finances de-
termines the level and quality of public needs of cit-
izens, and of the stability of state’s functions. A way
out are, for preserving tax payer and state’s function,
the tax incentive policy and the rational state admin-
istration.

The principle of modesty, i.e. prudent tax burden,
is one of the key guides for a successful tax policy. In
its absence, the consequence is lack of will to work
and of development of the tax payers. Arbitrary in-
troduction of the taxes and parafiscal burdens re-
sults in narrowing, and not widening, of the tax base
- it stimulates the illegal flows in economy and tax
evasion.

Ephraim Kishon
Book for Taxpayers

This research and the Serbian Association of Em-
ployers warns that 499 fiscal and parafiscal burdens
leads to closing down of SMEs and obstruction of en-
trepreneurial initiative in Serbia.

One of the greatest thinkers of the 20th century,
Joseph Schumpeter, points out that the political struc-
ture of one nation would be deeply shaken if many of
small companies, whose owners and also those who
depend on them - workers, represent electorate —
representative class of democratic societies, would be
hindered in their development, or eliminated. It is one
more reason why the developed countries support
the development of small companies, because they
believe that a certain nation’s basis, upon which the
private property and free entrepreneurship rest, is en-
dangered when its most vital and most important lay-
er disappears from “the moral horizon of the people”.

Prof dr Slavenko Grgurevic¢
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Executive Summary

Study analyzes primary and secondary data on
parafiscal burden in Serbia, through desktop research
of relevant legislation and research on position of em-
ployers and employers’ organizations on this issue.
More than 140 laws were analyzed, and 499 parafiscal
burdens have been identified. Analysis of primary and
secondary data resulted in several key findings. This
study clearly identifies necessity to introduce sys-
tem in the field of parafiscal burdens, to set clear
criteria that identify parafiscal burdens’™ payers as
well as when obligation is effective, and finally, to

create clear criteria in setting the price of services
delivered by government. Finally, transparent and
clear system of reporting about spending of collected
parafiscal burdens should be introduced, especially
when they represent revenues of government orga-
nizations or public companies. Bearing in mind fiscal
consolidation in Serbia, proposed solutions are fiscally
neutral. Most of the employers are of the opinion that
amount and lack of clear system of parafiscal burdens
are the important obstacle in growth and develop-
ment of their companies.

6
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Recommendations

Survey of employers’ positions, i.e. survey of the
existing parafiscal burdens, indicates the necessity
of comprehensive and systematic reform of the laws
and bylaws which regulate the parafiscal burdens. The
strongest arguments were those relating to reforms
which would represent repealing of multiple paraf-
iscal burdens, similar parafiscal burdens of different
levels of authority, i.e. parafiscal burdens which lack
the clear connection between the price sought by the
authorities or independent regulatory bodies for their
services and value of the service itself. Desired results
can be achieved only through a systematic approach,
while partial repeal of certain parafiscal burdens can
have limited positive consequences for SMEs, but in
the short to medium term it would lead to introduc-
tion of new parafiscal burdens, changes in interpreta-
tion of coverage of parafiscal burdens, i.e. changes of
amounts sought for certain services of the state au-
thorities and independent regulatory bodies.

Surveys conducted by the credible international
organizations such as the World Bank, the Interna-
tional Monetary Fund, as well as surveys conducted
by the domestic organizations, indicate, as a rule,
that the degree of taxation in Serbia is excessive, with
the exception of the income tax, i.e. that the total tax
and non-tax burden on companies and individuals
is above the optimal level. High tax rates do not re-
sult in maximization of the total consolidated budget
revenues of the Republic of Serbia on all the levels of
authority, but practically result in significant decrease
of revenues from collected taxes due to companies’
escape to informal sector, i.e. due to refrain of com-
panies and individuals from investing, or even due to
disinvesting. Paradoxically, entrepreneurs in Serbia
point out that the profit tax is low, but it is very diffi-
cult to make profit.

It was often underlined by the entrepreneurs,
during the meetings organized by the Serbian Asso-
ciation of Employers, that the mentioned problems
were something that made running their businesses
difficult and brought additional costs. It is important
to emphasize that the parafiscal burdens are only one
part of the examples that do not contribute to pre-
dictability of tax system exactly due to existence of
high number of burdens.

On the basis of:
(1) detailed analysis of legislation that determines
the level of costs of doing business in Serbia
(2) analysis of positions of companies and entre-
preneurs on parafiscal burdens in Serbia
(3) analysis of surveys conducted by the other em-
ployers’associations
(4) analysis of studies, recommendations and ex-
periences of international organizations and
domestic institutes of economy, faculties and
consulting companies
conducted by the Serbian Association of Employers,
the following problems that the entrepreneurs in Ser-
bia are faced with when it comes to costs of doing
business related to implementation of laws in Serbia
are identified as the basic ones:
(1) Non-existence of order/system within parafis-
cal burdens in Serbia
(2) Non-existence of clear connection between
the rendered service and the price that is
charged for the service, which is particularly
evident when using arbitrary keys for deter-
mining price - discrimination of prices for ser-
vices offered by the communal companies and
public companies, which results in prices that
are three times higher for companies than for
private persons
(3) Unpredictability and lack of transparency of
system of parafiscal burdens in Serbia.

The following measures are the key ones and there
is a chance for them to be implemented in the short
or medium term:

(1) Introduction of system in the field
of parafiscal burdens in Serbia

A serious approach to this problem would mean
analysis of purposefulness of each of these burdens
and introduction of those burdens which are pur-
poseful to the system of public finances, so the col-
lected funds would be really used for fulfillment of
the legitimate objectives.

It is necessary to introduce system to parafis-
cal burdens because it is necessary to change the
present situation, which involves reading “forest of
regulation”in order to get to an answer to a simple

Recommendations
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question about which burdens are paid for certain
business activity.

Key measures in this area include:

(1) Bringing order to the system of parafiscal bur-
dens through repealing double and multiple
burdens (Republic, Province, municipalities, in-
dependent bodies)

(2) Arranging income system of local self-govern-
ments and give them back incomes from taxes
which belong to them by nature

(3) Establishing clear connection between the
value of the rendered service and the price
charged for it, particularly when it comes to
use of arbitrary keys for determining prices
and elimination of discrimination of prices for
services offered by the public communal com-
panies and public companies which results in
prices that are three times higher for compa-
nies than for natural persons

The basic problem is that the services offered by
the state on all the levels do not correspond to the val-
ue that is charged for them. There are different forms
of this bad practice such as usage if arbitrary keys for
pricing which are at the expense of the companies,
discrimination of prices for legal entities, charging
for services that do not have clear justification, i.e.
charging for services offered by the state that are not
delivered on time and with satisfactory quality.

Key measures in this area include:

(1) Charging for services of the public companies
and public communal companies based on real
service, and not on keys that punish companies
(three times higher price for legal entities). Pub-
lic companies and public communal companies
should change the methodology of calculating
rates and use the keys that approximately cor-
respond to the value of service in exceptional
cases, i.e. to use clear ways of measuring offered
services that are quantitive and easy verifiable
and to make prices for legal and private persons
equal.

(2) Harmonizing amount of fees and price of of-
fered service. Fees cannot be seen primarily as
sources of income for the state, but as charging
for the services rendered by the state. It is nec-
essary to develop clear guidance for determin-
ing price of services of all state bodies and to

include representatives of employers in this
process.

(3) Eliminating parafiscal burdens, for which no
service is received, nor value, and adjusting
their names to their real nature.

(4) Reassessing parafiscal burdens that represent
big costs for companies, and for which the rele-
vant institutions have a lot of problems to deliv-
er the service in time (documents which require
work of more ministries and bodies).

(3) Predictability and transparency of system
of parafiscal burdens in Serbia.

Different forms of burdens are introduced by a
large number of laws and bylaws. From the aspect of
predictability of tax and therefore of business envi-
ronment, it is extremely important that any changes,
including increase/introduction of parafiscal burdens,
are transparent and leave enough time for entrepre-
neurs to get informed about them and adjust their
business operations.

Key measures in this area include:

(1) Changing of laws and bylaws in order to en-
sure predictability and transparency of non-
tax burdens. It is necessary to make sure that
the whole process in this field is public and
conceivable and that no changes can be ad-
opted without participation of employers’ or-
ganizations.

(2) Creating standards for measuring performance
of those who render services related to parafis-
cals. Beside process that involves reduction of
fees for services offered by the state in order to
establish equivalence of benefits, it is necessary
to introduce standards for quality of services
that define time of service, content included by
service and standards of quality related to the
service.

(3) Making a system of reporting to citizens about
the way of spending funds collected from
parafiscals (where they are source income and
not paid to the budget). All institutions that
collect parafiscals that are their source income
should develop system of reporting to the pub-
lic about the way of spending funds collected in
that way, as a part of wider and comprehensive
system of reporting to citizens about spending
budget by the budget users.

8
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1. Introduction and methodology

1.1 Aims of the study

The aim of this study is to identify, through the
primary and the secondary research, the areas within
the legislation of the Republic of Serbia that represent
the biggest obstacles for doing business in Serbia and
to use the findings of the two research segments for
development of the comprehensive proposals for
changes of the laws and by-laws. The methodology of
this research is based on the ILO’s toolkit for Enabling
Environment for Sustainable Enterprise (EESE).

The parafiscal burdens include fees, taxes, charges,
compensations, payments and other costs that the
public institutions impose on economy, and thus cre-
ate unfair financial and administrative burdens for
economy, while the entrepreneurs do not get, in re-
turn, any rights or services from the public institutions
or get a service of a value significantly lower than the
price demanded by the public institutions. Beside the
parafiscal burdens there are also fiscal (tax) burdens
that include taxes such as profit tax, value added tax,
property tax and similar forms of taxation.

This study consists of:

1. The secondary research (desk research) about
the findings and the recommendations of the
credible institutions concerning the parafis-
cal burdens, as well as about the recommen-
dations on optimal level of taxation of wages,
profit and other forms of taxation of companies
and entrepreneurs, such as the World Bank,
NALED, World Economic Forum, International
Monetary Fund, International Labor Organiza-
tion, The Organization for Economic Co-oper-
ation and Development, Heritage Foundation
and others, including the comparison between
Serbia and the other countries in the region, as
well as the overview of what the government
has done during the period 2012 - 2014. With-
in the secondary research, it was identified
499 parafiscal burdens that were classified by
the legal source, user of the burden, payer and
amount of burden.

2. The primary research conducted through the di-
rect interviews with the general directors, sector
managers and company owners. It includes the
questionnaire designing and sampling, on the

basis of which the positions of employers on is-
sues covered by this study were identified. This
part includes analysis of the research results and
giving recommendations based on the results.

1.2. Sampling and sample stratification

The structure of the sample is determined through

the double criss-cross stratification:

[) Regional stratification was achieved by divid-
ing the territory of the Republic of Serbia into
4 regional stratums — Vojvodina, Belgrade, West
Serbia and Sumadija, and East and South Ser-
bia. The number of companies in each of the
regional stratums is determined based on the
size of contribution of each of the regions to the
gross domestic product of Serbia in 2011.

[) Within the total sample stratification accord-
ing to company size was introduced, dividing
companies to big, small and micro companies
in accordance with the criteria followed by the
Serbian Tax Administration in 2013 for the an-
nual financial reports from 2012. All the three
groups of the companies were pondered in
accordance with their contribution to the total
gross domestic product. The further correction
of the ponders was done due to higher pres-
ence of informal employment within the micro
and small companies’sector.

[l) The sample includes the gender perspective.

The final regional representation is as follows:
Vojvodina - planned 27% or 68 companies (in-
terval 65-71), surveyed 70 companies;
Belgrade - planned 39,5% or 99 companies (in-
terval 96-102), surveyed 101 companies;
West-Sumadija - planned 19% or 47 compa-
nies (interval 45-49), surveyed 45 companies;
East - South - planned 14,5% or 36 companies
(interval 34-38), surveyed 34 companies.

The final representation of companies by size af-
ter the correction is as follows:
Micro companies - planned 51,2% or 128
companies (interval 123-133), surveyed 133
companies;
Small companies - planned 32,8% or 82 com-
panies (interval 78-86), surveyed 35 companies;

Introduction and methodology
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Medium-size companies - planned 16% or 40
companies (interval 29-35), surveyed 35 com-
panies

5% Derogations are allowed (trust interval 20) by
categories (the reason why the intervals are here giv-
en), because the criterion of structure of companies
by size must also be met, which is difficult to fitin with
100% accuracy, when two stratifications of 250 com-
panies’ sample, i.e. of 250 really sampled companies;,
intersect at the same level.

The questionnaire followed the sectoral structure,
with positive increase of the companies from the sec-
tors with specific parafiscal burdens, in order to get as
credible data as possible about the specific sectoral
burdens. The sample included 18% of the companies
that are managed/owned by the women, which is
bigger from the total percentage of the companies
run by the women in Serbia.

1.3. Design of the questionnaire

The research was conducted on the basis of the
questionnaire containing closed and half-opened
questions that cover the key areas concerning the
parafiscal burdens. The questionnaire covered the ar-
eas which were identified as the key ones in previous
researches of the relevant international and domestic
organizations, including the data received from the
Serbian Association of Employers. CEFE Serbia has
produced a longer list of 600 questions which was
during the process of consultations with the Serbian
Association of Employers reduced to 34 key questions.

After harmonization of the list of questions with
the Serbian Association of Employers, the preliminary
list of the companies was made in accordance with
the criteria of stratification which included the list of
400 companies that were doing business in 2012.

1.4. Surveying process

After the preliminary list was made, the surveying
process started and the well trained researchers of
CEFE Serbia were involved in it. Each company was
informed about the surveying process by phone and
e-mail, the exact date of the interview was scheduled
and the person which would provide the answers was
identified. The interviewees were primarily the com-
pany owners.

During the surveying process, the project manager
of CEFE Serbia has conducted a control by calling 15%
of the companies, which confirmed the validity of sur-
veying by CEFE Serbia researchers.

1.5. Research results

The results are given as percentages for the sake
of easier interpretation, except in those cases where
such form of presentation leads to wrong conclu-
sions (questions with 2 and more answers). Here are
presented only companies which answered the ques-
tion, while the comments include information on
how many companies really answered. This was done
because a company was required to have certain po-
sition on some of the previous questions, or in some
cases the questions were not applicable for certain
types of the companies, or a company did not want or
did not know the answer.

10
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2. Secondary research

The European Union has put the importance of
SMEs at the top of list of priorities of the Lisbon strate-
gy of growth and jobs in 2005 through usage of part-
nership approach in creating policies relevant for SME
sector. The role of SME sector was recognized and ac-
knowledged at the highest political level, and in June
2008 the Small Business Act (SBA) or Law on small
enterprises was adopted. This Law is implemented
by all Member States of the EU, and as such it is an
important document of the EU. Symbolic name “Act”
that was given to this initiative is also an expression
of the political will to officially acknowledge the key
role of the SMEs in the EU’s economy and to establish,
for the first time, a comprehensive political frame for
EU and Member States through 10 principles that will
guide the design and implementation of legislation
and policies at the level of EU and Member States.

The basic motto of SBA is “Think Small First”. Since
2008, when SBA was officially adopted, significant
progress was made in reduction of bureaucratic pro-
cedures, expenses by implementation of good prac-
tices in SME sector. In chapter 4 of SBA, of critical im-
portance for creation of added value on the EU level,
by which equal conditions are created for SME sector,
10 key principles are defined:

1. Create an environment - legal preconditions in
which entrepreneurs, family businesses, micro
and small companies can thrive and entrepre-
neurship is rewarded

2. Ensure that honest entrepreneurs who have
faced bankruptcy quickly get to a new oppor-
tunity for new business —“second chance”

3. Design rules and procedures, bring laws in ac-
cordance with SME sector

4. Make public administration responsive to SMEs’
needs and procedures simple.

5. Make easier SMEs' participation in public pro-
curement and better possibilities for State Aid
for SMEs

6. Make easier SMEs’ access to financial institu-
tions and develop a legal and business environ-
ment supportive to payments in commercial
transactions within limit of 30 days

7. Help SMEs to benefit more from the opportuni-
ties offered by the Single Market of the EU

8. Promote all skills and all forms of innovation for
SMEs with examples of good practice

9. Enable SMEs to turn all environmental chal-
lenges into business opportunities

10.Support SMEs to benefit from the growth of the
EU market, as well as to expand their businesses
to other markets

Annual assessment of progress within the field of
SBA points out that the principle “Think Small First”
is still not completely adopted in Serbia, considering
that SMEs in Serbia still have considerable problems
when it comes to access to finances, attitude of the
state administration towards companies and pro-
motion of skills and innovation for SME sector. Also,
in the fields such as the second chance and turning
of environmental challenges into business opportu-
nities there are numerous challenges that have not
yet been solved. Similarly, Serbia still has not solved
the issue of SBA in an institutional manner, consider-
ing that it did not appoint SME Envoy, a person who
would be responsible for monitoring SBA implemen-
tation in Serbia. Moreover, the position within the
public administration in Serbia which is de facto po-
sition of SME Envoy, including 2014, was the position
of Head of Department within ministry responsible
for economy’, which is not practice in Member States.
Reasons for such development most probably lie in
orientation of economic policies towards attracting
foreign direct investments, primarily big companies.
Also, another focus of economic policy is solving the
problems within companies in restructuring process,
i.e. money-losing companies owned by the state. Ad-
ditional problem for implementation of SBA in Serbia,
beside the stated ones, represent also permanent
staff changes in ministries that are key ones for SBA
implementation. As a result, in 2014 the Republic of
Serbia did not have a strategy dealing with develop-
ment of SMEs.

2.1. Parafiscal burdens - general indicators
and regional comparisons

Researching parafiscal burdens is a methodologi-
cal challenge due to their heterogeneity, abundance
and differences in coverage, by sectors as well as by

1 Due to relatively frequent changes of number of ministries
and their competences in Serbia, it is practice name minis-
tries in strategic documents not by names but by their re-
spective responsibilities.

Secondary research
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type or size of company. There are no comparative
studies on the regional level, or studies that have ad-
dressed this topic in larger scale, which could be used
as input. Therefore, the desktop research is based on
three columns:
1. Identification of parafiscal burdens in Serbia
through analysis of laws and bylaws
2. Usage of existing databases of the credible in-
ternational organizations that include indica-
tors that indicate quality of the business envi-
ronment within the field of taxation
3. Usage of indicators that indicate significant dis-
cretionary burdens and fees that are similar or
represent parafiscal burdens

The first index that gives comparable indicators
is the Global Competitiveness Index - GCl| of the
World Economic Forum, which gives a deeper insight
through a number of indicators and subindicators?
According to GCl for 2014/1015, Serbia is ranked 94th,
out of 144 countries that have been covered by this
Index in 2014/2015. In this analysis, subindicators 1.8
Useless state costs, 1.9 Regulation cost and 1.12 Trans-
parency in the law-making.

Comparative interpretation of subindicator 1.8 indi-
cates the degree of useless state costs, i.e. those costs
where there is no clear value for economy and citizens.
The lower is the value of this index, the higher is the
participation of useless costs. Within the region, Monte-
negro and Macedonia stand out as countries that have
made considerable progress in reforms, while Serbia,
Croatia and Greece are countries with a large share of
useless costs. Rates that are a little bit higher than 2 are
low rates, because in regulated and functional states the
average value of this indicator is around 4. (Chart 2.1).

Chart 2.2 gives comparative statistics for regula-
tion costs. These costs are by their nature the essence
of parafiscal burdens, but are somewhat wider cate-
gory because they indicate implicit taxation and ef-
fects of pushing companies out from market by limit-
ing competition. It is noticeable for this indicator also
that Montenegro and Macedonia made more prog-
ress with rates above 3,5, while Serbia together with
Croatia, but also with Hungary and Greece, remains
in the group of countries with rate just above 2. This
indicator also indicates strong burdens and laws that
are source of costs for companies in Serbia.

Table 2.1 - Subindicators GCl related to parafiscal burdens

1.8 Useless 1.9 Regulation 1.12 Transparency

state costs cost in the law-making
Serbia 2,2 2,2 3,6
Croatia 2,2 2,2 33
Montenegro 3,4 3,6 4,4
Macedonia 38 4,0 4,6
Greece 2,2 24 3,4
Hungary 2,6 2,6 3,4

Source: Global Competitiveness Index 2014-2015, World Economic forum
(http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_2014-15.pdf)

Comparative interpretation of indexes is given
within the three following charts®.

2 Indicators and subindicators can have values from 1 to 7,
where 1is the lowest and 7 is the highest rating, i.e. the coun-
tries with the highest rating are more competitive in the light
of analyzed subindicator or indicator.

3 When it comes to indicator “useless state costs’, higher rate
means bigger competitiveness, i.e. less useless state costs. In
another words, Macedonia, which has the highest rate, has
the least useless state costs. It is the same situation at chart
2.2 where the higher rate means lower cost of regulation. Un-
like charts 2.1 and 2.2, chart 2.3 uses higher rates for higher
level of transparency in the law-making.

Chart 2.3* gives overview of transparency indicator.
Macedonia and Montenegro are the most successful
alsoin this indicator, but the difference between them
and the other countries is less, as the consequence of
better performances of Serbia, Hungary, Greece and
Croatia. This indicator implies that the legislative pro-
cess in Serbia is formally regulated during the prepa-
ration of EU candidacy, but there is additional space
for improvement.

4 When it comes to indicator of transparency, the higher rate
means greater transparency.
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Secondary research



The profit tax is low, but making profit is difficult

Chart 2.1 - 1.8 Useless state costs
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Picture 1 - Level of government consumption in Europe

Source: Index of Economic Freedom
2013, Heritage Foundations, Washing-
ton D.C. 2013, http://www.heritage.
org/index/

Picture 1 gives overview of the state “cost efficien-
cy’, i.e. indicator of “state consumption”. High level of
state consumption, as a rule, means that such coun-
try cannot expect high growth rates of GDP. Coun-
tries with the state consumption over 45% of GDP, for
example, almost never have high GDP growth rates
(growth rates over 5%)°, except in cases of countries
with abundant natural resources. Picrure 1 indicates
that Serbia belongs to a group of European countries
with the highest state consumption (dark red on the
map), i.e. to a group of countries where the high GDP
growth rates are the least likely. A particular problem

for Serbia is the fact that low GDP growth rates are not
the same problem in a country that is relatively poor
(such as Serbia) and in countries that have already
achieved high level of standard (majority of EU coun-
tries). With the present level of the state consumption,
the chances for Serbia to decrease gap between life
standard and GDP per capita compared to the EU
countries are extremely small (Tabela 2.2.).

Table 2.2 gives an overview of higher rate of VAT
and profit tax in selected countries of the region.
Analysis’ starting point is an assumption that these

Table 2.2 - Comparative overview of profit tax and VAT higher rate

Albania 10% 20%
Bosnia and Herzegovina 10% 17%
Bulgaria 10% 20%
Montenegro 9% 17%
Greece 26%- 33% 23%
Croatia 20% 25%
Hungary 10-19% 27%
Macedonia 10% 18%
Romania 16% 24%
Slovenia 17% 22%
Serbia 15% 20%
Turkey 20% 18%

Source: Eurostat - ec.europa.eu/eurostat

5  With growth rate of 5% it takes 14,5 years to
double GDP. With growth rate of 2% this period is

36 years, while with growth rate of 7% it is 10 years,
for example
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two taxes are indicators of the visible tax burden (in-
come tax) and attraction of changing tax burden by
entering the informal economy in unregulated coun-
tries (VAT rate). Following charts (2.4 and 2.5) give the
comparative overview.

All the countries of the region, except Turkey and
Greece, have low profit tax rates, from 16% or lower,

Chart 2.4 - Profit tax

and none of them has managed, thanks to such a pol-
icy, to achieve significant growth rates, i.e. significant
inflow of foreign direct investments / significant do-
mestic investments. This shows that the profit tax is
just a final step and that it is of a crucial importance
whether the system enables companies to create
profit. Low profit tax rates speak in favor of the the-
sis that there is no motivation to reduce the profit by
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Chart 2.5 - VAT higher rate
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accounting or to move it to the next years, as well as
that the motive for offshore profit shifting is weak, at
least when considering profit tax. Low profit tax and
relatively low performances of economies within the
region point out existence of the problems which do
not originate from direct taxation of the business re-
sults (Chart 2.5).

An assumption is that in the relatively unregulat-
ed states, the high higher VAT rate® is the indicator of
attractiveness of entering the grey economy’. It is not
a key initiator by itself, but if it is on a high level, it ad-
ditionally stimulates the companies which have prob-
lems due to implicit taxation or unreasonable regu-
lations, to strengthen their decision. It is not possible
to make clear conclusions when it comes to effect of
VAT level on attraction of entering the informal econ-
omy. This chart also implicitly points out that the main
problem lies in parafiscal burdens.

2.2. Parafiscal burdens - direct indicators
in Serbia

The field of parafiscal burdens is significantly more
analyzed in Serbia than in countries of the region. At
this moment Serbia has significantly more detailed
analysis in this field than the countries such as Cro-
atia and Bosnia and Herzegovina where the pilot
studies or more detailed studies were conducted. In
some countries of the region there were even no at-
tempts to analyze parafiscal burdens in a systematic
way. In this part the data collected by the similar or-
ganizations, in the first instance NALED and Business
Enabling Project (USAID), are analyzed.

Chart 2.6. gives an overview of the total amount of
parafiscal burdens, broken down to the most signifi-
cant kinds of parafiscal burdens, which are collected
in Serbia on annual level. The chart shows the data for
2013. As it can be seen on the chart, parafiscal bur-
dens are predominantly related to two categories: (1)
construction land and other real estate, and (2) court

6  There are two VAT rates: higher rate which is used for major-
ity of goods and services and lower rate which is most of-
ten used for basic foodstuffs and other goods and services
which the state considers to be of the key importance.

7 A company operating in a relatively unregulated country
which enters the grey economy becomes more competitive
because it can offer its products and services by prices lower
than those of its competitors who operate “regularly” because
it can reduce its prices for the amount of VAT, i.e. to earn more
by selling at the same price as the “regular” competition.

and republic administrative taxes. Any reform requires
significant work in these fields, particularly when it
comes to real estates. The following important groups
are (3) burdens related to environment and different
kinds of rents for using natural resources and (4) bur-
dens related to using motor vehicles.

Bearing in mind the structure of burdens that are
divided among the Republic and municipalities and
cities in ratio® 60:40, i.e. differences among burdens
paid by different companies, it is methodologically
impossible to develop indicators that would estab-
lish in a right way a degree of burdening on higher
levels of aggregation, for example on sectoral level or
according to the company size. Also, if the burdens
would be examined by locations, this heterogeneity
would be additionally increased. Additional limitation
is the changes of laws that regulate the issue of city
construction land and communal taxes, which make
the series of data from this field partly unusable.

In previous analysis of parafiscal burdens there
were attempts® in this direction, which represented
analysis of parafiscal burdens on the lower levels of
aggregation where the sector in which company oper-
ates, location and company size were taken into con-
sideration. Such analysis gave a lot of illustrative data,
but it faced an outstanding heterogeneity of regula-
tions, as well as of coverage, and it was more an illus-
tration that a basis for further sectoral or other analy-
sis. Also, a study that was conducted on that occasion
analyzed and tested 77 burdens. Even though such
analysis are devoid of subjectivity, they themselves do
not represent the best indicators of the fields where
the reforms are needed, due to exceptional differenc-
es of parafiscal burdens in municipalities, differences
that are consequences of binding parafiscal burdens
for turnover or even for some keys that are even less
related to scope of services rendered to a company by
the state bodies, i.e. to differences between sectors.
Therefore the survey of entrepreneurs is identified as
a key recommendation for methodology, from the
point of analysis of parafiscal burdens, as well as from
the point of lobbying.

Surveys of entrepreneurs enable better indicative
planning of reforms because they clearly identify the

8  Group of authors (2014) Non-tax and parafiscal burdens in
Serbia, NALED: Belgrade

9  Group of authors (2012) System of non-tax and parafiscal
forms in the Republic of Serbia, USAID and NALED: Belgrade
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Chart 2.6 - The biggest parafiscal burdens in Serbia

Fee for use of construction land

Republic court fees

Fee for land development

Republic administrative taxes

Fee for using survey, real estate cadastre ...

Communal tax for posting company’s name in the business area
Fee for use of mineral raw materials and geothermal resources

Fee for water use

Fee for emission of SO2, NO2, powder materials and disposed waste
Communal tax for keeping the motor, road vehicles and trailers ...
Special fee for protection and improvement of environment

Special tax for registration of certain motor vehicles ...

Fee for products that after use become special waste streams

Funds for participation in financing wages of persons with disabilities ...
Fee for organizing games of chance

Fee for the discharged water

Fee for organizing special games of chance-betting

Fee for organizing special games of chance on machines

Fee for drainage from legal entities

Self-contribution in accordance with employees’ wages
and on the basis of pensions

Amount in 000 RSD

I 15.976.768
I 10.155.432
I 7.362.848
I 6.061.200
D /134284

I 3.716.937

I 3426170

I 2017235

I 2016574

I 2653664

I 2676.057

I 2472.124

B 2242074

I 2217.19

I 1684563

B 1272855

B 1.142.900

I 1.018.982

Bl 999.799

Bl 923420

Source: www.naled-serbia.org

sources of entrepreneurs’ dissatisfaction, i.e. where
the majority of the problems that they are facing lie.
After the general survey which identifies the sources
of dissatisfaction, it is easier to come, through directly
targeted survey, to a much clearer picture about what
reforms are necessary, rather than through basing the
whole analysis on statistical data. Such approach is
better for lobbying process as well, because it brings
more importance for decision makers who, by the
nature of things, strive for re-election by taking into
consideration the positions of entrepreneurs pushed

forward as the key ones. Analysis of laws without the
positions of entrepreneurs is possible only after the
surveys, which identify the sources of dissatisfaction,
are conducted, i.e. after the detailed survey which is
related to certain aspects, in order to come to evalua-
tion of costs of changes of laws, i.e. their affects on the
budget. An approach which would follow the oppo-
site logic faces the problems of selection of priorities
and even more with the problems of such measures’
effects on economy, as well as on the decision makers
themselves.
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3. Research of positions of companies in Serbia
about key issues related to parafiscal burdens

3.1. Results of the primary research

Chart 3.1 - Has there been reduction of the total
parafiscal burdens since 2012?

36 %
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Perception of the companies in Serbia is dominated
by a position that there was no reduction of parafiscal
burdens, and only 14% of companies claim without re-
serves that there was reduction. Such perception is in
accordance with the policy of fiscal neutrality during
changes in fiscal burdens during period 2012/2013.
Long-term interest of economy is to reduce parafiscal
burdens, and until fiscal consolidation is finished the
second best solution is to bring order into this field.

Only 11% of companies is completely sure what
their obligations towards the state are, while 65% be-
lieves that they know or mostly know the answer to this
question. This question gives a strong argument for in-
troduction of a clear system of parafiscal burdens, which
would be understandable, transparent and agreed
upon between different levels of authority (Chart 3.2).

Chart 3.2 - Are you completely sure
which parafiscal burdens must be paid
by your company?

54 %

Creation of new parafiscal burdens
and non-usage of public databases

Changes of the Law on Public Notaries, by
which 30% of fees for notaries are paid to the
budget, a new parafiscal burden is introduced in
Serbia, considering that the parafiscal burdens

are taxes and fees for which no counter service is
received from the state or that service does not
match the amount paid.

Ministry of Justice concluded that the rewards
of the public notaries are inappropriately high
and instead to insist on their reduction, it decid-
ed that this “extra amount”is to be redirected to
the budget. The said change of the Law is con-
trary to the Law on Budget System that provides
that the amount of fees must suit the real costs
of rendering the service.

Further objection to the notary system in Ser-
bia can be raised because the Ministry of Justice
did not recognize the right place of public nota-
ries within the system of e-government. Instead of
notaries having access to electronic databases, for
example cadastre or Agency for Business Regis-
ters, the citizens and companies are required to
deliver printed certificates from these institutions.

In this way the procedure of verification be-
came by far more complicated and expensive than
it was in the previous verification system, solely
because of an outdated system of public notaries.
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Chart 3.3 - What is bigger problem for you:
amount of burdens or uncertainty
related to them?

Chart 3.4 - Is amount of parafiscal burdens
problem for your doing business?

48 %

28 %
24 %

Burdens Uncertaincty  Equally

The biggest part of companies considers that
the obligations coming from parafiscal burdens are
a bigger problem than just uncertainty that comes
from unregulated system in this field. This question
is biased to a certain degree because the perception
of big companies is different (for them burdens are
not equally of most importance) and they were not
included in the sample due to the nature of research.
The most indicative is the fact that 52% of companies
have problems due to uncertainty that follows the ex-
isting “system” of parafiscal burdens.

39%

Chart 3.5 — Does the time lost in dealing with
parafiscal burdens represent a problem for you?

+All accounting software have automatic
posting; many companies report to owners
monthly, and regulations are changed during
the year which makes the yearly report impossi-
ble to make”

Question No 4 is a test for question No. 3 and the re-
sults are coherent. Around % of interviewees considers
that the amount of parafiscal burdens is a problem for
their doing business. This question once again confirms
the thesis that the long-term goal is to reduce amount
of parafiscal burdens, while the short-term goal is to
bring order into the system of parafiscal burdens.

Beside the amount of burdens, companies point
out also the waist of time as a significant problem.
This is particularly indicative when it comes to small
companies whose owner is often also its manager, so
he is losing significant amount of time for activities
related to the state services linked with parafiscal bur-
dens. By improving the system into one that would
require less time from SMEs and entrepreneurs, signif-
icant savings could be made for companies, without
reduction of budgetary inflows.

41 %

| started my company in 1990, as a young
man. | worked a lot, my company grew, and |
bought two more companies during the privat-
ization procedure. 70% of my time | spent on
dealing with the administration, and 30% on
work in company. What would have been if | had
worked all the time? Every now and then | had
to go to municipality to get some paper... Now
someone else does it for me, but every time |
come to company someone is missing. Where is
he/she - in municipality!

Research of positions of companies in Serbia about key issues related to parafiscal burdens
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Chart 3.6 — Do you agree with the statement
that the profit tax in Serbia is low, but it is
difficult to make profit?

57 %
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Question No. 6 is essentially a test of perception of
economic policy based on the low profit tax rate as a
factor of attractiveness of some investing destination.
87% of entrepreneurs in Serbia confirm that the profit
tax rate is low, but by the time the payment becomes
due, the state makes creation of profit extremely diffi-
cult by its measures of economic policy. This question
points out that primarily there should be removing of
causes that make creation of profit difficult.

,I can share only what | have earned, when |
pay all the bills. Once the state starts to care about
the healthy part of economy, the one which can
pay, and decides to care about it, then we shall
have new jobs.”

Question No. 7 is about the principle of equali-
ty of companies in the eyes of law. Two thirds of the
companies consider that not all companies are always
equal in front of the law, while only 16% of companies
consider that all of them all equally treated. This ques-
tion also gives clear argument for demand to have or-
der brought into parafiscal burdens.

According to research conducted by NALED, com-
panies in Serbia pay at this moment almost three
times more than physical persons for the same ser-
vice, through unfair keys for determining prices and
discrimination of legal persons. This is the case with
garbage collection, water supply, but also with the
other communal services. Strict insisting on the ba-

Chart 3.7 - Is there uniformity in treating
parafiscal burdens’ payers?

54 %
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Chart 3.8 — Do you consider that the keys for
determining prices of services rendered by public
companies to private companies are unfair?

36 %
33%

sic Constitution principles of equality, when it comes
to services rendered by the state or the state owned
companies, is the basic recommendation.

Discretionary and discriminatory keys

Company X from Mladenovac' monthly
pays even 150.000 RSD for garbage collection to
“City Sanitation”, even though its workers do not
feel even half of the container. This, and similar
companies are forced to pay enormously high
amounts for garbage collection, because in Bel-
grade the calculation is based on area of busi-
ness premises, instead on quantity of garbage.

10 Belgrade municipality.

Research of positions of companies in Serbia about key issues related to parafiscal burdens
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643 small, medium-size and big companies
operate in Belgrade, which make minimum
guantity of waste or turn waste into secondary
raw materials. However, these companies have
to pay special price for legal entities, so their
monthly bills are over 100.000 RSD.

Belgrade “City Sanitation” sticks to outdated
regulations, according to which the price of gar-
bage collection is formed according to the size of
building. In all EU countries this service is charged
according to the quantity of collected garbage.

In that way, the company X from Mladenovac
has to pay 1.500 Euro monthly for its premises
20.000 m2 big, even though it takes all its waste
to another factory in Stara Pazova''. The same
problem has a company Y from Borca'® that re-
cycles 95% of its waste, but still has to pay 3.600
Euro monthly.

The responsible company claims that the
huge investments are necessary for change of
calculation system. In order to introduce calcula-
tion based on quantity of garbage, they believe
that they should be equipped with expensive
machines that would register quantity of gar-
bage and that the new way of calculation could
significantly increase the costs for households as
well, which cannot recycle their own garbage. It is
interesting that they did not start form an idea to
introduce a new system, as a start, for companies
that do not create waste, and that are enormously
charged for non-existing services. The amount
collected from these companies over just one
month would be sufficient to pay one year’s cost
of manual measurement of garbage made by all
the companies that complaint about this service.

Chart 3.9 — Does the practice that private
companies pay higher amounts for services
rendered by public companies represent
significant burden for your company?

31 %

Chart 3.10 - Do you consider that the penalties
provided for in many laws are draconic?

49 %

Question No. 9 is a control for question No. 8 and
it points out that around one half of companies be-
lieves that the methods of charging for services ren-
dered by the public companies are also unfair and
that they, consequently, represent significant burden.
Both questions are somewhat biased towards small-
er number of companies which would be unsatisfied,
because such system of charging reflects in a particu-
larly negative way on big companies.

11 Cityin Serbia.

12 Belgrade municipality.

Draconian penalties are one of the safest ways to
have the companies that located their activities with-
in the informal sector remain in it. Draconian penal-
ties also represent overlooking the basic causes of
informal economy. 4/5 of interviewees consider that
the penalties do not correspond to the damages aris-
ing from the breach. Draconian penalties are one of
the most dangerous demagogic postulates of opera-
tionalization of economic policies and they are partic-
ularly counterproductive in conditions of flourishing
informal economy. The practice in Serbia is to punish
legal persons with fines even 20 times bigger than
those for physical persons for the same violation.

Research of positions of companies in Serbia about key issues related to parafiscal burdens
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Certain company had a certificate issued by
the Agency for Business Registers, but with-
out a date. A fine amounting 400.000 RSD was
charged, even though the document without the
date stamp was public information issued by the
state body.

Chart 3.11 - Do you consider that the promise
given in 2012, that parafiscal burdens
would be reduced, was betrayed?

30%

Question No. 11 points out that 57% of compa-
nies believe that repealing of parafiscal burdens in
2012 and 2013 were insincere or only partially sincere.
Causes of dissatisfaction were changes incurred af-
ter repealing parafiscal burdens for certain groups of
companies, by which the coverage of exemption from
parafiscal burdens was reduced. For this reason it is
recommended to have the measures fiscally neutral.

62% of companies stated that they would be ready
to pay to the state the similar amount of money, but
through a more understandable and simple system.
The ramified system of charging for different types of
services through various parafiscals creates a percep-
tion about a predatory state, so bringing order to the
system and introduction of a simpler way of collec-
tion by the state institutions would be much better
accepted by companies. It is particularly important
to stress counter productivity of the incomes of state
bodies, which are motivated to charge for their ser-
vices as monopolists.

Chart 3.12 - Would it be better to reduce
number of parafiscal burdens, and simultaneously
to have less number of taxes and parafiscal
burdens with higher rates?

62 %

Variability of number of parafiscal burdens

Even though the government’s orientation
was to reduce the number of parafiscal burdens
during period after the first reduction 2012-2013,
some new parafiscal burdens were introduced.

« Compensation for stimulation of privileged
producers of electricity

« Fee for a regular contribution of members of
the Investor Protection Fund

+ Annual fee for the electronic certificate

« Fee for the use of the coast

« Fee for adherence to the wharf or pier

« Fee for harbor navigation signals

+ Fee for the use of road rail infrastructure

- Fee for operational use port or dock

«  Compensation for the establishment of man-
datory commodity reserves

The procedures that involve payment of more
parafiscal burdens for one service rendered by
the state are particularly worrying:

To certify compliance with the sanitary con-
ditions in 2014, it was necessary to pay three re-
public administrative fees, court fees for certifica-
tion and the fee for the costs of the proceedings.
A total of five taxes for one service.
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Chart 3.13 - Do the parafiscal burdens
represent a barrier for the opening
business in your sector?

Chart 3.14 - Do you consider that parafiscal
burdens change in a fast and elusive way
for companies?

39%

35%

46% of the surveyed companies believe that the
parafiscal burdens represent an obstacle for starting
a business. Even though this question was not fol-
lowed by a demand for a precise stating of the exact
way in which this happens, and which would prob-
ably reduce the percentage of the companies that
see this as a significant obstacle, the answer is in-
dicative because it connects the parafiscal burdens
with the reduced possibility for competition on the
market.

64% of the companies consider the existing sys-
tem that regulates the field of parafiscal burdens to be
poorly organized. One of the basic characteristics of a
good system is that it changes slowly, through proce-
dures that clearly define steps and give the companies
enough time to learn about changes. The question
gives a clear indication that the both assumptions are
not met and that the companies’ insecurity is largely
linked to unclear system of determining amount and
kind of the parafiscal burden.

Question No. 15 points out that the entrepreneurs
expect that the reforms in this field will continue. The
reason for optimism is that the reforms in this seg-
ment can be introduced in a way that will not endan-
ger public finances but bring savings for companies.
Also, this segment of reforms is perceived among the
representatives of the authorities as the least risky
and potentially useful in maximization of their own
interests.

Chart 3.15 - Do you expect reforms
in the field of parafiscal burdens?

34 %
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67% of the interviewees consider that there is arbi-
trariness in implementation of the parafiscal burdens,
which is consistent with the previous question about
the equality of treatment of the legal persons. Arbi-
trariness is a consequence of poorly defined by-laws
that leave high level of autonomy in their implemen-
tation, i.e. slow and inefficient procedures for com-
plaints by the companies.

Research of positions of companies in Serbia about key issues related to parafiscal burdens
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Chart 3.16 - Are the parafiscal burdens
implemented arbitrary?

34%

33%

2 to 10 times, combined with the location of
company, size of company, type of activity and
amount of turnover. For small companies this
creates insurmountable problems.

On the other side, there are cases where the
owners of the private companies and stores
protested, outraged by the fact that the commu-
nal tax in 2013 was even 13 times bigger than in
2012.This happened in the city of Lajkovac.

Chart 3.17 - Do the parafiscal burdens
dissuade you from investing?

High fees for posting company’s name
and big increase of fees

Owners of companies in the city of Novi
Pazar point out that the fees for posting com-
pany’s name are sky-high and that these cannot
be covered even by the most successful doing
business. The fee for posting company’s name
in Novi Pazar is among the highest in Serbia. For
example, the headquarters in Belgrade annually
pay for posting company’s name 150.000 RSD,
and for branch office in Novi Pazar they must
pay even up to 480.000 RSD. For the same type
of branch office in other cities they pay 20.000 -
30.000 RSD.

Owners of companies point out that this is a
completely arbitrary burden for filling the city
budget and that the enormous amounts of fees
and taxes forced many companies to close their
business and leave many workers without a job.
The companies are on purpose categorized to
a higher and “more rich”rank so the city could
charge them more.

A company that is categorized in Belgrade as
a“small company”, in Novi Pazar is categorized
as “medium-size” or “big” just to be charged for
more money over the simple table with the com-
pany’s name. Formula used for calculation of this
fee is an average salary in Novi Pazar increased

49 %

Question No. 17 is a strong test of influence of the
parafiscal burdens on company’s doing business. As
expected, slightly smaller number of companies con-
siders that the parafiscal burdens are a substantial
obstacle, so these dissuade 17% of companies from
investing, while 22% of surveyed companies are par-
tially dissuaded. On the other hand, a significant part
of companies is not exposed to the parafiscal burdens
that can be major means of dissuasion from investing.

Question No. 18 deals with the perception of the
essence of the parafiscal burdens, which are payments
by companies for services rendered by the state. 86%
of the interviewees do not see the parafiscal burdens
as payment for a service, but as a differently put fee,
since they believe that the parafiscal burdens are
mostly non-consistent with the value of the rendered
service. The question does not make the difference be-
tween the cases when the value of the service is per-
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Chart 3.18 - Do you consider the parafiscal
burdens to be consistent with the value
of rendered services?

56 %
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ceived as lower and when the value of the service is
perceived as higher than the parafiscal burden, but the
other questions from the questionnaire clearly point
out that the case where the state renders a service of a
higher value than the one that is charged, is rare.

Chart 3.19 - Do you often find in practice
the required services related to parafiscal
burdens to be completely unnecessary?

49 %

Question No. 19 continues to test perception of na-
ture of services rendered by the state bodies, this time
through prism of purposefulness. 85% of interviewees
considers that it happens quite often that they are re-
quired to have some document that do not need for
their business activities and whose purpose they can-
not clearly see. Here it is necessary to repeal the point-

less burdens (such as evacuation plan in case of fire
for rooms with one exit only), i.e. to inform companies
why they should pay for some parafiscal burden.

+Fire inspection asks for evacuation plan for a
shed at the periphery of the company’s backyard,
which is just about to fall down, so we locked
it in order to prevent anybody from entering. |
am also not allowed to tear it down because the
company was bought in privatization procedure,
and | still cannot wrap up the paperwork with
the state.”

Chart 3.20 - Is there a vertical consistency
in parafiscal burdens
(different levels of authority)?

42 %

The problem of inconsistency of the central and
local authorities, i.e. the constant overspill from one
to another level that is helped by small source reve-
nues of municipalities, encourages emission of paraf-
iscal burdens on the local level. In order to eliminate
this problem, the municipalities should have their
constant sources of revenues that will not be denied
by ad hoc decisions of the central authorities.

,62-65% of tax on worker’s wage is a paraf-
iscal burden for me, considering that there are
700.000 undeclared workers. Evasion is 60% in
Serbia, and the state provides tailwinds for tax
evaders because it does not deal with them.
Informal economy is used for enriching and we
actually have thousands of tycoons, not just the
big ones, and those are exactly entrepreneurs
who do not pay taxes.”

Research of positions of companies in Serbia about key issues related to parafiscal burdens
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Chart 3.21 - Do you consider that the type
and amount of parafiscal burdens are a result
of transparent processes?

Chart 3.22 - Do you believe that there is
a control of parafiscal burdens
by the Republic at all?

38%

39%

Question No. 21 is about degree of publicity in
introduction of parafiscal burdens, as well as about
decision about its amount. 72% of the surveyed com-
panies considers that the processes are either not
transparent or not transparent enough, which is one
of the worst results when it comes to the transparency
of public administration in Serbia. It is not necessary
to invest any funds in order to improve transparency,
and improving this field can start immediately.

»All burdens in economy are not just reallocat-
ed, but also increased. Law on Accounting ad-
opted in 2013 will cost economy 255 million Euro
annually, turning it into a sort of parafiscal burden.
Micro and small companies are not even aware of
what is ahead of them. Three charts of accounts
are being used at the moment — one is demanded
by Agency for Business Registers, the other ones -
totally different — by the other state bodies.”

Chart 3.23 - Do the parafiscal burdens look
to you like a legalized racket, when it comes
to source incomes of public companies

or lower levels of authority?

34 %
31 %

Question No. 22 is about the companies’ percep-
tion of the system of parafiscal burdens in Serbia,
when it comes to the state’s ability to even control that
system. Due to permanent fight of the central authori-
ties and municipalities over the fiscal revenues, along
with the high propensity of agencies and regulatory
bodies to determine amount of fees in a way that puts
these fees above the value of rendered service, there
is a perception of companies that the whole system
develops spontaneously, or even organic, instead
through processes that are typical for decisions made
by this segment of the public administration. Even

52% of companies have the impression that there is
no control over the system of parafiscal burdens.

Question No. 23 is a strong form that tests the previ-
ous questions about the character of system of parafis-
cal burdens. 48% of companies consider that the system
of parafiscal burdens is a legalized racket to a greater or
lesser extent. Strong form of this question points out
to companies that are sure that the system has a high
degree of arbitrariness and that the fees do not corre-
spond to rendered services, which are quite often un-
necessary for companies or do not have a clear purpose.
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Chart 3.24 - Do you believe that the parafiscal
burdens in the field of water usage are
unrealistically high?
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Set of question 24-28 gives an overview of com-
panies’ perception of the certain groups of parafiscal
burdens that are identified as “lavish” for the state.
61% of companies that responded to this question
consider that the burdens related to water usage are
unrealistically high.

munities. There used to be 40 bottling plants in
Serbia, and today there are only 22.

It is necessary that the state harmonizes fees
for drawing water with the laws of the Europe-
an Union and to regulate this field as soon as
possible by the law on compensation for the use
of the natural resources and mineral resources.
This document would also make precise criteria
for determining and calculating the amount of
the fee.

Chart 3.25 - Do you believe that the parafiscal
burdens in the field of forests are
unrealistically high?

Record fees for the use of
the water resources

Fee that is paid in Serbia by the produces that
draw mineral and natural water for bottling is the
highest one in the region and it reached almost
a level of 12 Euro per 1Tm3, as much as is paid by
producers of the “Evian”, a world-wide known
brand of water.

Unlike the producers that do business on the
Serbian market and pay fee in amount of 1,35
RSD per 11, i.e. 11 Euro per 1m3, which is five to
eight percent of the product’s price, the water
producers in Croatia are obliged to pay a fee in
amount of 4 Euro per 1m3, in Slovenia 2 Euro,
and in some EU states there is no fee for using
water. Over the last ten years, the fee was in-
crease for even 1.300%.

Predictable and stable business environment
is of extreme importance for all producers. The
big burden, especially during the last decade,
was not withstood by small bottling plants that
were the motors of development in small com-
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Parafiscal burdens in the field of forests are unreal-
istically high for 76% of companies. In this field there
is a synergy of couple of factors, and primarily of a spe-
cific status of “Srbijasume”' and “Vojvodinasume”* in
practice, as well as of years of existence of fees in this
field where it was impossible to make connection be-
tween a fee and any service.

In construction sector 67% of companies considers
there are unrealistically high fees, and this segment is
marked in all analysis as one of the most problematic
ones in Serbia (time necessary for obtaining construc-
tion permit and similar). The nature of the problem
does not consist only of the amount of the fee, but
also of validity, extensiveness of the system, expertise
of service providers, and absence of the sufficient lev-
el of transparency.

14 Public company for forest management

15  Public company of the Province of Vojvodina for forest man-
agement
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Chart 3.26 - Do you believe that the parafiscal
burdens in the field of construction are
unrealistically high?

Chart 3.28 - Do you believe that
the parafiscal burdens in your sector
are unrealistically high?
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Chart 3.27 - Do you believe that the parafiscal
burdens in the field of environmental protection
are unrealistically high?
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Parafiscal burdens in the field of environment pro-
tection are unrealistically high for 76% of companies.
In this field it is of a key importance to present to com-
panies in a clear way the parafiscal burdens that are
consequence of adoption of the EU legislation and to
separate these fees from those that are presented as
care for environment while they have no practical in-
fluence on environment protection.

Question No. 28 gives an overview of the compa-
nies’ position on parafiscal burdens in their sector. In
this case, 76% of companies perceive the parafiscal
burdens as unrealistically high, i.e. they consider that
they do not get an adequate value for their money.
% of unsatisfied companies clearly speaks in favor of

45 %
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increasing value for the rendered service, if it's already
impossible to significantly decrease the revenues of
state, i.e. of the public companies and of the indepen-
dent regulatory bodies.

Chart 3.29 - Are you satisfied with the speed
with which you get services charged
through parafiscal burdens?
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Question No. 29 closely relies on questions relat-
ed to the process of rendering services itself, with the
focus on the time needed to have a service delivered.
One of the basic comments of the companies is that
they waste time for fulfilling administrative proce-
dures, i.e. that even when they submit all the neces-
sary documentation they have to wait for an unrea-
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sonably long time for deciding upon their request.
58% of companies are unsatisfied.

»I am a director of a successful production
company that employs 350 workers and we are
proud of our profit of 2,1 million Eur. Last year
we had 20 inspections, but we are much more
troubled by the import of equipment - the cus-
toms officers do not know how to charge import
duties, so our commodities stay uncleared for
long time while our deadlines approach.”

Chart 3.30 - Do you consider the licensing
processes in Serbia to be a mechanism
for preventing competition?

46 %

Question No. 30 considers particularly the issue
of licensing in Serbia. 48% of companies consider
that licensing prevents competition, and that is not
a purpose of this process, but prevention of illegal
competition.

,Licensing should be based only on profes-
sionalism, and certainly not on the law, because
quite often the certain companies or individuals
are privileged in advance.”

Question No. 31 tackles the issue of the e-govern-
ment in Serbia, i.e. of the slowness when it comes to
its introduction, as well as to often overlap of e-gov-
ernment and classical government based on papers.
Companies are unsatisfied with the fact that they

should be couriers of the public administration, i.e.
to enclose documents, receipts and confirmations for
data available in public databases or data that can be
obtained by reading a chip

Chart 3.31 - Do you consider that the certificates,
which you are demanded to deliver, are necessary
in the time of e-government?

75 %

Chart 3.32 - Do you consider that the certificates
of entering the registry are unnecessary for
the institutions with electronic databases?
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Question No. 32 tackles the very issue of certifi-
cate on registration in the register. 90% of companies
consider that such certificates do not have any sense
and that the bodies of public administration should
use the databases only. A particular problem in this
field are outdated provisions of certain laws, but also
absence of initiative to have them changed in a com-
prehensive manner.
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Chart 3.33 - Are the parafiscal burdens
associated with corruption??
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Question No. 33 connects corruption as one of the
biggest problems in doing business with the parafis-
cal burdens. As expected, where there is a perception
of arbitrariness of the state bodies, there is also a per-
ception of corruption. 56% of companies connect the
parafiscal burdens with the corruption.

Chart 3.34 - Do you consider the persons
in charge for services related to parafiscal
burdens are professional enough?

38%

Question No. 34 is an estimate of work of those
who provide services related to the parafiscal bur-
dens. 55% of the interviewees consider that the ser-
vice providers are professional enough, while 45%
considers that they are not. In this field, it would be
best to develop as precise procedures as possible, but
also performance appraisal for the service providers.

Discretionary character of lump sum taxation

Every year, in the same period, small and
medium size companies in Serbia face the same
challenge, only the counties and business activi-
ties change. What is common to all of them is that
small and medium-sized enterprises are collateral
damage of attempts to collect as much money as
possible for the public consumption, swiftly and
by a very discretionary regulation known as the
Regulation on the lump sum taxation.

The Regulation itself is unregulated, and it is
in open conflict with the economic development
priorities of Serbia. It should define the rules for
determining burdens for entrepreneurs that pay
lump sum taxes, but in reality these rules are just
enumerated, insufficiently defined by terminol-
ogy and content, with plenty of room for guess-
ing. The spans for the tax officials to increase or
reduce the tax base in accordance with their own,
i.e. personal, judgment are spectacularly wide.
An SME can get a tax decision with amount two
times bigger than the previous year, while the
Regulation remains inviolated, a complaint brings
no results and a company is completely helpless.

Each job in Serbia is formally of great impor-
tance. To this end, there used to exist, and still
exist, various employment and self-employment
incentives, with more or less success, more or less
meaning. At the same time, the Regulation has
its own policy of a different direction to follow.
For every employed worker, an entrepreneur fac-
es a 10% increase of base for calculation of lump
sum taxes and contributions.

The Regulation also has completely strange
provisions that provide that the base for calcula-
tion of taxes and contributions can be increased
up to 300% on the basis of the business reputation.
It is a high penalty for honesty towards customers/
clients and business integrity built up over years.

At the moment of delivery of the decision for
the current year, SMEs are obliged to pay ret-
roactively, starting from January of a particular
business year and for each month, the difference
between the amount they paid and the newly
proscribed monthly amount. Since they are not
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psychic and they did not count in that cost, they
did not make it part of calculation for their prod-
ucts’and services’ prices during the past months,
they do not have that amount in a reserve, and
until they owe money to the state they cannot
certify health cards for themselves and their
families, they cannot obtain certification about
taxes being paid that they might need in order to
apply for some help from the state or a credit.

If they previously used some incentives for
self-employment, and the time came for them to
prove to the National Employment Service that
they properly spent the money and fulfilled the
obligation to operate and regularly pay taxes,
they cannot do it because they suddenly got
into debt, without their fault. Interest rates for
due taxes and contributions are extremely high,
and blocking the debtor’s account, particularly
when it comes to micro and small companies, is
areal danger even when the debt is not really
big. An entrepreneur whose business account
is once blocked looses the right to participate
in large number of tenders and competitions
which demand certificate that proves that you
were not blocked during the previous business
year. For certain business activities, which highly
depend on such tenders, a blockage is a death
sentence. The whole situation arises from the fact
that the tax decisions are delivered to lump sum
tax payers in June, July, and sometimes even in
September, while decisions apply retroactively —
since the beginning of the year.

In case an entrepreneur files a separate
complaint about the decision of the Tax Adminis-
tration, the reply of this institution shortly states
that through a careful analysis of the decision,
and based on a complaint, it has been found that
the decision was issued in accordance with the
Law and the said Regulation. Almost any decision
would be in accordance with the said Regulation.

3.2. The employers’ recommendations
(internal stakeholders)

Beside empirical research of primary and second-
ary data, the validation workshop was held for the
purpose of testing the validity of recommendations.

The internal key stakeholders of the Serbian Associ-
ation of Employers participated in the workshop us-
ing the opportunity to state their positions about the
findings of the study, recommendations given in the
study and to discuss, above all, about the feasibility of
recommendations. The workshop was mostly aimed
to analysis of feasibility of recommendations and their
possible corrections.

A summary conclusion is that employers in the
present institutional environment, and with the giv-
en limits that are consequence of the poor economic
environment, must direct their efforts towards those
proposals that will encounter the green light from
relevant state bodies. Therefore, beside the initial
stating that the employers in Serbia have many prob-
lems, some of which are more urgent and deeper than
the problems that were considered in this study, the
agreement was reached that there should be focus on
recommendations given in this study.

More far-reaching conclusion is that employers’
organizations, before coming out with any proposal,
must make an analysis of the relevant environments,
relevant external stakeholders and that the recom-
mendations and policies that will be part of the pub-
lic agenda must have a high degree of likelihood for
success. On the other hand, questions and adequate
recommendations that are the key ones for employ-
ers, and for which the chances to be adopted at a par-
ticular moment are little, should be part of the long-
term efforts and long-term activities with the relevant
external stakeholders.

Employers underline that the Government of the
Republic of Serbia, when taking a course of reforms,
imposed the need to amend and adopt numerous
laws and, consequently, bylaws. When proposing
laws, the explanation of every law includes a special
chapter, the needed financial resources for imple-
mentation of the law. This chapter includes only the
budgetary funds, but the problem is that it does not
evaluate their effect and financial obligations that are
new to the legal entities, i.e. the employers.

As arule, for literal implementation of the laws, and
bylaws as well, an employer must engage most often
irrecoverable funds, through engaging and training
staff, obtaining certificates, confirmations and similar,
for the purpose of meeting conditions for doing busi-
ness — licenses and similar. For these burdens, which
are necessary if an employer intends to continue do-
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ing business in accordance with the regulation, he
must engage his own funds which are most often not
planned. Therefore, one of the proposals aimed at re-
lieving a legal person is to have the parafiscal burdens
reviewed and taken into consideration by the propos-
er of regulation.

This means that every law that entered the proce-
dure, prior to adoption, should be followed by analysis
of the fiscal obligations for legal persons by which the
law will be implemented. It would result in a discus-
sion about the purposefulness of the law, but it would
also enable employers to plan those costs and include
them in cost of their products and services in timely
manner, so they could continue with doing business,
but also be competitive on the market.

An interest to duly implement the valid regulation
certainly exists among employers, considering that
they are in permanent activities that must bring cer-
tain income, out of which further investments, tax ob-
ligations, wages and other material costs will be paid
for. At the end of this sequence an employer makes
profit if it is possible, and for which he is particularly
interested, but he has an obligation to continuously
and constantly take care, since the beginning of doing
business until the cessation of the legal person.

Starting from the said, it is undeniable that an em-
ployer’s, and through him also the owner’s, interest
to act in accordance with the regulation is the big-
gest, but only in case when, by the implementation
of regulation, the purpose of doing business can be
achieved, i.e. making profit. If the costs related to do-
ing business are not in a proportion with the real pos-
sibilities, if there is no continuity in operating within
the same scope, en employer tries to replace it by in-
vesting into operating itself, as well as into preserving
the core value of the legal person, movable and im-
movable assets, up to the limits of endurance. This ul-
timately leads to the negative score in doing business
over the longer period of time, and thus, to economic
downturn.

The non-participation of employers in the phase of
drafting regulation, i.e. public discussion, is not only
lack of interest, but also inability to additionally com-
mit to certain issues. Therefore, once a certain law or
bylaw is adopted or even worse when it starts to be
implemented, employers face the problems in imple-
mentation of the part related to engaging additional
funds for meeting the conditions set by the regulation.

Unburdening the economy, set as a goal by the au-
thorities’ pillars, was only decorative so far, while the
reality was totally different. This is best documented
by the number of closed legal persons, or more pre-
cisely by the number of insolvent companies.

These examples point out the need to pay special
attention to this issue. Every law or bylaw must be ex-
amined before adoption, not only from the aspect of
spending the budget as it has been done until now,
but above all from the aspect of the possibilities of
legal persons to see the interest in their implementa-
tion and, as a consequence, to see the economic in-
terest through improvement of own business, as well
as increase of own competitiveness on the already
distorted market.

In this sense, the SMEs’ complaints are numerous:

« Regulation related to book-keeping introduced
cumbersome apportioning that has no practi-
cal purpose: balance sheet had around 40 posi-
tions until 2010 and now it has 137; profit and
loss had 29, than 34, and according to the new
Rule 92; after some criticism of the Rule it has 97
positions. In parallel, according to the interna-
tional book-keeping standards a balance sheet
has 30 positions, while profit and loss has 33.

«  When it comes to taxation of company’s proper-
ty, every company should be allowed to assess
its property; at the moment, only 0,15% of the
companies are allowed. What happens in prac-
tice is that the premises such as a shed, attic or
basement are also taxed as business premises.

+ E-business is still burdened with many prob-
lems - bad organization and non-compliance
with the procedures, office and in-field controls
last long, deadlines are not respected.

« Representatives of SMEs — producers point out
that the decrease of profit tax is a marketing for
the foreign investors, while the domestic ones
are being neglected. Also, small tax does not
mean a lot if the state makes the profit making
an impossible mission, by its parafiscal charges.

+ The next problem is administration — half of
employees within a company is engaged with
the state bodies, instead with market, consum-
ers, new technologies, etc.

« High burdens and lack of transparency are also
problem for continuity in doing business and
opening of the new SMEs. There is an opinion
that it is better, for example, to have high level
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The employers point out that, for the purpose of
promotion of the SME sector, it is necessary to achieve
the complete agreement about the realization of the
adopted regulation, and particularly of:

of VAT, but without sudden increases during the
business year. When opening a company, one
thinks about the costs, but if he is not aware of
what awaits him in advance, it is a big problem.
This considerably influences also creation of

new jobs and the general remark is that a mor- 1. Government of the Republic of Serbia - in

atorium on new burdens must be introduced.
When it comes to bigger companies that fight
for existence, operate in Serbia, make the profit
and pay tax in Serbia, do not have headquar-
ters in off-shore zones, they should also be pre-
served and not only declaratively supported.

proposing the regulation that will not require
additional engaging of funds by the legal
persons

. National Assembly of the Republic of Serbia

- to demand, prior to adoption of a new law, a
separate analysis of the economic burden on

the legal and natural persons, i.e. the economy
SME sector is unique when it comes to the issue of as a whole, caused by its implementation

determining the tax amount: it is necessary to de- 3. Employers - who will actively participate in
termine only the real needs, as well as objective preparation of the regulation and its adoption,
possibilities of the participants in the economic and particularly in its implementation from the
life, as those who fill the budget. Expenses that bur- aspect of economic justification and profitabili-
den the legal persons and employers are, above all, ty — to completely adjust their businesses to the
non-tax payments, i.e. the parafiscal burdens that newly adopted laws and the European stan-
most often are not revenue of the budget of the Re- dards.
public of Serbia.
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4. Impact assessment

During the process of making this study, a series
of consultations with the relevant organizations that
protect the interests of employers in the Republic
of Serbia took place, and the following results were
achieved:

1. It was agreed that these organizations coordi-

nate their activities for the purpose of creating
a synergy of positions towards the decision
makers

2. It was agreed that each organization focuses

on activities where it has the strongest compe-
tencies so the division of work would maximize
effects

3. Mutual consultations should be made when

drafting positions, policies and other similar
documents in order to find the best solutions
and take advantage of available information.

During the preparation of the study certain activi-
ties were planned aimed at:

1. Presentation of the study and its key conclu-
sions to the key relevant ministries

2. Presentation of the study to the working groups
for changes and amendments of the laws that
are source of the problems in the field of the
parafiscal burdens

3. Presentation of the study to the key creators of
the public opinion.

During the presentation of the study on a valida-
tion workshop, the representatives of the Ministry of
Economy that are members of the Working Group for
Fight Against the Informal Economy expressed their
interest to use this study as one of the key documents
in envisaging their activities. Upon finalization of the
study, it will be used as an empiric basis and source
of strategic recommendations for the Working Group
for Fight Against the Informal Economy, and it will be
presented to the relevant ministry, i.e. the Minister of
Economy.

Serbian Association of Employers will present this
study at a special event to which the representatives
of the leading printed and electronic media in Serbia
will be invited. In accordance with the best practices
of dissemination of the research findings, the activi-
ties that follow will include:

+ Customized meetings with the selected media
representatives during separate events where
the key points that the employers insist on, as
well as the importance of their realization for
employers, workers and the state, will be en-
lightened

« Regular meetings with the key stakeholders
where the selection of findings will be present-
ed and common interests of employers and cer-
tain stakeholders underlined

« Development and promotion of the specific
tools for promotion that are based on the study,
which have the biggest potential for public pre-
senting because they point to the major weak-
nesses of the system that provide no vested
rights for any of the key stakeholders. The tools
that will be used are effective visual, audio and
multimedia materials that point out how much
we, as a society, loose due to unregulated field
of the parafiscal burdens. The costs of the lost
opportunities, pictured by the things that Ser-
bia is missing — roads, kindergartens, schools,
population that migrates from Serbia and simi-
lar — will be taken as the basic unit of measure-
ment.

After the promotion activities, the impact results
will be measured through two indicators:
1. Number of articles, meetings and other rele-
vant open and closed events
2. Number of laws and bylaws that are changed
or whose change is in the pipeline, and which
were targeted in this study.
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