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|. PREFACE

1. The evaluation of the anti-money laundering (AMlidacombating the financing of terrorism
(CFT) regime of the Republic of Serbia was basedhenForty Recommendations 2003 and the
Nine Special Recommendations on Terrorist Finan20@l of the Financial Action Task Force
(FATF), complemented — due to the specific scopevafuations carried out by the Committee —
by issues linked to the Directive 2005/60/EC of Bueopean Parliament and of the Council of 26
October 2005 on the prevention of the use of thanitial system for the purpose of money
laundering and terrorist financing (hereinafter ‘thikird EU Directive” and Directive 2006/70/EC
“implementing Directive”, in accordance with MONEYA's terms of reference and Procedural
rules, and was prepared using the 2004 AML/CFT dthogy™.

2. The evaluation was based on the laws, regulatindother materials supplied by the Republic of
Serbia, and information obtained by the evaluateam during its on-site visit to Serbia from 9-
16 May 2009, and subsequently. During the on-si#, the evaluation team met with officials
and representatives of all relevant Serbian govenmiragencies and the private sector. A list of
the bodies met is set out in Annex Il to the mualuation report.

3. The evaluation was conducted by an assessment tehioh consisted of members of the
MONEYVAL Secretariat and MONEYVAL and FATF expeitscriminal law, law enforcement
and regulatory issues. The evaluation team coulsgfteGabor Simonka, acting as legal evaluator
(Head of Financial Intelligence Unit, Central Cniral Investigation Bureau, Customs and Finance
Guard, Hungary); Andrea Havelkova, acting as laforeement evaluator (Senior police officer,
International Co-operation Department, Financigklligence Unit, Slovak Republic), Arakel
Meliksetyan acting as financial evaluator (Deputgad of the Financial Monitoring Center,
Central Bank of Armenia), DeAnna Fernandez, actsgFATF financial evaluator (Policy
Advisor, Office of Terrorist Financing and Finaric@&rimes, U.S. Department of the Treasury)
and Livia Stoica Becht (MONEYVAL Secretariat). Thexperts reviewed the institutional
framework, the relevant AML/CFT laws, regulatiogsijdelines and other requirements, and the
regulatory and other systems in place to deter mdaendering (ML) and the financing of
terrorism (FT) through financial institutions andedignated Non-Financial Businesses and
Professions (DNFBP), as well as examined the cppdbi implementation and the effectiveness
of all these systems.

4. This report provides a summary of the AML/CFT measun place in the Republic of Serbia as
at the date of the on-site visit or immediatelyréfadter. It describes and analyses these measures,
and provides recommendations on how certain aspétte systems could be strengthened (see
Table 2). It also sets out Serbia’s levels of coamue with the FATF 40 + 9 Recommendations
(see Table 1). Compliance or non-compliance withEC Directives has not been considered in
the ratings in Table 1.

! As updated in February 2009.
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II. EXECUTIVE SUMMARY

Background Information

This report provides a summary of the AML/CFT measun place in Serbia as at the date of the
on-site visit from 9-16 May 2009 or immediately h&fter. It describes and analyses these
measures, and provides recommendations on stramggheertain aspects of the system. It also
sets out Serbia’s levels of compliance with the FAD plus 9 Recommendations (see Table 1).
The evaluation also includes Serbia’s compliancth Rirective 2005/60/EC of the European
Parliament and of the Council of 26 October 2005tla prevention of the use of the financial
system for the purpose of money laundering andtistrfinancing (hereinafter “3rd EU AML
Directive”) and the Commission Directive 2006/70/EC of 1 August 200§inta down
implementing measures for Directive 2005/60/EChefEuropean Parliament and of the Council
as regards the definition of ‘politically exposedrgon’ and the technical criteria for simplified
customer due diligence procedures and for exemptingrounds of a financial activity conducted
on an occasional or very limited bas{bereinafter “Implementing Directive 2006/70/EC”).
However, compliance or non-compliance with the Bkdl AML Directive and the Implementing
Directive 2006/70/EC has been described in a sapadnanex and it has not been considered in
the ratings in Table 1.

This is the second evaluation of Serbia by MONEYVAince the last evaluation visit in 2003,
Serbia has made a number of changes with a viégmgoving the legal framework as well as the
AML/CFT requirements on banking and non-bankingaficial institutions. These include
substantial changes to the criminal legislation mgadments to the ML offence, the
criminalisation of the TF offence, changes to thian@al Procedure Code covering provisional
measures and confiscation), and the adoption oflegisiation regarding liability of legal entities,
seizure and confiscation of proceeds from crime mmdual legal assistance. The Law on the
prevention of money laundering and the financingeoforism (hereinafter AML/CFT Law) sets
out the scope and basic AML/CFT obligations forafinial institutions and designated non
financial businesses and professions (DNFBPs).lalwewas adopted shortly before the on-site
visit (18 March 2009) and entered into force onN2arch 2009, repealing the 2005 Law on the
prevention of money laundering (hereinafter theviones AML Law). The regulations adopted on
the basis of the previous AML Law continue to belegad until the adoption of regulations on the
basis of the AML/CFT law in so far as they are cattradictory to the new provisions. A number
of additional regulations and guidance were adomeasbsist financial institutions and DNFBPs in
fulfilling their obligations. The Government of $& also adopted a National Strategy against
Money Laundering and Terrorism Financing in 2008 astablished a Standing Coordination
Group to monitor the implementation of this strgteg

As regards the money laundering situation, the i8erlauthorities advised that the most
significant forms of organised crime are traffiggim human beings, smuggling of narcotic drugs
and of weapons, vehicle theft as an organised wahactivity and that proceeds are in general
reinvested in the purchase of business companigstfped ones), real estate, luxurious cars and
are also used for lending money with high interagts. Economic crimes are characterised by
serious and complex criminal acts, particularlybamking operations, external trade and in the
privatisation process. The most widespread forracoihomic crime is various forms of the abuse
of office in all sphere of economic operations. fEhbas been no study on methods, techniques
and trends regarding ML or TF, however, the autlesrindicated that most of laundered proceeds
in ML cases originate from tax evasion. Profitsidag from business activities are usually
transferred from firms through fictitious domestioreign or offshore companies by using
fictitious invoices where service or transfer obde have never been carried out. Then the money
is returned to Serbia in cash, where the legatinatakes place. Fraudulent activities, unlawful
privatisation and different activities of corrupticcan be also linked to situations of money
laundering.
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Concerning terrorist financing, there have beercmminal reports filed regarding FT according
to the statistics provided and there are no coeftficases of terrorist financing in Serbia to date.

Legal Systems and Related Institutional Measures

Since the last evaluation, with the adoption in2@® a new Criminal Code , the offence of

money laundering is set out under Article 231 & @C in a much broader and more complex
approach than previously. The conducts that canstthe ML offence are largely in line with the

material elements listed in Article 3 of the VienBanvention and Article 6 of the Palermo

Convention. The offence extends to ‘property’ thietives from a criminal offence, which would

appear to cover any types of property and to reptes| sorts of proceeds of crime.

The criminalisation of money laundering has beeplieitly based on an ‘all crime approach’.
Predicate offences for ML cover any ‘criminal ofenof the CC and the range of offences set out
in the CC which are predicate offences to ML ineladl required categories of offences with the
exception of insider trading and market maniputatibhe offence does not cover explicitly self
laundering however this matter has been clarifieth in a mandatory instruction (2008) of the
Public Prosecutor’s Office and by recent case mmcThere are appropriate ancillary offences to
the ML offense.

Natural and legal persons are subject to effectix@portionate and dissuasive criminal sanctions.
The corporate criminal liability was introducedarthe Serbian legislation by the Law on Liability
of Legal Entities for Criminal Offences, which ergé into force in November 2008.

Between 2007-2008, 5 convictions were successfatifieved and 2 final judgments were
confirmed by the Supreme Court. All judgments kel concealing of cash proceeds derived
from tax evasion, legalised through use of falseoices, fictitious legal transactions, and
sometimes use of fictitious companies. Perpetratere convicted for committing abuse of office
(article 359 CC)n concurrence with money laundering. The senteaqmaied specifically for
money laundering in all cases amounted to one yeprisonment, however the consolidated
sentence was higher (according to the judgmentsvext, for instance to 2 years and 6 months in
one case and to five years and six months in anot®e). In all cases the perpetrators were also
deprived of the pecuniary benefit obtained and geds were confiscated. The number of yearly
initiated criminal money laundering report sentdourt has doubled in 2007 and remained
constant in 2008 while the number of cases in whidrges were brought has clearly increased.

Serbia ratified the UN International Convention floe Suppression of the Financing of Terrorism
in October 2002. The financing of terrorism wasntnalised as an autonomous offence in article
393 of the CC. However there are still severattslomings with respect to the implementation of
the convention in the criminal substantive law. Tnevision or collection of funds to finance a
terrorist organisation and individual terroristeedoot appear to be covered. The term “funds” is
not defined in the CC, nor has it been interpréigdudicial authorities, thus there is no legal
certainty that the FT offence shall extend to aopds as defined in the FT Convention.
Furthermore, due to references to specific crimiotiénces from other articles of the CC
(“intended for financing of criminal offences rafed to in Articles 312, 391 and 392 of the
present Code”), the definition of terrorist finamgirequires the funds to be linked to a specific
terrorist activity. Also, the offence does not yutlover the financing of terrorist organisationsl an
the financing of individual terrorists regardlegsahether the financing is for criminal activities,
legal activities or general support. At the timetwé on-site visit, there had been no investigation
or prosecutions for terrorism financing.

The confiscation and the provisional measures mi&dave gone going through a considerable

change since the previous evaluation. The cureydllframework is rather complex, given the
parallel regimes both in terms of criminal substenand procedural law. The recent adoption of
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the Law on seizure and confiscation of the procdema crime (2008) is undoubtedly a major
step forward, however, given its recent entry fiotce, it has not yet been applied.

The current regime needs reviewing in order to engoat the competent authorities have the
necessary tools to clarify the application of teevant provisions and regimes and ensure that
they can make full use of the existing legal framdiw Amendments are necessary to clarify the
scope of property subject to confiscation, to emshat value based confiscation can be applied in
the case of instrumentalities used in and interfdedise in the commission of ML, FT or other
predicate offences and that confiscation of insemtalities is possible when they are held by a
third party (legal entity or natural person). Thatistics provided did not demonstrate the overall
effectiveness of the application of provisional swas and confiscation regime.

The Serbian legal framework does not enable thepetent authorities to take the necessary
preventive and punitive measures to freeze anppfapriate, seize terrorist related funds or other
assets without delay, in accordance with the relfetmnited Nations resolutions. There are no
specific laws and procedures which would speciffcamplement the above-mentioned
resolutions in terms of roles, responsibilities aadditions. Neither the AML/CFT law nor the
Criminal Procedure Code can be applied in thiseetsprhere have been no instances of freezing
of funds or other assets of persons designatdtkindntext of these resolutions.

The Administration for the Prevention of Money Ldenng (APML), the Serbian FIU, is the
lead agency responsible for AML/CFT issues. Itggblished as an administrative body within
the Ministry of Finance. The AML/CFT Law clearly tseout all three core-FIU functions
(reception, analysis and dissemination). The SerbiJ has been a member of the Egmont
Group since 2003.

The AML/CFT Law sets out the APML'’s role in theteletion of ML and FT, international co-
operation and in the prevention of ML and FT. Igaw to its role in the detection of ML and FT,
the APML can:

1. request data from obligors and lawyers when itssesethat there are reasons to suspect ML
or FT in certain transactions or persons ;

2. request data from competent State bodies and paliority holders ;

3. issue written orders to obligors to temporarilyprgl transactions when there are reasonable
grounds to suspect ML or FT with respect to a persotransaction or to oblige obligors to
monitor transactions and business operations;

4. disseminate data to competent bodies;

5. provide feedback to obligors, lawyers and statddmd

6. co-operate internationally;

As regards its role in the prevention of ML and Eie APML shall:

1. conduct the supervision of the implementation &f pinovisions of this Law and take actions
and measures within its competence in order to venobserved irregularities;

2. submit recommendations to the Minister for amendihig Law and other regulations
governing the prevention and detection of monepdauing and terrorism financing;

3. take part in the development of the list of indazatfor the identification of transactions and
persons with respect to which there are reasonsugpicion of money laundering or terrorism
financing;

4. make drafts and give opinions on the applicatiothsf Law and regulations adopted based on
this Law;

5. make drafts and issue recommendations for a unifgptication of this Law and regulations
made under this Law in the obligor and lawyer;

6. develop plans and implement training of APML’s eayges and cooperates in matters of
professional education, training and improvemenémployees in the obligor and lawyer in
relation to the implementation of regulations ie #rea of the prevention of money laundering
and terrorism financing;

8
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7. initiate procedures to conclude cooperation agre¢snwith the State bodies, competent
bodies of foreign countries and international org@tions;

8. participate in international cooperation in theaa detection and prevention of money
laundering and terrorism financing;

9. publish statistical data in relation to money lagmiag and terrorism financing;

10. provide information to the public on the money ldenng and terrorism financing
manifestations;

11. perform other tasks in accordance with the law.

The traditional tasks of the FIU (receiving, analgsand disseminating STRs) are performed
efficiently by the APML, which receives an incraagsinumber of disclosures from reporting
entities and has timely access to financial, adstriative and law enforcement information as well
as additional information from reporting entitiéisis to be noted that the FT reporting obligation
only came into the remit of the FIU as of March 200

Guidance to financial institutions and other reipgr entities on reporting STRs has been
provided on the basis of the requirements of tlevipus AML Law and reporting forms have
been elaborated only for banks, capital marketigygaints and insurance companies. Additional
measures are required to ensure that compreheasiveadequate guidance based on the new
legislation is introduced to support obliged eastiin better understanding their reporting
requirements and outreach should be conductedderurporting sectors.

The APML submits a yearly progress report to thegBoment, which may be made available to
the public only upon request. Such reports dontlude information on current ML/FT
techniques, methods, and trends (typologies), oitizad examples of actual money laundering
cases. It was not possible to identify how manyestigations commenced as a result of FIU's
disclosure in the absence of such statistics.

The APML'’s effectiveness has been strengthened acetipely to the situation in the previous
evaluation round and despite concerns regardingjtiadity of reports received and the level of
non/under-reporting by certain sectors, the APMIs b4 its disposal an important amount of
financial information, which is likely to increasmce the implementation of the AML/CFT law
by reporting entities is fully operational. AlsbgtAML/CFT Law sets out an important number of
additional tasks which are likely to impact and dvad the daily operation of the APML.

The law enforcement bodies competent for the imyason and prosecution of ML and FT
offences are: the Ministry of Interior, the Tax iee| the Security Information Agency and the
Public Prosecutor’'s Office. These bodies have edirbestablished by law, as are their activities.
In addition, there are specific arrangements reggrthe designation of authorities competent to
investigate and prosecute organised crime offerfceduding ML or FT offences), namely
pursuant to the Law on Organisation and JurisdiadibGovernment Authorities in Suppression of
Organised Crime: the Special Prosecutor’s OffiageSioppression or Organised Crime (within the
District Public Prosecutor’s Office in Belgradd)etService against Organised Crime (within the
Ministry of Interior) and the Special Departments processing criminal cases under this law
(within the Belgrade District Court and the Belgeakbpellate Court).

The legal framework for investigation and prosemutiof ML and FT offences and for
confiscation and freezing is undoubtedly complexespponsibilities of prosecutors and law
enforcement agencies are covered in a variety tsf #tat is not only in the criminal legislation
but also in the Law on organisation and jurisdictad government authorities in suppression of
organised crime and the recently adopted Law omu$eiand confiscation of the proceeds of
crime. The authorities are able to postpone or evttie arrest of suspects and seizure of property.
The use of special investigative techniques inGhminal Procedure Code is limited to a range of
specific criminal offences that are being invedega Competent authorities responsible for
conducting investigations of ML, FT and other umgiag predicate offences can compel
9
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production of, search persons and premises for sgide and obtain transaction records,
identification data obtained through the CDD pracescount files and business correspondence,
and other records, documents or information, helsh@antained by financial institutions and other
businesses or persons. They also have the necepsargrs to summon persons and take witness
statements for use in investigations and prosewsiticd ML, FT, and other underlying predicate
offences, or in related actions.

However, the merits of creating a two tier systemifivestigation, prosecution and adjudication

of the ML/FT offences, as the jurisdiction and cetgmcies of law enforcement actors in the
investigative and criminal process of such offensedifferentiated based on the existence of an
element of organised crime was questioned. Leasaside the potential jurisdictional issues in

concrete cases, the current provisions do not apgpgaovide for a comprehensive framework to

ensure functional co-operation and communicatiawéen competent authorities.

Serbia has put in place measures to detect thégahgsoss border transportation of currency and
a declaration system. The declaration system ioef@t the time of the on-site visit does not
ensure that all persons making a physical tranapont of currency and bearer negotiable
instruments of a value exceeding the prescribesshold are required to submit a declaration to
the Customs authorities. New requirements wereduoited with the AML/CFT law, which were
not in force at the time of the on-site visit, Bs taw provided that they would become applicable
six months later (September 2009). Based on tharrirdtion gathered, there are reservations
about whether the detection of cross-border moveroérurrency was adequately conducted.
Further action is needed to ensure that the newirsgents are speedily implemented and
additional measures are required to bring the otirsystem in compliance with SR.IX, in
particular as regards the introduction of effectiliesuasive and proportionate sanctions.

Preventive Measures — Financial Institutions

The AML/CFT Law sets out the scope of AML/CFT olalipns for financial institutions and is
supported by numerous sectoral laws, includinglitv on Banks, the Law on Securities and
Other Financial Instruments Market, the Law on tasge, the Law on Voluntary Pension Funds
and Pension Schemes, the Law on Financial Lealiegl.aw on Foreign Exchange Operations,
and the Law on Investment Funds. For the purpok#dsecevaluation, these laws qualify as “law
or regulation” as defined in the FATF Methodology.

A number of additional decisions and books of rutase been issued which assist financial
institutions in fulfilling their obligations undeihe laws mentioned above. The AML Book of
Rules is the primary act that describes the metlogglp requirements, and actions financial
institutions are expected to undertake under tlewipus AML Law. The Decision on Minimal
Content of the KYC Procedure and Decision on Giundsl for assessing the risk of money
laundering and financing terrorism are two of th@an decisions that are accompanied by many
sectoral decisions. These qualify as “other enfit® means” as defined in the FATF
Methodology.

The Republic of Serbia has not undertaken a systegmiew of the ML and FT threats and risks
that exist within the financial and non financiaksor in Serbia. Under the previous AML Law
and Book of Rules, the Republic of Serbia did mylya AML/CFT measures using a risk-based
approach. The AML/CFT Law introduced requirementganduct an analysis of the ML and FT
risks, which must include a risk assessment fohegwup or type of customer, business
relationship, or service offered by the obligor amanpetent supervisory bodies are required to
adopt guidelines for implementation.

The customer due diligence (CDD) obligations are aé in the AML/CFT Law and apply
equally to all obligors as identified in the lawhd Decision on KYC Procedure also outlines

10
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29.

30.
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33.

further CDD requirements for banks; voluntary pensfunds, financial leasing providers; and
insurance companies, brokerages, agency compantésagents. There are only a few minor
deficiencies, mostly stemming from the newnessefliégislation. Competent authorities have yet
to issue implementing measures for the AML/CFT laawd related guidance. In practice, there is
awareness of the requirements and the applicafialu® diligence measures, particularly in the
banking sector. However, this compliance level doescover the financial sector as a whole,
since significant parts have not sufficiently implented not only the due diligence controls of the
AML/CFT Law, but also of the previous AML Law.

There were no requirements under the previous AM\y ffor financial institutions to determine
whether a client is a politically exposed persoBRPand apply enhanced measures, apart from
the banking sector which was obliged to identifg apply enhanced measures to clients based on
risk, which included PEP-s. The AML/CFT law coversmprehensively the requirements of
Recommendation 6. Additional measures are requareshsure that Serbian financial institutions
clearly understand and uniformly apply their ohbligas under the law to conduct enhanced on-
going monitoring on business relationships with ®EPFurthermore, training seminars and
additional guidance on risk assessment would aBsestcial institutions outside of the banking
sector in order to identify foreign officials angpdy enhanced due diligence, per the new
requirements of the AML/CFT Law.

As regards correspondent banking, prior to the AGHY Law, only banks were obliged to
consider the AML/CFT regime of correspondents dratd were no express requirements for all
financial institutions to understand fully the nm&wf a respondent institution’s business or to
determine the reputation of the institution andligyaaf supervision, including whether it has been
subject to a ML or FT investigation or regulatorgtian. The AML/CFT Law sets out
requirements for financial institutions to followhen establishing or maintaining LORO
correspondent relationships. According to the euriegal framework and practice, correspondent
relationships do not involve the maintenance ofygide through accounts”. The banking sector
demonstrated a clear understanding of the requitesned the AML/CFT Law, however financial
institutions outside of the banking sector thatdwart securities transactions or funds transfers
demonstrated no implementation of Recommendation 7.

While the NBS Decision on Guidelines for assessimgrisk of money laundering and financing
terrorism introduce measures that require finanamstitutions to pay attention to money
laundering and terrorism financing risks that mageafrom the use of modern technologies that
provide anonymity (e.g. ATMs, internet banking.emhone banking, etc) such requirements are
not in place for certain financial institutionsc@nsed bureaux de change, investment fund
management companies, persons dealing with postaimenications, and broker-dealer
companies).

The AML/CFT Law introduced the possibility for fineial institutions to rely on third parties to
perform CDD in specific cases. Until the Serbiathatities have determined in which countries
financial institutions are permitted to reply onrdhparties, there can be no implementation of the
respective provisions.

The AML/CFT Law grants adequate exceptions to Sertsecrecy requirements, particularly
concerning financial institutions’ ability to repgdio Serbian authorities as required by the law.
However the AML/CFT Law does not provide for thelligb of financial institutions to share
information with foreign financial institutions aart of their obligations under R.7 or R.9.

Record keeping requirements are comprehensivelgredvby the AML/CFT Law, the Law on
accounting and auditing and relevant regulationtse Tinancial institutions, unlike DNFBPs,
appeared to be knowledgeable of their record kgepbtigations and supervisors did not report
any problems with timely access to customer anus#@ietion records and information. However,
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35.

36.

37.

38.

39.

40.

considering the limited number of inspections official institutions, in particular regarding non
banking financial institutions, it was not possitdeconclude that record-keeping requirements are
effectively implemented by financial and non finehénstitutions.

Serbia has implemented some of the detailed aitender SR. VII. However important gaps
remain such as the absence of requirements foinatmull originator information in the case of
domestic payment transactions, verification of idhentity of the originator in accordance with
Recommendation 5, at least for all wire transféiSWR 1.000 and more, the absence of sanctions
applicable to money transfer businesses for tladire to meet the requirements of SR VII. Also
there was no evidence on effective mechanisms ablailfor ensuring compliance of money
transfer businesses (particularly, PTT “Srbija"JmsR .VII.

A number of requirements are in place for finandratitutions to pay special attention to
complex, unusual large transactions or unusuaepettof transactions that have no apparent or
visible economic or lawful purpose, however thegmpear to be insufficient to meet the
requirements of Recommendation 11 for all finaniatitutions.

Furthermore, requirements for financial institudo examine as far as possible the background
and purpose of transactions which have no appaeonomic or lawful purpose, and make
written findings available for authorities are ragplicable to all financial institutions. Serbian
authorities also need to keep up to date the fistoantries that do not or insufficiently apply
international standards.

The AML/CFT Law requires obligors to file a reptotthe APML whenever there are reasons for
suspicion of money laundering or terrorism finagoivith respect to a transaction or customer, to
develop a list of indicators to recognise persams ansactions with respect to which there are
reasons for suspicion of ML or TF and to apply éhksts of indicators when determining whether
there are reasons for suspicion of ML or TF. Thisrano threshold for reporting suspicious
transactions and the requirements includes thertingoof attempted (planned) suspicious
transactions. Furthermore suspicious transactiporte should be filed regardless of whether they
are thought, among other things, to involve taxtemat However, specific guidance on the legal
definition of the reporting obligation should beopided to reporting entities, so as to prevent its
possible restrictive interpretation, as well agHer measures are required to ensure that obligors
understand it in the broadest meaning of the AMIICEAw and pertinent regulations/ guidelines.

While there has been a constant and significarmease in the number of submitted STR-s,
around 97-99% of all STR-s have been filed by baklsvever, along with a positive, growing

dynamic of STR-s made by banks, there is a gemanaleption of their low quality, which is

indicative of an insufficient level of understanglirmnd implementation of the reporting
requirement by financial institutions, specificaliyn banking financial institutions. No STR-s
have been made relating to suspicions on terrdiiisamcing, which has been only introduced in
March 2009.

The safe harbour provisions require further amemisnén order to ensure that financial
institutions are protected from criminal liabilifpr breach of any restriction on disclosure of
information if they report their suspicions in gofaath to the APML and the scope of the tipping
off provisions should be expanded to include theesavhere an STR or related information is in
the process of being reported. Adequate guidanoeldlive also provided to financial institutions
and employees so that they are aware of and sensitthese issues when conducting CDD.

The guidance and feedback provided by the compatehbrities to assist financial institutions in
implementing their AML/CFT obligations is insuffert.
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42.
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47.

Serbia has considered the feasibility and utilityaacurrency transactions reporting system and
upon considerations that the cash economy wasiauseissue, it has decided to introduce a
requirement for obligors to report any cash tratisacamounting to RDS equivalent of EUR
15,000 or more, with a few exemptions for certaistitutions and certain types of transactions.
There is an uneven implementation of the cashadim reporting requirements by obligors.

The main deficiency of the AML/CFT requirements fioternal controls, compliance and audit is
that financial institutions with less than four doyees are exempted from designating a
compliance officer. In addition, not all financiaktitutions have internal procedures, policies and
controls to prevent ML and FT, training programsklaomponents on CFT; and not all financial
institutions conduct audits that include an AML/CE@mponent. There are requirements in place
to ensure the application of AML/CFT controls irrdgn branches and subsidiaries of Serbian
financial institutions.

Serbian law prohibits financial institutions fromamtaining relationships with shell banks and
ensuring correspondents do not allow accounts tauded by shell banks by requiring all
correspondent relationships to apply the same lgv&ML/CFT controls as Serbian banks. While
Serbian law does not expressly prohibit the creatio continued operation of shell banks, the
NBS requires such stringent identifying informatswhen incorporating a bank in Serbia, that it
could be concluded that shell banks were not opperatithin the country.

In Serbia, competence for the supervision of coamge with the national AML/CFT
requirements does not lie with a single authority.

Article 82 of the AML/CFT Law desighates as manyetsven bodies, which are empowered to
exercise supervision over implementation of the Liaaluding :

- the APML (in the capacity of the national finandiatelligence unit),

- the National Bank (in the capacity of supervisarfanks, exchange bureaus, insurance
companies, insurance brokerage companies, insuiEggecy companies and insurance
agents with a license to perform life insurancdress, companies for the management of
voluntary pension funds, and financial leasing [exs);

- the Securities Commission (in the capacity of suviper for investment fund management
companies, broker-dealer companies, as well assbbiecdnsed by the Commission for
doing custody and broker-dealer business);

- the Ministry of Finance (in the capacity of supeori for persons dealing with postal
communications [with respect to domestic paymemtraions] and for persons involved
in professional activities of intermediation in ditetransactions and provision of loans,
factoring and forfeiting, provision of guaranteemd provision of money transfer
services),

- the Ministry of Telecommunications and Informati®@ociety (in the capacity of
supervisor for persons dealing with postal commations [with respect to valuable mail
operations],

- the Foreign Currency Inspectorate (in the capatfityupervisor for persons involved in
professional activities of factoring and forfeitjra;md provision of money transfer services
[with respect to international payment transactipns

None of the sectoral laws provide directly for regory and supervisory powers of the mentioned
bodies to ensure that financial institutions adégjyacomply with the requirements to combat
money laundering and terrorist financing.

Serbian legislation defines a licensing procedureall to-be-established financial institutions,
and for those subject to the Core Principles titae$s and properness” of management members
is tested against specific criteria. However, fart@in types of financial institutions the
licensing/registration procedures are either nastemt, or non-functional (particularly, the PTT
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49.

50.

51.

52.

53.

54.

“Srbija”). In terms of supervisory tools such a tplanning and methodology of supervision,
apart from banking supervision, all other supemadack well-defined and appropriately tailored
instruments for the risk-based surveillance andrexation of obligors both for prudential and for
AML/CFT compliance.

The supervisory mandate of the financial supersissrrather comprehensive and encompasses
powers for general regulation and supervision, Wwitirumentalities such as off-site surveillance
and on-site inspections, unhindered access teeadirds, documents, and information relevant to
monitor compliance of supervised entities with &mllle legislation, and enforcement and
sanctioning tools.

Results of supervision vary throughout supervisbgdies and among types of financial
institutions. In general, over the last four yeafrsmplementation of the AML/CFT legislation the
whole system initiated as many as 30 AML/CFT-ralaitespections, which resulted in less than
30 supervisory measures such as written warninggriog letters, and resolutions on orders and
measures, and in an unclear amount of pecuniagtieas.

The AML/CFT Law directly and the respective sectotaws indirectly establish both
administrative and pecuniary sanctions for theufailto meet the requirements of the AML/CFT
obligations. Infringements of the AML/CFT law angher economic offences or minor offences,
and for such infringements, supervisors are oblige@fer the case to law enforcement bodies for
prosecution. However, no sanctions are envisagedase of violating provisions of certain
requirements (eg. obligors’ obligation to perfornhanced CDD in case of estimated high level of
ML/FT risks; to ensure that the tasks of complianffecers and their deputies are carried out by
persons meeting certain requirements; the protibftor employees of obligors to tip off, etc).

The AML/CFT Law does not provide for any sanctiométh regard to directors/senior
management of financial institutions and businesegstheir failure to abide by national
AML/CFT requirements. Various pieces of legislatiestablishing enforcement and sanctioning
powers of supervisory bodies contain provisionst tiadirectly provide for sanctioning
directors/senior management of institutions for -adherence to the requirements of national
AML/CFT legislation.

Administrative sanctions are, although indirectlydanot clearly in all cases, available under
various sectoral laws governing activities of fioih institutions and businesses. Usually they
include supervisory measures such as: written wgrnordering letter; orders and measures to
remove irregularities; order for temporary prohdmt on performing all or particular activities
specified in the working license, for a certainipgdr measures against management members,
members of the supervisory board, key functionarfes some cases, against qualified
stakeholders); institution of proceedings befommpetent authority; receivership; revocation of
operating license of institution. In addition, sommectoral laws also provide for imposing
pecuniary sanctions on obligors, which in practeads to imposing a sum total of fines for all
irregularities, including those related to AML/CFT.

It is considered that the distribution of sanctimnipowers between supervisory bodies (NBS,
Securities Commission, different ministries) — aspect to administrative and, in some cases,
pecuniary sanctions available under various sdcttaas, and law enforcement bodies
(prosecutors and courts) — in respect to pecursangtions available under the AML/CFT Law,
does not provide for an effective mechanism foissuhsive application of the sanctions within
the AML/CFT context.

In regards to money and value transfer services TMdhly banks and in some cases the Post
Office which may conduct international remittanc8srbia’s compliance in this aspect is linked
to compliance with other recommendations applicatdefinancial institutions. Under the
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56.

57.
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59.

AML/CFT, the Ministry of Telecommunications and dmfmation Society has become the
competent supervisor authority, but the Post Offizs not yet been subject to AML/CFT
supervision. There is no requirement for MVT sesvaperators to maintain a current list of its
agents which must be made available to the desidratmpetent authority

Preventive Measures — Designated Non-Financial Bugsses and Professions
The AML/CFT Law covers the following categorieslilFBP-s:

1) organisers of special games of chance in casinos;
2) organisers of games of chance operated on thené&ttdsy telephone, or in any other
manner using telecommunication networks;
3) auditing companies;
4) licensed auditors;
5) entrepreneurs and legal persons exercising thenimly professional activities:
a. intermediation in real-estate transactions;
b. provision of accounting services;
c. tax advising;
6) lawyers and lawyer partnerships.

DNFBPs are subject to the same requirements asciadanstitutions under the AML/CFT Law.
Trusts and company service providers are not cereidobligors under either the previous AML
Law or the AML/CFT Law as domestic trusts cannotdstablished in Serbia. Dealers in high
value goods such as metals or stones were subjde tontrols set out in the previous AML Law;
however they were excluded as obligors from the ABHT Law because they are forbidden from
engaging in cash transactions that exceed the ambd%,000 Euros. Notaries are unknown to the
Serbian legal system.

Many of the deficiencies with the compliance of FARecommendations are the same for
obligor -DNFBP-s as they are for financial institus. Overall, the DNFBP sector demonstrated
little awareness and understanding of obligationden the AML/CFT Law or of the previous
AML Law. In particular, while the casino appliednse CDD measures, it was not apparent that
other operators of games of chance or any otherBMN&applied any CDD measures. There is no
bylaw or regulation that requires DNFBP-s to screemployees to ensure a high quality of staff.

The deficiencies of the reporting regime impactotaigor DNFBP-s and lawyers. There are no
lists of indicators developed by the APML and tothken as basis by obligor DNFBP-s and
lawyers for developing their own lists of indicat@nd none of DNFBP-s and lawyers have ever
developed their own lists of indicators, or haverbsupervised for controlling compliance with
the respective requirements of the law. Casinaxywadants/auditors, and lawyers have not filed a
single STR either related to money laundering orotest financing over the whole period of
implementation of the AML legislation since 2002.

Competent authorities entrusted with supervisongtions over compliance of DNFBP-s with the
AML/CFT Law and with the task of guiding the obligoso as to ensure such compliance, are the
Ministry of Finance (supervising activities of audiompanies), the Tax Administration
(supervising persons involved in provision of agumg services and tax advising), the
Administration for Games of Chance (supervisingins and organizers of games of chance
operated via telecommunication networks), the Mipiof Trade and Services (supervising
persons involved in real estate transactions), Bhe Association (supervising activities of
lawyers), and the Chamber of Certified Auditorgp@wising activities of licensed auditors). None
of these authorities have provided any guidancguidelines to their supervised entities on the
matters relating to ML/FT and the effective implertaion of the national (and international)
framework.
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There is a lack of AML/CFT supervision of DNFBP<h€T current regulatory and supervisory
regime applicable to gambling institutions needbdaeviewed in order to ensure that casinos are
subject to and effectively implementing the AML/CHeasures required under the FATF
recommendations.

Furthermore, as regards casinos, sanctions awailadger both the AML/CFT Law and the Law
on Games of Chance do not appear to set out actigéfesanctioning regime. The legislation in
force does not define measures aimed at preveintitigduals with a criminal background from
acquiring or becoming the beneficial owner of anBigant or controlling interest, holding a
management function in, or being/becoming an opewdta casino.

There was limited information on the legislativeoyisions establishing regulatory, supervisory,
and sanctioning powers of the above-mentioned bodie well as on the powers for applying
sanctions in case of non compliance of auditinggames, licensed auditors, lawyers and lawyer
partnerships, persons exercising professionalies\of intermediation in real estate transactions
accounting as well as on technical and other ressuof these bodies. There are no results of
AML/CFT supervision of DNFBPs.

It was thus concluded the Serbian authorities haeot taken effective measures to ensure
compliance of auditing companies, licensed auditensyers and lawyer partnerships, dealers in
precious metals and dealers in precious stonesomperexercising professional activities of
intermediation in real estate transactions, acdogntand tax advising, with the national
AML/CFT requirements.

The Serbian authorities need to conduct sectorHgpassessments of MT and FT risk posed by
other non-financial businesses and professionspardd on those results, consider extending the
requirements of the AML/CFT law to additional olalig.

Legal Persons and Arrangements & Non-Profit Organiations

The Serbian authorities have put in place a systierentral registration for business entities. The
Register of business entities is “a unique, cenfablic electronic database about business
entities, established in the territory of the Rdjpubf Serbia. The Register is managed by the
Serbian Business Registers Agency (SBRA), througiBelgrade Head office and 12 branch

offices throughout Serbia. It became operationalohs January 2005. Due to the lack of

information on measures taken to ensure that tke idaaccurately kept in the registers and on
sanctions applied so far, it remains uncertain tdrethe existing system achieves adequate
transparency regarding the beneficial ownershipcamdrol of all legal persons.

In regard to non profit legal entities, there is eentral system for registration and these are
registered either in the Register of associatisasial organisations and political organisations; i
the Register of associations and social organissitim the Register of foreign associations or in
the Register of Legacies, Foundations and Fungieriing on the legal basis according to which
they operate. The laws and mechanisms in placeoticequire adequate transparency concerning
the beneficial ownership and control of non prdégal entities. Furthermore, it was not
demonstrated that the mechanism in place ensuaemtbrmation registered is adequate, accurate
and up to date nor that competent authorities dfe o obtain in a timely fashion such
information on the beneficial ownership and contiflhese entities.

In the Serbian legal framework, trusts or otherilsimlegal arrangements do not exist.
Recommendation 34 is not applicable.

Serbia has not reviewed the adequacy of domestie énd regulations that relate to non profit

organisations aimed at identifying the features &ypks of NPO-s that are at risk of being

misused for terrorist financing by virtue of theictivities or characteristics nor has conducted
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71.
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74.

periodical reassessments by reviewing new infolnabin the sector’s potential vulnerabilities to
terrorist activities nor has implemented any ofrbguirements of Special Recommendation VIII.

There are no measures to raise awareness in thesB&@r about risks and measures available to
protect them against such abuse. Legal requirenmez@d to be introduced to ensure that NPOs
maintain information on the identity of person(shavown, control or direct NPOs activities,
including senior officers, board members and testnd that such information, as well as data on
the purpose and objectives of the NPOs activitiesilsl be publicly available. Furthermore, there
are no legal requirements in place for NPOs to taairfor a period of at least 5 years records of
domestic and international transactions that affecently detailed to verify that funds have been
spent in a consistent manner with the purpose bjgtiives of the organisation and to make them
available to appropriate authorities.

National and International Co-operation

Since the last evaluation, Serbia has taken swmpartls enhancing co-operation between the
various authorities. Policy level co-ordination aradoperation between all the agencies involved
in the AML/CFT efforts was undertaken in the conteithe work of the Permanent Coordinating

Group, which resulted in the adoption of severapdnant policy and legal proposals, and

following the adoption of the AML/CFT Strategy, ¢tlugh the Standing Co-ordination Group for

Monitoring the Implementation of the National Ségy against Money Laundering and Terrorism
Financing established by a Government decisionAybidl 2009.

The authorities have reviewed the effectivenegb®iystem for combating money laundering in
the context of the preparation of the National t8tyg against Money Laundering and Terrorism
Financing which was drafted in the course of 200d adopted on 25 September 2008. Further
reviews will be undertaken under the scope of dmss of the Standing Co-ordination Group,
which is responsible for monitoring the implemeintatof the strategy. Current efforts should be
pursued to develop the strategic and collectiveerewf the performance of the AML/CFT system
as a whole.

As regards operational co-operation, the situatias improved as of 2008, with a number of
successes in handling specific cases. In particalaoperational bodies, supervisory authorities
and the APML have formally appointed liaison offieen order to facilitate such co-operation.
The AML/CFT law also includes a number of provisiorequiring relevant States bodies and
agencies to cooperate and provide specific datagAPML on information deriving from their
supervisory functions, if they establish or idgntifvhile executing tasks within their competence,
facts that are or may be linked to ML or FT. Agrneaits on co-operation have been signed by the
APML with the NBS and with the Customs Administosti Co-operation on the basis of these
agreements appeared to be satisfactory.

The Republic of Serbia has signed and ratifiedismna Convention, the Palermo Convention
and its additional protocols and the Terrorist Riziag Convention. There remain certain gaps in
the implementation of the provisions such as irtipaar the criminalisation of FT offence, the
freezing and confiscation mechanisms, as well asrbasures to address the requirements under
S/RES 1267 (1999) and successor resolutions areSS1R73 (2001) and successor resolutions.

Serbia has ratified a number of international emtions, which create a thorough legal basis for
international co-operation in criminal matters drab signed an important number of bilateral
agreements. In the absence of an internationaltoFavhere certain aspects are not regulated by
treaty, mutual legal assistance is extended inaramty with the provisions of the Law on Mutual
Legal Assistance in Criminal Matters (in force fra8 March 2009), the Criminal Procedure
Code (which provides for the direct applicationtloé Strasbourg Convention (CETS No. 141),
and of the Vienna Convention in relation to crimhinHences with elements of organised crime)
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and of the Law on Seizure and Confiscation of thec®ds from Crime in relation to specific
criminal offences.

Serbia is able to provide a broad range of mutaghll assistance both on the basis of the
provisions of internationally ratified treaties aaldo in the absence of such treaties, based on the
provisions set out in the national legislation. Epplicable conditions do not seem to unduly or
unreasonably restrict the provision of mutual legasistance. The Ministry of Justice is the
designated central authority under the Strasbousgvéntion. With respect to the European
Convention on Mutual Assistance in Criminal Mattarsd the second additional protocol, the
authorities declared that regular courts and tla¢eSerosecutors’ Offices are to be considered as
judicial organs. Additional authorities are commti®r specific measures: the Republic Office of
the Prosecutor (article 17 — cross border obsemstiarticle 18 — controlled deliveries, article 19
— covert investigations), and the Ministry of Inéer(article 17 — cross border observations, aticl
19 — covert investigations).

For a better provision of mutual legal assistanicejas recommended that a system be put in
place to monitor the quality and speed of executieguests and to set out explicitly clear
timeframes in which MLA requests have to be handiddo, Serbia should consider lifting the
dual criminality requirement for less intrusive amoh compulsory measures and clarify whether
the application of dual criminality may limit itd#ity to provide assistance in certain situations,
particularly in the context of identified deficigas with respect to the FT offence.

Additionally, as regards providing extradition teld assistance, the recently enacted legislation
and information provided did not enable an assessmithe effectiveness of the extradition
procedure. The evaluation team advised that inscab@on-extradition of its own citizens, the
Serbian authorities should ensure that internatioal proceedings are instituted efficiently and in
a timely manner and take steps to improve the dweffactiveness of the extradition framework,
develop general reference materials, models fomuk @rculars or practical guidelines which
cover practical aspects of extradition and issuementaries on the existing legal provisions.

A thorough review of the legal framework which gme international co-operation and
information exchange of other competent authorifis enforcement and supervisory bodies) is
required, with relevant amendments as appropr@téne existing laws governing the scope of
action of all competent financial sector and nowaficial sector supervisory authorities, in order to
ensure that they allow the widest range of co-dmeraand that these bodies can exchange
information both spontaneously and upon requestina with the FATF standards under
Recommendation 40, without subjecting such co-dmerato disproportionate or unduly
restrictive conditions.

Resources and Statistics

Not all required statistics are kept by the relé\&arbian authorities and the collective review of
the performance of the system as a whole and sisksament of the various sectors in relation to
ML and FT risks need development.

Additional measures should be taken by the autherib adequately fund and staff the APML.
There remained concerns regarding the operatiat@hamy and independence of the prosecution
service to ensure freedom from undue influence nterference as well as the framework
applicable to law enforcement and prosecution susnthat they are required to maintain high
professional standards, including high integrityd de appropriately skilled. In regards to human
and technical resources, a particular concern Wwas the judicial system and specialised law
enforcement services as a whole experienced a hearkjoad - some of them due to the lack of
sufficient human resources (unoccupied posts, highover) and lack of sufficient technical
(premises, equipment etc) resources, to fully affdcevely perform their functions. Also,
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information provided by supervisory bodies did anable the evaluation team to conclude on the
adequacy or sufficiency of such resources. Addiieaquirements are necessary in providing for
professional standards, including confidentialityl antegrity requirements and expertise/skills of

the staff of the supervisory bodies. Lack of tragnis a major problem throughout all supervisory

bodies and needs to be addressed.

81.In the light of the information received, it appeahat the resources allocated to relevant

authorities should be increased in order to enshat they have the capacity to adequately
perform their functions.
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[ll. MUTUAL EVALUATION REPORT

1 GENERAL
1.1 General Information on the Republic of Serbia

1. The Republic of Serbia is located in the centrat p& the Balkan peninsula of South-eastern
Europe, sharing borders with Bulgaria in the Easth Romania and Hungary in the North, with
Croatia in the northwest, with Bosnia and Herzegaand Montenegro in the West, with Albania
and “the former Yugoslav Republic of Macedonia’tire South. It is placed at the crossroads
between central, southern and eastern Europe,eomdin routes which connect western Europe
with Turkey and the Middle East. It has a territofy88 361 square kilometres and a population
of about 7 498 002 inhabitants (2002 census), anmdngh approximately 1.6 million live in the
capital, Belgrade. The official language is Sertaad the script in official use is Cyrillic, while
Latin script is also used. The Dinar (RSD) is tffecial currency in Serbia

2. Serbia was one of the six republics which congtduthe Socialist Federal Republic of
Yugoslavia. From 2003 to 2006, Serbia was parhef$tate Union of Serbia and Montenegro,
into which the Federal Republic of Yugoslavia (FR¥Wad been transformed. Following
Montenegro’s declaration of independence aftefereadum in May 2006, and the dissolution of
the State Union, Serbia continued the membershipennternational organisations and remained
bound by the commitments deriving from internatiom@aties concluded by Serbia and
Montenegro.

3. The Republic of Serbia is a member of the CountilEarope, of the United Nations, the
Organisation for Security and Cooperation in Eurdpe International Monetary Fund, the World
Bank, and Interpol. Serbia is a potential candidatentry for EU accession. On 29 April 2008,
Serbia signed a Stabilisation and Association Aged and an Interim Agreement on trade
related measures with the EU. Furthermore, Serppats and participates in various regional
cooperation fora such as the South-East Cooperdtroness (SEECP), the Stability Pact for
South-Eastern Europe (SP), the Central Europediating (CEIl), the Adriatic-lonian Initiative
(All), the South-East Cooperative Initiative (SEQHe Danube Cooperation Process, the Black
Sea Economic Cooperation and Sava Commission.

Economy

4. Serbia had the 7largest economy in the world in 2008 accordinght International Monetary
Fund, with Gross Domestic Product (GDP) valued @0&1 millions USD. The World Bank
classified Serbia as an “upper middle income “coufitased on a per capita Gross national
Income of 5,700 USD ranking #8n the world on this measuréhe average monthly net wage
amounted to RSD 32,746 in 2008.

5. The Serbian economy has been growing strongly theepast couple of years. In the 2005-2007
period, the average annual GDP growth amounted2& 6however in 2008 it decelerated to
5.4% in the context of the impact of the globalramuic crisis. Sectors influencing the growth of
the GDP are: transport sector, financial interngaliasector, trade sector, and industry sector.
The share of the private sector remains betweean8560% of the total output. Total inflation,
cumulatively from December 2007 to the end of Oetd®008 reached 8% and was affected by a
9% increase of the base inflation. According to $itetistical Office of the Republic of Serbia, in
the period January — September 2008 the exteradé tgrew by 38.4% (external trade of USD
26,730 millions), main export partners including Menegro, Bosnia and Herzegovina, Germany.
Foreign investments in the period January — Septerib08 amounted to EUR 1.6 billion. At

! Indicative exchange rate on 06/05/2009 : 1 Eué® Dinars.



end-2008, Serbia’s overall external debt was US[F@2 million or EUR 21,801 millidn For
further information, see Annex IV — Basic macroemoit indicators.

As regards the business environment, Serbia hagnmemted economic reforms to liberalise the
economy and has simplified procedures for regismmabf companies and corporate forms.
Overall, the business environment was assesseavaggimuch improved relative to a few years
ago, but surveys continue to reveal significantibes to doing business, including corruption.

System of Government

7.

Serbia is a parliamentary representative democrafitiblic. The current Constitution of the
Republic of Serbia was adopted on 30 September a6@6entered into force on 8 November
2006. The President is directly elected for a tefrd years. Its functions include the promulgation
of laws and proposing candidates for Prime Ministethe National Assembly. The executive
power rests with the Government, which consistghef Prime Minister, one or more Vice
Presidents and ministers. Ministers are nominatethb Prime Minister and confirmed by the
National Assembly.

The National Assembly is a unicameral legislati&®-8eat body, whose members are directly
elected for four-year terms. Among its powers iifies international treaties, grants amnesty for
criminal offences, enacts laws and other general within the competence of the Republic of
Serbia. Within its election powers, it elects thev€nment, appoints and dismisses judges of the
Constitutional Court, appoints the President of $hgoreme Court of Cassation, presidents of
courts, Republic Public Prosecutor, public prosemytjudges and deputy public prosecutors, in
accordance with the Constitution. Every memberhef National Assembly, the Government,
assemblies of autonomous provinces or at leas08q0ters have the right to propose laws, other
regulations and general acts.

Legal system and hierarchy of laws

9.

10.

The Constitution is the supreme legal act of theuRéc of Serbia. All laws and other general
acts enacted in the Republic of Serbia must beomptiance with the Constitution. Ratified
international treaties and generally accepted rafesiternational law shall be part of the legal
system of the Republic of Serbia. Ratified inteioral treaties may not be in non-compliance
with the Constitution. Laws and other general acdiacted in the Republic of Serbia may not be in
non-compliance with the ratified international tiea and generally accepted rules of the
International Law (article 194 of the Constitution)

At the time of the on-site visit, courts which esiee jurisdiction in criminal matters in the
Republic of Serbia are:

the Municipal Courts: first instance court for ciral offences sanctioned by fine or
imprisonment of maximum 10 years.

the District Court: first instance court for offasccarrying a sentence of more than 10 years
imprisonment and also specific offences (e.g. dsng a state secret). It also conducts
proceedings for surrender of accused and convjesbns, enforces criminal verdicts of foreign
courts, decides on recognition and enforcementreidn judicial and arbitration decisions.

Court of Appeal: hears appeals against decisiondigifict courts and against decisions of
municipal courts in criminal proceedings.

the Supreme Court: decides on regular and extraarglilegal remedies against decisions of
courts.

22008 Annual Report of the National Bank.
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11. The judicial system underwent a major reform whie fidoption of a new set of laws in 2008

(Law on the High Court Council, Law on the Stated@icutorial Council, Law on Judges, law on
Public Prosecutors, law on the Organisation of @plraw on Seats and Territories of Courts and
Public Prosecutor’s Offices).

Transparency, good governance, ethics and measgasast corruption

12.

13.

14.

Serbia ranks 85 out of 180 countries in the 2008 Transparency ritonal Corruption
Perception Index, as opposed td"18 the 2007 one. Serbia is a party to the Unitedidvs
Convention against Corruption, and to the Coun€ilEarope’s criminal law and civil law
conventions on corruptiénThe latter has been ratified and came into forcd May 2008. The
Group of States against Corruption (GRECO) adotitedoint first and second round evaluation
reporf on Serbia in June 2006 followed by a compliang®rin June 2008. The findings of the
report acknowledged that Serbia had taken impodgags in the right direction, in particular as
regards the reform of the judiciary to increaseepwhdence and impartiality of judges and
prosecutors, the promotion of specialisation of lamforcement bodies in the fight against
corruption, enhancing transparency in public adstiation. Out of 25 recommendations, half
were partly implemented and implementation chaksnglaying ahead concerned the
establishment, capacities and full operation ofuanlmer of key monitoring/oversight bodies,
notably the Anti-Corruption Agency, the Ombudspersand the State Audit Agency.

The Serbian Government adopted a National antisption strategy in December 2005 and its
implementation action plan in December 2006. Th@52Griminal Code criminalises active and
passive bribery of domestic and foreign officiatel avithin the private sector (articles 367 and
368), with sanctions ranging from 2 to 15 yearsrisgnment for passive bribery and from 6
months to 5 years for active bribery. In Octobe@&0Serbia adopted several relevant legal acts,
among which the Law on the anti-corruption agearygendments and additions to the Law on the
financing of political parties and the Law on liillyi of legal persons for criminal offences. The
implementation of the law on the Anti-corruptioneagy was postponed to 2010. According to
the statistics provided, in the period 2004-200B3 &riminal reports were filed on the basis of
these 2 articles involving 727 persons.

Serbia undertook a broad reform of its judicianthwihe adoption of a set of judicial laws in
December 2008, including laws on the High Judi€alncil, on judges, on the organisation of
courts, on the State Prosecutorial Council anchempublic prosecution service. Two new bodies,
the High Judicial Council and the State Prosecaitd@iouncil, which were established in April
2009, are responsible for the election and promadibjudges and prosecutors and for defining
criteria and implementing reappointment procedumsjudges and prosecutors. These laws
introduce a number of measures aimed at strengttpe¢he ethical and professional requirements
for judges and prosecutors, however a number afermis were raised in various fora with respect
to the fact that these acts did not sufficientlpmuort judicial independence, the autonomy of the
prosecution service and left room for political lighce. The backlog of civil, criminal,
commenrﬁcial and administrative cases and the enfene of judgements remain an issue of
concern’

% Law on confirmation of Criminal Law Convention @orruption (SRJ Official Journal — Internationak@ties

No.

18/2005), Law on Confirmation of additional Rreol to the Criminal Law Convention on Corrupti(RS

Official Journal — International Treaties No. 1023Z), Law on confirmation of civil law Conventiomo
Corruption (RS Official Journal — International aties No. 102/2007),

* http://www.coe.int/t/dghl/monitoring/greco/evaligts/round2/GrecoEvall-2(2005)1rev_Serbia_EN.pdf

® http://www.coe.int/t/dghl/monitoring/greco/evaligats/round2/GrecoRC1&2(2008)1_Serbia_EN.pdf

® See European Commission’s progress report oné&artal the Council of Europe’s European Commisgion f
Democracy through Law opinions (2009).
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15. The current law on accounting and audit was adopte@ June 2006 and led to the creation of
two bodies: the Chamber of Certified Auditors ahé fNational Accounting Committee. No
additional information was made available to thealeation team regarding ethical and
professional behaviour requirements for profesdomsaich as accountants and auditors, and
lawyers.

1.2 General Situation of Money Laundering and Financingof Terrorism

16. Owing to its geographical location in the Balkatise transition and the impact of the past
regional conflicts, there is ample evidence of pemts generating crimes. Serbia was listed under
the category “country of concern” for money laurgrin the 2009 International Narcotics
Control Strategy Report.

17. According to the authorities, organised criminaugps from Serbia establish functional relations
with other similar foreign groups, in particulaofin neighbouring countries, including “the former
Yugoslav Republic of Macedonia”, Montenegro, Bosama Herzegovina, Croatia, Romania and
Bulgaria, primarily in order to execute joint plamsing the international routes for drug
trafficking (“the former Yugoslav Republic of Macmua”, Montenegro, Bosnia and
Herzegovina, Croatia, Bulgaria), illegal migratiRomania, Bosnia and Herzegovina, Croatia),
money counterfeiting (Bulgaria, Bosnia and Herzagay and illegal arms trade (Bosnia and
Herzegovina). The money for these services is fearesl and paid in cash, through couriers and
Western Union. The most significant forms of orgaxi crime are organised trafficking and
smuggling in narcotic drugs, directed towards wasturope, while small quantities remain on
the domestic drugs market. In the period 2004-2@08,quantity of seized narcotic drugs was
60% higher than in the previous 5 years. Humatiickaig and human smuggling also represent
one of the most profitable organised crime fornthie®organised forms of crimes include vehicle
theft (as an international organised criminal atf)y weapons smuggling, counterfeiting of
money, falsification of documents, securities amyrpent cards, smuggling of cigarettes and
other accise goods. Proceeds are reinvested iputehase of business companies (privatised
ones), real estate, luxurious cars and also usdtidqurpose of lending money with high interest
rates.

18. The most frequent forms of general crime are timaioal acts against property (60%), followed
by minor general criminal acts and criminal acts.iA other countries in the region, economic
crimes are characterised by rather serious and leangpiminal acts, particularly in the banking
operations, external trade and privatisation pr.cése most widespread form of economic crime
is various forms of the abuse of office in all sggseof economic operations. There are also abuses
in the trade of accise goods and consumable, fim@donomic transactions, different forms of
tax evasion.

19. The following statistics were provided by the auifies (Ministry of Interior and Ministry of
Justice):
Table 1. Structure of predicate offences
(during preliminary investigations)’

2004/2005 2006 2007 2008
(Jan-Oct)

Abuse of office (art 359) 1 23 84 75
Official document forgery (art 357) 11 26 43
Human trafficking — organised criminal group 1
Criminal association (art 346) 9 1 3
Document forgery (art 355) 1 13 1
Abuse of authority in economy (art 238) 2 2 2 3
Fraud (art 208) 9

” Statistics provided by the Ministry of Interior
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Smuggling (art 230)

=

lllegal trade (art 243) 2 1 6
Tax evasion (art 229) 4 10
Unauthorized use of copyright work or objects 1
of related rights (art 199)
Damage to the creditor 1
Membership in a group of perpetrators o 2
criminal offence (art 349)
Incitement to certify a false content (art 358 1
Receiving of a bribe 1
Offering of a bribe 1
Art 172 of the law on tax procedure apd 5
taxation administration
Aggravated larceny 1
Vehicle theft 1
Money counterfeiting 1
Kidnapping 1
Other criminal offences 13 2
TOTAL 12 59 142 149
Table 2. Structure of possible predicate offenc@s
| 2005 | 2006 | 2007 | 2008
Offences against the economy
Criminal report 5402 4234 4576 4899
Dismissal of report 1488 980 855 749
Investigation 931 1522 2110 2370
Indictment 788 2205 2071 2579
Condemning 2783 1456 1320 1370
judgment
Offences against official duty
Criminal report 7241 8219 7511 7334
Dismissal of report 3064 3621 3241 2965
Investigation 3364 3110 3158 3188
Indictment 2506 2429 2343 2378
Condemning 1294 1208 1182 1221
judgment
Offences against property
Criminal report 26070 26481 24925 27869
Dismissal of report 5567 5885 5383 5569
Investigation 15987 10532 10457 11876
Indictment 13920 15091 13678 16121
Condemning 10177 10164 9374 11442
judgment
Offences against human health (narcotics, art 246 47 CC)
Criminal report - 5263 5308 5501
Dismissal of report - 238 103 190
Investigation - 1631 1771 1926
Indictment - 4896 4904 4749
Condemning - 4054 4050 5670
judgment
Abuse of office (article 359 CC)
Criminal report 2791 2750 2675 2661
Indictment 947 1116 950 966
Condemning 459 606 524 514

8 Statistics provided by the Ministry of Justice irate data on any criminal offences as a resulivioich
proceeds were generated that may become the salbj@choney laundering offence.

24




judgment]|
Human Trafficking (388 CC
Criminal report - 72 78 94
Dismissal of report - 6 5 4

Investigation - 55 66 63
Indictment - 28 56 57
Condemning - 23 12 174

judgment

20. The authorities have not conducted a comprehessigy on the methods, techniques and trends
that have been observed regarding money launderingrrorist financing. According to the
information received, in terms of money launderimmst of laundered proceeds originate from
tax evasion. The most common predicate offencabsise of office”. Perpetrators of these crimes
are mainly persons with experience in business emmhomics. The authorities explained that
profit deriving from business activities is usualisansferred from firms through fictitious
domestic, foreign or offshore companies by usietjtibus invoices where service or transfer of
goods have never been carried out. Then the manegturned to Serbia in cash, where the
legalization takes place. Fraudulent activitieslawful privatisation and different activities of
corruption can be also linked to situations of molagindering.

21. As regards the financing of terrorism, the 2008idvetl Strategy against ML and FT refers to
organised criminal group activities in Kosovo ireth990s as well as to the presence of the
Wahhabi movement members in the Raska districanfied with foreign donations delivered in
cash via a courier. There have been no criminabrtepfiled regarding FT according to the
statistics provided and there are no confirmedsageerrorist financing in Serbia to date.

1.3 Overview of the Financial Sector and Designated NeRinancial Businesses and
Professions (DNFBP)

1.3.1 Financial Sector

22. The table below indicates what types of financradtitutions in Serbia conduct the financial
activities that are specified in the Glossary & BATF 40 Recommendations.

Table 3. Financial Activities listed in the Glossay of the 40 Recommendations which are conducted
by financial institutions in Serbia

Financial activity Type of financial AML/CFT
institution Regulator | Supervisor
1. Acceptance of deposits and other repayable
funds from the public Banks NBS NBS
2. Lending Banks NBS NBS
3. Financial leasing Financial leasing
companies NBS NBS
4. The transfer of money or value NBS NBS
Banks
Post Officé MoF MoF
MoTIS MoTIS
FCI (MoF) | FCI (MoF)

° Pursuant to Article 84 of the AML/CFT Law, the Bian Post Office (PTT “Srbija”) is supervised byeth
Ministry of Finance [with respect to domestic payreperations], by the Ministry of Telecommunicatoand
Information Society [with respect to valuable mailerations], and by the Foreign Currency Inspettoofthe
Ministry of Finance [with respect to internatiomelyment transactions].

25



5. Issuing and managing means of payment
(e.g. c'redlt and debit cards, cheques, Banks NBS NBS
traveller's cheques, money orders and
bankers' drafts, electronic money)
6. Financial guarantees and commitments Banks NBS NBS
7. Trading in:(a) money market instruments Banks, broker-dealer
(cheques, bills, CDs, derivatives etc.);(byompanies, companies for
. ) i . NBS
foreign exchange; (c) exchange, interest rate investment fund NBS
. ; . MoF
and index instruments;(d) transferablemanagement, voluntary| SEC
e - ) : SEC
securities; (e) commodity futures trading pension funds
management companies
8. Participation in securities issues and the
provision of financial services related to such Banks NBS NBS
issues
9. Individual and collective portfolio  Banks, broker-dealer
management. companies, companies for NBS
investment fund NBS
MOF
management, voluntary SEC
: SEC
pension funds
management companies
10. Saf_ekeepln_g_ and administration of cash|or Banks NBS NBS
liquid securities on behalf of other persons
11. Otherwise investing, administering or Banks, broker-dealer
managing funds or money on behalf of otherompanies, companies for
persons investment fund NBS
NBS
management, voluntary MoF SEC
pension funds SEC
management companies
management
12. Underwntmg and placement c_)f life insurance Insurance companies NBS NBS
and other investment related insurance
13.  Money and currency changing Banks/Bureaus de change
NBS NBS

23. The Serbian financial sector comprises:
- Banks (including services offered at Post Offices)

- Bureaus de change

- Management Fund companies
- Investment funds

- Voluntary pension Fund manag

ement companies

- Insurance companies, insurance brokerages, in®uragency companies, and
insurance agents possessing a license to perftamdiurance.

- Financial leasing companies

Table 4. Financia

| Sector Structure*

2006 2007 2008 May 2009 |

Number of financial institutions 70 79 84 84
Banks 37 35 34 34
Insurance companies 17 20 P4 24
Leasing companies 15 17 17 17
Voluntary pension funds 1 7 9 9
management companies

Number of employees 36,429 40,617 44,789 44761
Banks 28,092 30,246 32,342 31,761
Insurance companies 7,876 9,697 11,713 12(288
Leasing companies 388 478 516 514
Voluntary pension funds 738 196 218 1P8
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management companies
% of total financial sector assets
Banking sector 90.5 90.p 89|3 89.3
Insurance sector 4.3 41 4.3 4.7
Financial leasing sector 5(2 5.5 6.2 5.8
Voluntary pension funds 0.0R 0.18 0.23 D.3
Source: NBS

Yncluding only financial sector segments underghpervision of the NBS.

Banks

24. The core of Serbia’s financial sector is domindtgdanks, which account for about 90% of the
total financial sector assets. Thirty four bankseveperating as of December 2008, the 5 largest

banks in terms of assets accounting for 46.2 %etatal banking sector.

Table 5. Network of banks

Network of banks 2006 2007 2008 May 2009
No. of business units 8p 80 70 70
No. of branches 413 519 588 586
No. of branch offices 1,387 1,544 1,763 1,756
No. of teller units 276 258 256 262
No. of agencies 38 33 32
No. of Regional’s centers 4
Total 2,158 2,434 2,710 2,710

25. Foreign ownership dominates among the largest tbic@ebanks, especially from Italy, Greece,
Austria and Germany (see tables below). As regéwls ownership:

- 20 banks were in majority foreign ownership (heaéter referred to as foreign
banks),

- 8 banks were in the majority ownership of the Rdipubf Serbid® (hereinafter
referred to as state-owned banks),

- 6 banks were in the majority ownership of domestitural persons and legal entities
(hereinafter referred to as private banks).

Table 6. Market shares in terms of ownership (%)

| 31.12.2006. 31.12.20081.12.2008. 31.05.20D9
Market shares in balance sheet totald

Foreign banks 78,6 78,5 75,3 74,0
State owned banks 14,9 15,8 16,( 17,0
Private banks 6,5 8,7 8,7 9,(
Market shares in credit activity

Foreign banks 77,7 72,9 75,7 74,5
State owned banks 15,0 16,6 15,4 16,8
Private banks 713 10,5 9,4 9,2
Market shares in deposit potential

Foreign banks 76,1 73,2 71,9 70,
State owned banks 18,0 18,6 19,7 20,6
Private banks 5,9 8,2 9,0 9,2

2 Banks in which the RS is the largest majorityrafividual, direct or indirect shareholder.
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Table 7. Market shares of foreign banks in terms otountries (%)

31.12.2008.

COUNTRY [Shares in balance shee|Shares in loans Share§ 0 GEgEe S EiEs (m Ieer e

potential abroad

foreigr all foreign all foreign all foreign all

bank$ bank$ bank$ bank$ bank$ banks bank$ banks

Italy 26.4 19.¥ 25.3 18.79 27.8  20. 35.7 35.1
Austria 20.6 15.p 17.9 13.9 18.1 13.4 25.1 24.1
Greece 2214 16,8 23.6 17.4 25.0 18.G 0.4 0.4
France 8.p 60 8.3 6.1 8.5 6.1 5.4 5.7
Germany 133 10{0 15.7 11.6 11.38 8.1 21.9 21.4
Slovenia 2.p 22 2.7 2.0 3.5 2.9 4.] 4.0
Cyprus 1.8 10 1.0 0.7 1.5 1.7 0.4 0.9
Hungary 3.6 27 4.2 3.1 2.( 1.4 5.] 5.0
USA 0.3 0.3 0.3 0.3 0.1 0.1 1.1 1.1
Belgium 1.2 0.9 1.0 0.7 1.5 1.7 0.4 0.]
Russia 0.JL 0f1 0.0 0.4 0.1 0.4 0.4 0.]

26. The Law on Banks provides that banks may perfoerfaiowing activities:

27.

1) Deposit activities (accepting and placing defspsi

2) Credit activities (granting and taking credits),

3) Foreign exchange, foreign exchange-currencysaetions, and exchange operations;

4) Activities regarding payment operations;

5) Issuing payment cards;

6) Activities regarding securities (issuing secesf custody bank activities etc.);

7) Brokerage — dealership activities;

8) Issuing guaranties, sureties and other typ&gofanties (guarantee operation);

9) Purchase, sale and collection of receivabletdfeg, forfeiting etc.)

10) Insurance agency activities;

11) Activities for which they are authorized by the;

12) Other activities which are essentially simdaiconnected to activities specified in Items 1- 11
of this Paragraph, and are in compliance with fangéct and Articles of association of the Bank.

As only banks are authorized to perform domestit iaternational payment transactions, other
financial institutions, including Western Union amequired to make all payment transactions
through banks. Banks are permitted, through toreohbut services through agents.

Exchange dealers/ Bureaus de Change

28.

29.

30.

Exchange operations in Serbia include the operatfgourchasing from and selling to domestic
and foreign natural persons effective foreign casth foreign currency checks cashable in foreign
currency. Exchange operations may be performed dnkd and resident legal entities and
entrepreneurs licensed by the NBS to perform exgdawperations. Licenses for performing
exchange transactions also are granted by the NiB&nsed dealers may enter into agreements
with both banks and with the NBS.

As of 31 December 2008, there were 1811 licensethamnge dealers operating in Serbia and
performing exchange operations in 2370 exchangeestf More than 70 percent of exchange
offices are owned by entrepreneurs and most otheris within companies.

Both Serbian authorities and members of the prisattor indicated that there were no informal
or non-certified exchange houses operating in thmtry.
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Capital market sector participants

31. The investment funds sector consists of brokereeabmpanies, mutual fund management
companies, pension fund management companies,cli stachange, and a central securities
depository and clearing house. Participants in gbetor include brokers, portfolio managers,
investment advisory, members of the stock exchaagd, members of the central securities
depository and clearing house. There is no ovecthmter market operator in Serbia.

32. The chart below demonstrates the breakdown of rmadeticipants in the capital market sector:

Table 8. Market participants

St Total number (December 31st 2008)
2007 | 2008 index
Broker - Dealer Companies 74 72 97.3
Authorised Banks 19 20 105.3
Custody Banks 10 12 120.0
Management Companies (MF) 10 15 150.0
-mutual funds (MF) 10 16 160.0
Management Companies (PF) 7 9 128.6
-pension funds (PF) 7 10 142.9
Brokers 983 | 1,066 108.4
Portfolio Managers 40 86 215.0
Investment Advisers 11 20 181.8
Stock Exchange 1 1 100.0
-members of Stock Exchange 88 38 100.0
Central Securities Depository and Clearing House 1 1 100.0
l_—gjsrgbers of Central Securities Depository and 1@Giga 106 101 95.28
List of active securities 2,385 | 2,503 105.0

Voluntary Pension Fund management companies

33. The Law on Voluntary Pension Funds and Pensionr8elentered into force only in April 2006,
laying down the legal foundations for the incorgima of voluntary pension fund management
companies in Serbia. They currently have a matkatesof around 0.2% in total financial sector
assets.

34. Voluntary pension funds (VPF) represent the sunassfets owned by the fund’s members, in
proportion with their share in the fund’s assetw(es are acquired by paying contributions to the
VPF). Contributions are paid to the VPF by: 1) anher, or another person for the account of a
member; 2) an organizer, in its name and for tloewat of the employee, or trade union member,
subject to pension scheme; 3) an employer, in #menand for the account of the employee,
subject to contract of membership concluded betwden VPF member and management
company. Contributions can be paid only throughless transactions. Paid contributions are
converted into investment units and distributedirtdividual member's account that paid
contributions. The fund assets are managed by tRE& Yhanagement company (that is its
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35.

exclusive activity), but the fund assets are sapdrixom the assets of the management company.
The assets of the VPF are maintained in an aceutimthe custody bank.

In June 2009, nine VPF management companies aratopein the Serbian market; along with
10 VPFs (one pension company manages two pensims)uThe first VPF was started in 2007.
Qualified stakeholders of the VPF management coiepaare insurance companies and banks.
Eight out of nine pension companies are in ultinfateign ownership. The VPF market is highly
concentrated, with three funds controlling appradiety 90 percent of the market. Total net assets
of VPFs are worth just over EUR 63 million with 1620 total clients (each client can be member
of several funds). The organisational network ohagement companies includes a total of 27
business units, with most of them belonging to gaamsion company. VPF management
companies employ 198 staff, with the majority afrthengaged in sales and marketing.

Financial Leasing Companies

36.

37.

As of 31 December 2008, there were 17 licensedhéiiah leasing providers operating in Serbia, t.
Eleven leasing providers are 100% or majority owgdbreign legal entities, 5 leasing providers
are 100% or majority owned by domestic entitieswbich 4 are owned by domestic banks with a
share of foreign capital), and 1 leasing providgointly owned by a domestic bank with a share
of foreign capital and a foreign legal entity, edwiding a 50% stake in the leasing provider’'s
capital. All foreign owners or co-owners have heffite within an EU member state.

Total employment in the financial leasing sectob1$, with an average number of employees
between 25-30 people per company. As of 31 Dece2d@8, total balance sheet assets of the
leasing sector stood at RSD 122.5 billion.

Insurance Sector

38.

39.

40.

The Serbian insurance sector is small. Insurarmrepanies manage around 4.5% of total
financial system assets. The share of premium i? &nained unchanged from 2006 (1.8% vs.
EU-27: 9%).

The participants in the insurance market in Seréia insurance companies, reinsurance
companies, insurance brokerage companies, insurageacies, insurance agents — natural
persons (entrepreneurs), and legal entities whieh other insurance services.

In May 2009, there were 24 joint stock companiesrating in the insurance market in Serbia.
Eight insurance companies carry out only non-lifsurance operations, 6 insurance companies
carry out only life insurance operations, 6 insegeeompanies carry out both life and non-life
operations, 1 company provides life and non-lifsurance and reinsurarit@nd 3 companies
carry out exclusively reinsurance operations. Bdeakn by ownership indicates that 17 were
majority foreign-owned and 7 companies were localijned, out of which 1 company was state —
owned and 6 companies were privately owned.

41. Apart from insurance companies, the insurance saasork also included 11 banks licensed to

engage in insurance agency activities, 60 legafienticensed to engage in insurance brokerage
and agency activities as well as 121 natural psrsansurance agents (entrepreneurs) licensed to
engage in insurance agency. Other legal personalsamperform insurance brokerage and agency
activities in accordance with a separate law, h@awehey are not within the competence of the
NBS for AML/CFT aspects.

1 pyrsuant to Article 234 of the Insurance Law, trosnpany shall separate its life and non-life opiena by
31 December 2009, and pursuant to Article 235atlsliso separate insurance and reinsurance opesati
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42. Figures published by the NBS (September 2008) atdithat motor vehicle liability insurance
accounted for the largest share of total premiu@®.900), followed by property insurance
(28,3%) while life insurance accounted just 10.%%otal premiums.

Post Office (Public Enterprise of PTT CommunicatisriSrbija")

43. Apart from providing traditional postal servicegsp offices of the national postal company —
Public Enterprise of PTT Communications “Srbija&feinafter: the PTT “Srbija”) — throughout
Serbia are permitted to offer some financial sawidParticularly, PTT “Srbija” operates postal
and PosTneT money orders for both domestic andniatienal payment operations, as well as for
valuable mail transactions. According to the Law Bayment Transactions, the company
performs the following payment operations based oaspective agreement with Postal Savings
Bank: a) acceptance of in-payments from naturabgres to bank accounts and making out-
payments to these persons, b) acceptance of ingratgnof daily receipts for the account of bank
clients, and c) acceptance and honoring chequeslation to citizens' current accounts. Postal
Savings bank is not authorized to transfer fundaeldically nor from Serbia to foreign countries.
The only in-payment legal persons are permittedanttke is in payment of daily receipts or
payments of bills with barcodes (i.e. telephond hihd not in cash. At that, the client must have
an account with the Postal Savings Bank. Aroundd4&@ployees in 1500 postal centers have
received AML training.

1.3.2 Designated Non-Financial Businesses and Profesfiix¥EBP)

44. Serbia has designated the following non-financiaifesses and professions (DNFBP) listed in
the Glossary of the FATF 40 Recommendations:

Table 9. Designated non-financial businesses andgiessions

Sector Designated/no designated Supervised or monitored for compliance
(for AML/CFT purposes only)

Casinos (including Designated Administration of Games of Chance (MoH)

Internet casinos)

Real estate agents Designated Ministry of TradeSamdices

Dealers in  precious Not designated No

metals

Dealers in precious stones Not designated No

Lawyers Designated Bar association

Notaries N/A N/A

Accountants Designated Tax administration

Trust and company N/A N/A

service providers

Casinos (including internet casinos)

45. Organisation of games of chance is regulated i_ttve on Games of Chanégin force since 25
July 2004, which distinguishes among classic gamhefance (lottery, sports betting, lotto, keno,
tombola and fonto), special games of chance (gamgised in gaming facilities/casinos, games
played on gaming devices and wagers placed onsspoid other events) and prize winning
competitions.

46. The Serbian State Lottery is entitled to organizssic games of chance. The right to organise
special games of chance in casinos is granted dhraulicense issued by the Government. The
Government can issue a maximum of 10 licenseshmotganisation of special games of chance

12 Official Gazette of RS No. 84/04 and 85/05.
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47.

48.

in casinos, each issued for a maximum period ofytars. Two licensees have been granted so
far: one to Grand Casino doo Beograd, which staspesfating on 30 June 2007, and the second to
Hit International doo Beograd (which should stgémting by 31 December 2010).

The Administration for Games of Chance within thaigtry of Finance is the state body vested
powers for supervising implementation of the naloAML/CFT requirements in respect of: a)
organizers of special games of chance in casimakpa organizers of games of chance operated
on the Internet, by telephone, or in any other reamising telecommunication networks.

Special games of chance are organised by 28 legéies with the total of 1526 places (points)
where payments and withdrawals are made. Revermmesaged from the special games of chance
— betting in 2007 amounted to 148.986.624,35 RSBsdd on licensing fee) and to
754.349.437,08 RSD (based on organizing fee). BB20e revenue was 152.610.457,19 RSD
(based on licensing fee) and 808.819.629,93 RSEe(tban organising fee).

Table 10. Gaming activities in Serbia

Type 2005 2006 2007 2008 Licensing Supervisory

authority authority
(for AML/CFT
purposes only)

Casinos 2 2 Governmen{ Administration

for Games of
Chance
(Ministry of
Finance)

Organisers of special games 110 113 114 108
of chance

Real estate agents, dealers in precious stoneslealérs in precious metals

49.

The evaluation team did not receive information the regulatory framework, the types of
activities or business these professions typicatigage in, or are permitted to engage in, on the
number and size of these businesses and profelsSfoauring the on-site visit, the evaluation
team met with two real estate agents, who advised there is a National Association of
Mediators of Serbia, which consisted of 50 busiredgties in the country. To be admitted as a
member of the association, one should pass throaghin procedures, prove the good standing
and the availability of adequate business premistes,Real estate agencies usually prepare the
relevant papers for real estate transactions, rgdhe terms of the contract, make the contract
itself, prepare documentary grounds for the payroétaxes and final conclusion.

Lawyers

50.

Activities of legal professionals in Serbia are ulaged by the Attorney-at-Law A¢t which
provides the definition of legal profession, thenstituents of legal aid that can be provided by
legal professionals, the conditions for engagingsuth activities, etc. As provided by the
authorities, the Bar Association of Serbia consit8 regional bar associations (with the one in
Belgrade being the largest), incorporating botralggofessionals and businesses (law firms) as
follows:

13 As advised by the Ministry of Trade and Servithe,official data of the Statistics Office is thlag activity of
real estate intermediation was performed by 38m@eic operators in 2005, 461 in 2006, 790 in 200
1074 in 2008.

14 «Official Gazette of FRY No. 24/98, 26/98 — cori9/8000 — decision of the Federal Constitutional I§ou
11/2002 and 72/2002 — decision of the Federal @Gatiehal Court.
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Table 11. Bar Association statistics

2006 2007 2008
Bar Association | Professionals 6546 6731 6974
of Serbia
Businesses (Law 8 13 16
firms)
51. As advised by the representatives of the indusitiy Bar Association has a Board comprising 19

members delegated by member associations. All $socéations have a board and an executive
organ headed by the president and the deputy prasitHowever, there is no regulatory/
supervisory function vested in a separate or dbllecdivision/ arm of the association. The
representatives of legal profession found it diffi¢co articulate how the AML/CFT Law were to
be practically implemented (both in terms of stmuetand contents).

Auditors/Accountants

52.

53.

The 2006 Accounting and Auditing Law establishes fositions of a certified auditor and a
certified internal (staff) auditor, as well as thedy authorized to certify them and keep the
register of the persons who undergo certificatibiat being the Chamber of Certified Auditors.
According to the information available to the Chamlas of August 2009, 149 persons are
certified as auditors, out of whom 130 personsliaemsed to perform audits of financial reports,
and 22 persons are certified as internal auditors.

However, the Law is silent about any licensing/tieation requirements and procedures in
respect of accountants. As advised by the repratbess of the industry, the accounting
profession is not regulated and/or supervisedénctiuntry. The National Accounting Committee
stipulated by Article 60 of the Law does not haveegulatory/ supervisory mandate over the
accounting profession.

54. The Serbian Association of Accountants and Auditodicated that it counted 3750 members in
2008 (3982 in 2007, 4724 in 2006).

Notaries

55. Notaries do not exist in Serbia. Courts and myaidies perform the functions which are usually

within notaries’ competence.

Trust and company service providers

56.

According to the authorities, trust and companyviser providers are not recognised as legal
forms of legal persons or arrangements in Serhaygh there are no explicit prohibitions to such
activities contained in the legislation. The AML/Claw defines “trusts and company service
providers” in its general part, however the autiiesiindicated that this was intended to cover the
operation of foreign trusts and that to date, tie®been no demand for the establishment of such
activities.
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1.4 Overview of Commercial Laws and Mechanisms Governig Legal Persons and
Arrangements

57. Companies’ founding, internal organisation andstgtion are governed by the Law on Business

Companie¥ and the Law on Registration of Business Entitiesccording to the law, a company

is a legal entity founded by legal entities andiatural persons for the purpose of generating

profit. The most important types of business congmare as follows:

»  General partnership (Article 93company established on the basis of an agreee¢ween two
or more legal entities and/or natural persons iddais, with joint and individual liability,
undertaking to conduct certain business activitieder a common registered name.

e Limited partnership (Article 90)}company established on the basis of an agreenstmebn two

or more legal entities and/or natural persons, winertaken to conduct business activities under

a common registered name, and in which at leastpanmer is jointly and individually liable

(general partner) and the risk of at least on peisdimited to his/her contracted investment

(limited partner).

* Limited liability company (Article 104)company established for the purpose of conducting

business activities by corporate bodies and indaigl who are not liable for the company’s
commitments and who bear the risks for the commamsansactions to the extent of their

investments. The company’s initial capital is cosgm of members’ investments, and any

member may acquire a stock in the company in ptagoto the value of his/her investment.

* Joint stock company (Article 184)ompany established by individuals or corporaidiés for
the purpose of conducting business activities,infiel capital of which is set and divided into
shares specified by value.

Table 12. Basic company types

Limited liability Joint stock General Limited
Company company Partnership Partnership
Legal abbreviation d.o.o. a.d. od k.d
Minimum capital €500 in RSD €10,000 for closed ~ No minimum No minimum
equivalent €25,000 for open
Directors Appointed by Appointed by| Appointed by| Appointed by
decision or contract decision or| decision or| decision or
contract contract contract
Partners/shareholders| Established by max. Closed JSC — max. 2 or more 2 or more
50 shareholders, of 100
individuals or legal shareholders
entities Open JSC —

unlimited number
of shareholders

Liability of partners Limited to the valugl  Limited to the Partners are jointly General partner is
of ownership shares value of ownershipg liable jointly liable, while
shares limited partner is

liable only up to
the % of his
ownership shares

58. The most common forms of business in Serbia aretédrLiability Companies and Joint Stock
Companies.

1> Official Gazette of RS No. 55/2004 and 61/2005
16 Official Gazette of RS No. 55 of 21 May 2004 anal. I§1 of 18 July 2005.
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Limited Liability Company

59.

60.

61.

62.

A Limited Liability Company is a business compaowrfided by one or more legal and/or natural
entities, as members of the company, to condudticebusiness activities under a common
registered name (Article 104.1 of Law on Businesm@anies). It is liable for its obligations with
all of its assets (Article 104.2 of Law on Busin€zsmpanies). A member of a limited liability
company is not liable for the obligations of themany, except up to the amount of any agreed
but unpaid contribution to the company assets ¢frt104.3 of Law on Business Companies).

A limited liability company may have a maximum od Bnembers (Article 104.4 of Law on
Business Companies). The minimum initial capitahis RSD equivalent of EUR 500. Its capital
is divided into stakes which are not securities arednot listed and traded in an organised market.

The company is funded under a Memorandum of adsotid there is more than one founder,
and if is funded by one founder, under the Deedhobrporation. The bodies are the General
Meeting, the Director of a Board of Directors (&l 153 of the Law on Business Companies),
and the Internal Auditor of the Auditing Board.

The following documents are required to establisiméted liability company, along with the
business registration form (Article 35 of the LawRegistration of Business Entities):

a) Proof of identity of the founders (copy of IDmassport of a natural person and/or certificate of
registration for foreign legal entities);

b) Articles of Association (decision or contraci}wcertified signatures of the founders;

¢) Bank certificate on deposit of the monetary dbaotion to an interim account or a certified
statement of the founder that the monetary cortidghuhas been provided,;

d) Agreement of the founders about the value ofrthend contribution, unless it is contained in
the Articles of Association;

e) Decision on the appointment of the company sepritive, unless the representative has bee
designated in the Articles of Association;

f) Certified signature of the authorized represtvea

Joint Stock Company

63.

64.

65.

A Joint Stock Company is a company founded by onenore legal entities and/or natural

persons, as shareholders of the company, to coadspecific business activity. A shareholder is
an individual or a legal entity inscribed as thenewin the record of ownership kept with the
Central Registry of Securities. The basic capgalefined and divided into shares (Article 184 of
Law on Business Companies), which can be ordinaeferred, or authorised (the latter must be
stated in the Foundation document).

The company is founded under the Memorandum of @ason if there is more than one founder,
and if it is founded by one founder, under the Dekthcorporation. The company can be either
closed or open. The minimum initial capital of asgd joint stock company is the RDS equivalent
of EUR 10,000 while for an open joint stock compitrig EUR 25,008. Closed companies may
not have more than 100 shareholders.

A joint stock company is liable for its obligatiomsth all of its assets (Article 184.1 of Law on
Business Companies). The shareholders of a jaokstompany are not liable for the obligations
of the company, except up to the amount of anyeafyfmut unpaid contribution to the company
assets, in accordance with the law (Article 184.Baov on Business Companies).

Y There are higher minimum capital requirementscfimpanies acting as banks, insurance companiesndea
companies.
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66. Along with the application for the registration @fioint stock company, the applicant is required

67.

68.

69.

70.

71.

72.

to submit the following (Article 36 of Law on Regigtion of Business Entities):

a) Proof of identity of the founders (copy of ID massport for a natural person and/or certificate
of registration for foreign legal entities);

b) Articles of Association (decision or contraci}iwcertified signatures of the founder;

¢) Bank report on subscribed shares;

d) Bank certificate on deposit of the monetary dbntions to an interim account;

e) Proof confirming publication with the contentk @ public invitation for registration and
depositing of shares (a prospect) with the authtion of a prospect by a competent body;

f) An estimate by an authorized evaluator of theeaf in kind deposit of the founder,;

g) A decision on the nomination of representativa representative was not designated in the
Articles of Association;

h) Certified signature of representative.

The Law on Business Companies and the Law on Retitst of Business Entities do not

differentiate between foreign legal and naturalitiesst founders, the same company start up
related requirements are prescribed for domestgralaand legal entities as for foreign natural
and legal entities.

Business entities come into legal existence bystegjion in the Business Register, in accordance
with the Law on the registration of business eesifi This is a unified electronic database created
on all registered commercial entities in SerbigeviRwusly, registration of business entities was
within the competence of commercial courts and ll@eahorities. The Register of Companies
became operational as of 1 January 2005. It is gehhy the Serbian Business Registers Agency
(SBRA), which conducts registration activities ta Belgrade Head office and in its 12 branch
offices throughout Serbia. Registered data is pubid published on the Agency’s webSite

In order to operate, companies must be registeitd the Business Register Agency, obtain a
Tax Payer ID number from the Tax Administratione fivith the National Employment Agency
and open an account in a commercial bank. They taVave an official address in Serbia in
order to be eligible for registration. All legal@oments must be authenticated with the Court, and
foreign documents must be translated in Serbiarbanckrtified by the court appointed translator.

According to the data available to the Serbian Bess Registers Agency, the statistics regarding
business companies and their types is as follavedu@ive to May 2009):

*  3.904 general partnerships,

e 617 limited partnerships,

e 93.795 limited liability companies,

» 361 closed joint stock companies and 2.536 open gdock companies,

*  2.816 cooperatives and cooperative unions.

In May 2009, the total number of registered busnestities in the territory of the Republic of
Serbia was 107.634, which includes, apart fromlibsiness companies above, branches and
representative offices of foreign legal entitiesiblic enterprises, business associations and
socially owned enterprises.

As regards non profit entities, the founding, ofieraand dissolution are governed by various
legal acts such as the 1982 Law on Social Orgaaisaand Citizens' Associations of the Socialist
Republic of Serbia, the 1990 Law on associatiogitifens in associations, social organisations
and political organisations established for theity of the SFRY and the 1989 Law on

18 Official Gazette of RS No. 55 of 21 May 2004 anal. I§1 of 18 July 2005.
19 http://www.apr.gov.rs
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Legacies, Foundations and Funds. Non profit estitien operate in Serbia under different legal

forms:

. Associations:Under the 1982 Law, associations and social osgéions are defined as
groups of “working people and citizens” organised‘teveloping personal inclinations and
creativity in social, humanitarian, economic, techh scientific, cultural, educational, sports
and other activities.” Under the 1990 Law, assimiest and social organisations are
functionally equivalent and are defined as membprstganisations with national activities
and membership. It is not clear to what extent@ations are established on the basis of the
1982 or 1990 Law, particularly when requiremengsdifferent or less stringent.

*  Foundations:can be established only by legal persons usingédly owned resources” (i.e.,
public property or that belonging to a collective).

* Legaciescan be established only by natural persons usingtp resources. A legacy may be
established inter vivos or by a testamentary act.

*  Funds:can be established by natural or legal persomgyusicially owned resources” or a
combination of “socially owned resources” and pigvassets.

73. These entities are registered in 4 Registers, lemtifferent authorities, namely: the Register of
associations, social organisations and politicglanisations (kept by the Ministry of Public
Administration and Local Self-Government), the Régji of associations and social organisations
(kept by the Ministry of Interior), the Register fafreign associations (kept by the Ministry of
Foreign Affairs and the Register of Legacies, Fatioths and Funds.

74. The evaluation team was informed that there ara d@e822 civil associations and social
organisations registered in the Register of asBonm social organisations and political
organisations and more than 14,000 foreign NGQbhénRegister of foreign associations. These
figures do not enable to have a clear picture efetkact numbers of non-profit entities registered
in the 4 existing Registers.

1.5 Overview of Strategy to Prevent Money Laundering ad Terrorist Financing
a. AML/CFT Strategies and Priorities

75. The Government of Serbia adopted a National Styaagginst Money Laundering and Terrorism
Financing on 25 September 2608The purpose of the strategy is to give recommigm for
the resolution of problems and improve the curdL/CFT system. The strategy indicates that
the key objectives are:

a) to influence the reduction of money laundering &eworism financing related crimes by

talking preventive and repressive measures;

b) to implement the international standards leadingneambership or an improved status of
Serbia in international organisations

c) to develop a system of co-operation and respoitsbilof all stakeholders in combating

money laundering and terrorism financing

d) toimprove the cooperation between the public andfe sectors in the fight against money
laundering and terrorism financing

e) to ensure the transparency of the financial system.

76. The Strategy provides that the recommendations Ulated shall be further developed in an
Action Plan which will provide for the responsibki#is of all bodies referred to in the strategy as
well as the relevant deadlines, however at the tfnthe on-site visit, this action plan had not
been adoptéd The Strategy further provides that the recommeonis will be implemented
within five years from the date of its adoption.

9 RS Official Gazette No. 89/08.
L The Action Plan was adopted on 16 October 200candrs the period 2009-2013.
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77.

b.

The body responsible for monitoring the implemeaotatof the Strategy is the Standing

Coordination Group for Monitoring the Implementatiof the National Strategy against Money
Laundering and Terrorism Financing (hereinafteemefd to as: Standing Coordination Group).
This body was established 7 months after the aolomti the Strategy, by a Government decision
of 9 April 2009 and held its first meeting befohe ton-site visit of the evaluation team.

The institutional framework for combating mondgundering and terrorist financing

National AML/CFT Coordination

78.

+ Standing Coordination Group for Monitoring the Ilmpientation of the National Strategy
against Money Laundering and Terrorism Financing

The Standing Coordination Group for Monitoring timeplementation of the National Strategy

against Money Laundering and Terrorism Financing watablished through a decision of the
Government of 9 April 2009. It is composed of atiis of relevant state institutions competent
for AML/CFT matters (National Bank, the Securiti€@mmission, the APML, the Customs

Administration, the Tax Administration, the Foreigixchange Inspectorate, the Ministry of
Justice, Ministry of Interior, the Security Infortran Agency, Military Security Agency and the

Military Information Agency) as well as of judge$ the Supreme Court of Serbia and deputy
public prosecutors and chaired by the State Segrefahe Ministry of Finance. Representatives
of obligor associations may also take part in tleekwof this group. The Standing Coordination
Group is required to report on its work to the Goweent every 90 days.

Ministries

Ministry of Finance

79.

80.

The Ministry of Finance carries out public admirasibn tasks relating to the prevention of
money laundering and proposes regulations goverthiagarea. The following separate bodies
have been established within the Ministry of Firmhaving the fight against money laundering
and terrorism financing within their remits: the rAthistration for the Prevention of Money
Laundering, Tax Administration, Foreign Currencyspectorate and the Games of Chance
Administration. The Ministry of Finance is supemnis persons dealing with postal
communications [with respect to domestic paymeneraions] and persons involved in
professional activities of intermediation in crei#nsactions and provision of loans, factoring and
forfeiting, provision of guarantees, and provisminmoney transfer services pursuant to Article
84.4 of the AML/CFT Law).

+« Administration for the Prevention of Money Launagri APML)

The Administration for the Prevention of Money Lderning (APML) is the financial intelligence
unit (FIU) of the Republic of Serbia. The APML aadts, analyses and keeps data and information
and, where it suspects money laundering, it natifike competent state bodies (the police,
judiciary, and inspectorate authorities) so thaytlban take measures within their competence.
The APML is an administrative body within the Mimsof Finance. Internal organisational units
in the APML are: Analytics Department; Suspiciousisactions Department comprising the
Suspicious transactions team monitoring banks dahdrdinancial institutions, and Suspicious
transactions team monitoring the capital and seesrimarket and other obligors; International
and National Cooperation Department, and Sectiptefyal, material and financial affairs.
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81.

82.

83.

84.

% Tax Administration

The Tax Administration is an administrative bodythin the Ministry of Finance. In 2003, the
Tax Police Sector was established with competetmagetect tax criminal offences and their
perpetrators. This sector has about 220 emplogeekit is managed by the chief inspector who is
appointed by the Government at the proposal ofntiréster of finance. The Tax Police Sector
consists of two departments at the level of theuRbp, located at the sector's head office
(Department for the coordination of tasks concegriax crime identification and Department for
analysis and IT), and four regional departmentdgidele, Novi Sad, Kragujevac, and NiS), which
are subdivided into 26 operative sections. Taxdeatiompetencies are laid down in the Law on
the Taxation Procedure and Administration. The Pakce acts as an internal affairs body during
the pre-trial procedure and has powers to applyadoordance with law, all the investigative
actions except for the restriction of movement. Th& Police also applies the provisions of the
Criminal Procedure Code governing the pre-triacpdure.

% The Administration for Games of Chance

The Law on Games of Charfteentered into force on 25 July 2004. This law sgisthe
Administration for Games of Chance (hereinafter:QGas an administrative body within the
Ministry of Finance, whose responsibility is to ddister the games of chance sector. The AGC
became operational on 1 January 2005.

«» Foreign Currency Inspectorate

The Law on Foreign Exchange Operations definesttietoreign Currency Inspectorate within
the Ministry of Finance shall conduct supervisidriaveign exchange operations of residents and
non-residents. The AML/CFT, in turn, establishes foreign Currency Inspectorate as the
responsible authority to supervise compliance obkges involved in professional activities of
factoring and forfeiting, and provision of monewrisfer services [with respect to international
payment transactions] with the applicable AML/CEfuirements. However, the assessment team
was not provided any information on the legislatvisions establishing regulatory and
supervisory powers of the Foreign Currency Inspet¢oin respect of such persons, for
monitoring and ensuring their compliance with AMET requirements, as well as for applying
sanctions in case of incompliance.

« Customs Administration

The Customs Administration is an administrativepbadthin the Ministry of Finance. Within its
Internal Control Department, the Customs Admintgiraestablished a Team against terrorism,
organised crime and money laundering. This teamphiasarily a coordinative role and works
with other state bodies, including by sharing opeeadata and conducting checks in certain cases
when requested by other bodies. The Customs seisvigethorized to conduct foreign currency
controls in the international passenger traffic. af¢hit identifies an infringement of foreign
currency regulations it makes a report on the gl foreign currency offence. If the Customs
service officers obtain indications, during thetouss procedure or when they apply the measures
of customs supervision and inspection, that a lpgegon committed a foreign currency offence
they will report it to the Foreign Currency Inspmette. The Foreign Currency Inspectorate will
decide on any further action concerning such artepo

22 Official Gazette of RS No. 84/04 and 85/05.
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Ministry of Interior

85.

86.

The organisation of the Police, as well as the irequents for human, technical and financial
resources are set forth in the Law on Police adbpte14 November 2005. The organisation of
the Police Directorate encompasses organisatiomigs in the City of Belgrade, regional law

enforcement departments and police stations. WitienGeneral Police Directorate, the Criminal
Police Directorate is responsible for criminal istigations. The organigramme is set out in
Annex V. Within this Department, a significant eolis performed by the Service against
Organised Crime. Within the Service and its Uniaiagt organised financial crime, a Section
Against Money Laundering has been set up.

The Ministry of Interior also keeps the RegisterasBociations and social organisations on the
basis of the Law on Social Organisations and @iggociations.

Security Information Agency

87.

88.

89.

The Security Information Agency (hereinafter: BlAnder the Law on the Security Information
Agency®, also deals with countering organised internaticcrame. It works on detecting,
investigating and documenting the most serious $oofmorganised crime with a foreign element
such as drug smuggling, illegal migrations and hunt@fficking, arms smuggling, money
counterfeiting and laundering, and it also deat Wie most serious forms of corruption linked to
international organised crime. BIA also has spedadks concerning the prevention and
suppression of the internal and international tesno.

An important area of BIA’s activity is investigatindetecting and documenting links between
individuals, groups and organisations involvedhe international organised crime and terrorism.
Separate departments have been created withindbet€-Intelligence Administration carrying
out security operative activities against terrorena international organised crime, as well as the
appropriate organisational units in the BIA’s temial centers.

Within the Counter-Intelligence Administration, arer for Education and Research (CER) is
operational and implementing basic operative amtigfist professional training courses for staff
working on countering international organised crianel terrorism.

Ministry of Defence

90.

91.

The Ministry of Defence, pursuant to the Law on Mines (RS Official Gazette No. 65/08),
performs, among other things, public administratiasks related to security matters relevant for
defence. On the basis of the Law on Basis of Osgdion of the Republic of Serbia Security
Services (RS Official Gazette No. 116/07) the tdrly Security Agency and the Military
Intelligence Agency were established as adminiggdbodies within the Ministry of Defence,
having the status of a legal entity. The Law onuigcServices (FRY Official Gazette, No. 37/02
and SCG Official Gazette No. 17/04) lays down tbenpetences of military security forces —
Military Security Agency and Military Intelligenc@gency in the combat against terrorism and
organised crime, which includes prevention of molaeydering and terrorism financing.

+ Military Security Agency

The Military Security Agency is a security servigerforming tasks relevant for defence. Pursuant
to the law, the Military Security Agency, among @ththings, detects, investigates, monitors,
suppresses and intercepts national and transnatemarism, as well as detecting, investigating
and documenting most serious crimes with elemdntsganised crime aimed against commands,
institutions and units of the Serbian Army and theistry competent for defence matters. Given

2 RS Official Gazette No. 42/02.
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92.

the competences of the Military Security Agencysépulated by law, one of major tasks in
protecting defence system is the prevention of mdsendering and terrorism financing.

+« Military Intelligence Agency

The Military Intelligence Agency is a security see/performing tasks relevant for defence which
collects, analyses and evaluates potential andtheahts posed by transnational and foreign
organisations, groups and individuals aimed agaiihet sovereignty, territorial integrity and
defence of the Republic of Serbia, including on sihd FT aspects. The Agency established
cooperation with counterpart agencies abroad irfi¢he: of prevention of ML and FT.

Ministry of Justice

93.

The Ministry of Justice performs public adminisibat tasks relating to criminal legislation,

international legal assistance, etc. Within its t&e¢or normative tasks and international co-
operation, the Ministry of Justice has two orgatiigel units, including the Department for
normative tasks and international co-operation idgalvith drafting and monitoring of the

implementation of laws, development and improvenmthe legal system in the Ministry’s

remit; legal harmonisation with the Council of Epeoand United Nations’ conventions and
monitoring of the implementation of the rights amdbligations deriving from relevant

international conventions within its competencee TMinistry’s International legal assistance
department deals with requests of the domestic faneign courts, other state bodies and
individuals for international legal assistance.

Ministry of Public Administration and Local Self-Government

94.

The Ministry of Public Administration and Local $&overnment keeps the Register of
associations, social organisations and politicajanisations on the basis of the Law on
Association of Citizens to Form Associations, Sb@aganisations and Political Organisations
Established in the Territory of the SFRY.

Ministry of Trade and Services

95.

96.

The Ministry of Trade and Services is responsitide $upervising implementation of the
AML/CFT Law by intermediaries in real estate trastgms. However, the assessment team was
not provided any information on the legislative\psmns establishing regulatory and supervisory
powers of the Ministry in respect of the personsoimed in professional activities of
intermediation in real estate transactions, for ibaoimg and ensuring their compliance with
AML/CFT requirements, as well as for applying s&ntd in case of incompliance.

The Ministry is also responsible for supervisingpiementation of Article 36 of the Law, which
prohibits persons selling goods or rendering aiserin the Republic of Serbia to accept cash
payments from a customer or third party in the amaueater than EUR 15.000. Actually, this
prohibition is meant tanter alia, eliminate the need for involving dealers in poesi metals and
dealers in precious stones as obligbrs

Ministry of Telecommunications and Information Socety

97.

As advised by the authorities, the Ministry of Telmmunications and Information Society is
responsible for the regulation and supervision aiviies of legal persons dealing with postal
communication pursuant to Articles 87-93 of the LawPostal Services and Articles 22-33 of the
Law on Public Administration. However, the assessnteam was not able to assess how these

4 Since the FATF Recommendations 12 and 16 estaloistnem a requirement to perform CDD and to make
STR-s only when they engage in cash transactidm avitustomer equal to or above EUR 15.000
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laws define regulatory and supervisory powers @ Ministry of Telecommunications and
Information Society in respect of persons dealinthwostal communications [with respect to
valuable mail operations], as prescribed by Art84eof the AML/CFT Law.

Public Prosecutor’s Office

98. The Public Prosecutor’s Office is an independeamtesbody whose jurisdiction is governed by the
Constitution of the Republic of Serbia and the LawPublic Prosecutor's Office. In the Republic
of Serbia, there are the State Public Prosecuf@iffise, 30 District Prosecutors' Offices, and 109
Municipal Public Prosecutors’ Offices. A Specialdaetment of the District Prosecutor’'s Office
in Belgrade for the Suppression of Organised Cilinezeinafter: the Special Prosecutor’s Office)
is competent to act in cases of organised crintkarRepublic of Serbia.

Courts

99. Article 142 of the Republic of Serbia Constitutistates that the courts in the Republic of Serbia
are autonomous and independent and that they adiedn cases based on the Constitution, laws
and other general acts where required by the lawyedl as based on generally accepted rules of
the international law and ratified internationalregments. The judicial power is exercised
through the courts of general and special jurigglictwhose establishment, organisation,
jurisdiction, arrangements and composition arerdgéted in the law. The highest instance court
in the Republic of Serbia is the Supreme Cassdiioart. Currently, there are 187 courts of
general and special jurisdiction. Most of the camesdealt with in a number of courts located in
larger cities.

Judicial Training Centre

100. The Judicial Training Center is an organisationenfig training and professional
improvement programs for judges, prosecutors ahdrotmployees in the Republic of Serbia
judiciary. The founders of the Judicial Trainingn@e are the Ministry of Justice and the Judges’
Association of Serbia.

National Bank of Serbia

101. The National Bank of Serbia is the central banktld Republic of Serbia and its
competencies are laid down in the Constitutionh&f Republic of Serbia and the Law on the
National Bank of Serbia. The National Bank of Saris an independent and autonomous
institution. Its main objective is to maintain fim@al stability. The National Bank of Serbia,
among other things:

- improves the functioning of payment operations @nadfinancial system;

- controls the solvency and legality of operations bafnks and other financial
organisations;

- issues licenses to companies for the managemewmblohtary pension funds and
supervises the implementation of the law by comgmdealing with the management
of voluntary pension funds and financial leasingvigters;

- is the supervisor for banks, exchange bureaus,ransa companies, insurance
brokerage companies, insurance agency companiesingondance agents with a
license to perform life insurance business, congmarfor the management of
voluntary pension funds, and financial leasing jers pursuant to Article 84.1 of
the AML/CFT Law
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The Securities Commission

102. The Securities Commission is an independent armhauatous organisation of the Republic
of Serbia. Its competences are defined in the Lavecurities and Other Financial Instruments,
Law on Investment Funds, Law on the Prevention @inh®y Laundering and other laws. The
Commission, among other things, performs the falhgwasks:

- issues licenses to broker-dealer companies;

- issues licenses to companies for the managemerihvestment funds and to
investment funds;

- conducts the monitoring of the operation of bro#tealer companies, stock-markets,
investment funds management companies as welkeaSéhtral register of securities,
licensed banks, custody banks, securities issirarestors and other persons with
respect to their business conducted in the seesimtiarket, etc;

- conducts the monitoring of the implementation o thaw on the Prevention of
Money Laundering by broker-dealer companies, cystoahks, stock markets and
investment funds management companies.

Serbian Business Registers Agency

103. The Serbian Business Registers Agency (SBRA) aosduvegistration activities in its
Belgrade Head office and in its 12 branch offide®tghout Serbia and manages the Register of
Companies. It was established on 4 January 200bwiag the transfer of the competence for
registration of business entities from commercialires and local authorities within its remit.
Registered data is public and published on the ggjswebsité®.

Professional associations and organisations

104. The following professional associations are in placSerbia:
++ Association of Serbian Banks

105. This association gathers all banks in the RepubficSerbid®. In January 2005, the
Association of Banks of Serbia set up a workingugréor compliance, which was transformed
into a Committee for the banking operations conmuiéa The Association of Banks of Serbia
holds professional training for its members.

« Association of Accountants and Auditors of Serbia

106. This is a professional organisation of accountants auditors in the Republic of Serbia
gathering several thousand members.

«» Bar Association

107. The Bar Associatidii consists of 8 regional bar associations (withahe in Belgrade being
the largest), incorporating around 7000 profesdgoaad 16 law firms (as of August 2009).

C. The approach concerning risk
108. The Republic of Serbia has not undertaken a systegniew of the ML and FT threats and

risks that exist within the financial and non fie& sector in Serbia. Under the previous AML
Law and Book of Rules, the Republic of Serbia did apply AML/CFT measures using a risk-

% http://www.apr.gov.rs

% http://www.ubs-asb.com/e/News.htm

27 http://www.advokatska-komora.co.yu/index-e.htm
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109.

110.

based approach. Article 7 of the AML/CFT Law intnoed requirements to conduct an analysis
of the ML and FT risks, which must include a risisessment for each group or type of customer,
business relationship, or service offered by tHeggob The NBS issued on May 12, 2009, a draft

of specific guidelines for assessing the risk of did FT which applies to voluntary pension fund

management companies, financial leasing providessirance companies, insurance brokerage
companies, insurance agency companies, and ingueg@nts licensed to carry on life insurance
operations. The NBS informed the evaluation teaa ithhad plans to issue further guidance and
trainings for financial institutions to be abledpply the new requirements.

As the AML/CFT Law came into effect late March 20@&d the NBS guidance was issued
after the on-site visit, the evaluation team waahlm to determine how the risk-based approach
would work in practice.

Progress since the last mutual evaluation

MONEYVAL adopted at its 18 Plenary Meeting (17-21 January 2005) the firstntbu
mutual evaluation report on Serbia and Montene§jtdhat time, Serbia was evaluated according
to the 2003 FATF Methodology and MONEYVAL'’s refemendocuments, including Directive
91/308/EEC and Directive 2001/97/EC. Following #umption of this report, Serbia submitted a
progress report in September 2006. Numerous measges undertaken to address the practical
implementation of the recommendations formulatethenfirst round mutual evaluation report as
well as for strengthening the overall AML/CFT reginim line with the international and European

standards.
111. The following table reflects actions taken by théharities in this area:
Reference FATF| Recommended Action Action taken
Recommendation

Scope of the criminal
offence of money
laundering (FATF 1-2)

To redefine to scope of their
respective money laundering offen
in order to make sure that all the
physical elements as required by tf
Council of Europe 1990 Conventio
are covered, including to conceal,

The ML offence was modified in 20Q
CEArticle 231. Money Laundering

Criminal Code of RS (RS Officig
né&azette No. 85/05, in force on 1 Janu
n2006). Serbia also adopted a Law
Liability of Legal Entities for Crimina

5

ary
on

acquire, possess or use the proceed3ffences, which entered into force |in
from crime. In Serbia, at the time of November 2008.
the on-site visit, a law to cover those
elements was being drafted.
Provisional measures ando adopt provisions making it The confiscation and provisional
confiscation (FATF 3) | possible to seize and confiscate botimeasures have been going through
proceeds, property, and considerable changes and are covered in
instrumentalities. the CPC (as amended in 2005), in [the
To adopt provision making it Law on Seizure and Confiscation of the
possible to seize and confiscate | Proceeds of crime (dated 4 Novemper
money intended to finance terrorism2008, in force as of 1 March 2009).
Customer identification | To adopt special requirements for theequirements were introduced or further
and record-keeping rulesbanks to have in place graduated | detailed in the new AML/CFT Law, and
(FATF 10-13) customer acceptance policies and | in the Decisions on Minimum Contents
procedures that require more of the Know Your Customer Procedufre,
extensive due diligence for higher | adopted by the National Bank of Serpia

risk customers.

To adopt special requirements for

(of 2006 and of 2009).

banks to apply enhanced diligence

procedures to a customer, if there are
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reasons to believe that the custome

is being refused by another bank.

To create special policies and
procedures for handling banking
facilities with politically exposed
persons.

To adopt a provision which clearly
defines the period of time to keep t
information related to the identity of
a client (article 25 of the Money

Laundering Act only provides that
the information should be stored un
5 years after the transaction.)

til

Increased diligence of
financial institutions
(FATF 15)

To adopt provisions for the
performance of on-going monitoring
of accounts and transactions

Requirements were introduced or furth
in the Decisions on Minimum Contents

adopted by the National Bank of Serbi
(of 2006 and of 2009).

jdetailed in the new AML/CFT Law, and

of the Know Your Customer Procedure

er

D
1

2

Measures to cope with
countries with
insufficient AML
measures (FATF 20-21

To consider on an up-dated basis
providing all relevant intermediaries
with information about which
countries and jurisdictions should b
considered non-cooperative in an
AML/CFT context.

Book of Rules Establishin
Methodology, Obligations and Actio
to for Performing Tasks in Complian
avith the Law on the Prevention

Money Laundering («Official Gazette
RS, No.» 59/06) establishes a list
countries that do not apply anti-mon
laundering standards.

g
NS

ce
of
of
of

ey

Administrative Co-
operation — Exchange o
information relating to
suspicious transactions
(FATF 32)

Information sharing mechanisr
between the FIU and the other releyv
state authorities is provided for under
AML/CFT Law. Task Forces ai
established ad hoc in order to process
case in a more efficient a

coordinate actions and measures wi
competence of each authority.

comprehensive manner, and in order

ns
ant
the
e
the
nd
to
hin

8 Special
recommendations on
terrorist financing

II. Criminalising the
financing of terrorism
and associated ML

To adopt a separate offence on
terrorist financing.

Terrorism financing was criminalised
Article 393 of the Criminal Cod
(«Official Gazette of RS» No. 85/05)

in

lll. Freezing and
confiscating terrorist
assets

To adopt a comprehensive normati
act providing a mechanism to

implement the freezing without dela
of assets suspected to be related tc
the financing of terrorism.

Vé/as not adequately addressed.

ty
)

IV. Reporting suspicious
transactions related to
terrorism

To adopt for all relevant
intermediaries a mandatory reportir
regime on suspicious transactions
activities related to the financing of
terrorism.

FT Reporting obligation was introduc
\qn the new AML/CFT Law in Marc

relation to FT.

aA009. No STR-s have been made| i

VI.
remittance

Alternative

To have all alternative remitte
comprised by the Money Launderi

rdlot applicable
ng

Act, and thus oblige them to comy

ly
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with the requirements regarding
customer identification, recorgd-
keeping, suspicious transaction
reporting etc

Law Enforcement angdlo adopta comprehensive training General AML/CFT Strategy sets out the
Prosecution strategy for the agencies involved jmevelopment of a Training Strategy for
AML/CFT issues. the stakeholders involved in AML/CFT
issues. Training is still carried out on g
case by case basis.

To introduce a further use of Use of special investigative means| is
investigative means, including provided for under the CPC.
special investigative techniques,
such as controlled deliveries.

To see to that all relevant law The analysis of the situation so far

enforcement authorities and the | suggests that still this issue has not Qeen
Office of the Prosecutor General |addressed in a satisfactory manner by all
address the issue of the importanceelevant law enforcement authorities and
of financial investigations. the Office of the Prosecutor General.

2 LEGAL SYSTEM AND RELATED INSTITUTIONAL MEASURES

Laws and Regulations

2.1 Criminalisation of Money Laundering (R.1 and 2)

2.1.1 Description and analysis

Recommendation 1
Legal Framework

112. The Socialist Federal Republic of Yugoslavia hadiea the UN 1988 Convention Against
lllicit Traffic in Narcotic Drugs and PsychotropiSubstances (hereinafter referred as Vienna
Convention) on 3 January 1991. The UN 2000 Conwanfgainst Transnational Organised
Crime (hereinafter referred as Palermo Conventéon) its supplementary protocols were signed
in December 2000 and ratified in September 200%&. Rbpublic of Serbia is a successor to the
UN international treaties previously concluded leylfta and Montenegro from 3 June 2006. The
Council of Europe 1990 Convention on LaunderingarSle, Seizure and Confiscation of the
Proceeds from Crime (Strasbourg Convention) wafehin 2004.

113. Money laundering was not qualified as a sui genanirginal offence in Serbia until 2002.
The Law on the Prevention of Money Laundering (jpes AML Law) classified money
laundering as a separate criminal offence of mdaeydering until 2008. The criminalisation of
money laundering has been significantly changet thie introduction of a new Criminal Cdde
(hereinafter referred as CC) in 2005, which enténéal force on 1st January 2006. Chapter 22 —
Offences against economic interests - sets fothoffence of money laundering under Article

% The money laundering offence was then limiteddope to depositing cash into accounts kept withkbam
other financial organisations (article 27 of the AlMaw).
29 RS Official Gazette Nos. 85/2005, 88/2005-corriyen and 107/2005-corrigendum.
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231 of the CC in a much broader and more complgxageh than previously. It has also to be
pointed out that the money laundering offencess defined in the AML/CFT lat (Article 2).

Criminalisation of money laundering (c.1.1 — Phgsignd material elements of the offence)
114. Article 231 of CC reads as follows:

Money Laundering (Article 231)
(1) Whoever converts or transfers property whilesthat such property originates from a criminal
offence, with intent to conceal or misrepresent whéawful origin of the property, or conceals or
misrepresents facts on the property while awaré shah property originates from a criminal offence,
or obtains, keeps or uses property with foreknogdea@t the moment of receiving, that such property
originates from a criminal offence, shall be pumdiby imprisonment of six months to five years.
(2) If the amount of money or property specifiedParagraphs 1 of this Article exceed one million
five hundred thousand Dinars, the offender shalbbrished by imprisonment of one to ten years.
(3) Whoever commits the offence specified in Payalgrl and 2 of this Article, and could have been
aware or should have been aware that the moneyapepty represent proceeds acquired by criminal
offence, shall be punished by imprisonment of upree years.
(4) The responsible officer in a legal entity whamenits the offence specified in Paragraphs 1
through 3 of this Article shall be punished by tenalty stipulated for that offence, if aware or
should have been aware that the money or propegyesents proceeds acquired by criminal offence.
(5) The money and property specified in Paragraptisrough 4 of this Article shall be confiscated.

115. Article 231 sets forth the following types of comtiithat constitute the ML offence, all of
which are largely in line with the material elensethsted in Article 3 of the Vienna Convention
and Article 6 of the Palermo Convention:

»  Conversion or transfer of property for the purpo$eoncealing or misrepresenting the illicit
origin of the property (Article 3 Paragraph 1 (b)of the Vienna Convention and Article 6
Paragraph 1 (a) i) of the Palermo Convention);

»  Concealing or “misrepresenting facts” on the itlieiigin of the property (Article 3 Paragraph 1
(b) i) of the Vienna Convention and Article 6 Pgraph 1 (a) ii) of the Palermo Convention);

»  Acquisition, possessions or use of property knovihmag at the time of receipt such property is
the proceeds of crime (Article 3 (1) c)ii of theevina Convention and Article 6 Paragraph 1 (b) i
of the Palermo Convention).

116. The structure appears to be transposed from thendiand Palermo Conventions into the
CC literally. However, a few words are translatétedently in the English version of the Article
231 of CC. The authorities claimed that “misrepntisgy the unlawful origin of the property”
amounted to “disguising”. They also indicated ttiat termsmisrepresenting “any facts on the
property and of “the illegal origin of property” would cev the ‘true nature, source, location,
disposition, movement, or ownership of, or rightsréspect to property’ and it might be even
broader than the Convention term.

117. Article 231 and the ML offence in the AML/CFT laweadifferent, the latter specifically
listing the situations of misrepresentation (“ofetkrue nature, source, location, movement,

30 Article 2 — “For the purposes of this law, monayrdering shall mean the following:
(1) conversion or transfer of property acquired throtighcommission of a criminal offence
(2) concealment or misrepresentation of the true natsmurce, location, movement, disposition,
ownership of or rights with respect to the propeatguired through the commission of a criminal
offence
(3) acquisition, possession, or use of property acdulieough the commission of a criminal offence.”
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disposition, ownership of or rights with respecthe property acquired through the commission
of a criminal offence”). However the latter is usmay for the purposes of the application of the
AML/CFT law.

The laundered property (c.1.2) & Proving properithie proceeds of crime (c.1.2.1)

118. The offence extends to ‘property’ that derives frarariminal offence, which would appear
to cover any types of property and to represensaits of proceeds of crime. While the CC
defines “money®, there is no definition of “property”. The authies indicated that the term
‘property’ includes property of any kind, the ‘mgfegobjects’ and ‘rights’ as well. However, the
second and third paragraphs of the Article 231 ieitiyl refer to ‘money or property’. Judicial
authorities stated that this is not an error ohdfation, but a legislative mistake which had no
impact on the judicial application of Article 23Ihe AML/CFT law defines separately the terms
“property” as “assets, money, rights, securities] ather document in any form whose right of
ownership and other rights can be established”. &daduation team remains concerned that the
scope of property captured within the ML offencehia CC does not provide for legal certainty.

119. The authorities indicated that conviction of aneofler for the predicate offence is not a
necessary precondition to bringing charges for mdaendering. Judicial authorities reaffirmed
that the actual commission of underlying criminel and evidence that the property originates
from the underlying criminal act are sufficient poosecute for money laundering. In all ML
judgments, convictions for ML were obtained eithased on or together with a conviction for the
predicate offence. They indicated that the evidgheé the property originates from committed
criminal offence are established through the prooedf identification of the important elements
which constitute the criminal offence of money ldaring. Also, there is a possibility to
constitute evidence that the property originat@snfrcriminal offence for the purposes of an
individual case of money laundering.

120. The evaluation team was told that that the levepraiof required to prove the predicate
offence approached “reasonable doubt”, and thaetWigence had to be undoubtedly established.
This amounts in practice to proving the specifitshe predicate offense, which is a rather high
standard of proof. It seems that the practice sisfthat prosecution for the ML offence and the
predicate offence is conducted simultaneously, te gpecific predicate offence has to be
identified and proved. The fact that the prediazfence is regularly prosecuted simultaneously
with the money laundering offence implies that ¢heright be an evidential problem when the
predicate offence cannot be prosecuted. This quisient an effectiveness problem.

The scope of the predicate offence (c.1.3) & Tholeshpproach for predicate offences (c.1.4)

121. The criminalisation of money laundering has beepliely based on an ‘all crime
approach’. Predicate offences for ML cover anyntnial offence’ of the CC (see Annex IV for a
list of designated categories of offences basedhen FATF Methodology). The authorities
indicated that it is irrelevant which criminal afige has been committed as well as the amount of
property acquired as a result of the offence.

122. The range of offences set out in the CC which aezlipate offences to ML include all
required categories of offences with the exceptibimsider trading and market manipulation. The

3L Article 112: “ metal and paper money or money izdted of other material that is legal tender (..The
authorities informed the evaluation team that legjige amendments to article 112 were adopted #igewvisit
(Law on amendments and additions to the CriminaleC®S Official Gazette No. 72/09) which definegady
as assets of every kind, tangible or intangible vabte or immoveable or the estimates and invaluable
documents in any form that evidence a title tonberiest in such assets. Property is consideredirmisone or
other benefit that originates, directly or inditgcfrom a criminal offence as well as in whichistconverted or
with which it is merged.
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authorities advised that article 359 (abuse otejfiand article 240 (disclosing a business secret)
could be used in this context.

Extraterritorially committed predicate offencesl(&)

123. The criminal legislation of Serbia also applies éoiminal offences committed abroad by
Serbian citizens (Article 8) or foreign citizensr{igle 9) who commit a criminal offence abroad
against Serbia or its citizens, if the person isnfb on the territory of Serbia or is extradited to
Serbia. In the case of predicate offences commébedad by foreigners against a foreign state or
foreign citizen, this applies only to offences mminable by 5 years imprisonment or more,
pursuant to the laws of the country of commissamy if the person is found on the territory of
Serbia and not extradited. Criminal prosecutiorsuch cases shall be undertaken only when
criminal offences are also liable to prosecutionoading to the laws of the country where they
were committed. If the law of the country does erimninalise such conduct, criminal prosecution
can be undertaken only with the permission of tlg@ublic Public Prosecutor (Article 10(2)).
There were no cases where permission of the RepBhlblic Prosecutor for prosecution of the
ML offence so far.

124. In respect to money laundering offence, the evalnateam was advised by the Serbian
authorities that money laundering can be proseciftéfte predicate offence having generated the
laundered proceeds is punishable in the foreigmtcpuwhere it has been actually committed and
it can also be prosecuted if the predicate offathmes not constitute a criminal activity in the
foreign country. If the Serbian judicial authorgibave no jurisdiction to prosecute the predicate
offence on the basis of the provisions detailedvapdhe money laundering offence can be
prosecuted, insofar as the jurisdiction of Serbiaminal legislation (for prosecuting money
laundering) is established. Whether the predicéfienoe constituted an offence in the foreign
country, but the subsequent laundering activitgasimitted domestically or by Serbian citizens,
the prerequisite of instituting criminal prosecuatiim money laundering is to carry out ‘special
prosecution’ by using channels of mutual legalsiasce on the predicate crime, where the facts
that the predicate offence had actually been cotadchghall be established. If the foreign country
does not criminalise the predicate crime, Serbighaities indicated that theoretically speaking
carrying out ‘special prosecution’ in the criminatocedure in money laundering might be
sufficient, where the facts of evidentiary valualsbe established that the unlawful activity being
criminalised by Serbian criminal legislation hadebecommitted. Nevertheless, examiners and
judicial authorities were of the common opinionttheoving the guilty mind of the perpetrator of
the laundering activity in the latter case appéaise extremely challenging. The dual criminality
principle on predicate offence does not servelaga obstacle for prosecuting money laundering
domestically on the basis of the Serbian crimiagidlation.

125. When it comes to the case where both the preduf#ace and laundering activity have
been committed extraterritorially and by foreigtizgins, the conditions listed above need to be
fulfilled. In order to institute criminal prosecati under the jurisdiction of Serbia in money
laundering offence in such a case, as a gendealthe dual criminality together with the 5 years
imprisonment condition are required, if the perssnfound on the territory of Serbia or is
extradited to Serbia. However, the Article 10 Pesph 2 (permission of the Republic Public
Prosecutor) serves as a possible supplementary feaiséstablishing the jurisdiction of Serbian
authorities in order to prosecute the money laundeffence.

Laundering one’s own illicit funds (c.1.6)

126. The offence in the Criminal Code does not covellieitly self launderind®. The authorities
indicated that in practice, nothing prevented tphaphe offence to persons who commit the

%2 This matter was also addressed by the amendnearsidle 231 as adopted following the on-sitetvisaw
on amendments and additions to the Criminal Co&Oicial Gazette No. 72/09)
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predicate offence and that this had been clarifieth in a mandatory instruction (2008) of the
Public Prosecutor’s Office and by recent case m®ct

Ancillary offences (c.1.7)

127. The general part of the Criminal Code providesthar following ancillary offences to the
offence of ML:

 Attemptis criminalised for offences which are punishable law with a term of 5 years
imprisonment or more and for other offences, onlyew the law explicitly provides for the
punishment of attempt (Article 30 CC). Taking irtonsideration that the money laundering is
punishable by law with a term of imprisonment frérmonths to 5 years, the attempted criminal
offence of money laundering is also penalised ty la

* Aiding, facilitating and counselling the commissafrthe offenceare covered by Article 35 CC,
which covers in particular “giving instructions advice on how to commit a criminal offence,
supply of means for committing a criminal offencegating conditions or removal of obstacles
for committing a criminal offence, prior promise tonceal the commission of the offence,
offender, means used in committing a criminal affentraces of criminal offence and Items
gained through the commission of criminal offence”.

» Abettingis covered by Article 33 (co-perpetration): “Ifveeal persons jointly take part in
committing a criminal offence, or jointly commit affence out of negligence, or by carrying out
a jointly made decision, by other premeditated sighificantly contribute to committing a
criminal offence, each shall be punished as priesdrby law for such offence”

* Incitement(Article 34): covers whoever with intent incitesodher to commit a criminal offence.

128. Furthermore, under the Chapter 31 on offences agpirblic peace and order, the following

offences are also covered:

»  Conspiracy to commit a crimés a separate criminal offence under Article 345chtprovides
that whoever conspires with another to commit d@enafe punishable by imprisonment of 5
years or more shall be punished by fine or imprisent up to 1 year.

e Criminal alliance that is the organisation of a group or otheraaltie with the purpose of
committing criminal offences punishable by impris@nt of three years or more, is also a
separate offence under Article 346 CC which is glable by imprisonment of 3 months up to 5
years.

129. The evaluators consider that there are appromiatéiary offences to the offence of ML.

Additional element — If an act overseas which doaisconstitute an offence overseas but would be a
predicate offence if occurred domestically leadarnmffence of ML (c.1.8)

130. The ML offence from Article 231 of CC can also bgpked in situations when criminal
proceeds originate from activities committed inogefgn country, which are not criminalised in
that country, but which would be regarded as a ipatel criminal offence had they been
committed in Serbia, as described above.

Recommendation 2

Liability of natural persons (c.2.1)

131. The Serbian criminal law provides that a crimingéiénce is an offence set forth by the law
as criminal offence, which is unlawful and comndtigith ‘guilty mind’/mens rea (Article 14). In

the case of ML, the acts of concealing/misreprasgiitave to be committed with intent.

132. The negligent commission of the offence is alsoafised under Paragraph (3) of Article
231: if the perpetrator of the money launderinguldchave been aware or should have been aware
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that the property represents proceeds acquired rbginal offence, shall be punished by
imprisonment of up to three years’.

133. Paragraph (4) of Article 231 of CC stipulates ttia responsible officer in a legal entity
who commits either intentionally or negligently thmney laundering offence shall be punished
by the penalty stipulated for that offence, if asvar should have been aware that the money or
property represents proceeds acquired by crimiffiethce.

The mental element of the ML Offence (c.2.2)

134. Criterion 2.2 requires that the law should permi tntentional element of the offence of
money laundering to be inferred from objective @@ttcircumstances. Albeit the Serbian
legislation has no explicit provision for this régument, this is acknowledged by the general rules
related to evidence.

Liability of legal persons (c.2.3)

135. The corporate criminal liability was introduceddrthe Serbian legislation by the Law on
Liability of Legal Entities for Criminal Offenc&$ which entered into force in November 2008. It
prescribes and regulates the conditions govermiadiability of national and foreign legal entities
for criminal offences, penal sanctions that mayrnygosed on legal entities as well as procedural
provisions for determining criminal liability of dml entities and imposing penal sanctions.
According to the Law, the criminal liability of theesponsible person of a legal entity is the
prerequisite for determining the criminal liabiliof a legal entity. Liability of legal entities dha
be based upon culpability of the responsible persolegal entity shall be held accountable for
criminal offences which have been committed forlikaefit of the legal person by a responsible
person within the remit, that is, powers thered. &rule, the criminal proceedings are instituted
and conducted jointly against a legal entity aredréfbsponsible person, and a single sentence shall
be passed.

136. Such liability also arises where the lack of sujson or control by the responsible person
allowed the commission of crime for the benefitluit legal person by a natural person operating
under the supervision and control of the respoagilerson. Under the aforementioned conditions
a legal person shall be held accountable for cahiffences committed by the responsible person
even though criminal proceedings against the resplenperson have been discontinued or the act
of indictment refused.

Liability of legal persons should not preclude pbkes parallel criminal, civil, or administrative
proceedings (c.2.4)

137. According to Serbian legislation, parallel crimiraid civil and administrative procedures
are possible in all cases when damage has beatadfupon a legal or natural person through the
commission of a criminal offence, regardless of thbe the perpetrator is a natural or legal
person. The institution of proceedings before ®istot conditioned by the criminal conviction
so as not to delay unduly the procedure to theirdetrt of the individuals that suffered the
damage. As for the administrative procedures, tleeaepossibility that a same action is provided
as a criminal offence action or a minor offenceéagtwhat kind of punishable offence it is, it will
be established in the course of proceedings, afeablishing in a valid way the subjective
element on the side of the immediate perpetratad,@nsequently also the responsibility of the
legal person for the criminal offence. If in theucge of the criminal procedure against a legal
person no liability is found on the part of itsweasible person for the criminal offence, there are
no obstacles to institute or continue the procedhatt against the legal and against the natural

33 RS Official Gazette No. 97/2008 of 27 October 2008
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person for a related minor offence, if such minfberece is provided for in the law. This does not

mean that a parallel punishment of the legal aedrédsponsible persons is possible both in the
minor offence procedure and in criminal procedgieen that the Criminal Code as well as the

Law on Minor Offences govern the manner of aggiegabtf punishments pronounced in the

minor-offence proceedings, in case of the convictar a criminal offence.

138. At the time of the on-site visit, the provisionstbé Law on Liability of Legal Entities for
Criminal Offence had not yet been tested.

Sanctions for ML (c.2.5)

Natural persons

139. The perpetrator of a basic ML offence (defined ardgraph 1) can be sanctioned with a
penalty of imprisonment from 6 months to 5 yearsheéW/ money or property exceeds RSD
1,500,000, a higher penalty of imprisonment frorgehr to 10 years is applicable. In cases of
negligence, the punishment is maximum 3 years. Mbaey and property originating from a
criminal offence shall be seized. The penaltiesliepiple for ML appear to be in line with
provisions for other financial offences. ChapteofXhe CC provides for statutory limitations, and
according to the rules of relative limitation ofrasimal prosecution, the possibility to institute a
criminal proceeding against a person may only tstitined for money laundering within five
years (basic form of the offence of money laundgrinen years (qualified offence of money
laundering) or three years (negligent money laundesffence) from the time of the commission.

Legal persons

140. The Law on Liability of Legal Entities for CriminaDffences (article 12) determines the
sentences that may be imposed against a legalmpérbe following types of sanctions may be
imposed against legal persons for ML:

7) sentence
8) suspended sentence
9) security measure

141. According to article 13, fine and the terminatiohtbe status of a legal entity may be
imposed solely as principal sentences. Fines rdageeen a minimum of RSD 100,000 and
maximum 500,000,000. The fines which could be inspld®r the basic ML offence (6 months-5
years imprisonment) could range up to RSD 5 miflimand where the assets exceed RSD
1,500,000, the fine could reach RSD 10 to 20 nmilli¢article 14).

142. Security measures such as prohibition to pracestin registered activities or operations,
confiscation of instrumentalities, the publicisiofjthe judgement may be imposed for criminal
offences which legal entities are liable for. Tloait may impose on the liable legal person one or
several security measures where conditions to implesm exist, provided for by law. Security
measures for the confiscation of instrumentalibesthe publicising of the judgment may be
imposed if the suspended sentence has been impogbd liable legal person.

143. However, according to Article 19 of the law, a legetity may be exonerated from
punishment if a) it detects and reports a crimofdnce before learning that criminal proceedings
have been instituted or b) if on a voluntary basisvithout delay it removes incurred detrimental
consequences or returns the proceeds from crimawiully gained. The evaluation team
wondered why such an exonerating ground was prdvide as it leaves room for abuse and
could hamper the effective application of the criadiliability provisions. The authorities stressed
that this exonerating ground is not mandatory.
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Recommendation 32 (money laundering investigatiamgecution data)

144, As regards statistics, different figures have bpmvided by the Ministry of Interior, the
Ministry of Justice, the Public Prosecutor's Offiaad the Courts. It was noted that producing
statistics has been improved much comparing it thighprevious evaluation.

145. The Ministry of Interior provided figures on thember of preliminary investigations in
money laundering offence, the number of offendeusyber of criminal reports and the amount of
the laundered money. It is apparent that all offifneres have been constantly increased since the

introduction of the CC.

Table 13. Preliminary investigations

Number of ML Number of Number of Amount of money
offences offenders criminal reports ** laundered
(Article 231)

2004/2005 8 8 8 RSD 194,300,000
2006 16 54 13 RSD 90,883,403
2007 38 101 22 RSD 1,648,034,85

RSD
5 2,297,291,532.26
2008 (Jan/Octf 45 47 21 EUR 2.500.000
CHF 700,000
RSD
4,230,509,793.26
Total 107 210 64 EUR 2,500,000
CHF 700,000

146. The statistics of the public prosecutor’s officaldhe courts are provided with a breakdown

of criminal reports, charges brought (indictmen®nvictions and final convictions since 2006.

Table 14. Money laundering cases

Criminal reports Charges brought Convictions Final decisions
2006 13 2
2007 28 5 1
2008 26 12 4 2

147. The evaluation team was pleased to note that sinecdast evaluation, when there was no
court practice, several convictions were succedysaghieved, and in particular 2 final judgments
were confirmed by the Supreme Court of Serbia.as tb be noted that the courts convicted
perpetrators on the basis of the money launderifegce laid down by the previous AML Law.
The new ML offence is as yet untested.

148. All judgments received by the evaluation team eetatconcealing of cash proceeds derived
from tax evasion, legalised through use of falseoices, fictitious legal transactions, and
sometimes use of fictitious companies. Perpetratere convicted for committing abuse of office
(article 359 CCJ® in concurrence with money laundering. The sentexpmied specifically for

% The column ‘number of criminal reports’ shows thember of criminal reports submitted to the Public
Prosecutor’s Office
% At the time of the on-site visit, statistics inistiparticular breakdown were available only uniit@ber 2008.
% Abuse of Office, Article 359 of CC
(1) An official who by abuse of office or authorithy exceeding the limits of his official authoritr by
dereliction of duty acquires for himself or anotlagry benefit, or causes damages to a third pargenously
violates the rights of another, shall be punishgérprisonment of six months to five years.
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money laundering in all cases amounted to one yeprisonment, however the consolidated
sentence was higher (according to the judgmen&sved, for instance to 2 years and 6 months in
one case and to five years and six months in ano#ds®). In all cases the perpetrators were also
deprived of the pecuniary benefit obtained and geds were confiscated.

149. Considering the information received and statistinsthe structure of predicate offences
(see section 1.2), the evaluators were surprisemt® that there were no convictions obtained in
relation to other proceeds generating predicatencffs, in particular those related to organised
drug trafficking, human trafficking and human smiigg One could consider that, when
comparing with the number of ML investigations aislo with the number of investigations and
convictions for serious offences that generate g@ds, the number of convictions for ML is
rather low. The information provided demonstrateventheless no apparent lack of will in
prosecuting money laundering offences.

150. The evaluation team was informed of practical diffiies in gathering evidence to secure
successful prosecutions for money laundering aedtémdency to pursue the easier option of
investigating and prosecuting abuse of office @&ti359 of CC) rather than of prosecuting the
money laundering offence. The lack of financial ertige and knowledge to deal with economic
crime cases was also mentioned.

151. It was also explained that for instance, in caséere the preliminary investigation is
commenced for abuse of office and money laundetimg,request to the investigative judge is
submitted exclusively for abuse of office The reesmf this practice are to overcome the
impediments of the strict deadlines of investigat{é months) carried out by the investigative
judge and the difficulties of verifying the evidesc Since the abuse of office offence is less
specific than money laundering, it was more likigygo through the investigation. Once the trial
has been started, the prosecutor is not legallyndbdo the qualification, so he/she can easily
extend the indictment to money laundering as weidlicial authorities have not confirmed if this
practice gives a potential explanation for the elgion of figures between the criminal reports
and the indictments (charges brought). It has tmdted that sentences for abuse of office are
higher than those for money laundering.

152. These results can be seen as encouraging, howsvewraluation team remains reserved on
the implementation of the ML offence in Serbia.

2.1.2 Recommendations and comments

153. The authorities should:
Recommendation 1

» Clarify that the offence of ML extends to any typk property, regardless of its value, that
directly or indirectly represents the proceedsrie,

*  Criminalise insider trading and market manipulation

(2) If the commission of the offence specified iar&raph 1 of this Article results in acquiring erél gain
exceeding four hundred and fifty thousand dindre, dffender shall be punished by imprisonment af t;m
eight years.
(3) If the value of acquired material gain exceeds million five hundred thousand dinars, the affenshall be
punished by imprisonment of two to twelve years.
(4) The responsible officer in an enterprise, tnf§tin or other entity who commits the offence sfied in
Paragraphs 1 through 3 of this Article shall beighed by the penalty prescribed for such offence.
%" Article 258 of CPC
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* Develop comprehensive training materials and sthemg training programmes in order to
enhance the capacity of investigative judges amdqmutors to investigate and prosecute ML
cases and of judges to effectively apply the new dffience as well as undertake appropriate
initiatives to raise their awareness on the impuanaof integrating financial investigations into
investigations of proceeds generating offences.

Recommendation 2

* Monitor in time the application of the exoneratiggound under article 19 of the Law on
Liability of Legal Entities for Criminal Offencesitkh a view to taking any corrective action,
should it be demonstrated that it impacted negatioe the effective application of the criminal
liability provisions;

» Raise awareness on the statutory requirementseofidlvly adopted Law on Liability of Legal
Entities for Criminal Offences through adequatétre of competent authorities;

Recommendation 32

» Considering the various statistics presented to ekaluation team before the visit and
afterwards, the evaluation team recommends theogti#ls to consider designating one single
institution responsible for keeping integratedistats related to AML/CFT. Also, the authorities
may consider keeping records on the underlyingipagel offences, on cases where there was an
autonomous money laundering prosecution, casedwwace tried in the same indictment as the
predicate offence, cases which are self laundeaimd) sanctions applied, as this would enable
them to monitor the effectiveness of implementatbthe ML provision.

213 Compliance with Recommendations 1 and 2
Rating Summary of factors underlying rating
R.1 LC « Lack of clarity as to the scope of propétty

o

» The list of predicate offences does not cover 2 ajuPO designate
categories of offences (insider trading, marketipaation)

* Low number of convictions and indictments for MLngared to the
number of ML criminal investigations and investigas for serious
offences that generate proceeds indicates an id®ftectiveness

R.2 LC * The effectiveness of the new sanctions regime cawtl be fully
assessed as provisions on criminal liability oflggersons have not yet
been applied and the sanctions under the new Méno# remained
untested in practice

3 The scope of property was clarified through amesutsito the definition of property, which were atbup

after the visit.
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2.2 Criminalisation of Terrorist Financing (SR.II)

2.2.1 Description and analysis

Special Recommendation I
Legal framework

154. The UN 1999 International Convention for the Suppien of the Financing of Terrorism (FT
Convention) was signed in November 2001 and ratifieOctober 2002 without any declaration
or reservation and a number of additional convestielated to the prevention and suppression of
international terrorisfl. The previous evaluation report pointed out thek laf adequate
implementation of the FT Convention. Meanwhile, #uhorities have criminalised the financing
of terrorism as an autonomous offence in articld 89the CC. At the time of the on-site visit,
there have been no investigations or prosecutiomfrorism financing.

Criminalisation of financing of terrorism (c.Il.1)
155.  Article 393 of CC reads as follows:

Financing of Terrorism (Article 393)
1) Whoever provides or collects funds intended fioancing commission of criminal offences
specified in Articles 312, 391 and 392 hereof, ldhalpunished by imprisonment of one to ten years.
(2) The funds specified in Paragraph 1 of this @etishall be confiscated.

156. The criminal offence of financing of terrorism issai generis act of the CC. This Article
criminalises the provision or collection of fundgttwthe intention that such funds are used for
committing one of the three listed offences (tesmor international terrorism or taking
hostagesy.

% Official Gazette of SRJ — international treaties ¥/2002.
0 Convention for the Suppression of unlawful seizofraircraft (1970) ratified in 1972 (SFRJ Officialzette
No. 33/72) ; Convention for the suppression of wflé acts against the safety of civil aviation (19,7ratified
in 1972 (SFRJ Official Gazette No. 33/72); Conventbn the prevention and punishment of crimes a&gain
internationally protected persons, including dipétim agents (1973) ratified in 1976 (SFRJ Offictazette No.
54/76); International convention against the takofidhostages (1979) ratified in 1984 (SFRJ Offickdzette
No. 9/84); Protocol for the suppression of unlawégets of violence at airports serving internationadil
aviation (SFRJ Official Gazette No. 14/89) ; Cortvam for the suppression of unlawful acts agaihst safety
of maritime navigation (1988) ratified in 2004 (S&®Dfficial Gazette No. 2/2004); Protocol for the ptgssion
of unlawful acts against the safety of maritimeigation (1988) ratified in 2004 (S&M Official GazetNo.
6/2004); International Convention for the suppi@sf terrorist bombings (1997) ratified in 200FRY
Official Gazette No. 12/2002).
“1 This article was amended after the visit and a pavagraph 2 provides that “whoever encouragesaasists
in providing or collecting funds for carrying ouiminal acts specified in articles 312, 391 and 89this Code,
regardless of whether the act is committed, or adrethe funds are used for the committing of thergminal
offences, shall be punished by imprisonment fromahths to 5 years (Law on amendments and addititise
Criminal Code, RS Official Gazette No. 72/09).
“2Terrorism (Article 312)
Whoever with intent to compromise the constitutiaraler or security of Serbia or SaM causes an esipto or fire or
commits another generally dangerous act or comamitabduction of a person or some other act of vicde or by threat of
committing such generally dangerous act or useunfear, chemical, bacteriological or other dangesosubstance and
thereby causes fear or insecurity among citizeimall e punished by imprisonment of three to fiftgears.
International Terrorism (Article 391)
(1) Whoever with intent to cause harm to a foreigiesor international organisation commits abduntiof a person or
other violent act, causes explosion or fire or catarather generally dangerous acts or threatensafseuclear, chemical,
bacteriological or other similar means, shall ben@hed by imprisonment of three to fifteen years.
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157. Under Articles 312 and 391 only the acts intenaedause harm to the constitutional order
of Serbia, or to a foreign state or internationglamisation are criminalised. The offences listed i
Article 393 do not mirror fully the offences whidall within the scope of the nine international
treaties appearing in the annex to the FT converaial thus the language of Article 2 Paragraph
1(a) and (b) of the FT Convention. The scope offfieoffence therefore does not extend to “all
terrorist acts” as defined in the FT Convention.

158. In respect to the material elements of the ArtR98 of CC the actus reus is the activity of
providing or collecting funds, which is in line Witrticle 2 of the Convention.

159. The offence of financing of terrorism is committedentionally. The intention has to be
aimed at financing of specified criminal offencéscordingly, the offence is applicable to any
person who wilfully provides or collects funds witke unlawful intention that these funds should
be used, or in the knowledge that these funds aifgetused to carry out terrorist act as it is
required by the essential criterion 11.1(a)(i).

160. The provision or collection of funds to finance errorist organisation and individual
terrorists do not appear to be covered (c.ll.Daaid (iii)). Thus, the FT provision does not cover
all the requirements of SR.II on this point.

161. The term “funds” is not defined in the CC, nor ftdseen interpreted by judicial authorities,
thus there is no legal certainty that the FT oféesball extend to any funds as defined in the FT
Convention.

162. The financing of terrorism offence formally doed nequire that the provided or collected
funds were actually used to carry out or attemigreorist act. However, due to its references to
specific criminal offences from other Articles dfet CC (“intended for financing of criminal
offences referred to in Articles 312, 391 and 39fhe present Code”), the definition of terrorist
financing requires the funds to be linked to thecsic terrorist activity. This is not is not imi
with the convention which doesn’t require such ltokbe established and could be an important
limitation for effective use in the practice.

163. The provisions in the general part of the CC definancillary offences (attempt, co-
perpetration, incitement, aiding, abetting, faatiitg) apply to all crimes, including FT. As foreth
conspiracy with another person to commit financofgterrorism is also subject to criminal
liability due to the sui generis offence of conapy to commit a crime. The authorities also
pointed out the possible application in this contefk article 346 CC (criminal alliance). All
ancillary offences as defined in Article 2(5) o€tRT Convention are covered under Serbian law.

164. The offence of FT is also not entirely consisteithvER.Il as it does not fully cover the
financing of terrorist organisations and the finiagoof individual terrorists regardless of whether
the financing is for criminal activities, legal aaties or general support. The provision/collentio

(2) If the offence specified in Paragraph 1 of tAidicle resulted in death of one or more persahg, offender shall be
punished by imprisonment of five to fifteen years.
(3) If in commission of the offence specified ima@aaph 1 of this Article the offender kills anothperson with intent, the
offender shall be punished by imprisonment of mininten years or imprisonment of thirty to forty igea
Taking Hostages (Article 392)
(1) Whoever abducts another person and threatensllfdnjure or keep hostage with intent to forceather country or
international organisation to do or not to do sohing, shall be punished by imprisonment of two hoytears.
(2) The offender specified in Paragraph 1 of thigicle who voluntarily releases the abducted persdthough not
achieving the objective of the abduction, may eitted from punishment.
(3) If the offence specified in Paragraph 1 of thidicle results in death of the abducted persdw offender shall be
punished by imprisonment of three to fifteen years.
(4) If in commission of the offence specified imdgaaph 1 of this Article the offender intentionekills the abducted
person, the offender shall be punished by imprisariraf minimum ten years or imprisonment of thiotjorty years.
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of funds in such cases would not amount to a cahwiffence unless it can be established that the
perpetrator knew that the funds were intended todesl in the commission of the terrorist acts
provided for. The evaluation team was advised liaities on-site that the provisions for aiding
and abetting (Article 35 of CC) might be relevantsuch a sense. In their view whether the
perpetrator provides funds with the intention ttrety are used for the purpose of international
terrorism, but without the knowledge on the pafticuterrorist act, the turn ‘creating the
conditions for committing a criminal offence’ roughcovers the elements of the respective
essential criteria of SR Il. Regarding this exptaora the examiners consider the explicit
expression ‘aiding another with intent in commitia criminal offence’ as the legal obstacle.

165. It has to be pointed out that the AML/CFT Law defircomprehensively terrorism financing
(article 2(2)), a terrorist act (article 2(3)), anist (article 2(4)), a terrorist organisationti@e
2(5)), however these are not applicable in crimazees.

Predicate offence for money laundering (c.11.2)
166. The FT is a predicate offence to ML.
Jurisdiction for Terrorist financing offence (c3).

167. As already mentioned in relation to ML, the extrdteriality of the FT offence is not an
issue.

The mental element of the FT (applying c.2.2 in R.2

168. The mental element for terrorism financing is intdrhe intent is extrapolated from factual
circumstances of the case based on a principleeefdvaluation of evidence which is one of the
basic principles of the Code of Criminal Procedure.

Liability of legal persons (applying ¢.2.3 & c.AmR.2)

169. Liability of legal persons is provided for in the on Criminal Liability of Legal Entities
which in its Article 2 provides that a legal entityay be liable for criminal offences constituted
under a special part of the Criminal Code and umdeer laws if the conditions governing the
liability of legal entities provided for by this laaare satisfied. In this respect, the analysisrgive
under Section 2.1 applies also for terrorist finagaespectively.

170. As explained under Recommendation 1, parallelditans or administrative proceedings are
not excluded.

Sanctions for FT (applying c.2.5 in R.2)

171. The sanction for natural persons is a penalty gfrisonment of one to ten years and the
funds provided or collected fall under mandatorgfiszation by virtue of Article 393 Paragraph 2
of CC. The penalty for legal persons can resutti#solution or a fine from 10 to 20 million RSD.
Sanctions seem to be proportionate and dissudsiveever in the absence of any case law, it is
impossible to establish whether they are effective.

Implementation and effectiveness

172. As of the time of the on-site visit, there were eraninal investigations, indictments or
convictions in connection with financing of tersm in Serbia. The authorities indicated that they
deemed the risk of FT low and that authoritieshiarge of security were monitoring intensively
all activities of radical Islamist movements.
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2.2.2 Recommendations and comments

Special Recommendation Il

173. Though the FT Convention has been signed andeatdi while ago, there are still several
shortcomings with respect to the implementatiorthaf convention in the criminal substantive
law. To address these gaps, the authorities should:

 Extend the criminalisation of FT in all instancesvisaged in SR.Il with reference to the
financing of terrorist organisations and the indiral terrorists;

»  Extend the criminalisation to the whole range dfivities envisaged by Article 2(1) (a) and (b)
of the FT convention;

* Define “funds” so as to cover “assets of every kiwthether tangible or intangible, movable or
immovable, however, acquired, and legal documentingtruments in any form, including
electronic or digital, evidencing title to, or inést in, such assets, including, but not limited to
bank credits, travellers cheques, bank chequesgynorders, shares, securities, bonds, drafts,
letters of credit”

* Amend the FT offence as it should not require thiatls are linked to a specific terrorist act.

Recommendation 32
*  Though there are no statistics due to the abseincdevant proceedings, Serbia should ensure

that there is a requirement for competent autlesritd maintain comprehensive annual statistics
on FT investigations, prosecutions and convictishsuld there be such cases.

2.2.3 Compliance with Special Recommendation Il
Rating Summary of factors underlying rating
SRL.II PC * Article 393 does not criminalize the financing of tarrorist

organisation or of an individual terrorist

e The offence does not cover the whole range of idetivenvisaged
by Article 2(1) (a) and (b) of the FT Conventioly$ not all of
them being predicate offences to ML)

* In the absence of a definition of funds, it is waclthat the offenc
encompasses the notion of funds as defined inThédavention

« The FT offence requires that funds are linked &pecific terrorist
act

1)

2.3 Confiscation, Freezing and Seizing of Proceeds ofi@e (R.3)

2.3.1 Description and analysis

Recommendation 3
Legal framework

174. The confiscation and the provisional measures irbi&ehave been going through a
considerable change since the previous evaluafibe. following provisions of the Criminal
Codé® Criminal Procedure Coffeand of the Law on Seizure and confiscation ofiheceeds
from crime (2008) are relevant in this context:

43 RS Official Gazette No. 85/2005, 88/2005, 107/2005
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* Asregards confiscation

- Criminal Code: Chapter VIl - Confiscation of ma#drgain (Articles 91-93) and
specific confiscation measures under relevant aaimbffences if provided (e.g. ML
offence - Article 231(5), FT — art 393(2)).

- Criminal Code: Chapter VI — Security Measures (@eti87)

- Criminal Procedure Cod& Chapter XXX —Proceedings for implementation of
security measures for the confiscation of pecurtigrnefit (Articles 512, 513-520)

- Law on Seizure and confiscation of the proceeds fcoime (2008¥ : c) Permanent
confiscation of assets (Articles 28-36)

» Asregards seizure

- Criminal Procedure Code: Chapter VII — Evidentiagtions (Temporary seizure of
objects - Articles 82-86), Article 238 (seizurealfjects before the beginning of the
investigation)

- Criminal Procedure Code: Chapter XXXIX A — Speciaovisions governing
proceedings of organised crime criminal offencegngporary seizure of assets,
revenues and property - Articles 504a, 504r — teanpcseizure of assets or pecuniary
benefit - 504h)

- Law on Seizure and confiscation of the proceedsfooime (2008): ¢) Temporary
seizure™ of assets (Articles 21-27)

» Asregards freezing

- Criminal Procedure Code: Temporary ban of transastisuspected to represent a
criminal offence or to be done for the purpose ahmitting a criminal offence or
hiding of a criminal offence or profit gained (Al 234);

- Criminal Procedure Code: Chapter XXIX A — Specialoyisions governing
proceedings of organised crime criminal offenceéBemporary ban of payment or
issuance of suspicious money, valuable papersjectsArticle 504k of CC);

- Law on Seizure and confiscation of the proceedsfcoime (2008): ban on use of
assets (Article 22)

- Temporary suspension of transactions (Article 56 &3 of AML/CFT Law).

175. The Law on Seizure and Confiscation of the Proceéwsn Crime lays down
comprehensively the requirements for, the procedureand the authorities responsible for
tracing, seizing/confiscating and managing the @eds from crime. It has to be underlined that
the scope of the Law is limited to particular cmali offences as laid down in its Article 2.
Thus, it is applicable for money laundering (Aid31.2 of the CC) and financing of terrorism
offence only if the material gain or the value dijexts acquired from the crime exceed the
amount of RSD 1,500,000.

Confiscation of property (c.3.1)

176. As a general rule, confiscation is conviction bageticle 517 provides that “the court may
order the confiscation of pecuniary benefit by dgjment of conviction, by a penal order issued
without the trial, by a ruling on a judicial admbon or by a ruling on the application of an
educational measure, as well as by a ruling onntipesition of a security measure of mandatory
psychiatric treatment”, however the use of the vémmy” is not related to whether the

“ FRY Official Gazette No. 58/2004, 85/2005, 115/204hd 49/2007. New amendments were adopted by
Parliament on 31 August 2009. It also has to batpdiout that Serbia adopted a new Criminal Praee@ade
in 2006 which reforms substantially the entire egsiof criminal proceedings, however the impleméoadf
this Code had been postponed several times athe ientd it was abrogated.
S FRY Official Gazette No. 70/2001, No. 68/2002fi6¥| Gazette of RS No. 58/2004
6 RS Official Gazette No. 97/08, in force on 4 Nowem2008 and applied as of 1 March 2009.
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confiscation is of mandatory or discretionary cleten However, objects can also be confiscated
in cases where criminal proceedings do not resitit avconviction, provided that “this is required
by considerations of public safety or the protacttd moral” (Article 512 CPC).

177. The main provisions on the confiscation of procefeais crimeis set out in Chapter VI of
the Criminal Code, provides that confiscation af firoceeds from crime is a criminal sanction.
Article 91 of the CC provides that “material gaibtained through a criminal offence” shall be
confiscated according to the conditions and theésdec of the court determining the commission
of a criminal offence. Confiscation of the proceddsm crime is mandatory. Article 92 CC
further provides that “money, items of value andoéther material gains” obtained by a criminal
offence shall be confiscated from the perpetrator.

178. Article 87 of the CC provides also for the conftsma of instrumentalities used or intended
to be used in the commission of a criminal offeifickey belong to the perpetrator. If they are not
the property of the perpetrator, they can be coafed only if it is required by the interest of
general safety of it there is still a risk thatytivéll be used to commit a criminal offence. Ar&cl
87 of the CC provides that the law may stipulate niandatory confiscation of objettsand/or
their mandatory destruction. Thus there is no miamgaconfiscation of instrumentalities and
leaves confiscation to the court’s discretion, sslspecifically provided so by law.

179. The ML offence provides for a mandatory confisaatiale in Paragraph 5 of Article 231
CC which provides that “money and property” oridging from the criminal offence shall be
confiscated. However, these cannot be classified‘i@strumentalities” but as “laundered
property”. Thus there seems to be no provision Wwhieould prescribe for a mandatory
confiscation of instrumentalities used in or inteddor use in the commission of a ML offence.

180. The FT offence, in Paragraph 2 of Article 393 pded that “ funds “ provided or collected
which are intended for financing of the commissioh criminal offences of terrorism,
international terrorism and taking hostages staltdnfiscated.

181. Article 25 of the Law on the Liability of Legal Hties from Criminal Offences provides that
the instrumentalities used or which were intendadulse to commit a criminal offence or that
derived from the commission of a criminal offencaymbe confiscated if they are in the
possession of the legal entity concerned. Theyatsm be confiscated where they are not in the
possession of the legal entity concerned if soireddor the purpose of interests of overall safety
and by reasons of morals, but the right of a tharty to compensation shall not be infringed.

182. As for value confiscatignif direct confiscation is not possible, the pera®r is obliged to
pay an equivalent amount of money (Article 92 CZ3lue confiscation however appears to be
applicable exclusively for the proceeds derivirgirthe commission of an offence, and thus not
in the case of instrumentalities used in and intenfdr use in the commission of ML, FT or other
predicate offences. There are no provisions applyialue confiscation in the case of legal
persons (in so far as instrumentalities are comahrn

" The CC requires mandatory confiscation of objétthe following criminal offences: Giving and Agating
Bribes in connection with voting (article 156), kition of moral right of author and performer (el 198),
unauthorised use of copyrighted work or other wandtected by similar right (article 199), violatioh patent
rights (article 201), unauthorised use of anothelésign (article 202), forging value tokens (aeti@26),
smuggling (article 230), money laundering (arti2%l), unauthorised use of another's company namtieléa
233), illegal production (article 242), illegal tia (article 243), forging symbols for marking ofogls, measures
and weights (article 245), unlawful production, i and circulation of narcotics (article 246)ifating the
taking of narcotics (article 247), production andttipg in circulation of harmful products (artic256),
damaging computer data and programs (article 298ating and introducing of computer viruses (&tR200),
illegal organisation of gaming (article 352), unfaivmediation (article 366), soliciting and accegtibribes
(article 367), financing terrorism (article 393).
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183. Instrumentalities can be confiscated if they ardomger in the property of the perpetrator if
it is required by considerations of general satetyf there is still a risk that they will be uséeul
commit a criminal offence, if without prejudice tioe rights of third parties to compensation of
damages by the perpetrator (Article 87(2) CC).

184. Confiscation of material gain from third partiesbeth natural and legal persons - is also
covered. “Material gain obtained by a criminal offe” transferredavithout compensation or with
compensation that is not equivalent to their actadlie to a third party can also be confiscated”
(Article 92 Paragraph 2 CC).

185. As mentioned earlier, the Criminal Code does ndindeproperty. The above-mentioned
provisions could be interpreted to cover propeftgttis derived directly or indirectly from
proceeds of crime, including proceeds transformedamverted into other properties. Judges
confirmed that what is not covered are non-mateadfantages of personal nature, unless it
resulted in immediate financial advantage, or sgairHowever, this issue would benefit from
being clarified explicitly in the context of appditon of the CC and CPC provisions.

186. Article 3* of the Law on Seizure and confiscation of the peats from crime defines assets
as “goods of any kind, tangible or intangible, maeaor immovable, estimable or of inestimably
great value and instruments in any form evidendigigts to or interest in such goods. Assets shall
also denote revenue or other gain generated, iracindirectly, from a criminal offence as well
as any good into which it is transformed or whicksimingled with”. The confiscation of assets
can be ordered by the court. The public proseduwsrto initiate the confiscation. Restricted time
limitation is in place. The public prosecutor shaltiate confiscatioriafter the legal entry into
force of indictment and not later than one yeardi@ing the final conclusion of criminal
proceedings{Article 28.1).

187. The Serbian authorities pointed out that one ofrttagor steps forward regarding efficient
regime of seizure and confiscation of the proceeais crime is the introduction of the term
‘bequeather’. The ‘bequeather’ is the person agawisom, due to his/her death, criminal
proceedings are not instituted or are discontinugdereas it has been demonstrated in
criminal proceedings against other persons thashehad committed a criminal offence
(which falls under the scope of the Law on SC) tbgewith the persons concerned. The assets

“8 Article 3 - The following terms in this Law shatlean:

1) "Assets" shall denote goods of any kind, tangible imtangible, movable or immovable,
estimable or of inestimably great value, and insnts in any form evidencing rights to or interest
in such good. Assets shall also denote revenudghmr @ain generated, directly or indirectly, from a
criminal offence as well as any good into whicksitransformed or which it is mingled with.

2) "Proceeds from crime" shall denote assets of amseat, cooperative withess or bequeather being
manifestly disproportionate to his/her lawful incem

3) "The accused" shall denote a suspect, a personstigahom criminal proceedings are instituted or a
person convicted for a criminal offence constituteder Article 2 of this Law.

4) "Bequeather" shall denote a person against whom,tdinis/her death, criminal proceedings are not
instituted or are discontinued, whereas it has lEmonstrated in criminal proceedings against
other persons that he/she had committed a crinoiffi@hce under Article 2 of this Law together with
the persons concerned.

5) "Legal successor" shall mean an inheritor of a ¢ot®d person, cooperative witness, bequeather
or inheritors thereof.

6) "Third party” shall mean a natural person or a legy#ity to which the proceeds from crime have
been transferred.

7) "Owner" shall refer to an accused person, a codperaitness, a bequeather, and a legal successor o
a third party.

8) "Confiscation" shall denote temporary or permanseizure of the proceeds from crime from the
owner.
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shall be confiscated frormbove mentioned persons, as well as fromlélgal successor and
third party.

188. There is no effectiveness for the special provisifon confiscation of assets under the Law
on Seizure and confiscation of the proceeds framegrthey had not been applied.

Provisional measures to prevent any dealing, transf disposal of property subject to confiscation
(c.3.2)

Seizure

189. The Criminal Procedure Code (Article 82) provides the mandatory seizure of two
categories of objects: (1) objects which have tedigiscated pursuant to the CC and (2) objects,
which may be used as evidence in the criminal moicg. This applies for the proceeds from
crime as well as for instrumentalities of or obgesulting from a criminal offence. Such objects
shall be temporarily seized and deposited in atcoutheir safekeeping would be secured in
another way.

190. In the pre-investigation phase, when there arergisdior suspicion that a criminal offence
subject to public prosecution has been committeel,pplice may issue a warrant for seizure of
objects (Article 225 CPC). In this phase, if thésea danger in delay, objects may be seized
temporarily even before the commencement of thestigation (Article 238 CPC). The police
authorities are bound to immediately return theperarily seized objects to the owner or holder
if the criminal proceedings are not instituted fothiey fail to submit a crime report to the Public
Prosecutor having jurisdiction within a term ofdrmonths.

191. When the investigation is initiated, seizure carydme undertaken on the basis of the
execution of a court warrant for seizure, whenithestigative judge, public prosecutor or the
police authorities have reasonable grounds for isesp that a criminal offence has been
committed. According to Article 246 CPC, the invgating judge may entrust the police
authorities with the execution of an order for tamporary seizure of objects. The investigative
judge or the court can order provisional securigasures with the purpose of securing a claim for
compensation (Article 210 CPC).

192. Having a look at the other provisions of the Adi82 of CPC, detailed rules are determined
for the possessors of the objects to be seizedo&dr keeps such objects is obliged to submit
them upon court order. A person who refuses to levad objects may be punished by a RSD
100.000 fine, and if afterwards they refuse to hawer the objects, they can be punished once
again with the same punishment. In the same walf Bbareated an official or a responsible
person in a state authority, enterprise or somerdégal entity.

193. As regards organised crime offences, Article 504the CPC provides that if there are
grounds for suspicion or a grounded suspiciondhatrganised crime offence was committed, the
court can determine a measure of temporary seafurbjects and material gain (in application of
Articles 82-88 and 513-520 CPC).

194. The court, in its ruling imposing the seizure ofealts or pecuniary benefits, shall state the
value and the kind of objects or pecuniary berafit the time during which they are seized
(Article 504t CPC). The measure of temporary seafrobjects and material gain may last until
the end of the criminal proceedings before the iitstance court at the latest.

195. The Law on Seizure and confiscation of the procdema crime sets out the procedure for
instituting a financial investigation against anmawvwhen reasonable grounds exist to suspect that
he/she possesses considerable assets derivingdroenminal offence (Articles 21-27). It is
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recalled that provisional measures on the basithieflaw would apply only in the context of

investigating selected criminal offences, includig and FT, if the value of objects acquired
from crime exceeds RSD 1,500,000.

196. Search of the apartment and other premises of theeoor other persons as well as
temporary seizure of assets may be undertakeneblfittancial Investigation Unit, upon decision
made by the competent court. The public prosecatay order banking or other financial
organisation to transmit to the Unit data on tladust of the owner's business and private accounts,
and safety deposit boxes. The public prosecutor psaynit the Financial Investigation Unit to

undertake automatic data processing on the stéttieecowner's business and private accounts,
and safety deposit boxes.

197. In application of the law, if there is a risk theibsequent seizure of the proceeds from
crime could be hindered or precluded, the publisspcutor may file a motion for temporary
seizure of assets to the competent court. The mati@ll be decided upon, depending on the

phase of proceedings, by the investigating judgesident of the trial chamber and/or the trial
chamber conducting the main hearing.

198. After the legal entry into force of the indictmeartd not later than one year following the

final conclusion of criminal proceedings the publcosecutor shall file a motion for
permanent seizure of the proceeds from crime.

199. However, it remains unclear whether seizure of @eds of an intangible nature (e.g. cash,
deposit on a bank account) would be seized. THheodties indicated that this would be possible
on the basis of the provisions of the Law on Seiand confiscation of the proceeds from crime
and article 234 of the CPC. However both legal édmsive certain limitations as regards the
offences covered (article 234 limited to offencesiphable by at least 4 years imprisonment, and
Law on Seizure limited to specific forms of ML aRd).

Freezing

200. The Criminal Procedure Code sets out various fngemieasures. For all criminal offences,
Article 234 CPC provides that the investigatinggedupon request from the public prosecutor,
may temporarily freeze financial transactions sagabto represent a criminal offence or to be
done for the purpose of committing a criminal offeror hiding of a criminal offence or profit
gained through the commission of a criminal offenthe cash related to this transaction is
temporarily deposited in a special account andreecuntil the proceedings are completed. This
measure is applicable only in cases where thaeispicion that a criminal offence is punishable
by at least 4 year imprisonment. These measurebeappealed by the prosecutor, owner of
financial resources or cash, suspect and bankhar dinancial institution; however the appeal
does not postpone the execution of the decision.

201. As regards organised crime offences, Chapter XXdKéhe CPC allows the prosecutor to

order the freezing of any payment or issuance episious money, valuable paper or objects
(Article 504k).

202. The Law on Seizure and confiscation of the procdemns crime, for offences to which it is
applicable, provides that if there is a risk tHa¢ bwner will make use of the proceeds from
crime before the court decides on the motion, tiigip prosecutor may issue an order banning
the use of assets, and on temporary seizure of m®wagsets. This freezing measure shall be in
force until ruling of the court on the prosecutaenstion.

203. According to the AML/CFT Law the APML is authorizeéd suspend a transaction. This
measure had been introduced by the former AML Lad the new AML/CFT Law transferred
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the provisional measure of temporary suspensiorsuant to Articles 56 and 63, the APML is
authorized to issue a written order to the oblifmra temporary suspension of a transaction.
Comparing it with the former legislation, the newI&/CFT Law provides a more robust basis
for the application of the temporary suspensioris finovision has been extensively used by the
APML, as evidenced by the statistics provided below

204. The temporary suspension of a transaction can tmnemced by the APML or the obligor.

It lasts for maximum 72 hours following the momehthe suspension. The obligor is obliged to
react without any delays. As a general rule, thenfof the order is a written order, but ‘the
APML director or a person authorises by him maygent cases, issue an oral order temporarily
suspending a transaction, which shall be confirme#riting no later than the next business day.’
If the APML does not inform the obligor on the riéswof its actions within 72 hours, the obligor
shall be considered to have the permission to é@dbe transaction. The APML might give its
permission to perform the transaction before thps# of the 72 hours.

205. The APML can issue an order for temporary suspensio the basis of its autonomous
decision, or upon a request of a law enforcemetitoaity or a foreign FIZ. It has to be noted
that only the latter case appears in the new AMiticke 63 of the AML/CFT Law provides the
legal basis for executing a temporary suspensioa wansaction upon a request of the foreign
FIU.

206. As for the level of grounds for money laundering terrorism financing suspicion,
reasonable ground for suspicion is not requiredsiwing an order for the suspension. Despite the
misleading wording (it assesses that there areonade grounds for suspicion of money
laundering or terrorism financing) the existenceezsonable grounds for suspicion has just to be
assessed by the APML. Thus, the prompt action ishimalered by the high level of grounds for
suspicion.

Management of property

207. Measures implemented on the basis of the .CRE regards the management of seized
property, objects seized must be managed by thet awusecured in another way, whereas
property or proceeds seized in relation to a cranoffence with elements of organised crime
must be placed with a competent state authority.

208. Measures implemented on the basis of the Law aui®eand confiscation of the proceeds
from crime: Until revoking the decision on temporary seizufeagsets and/or until final
conclusion of proceedings for permanent seizurasskts, the Directorate for management of
seized and confiscated assets within the Ministryustice shall manage the seized assets with
due diligence and/or due and reasonable profedsotame. At the time of the on-site visit, this
Directorate was not fully operational.

Initial application of provisional measures ex-padr without prior notice (c.3.3)

2009. The Serbian legislation (CPC and the Law on seiand confiscation of the proceeds from
crime) provides implicitly for possibilities of plying provisional measures ex-parte or without
prior notice.

210. On the basis of Articles 82, 225 and 238 police meige objects temporarily if there are
grounds to suspect that a criminal offence has besmmitted. In such cases police is be bound to
take necessary measures aimed at — inter aliecevdigsng and securing objects, which may serve
as evidence in the criminal proceeding or maydatler confiscation and subsequently to issue a

*9 The provisions for the temporary suspension saasaction at the request of the competent bodyfofeign
country is fully in compliance with the Article 4f the Warsaw Convention.
65



warrant for seizure of objects. Police officialslitated that the only preconditions for searching
and seizing objects by the police are the existasfcgrounds for suspicion of a committed
criminal offence and the danger in delay. As it bagn described under Recommendation 3,
theses articles are applied for the proceeds frimmecas well as for instrumentalities of or objects
resulting from a criminal offence. The police hasréturn the temporarily seized objects to the
owner or holder if the criminal proceedings are mstituted or if they fail to submit a crime
report to the Public Prosecutor within a term gééhmonths.

211. On the basis of Article 234 CPC, the investigajivdge may at the proposal of the public
prosecutor issue a decision ordering the bankn&iah or other organisation to temporarily ban
financial transactions which are suspected to sgpriea criminal offence or to be done for the
purpose of committing a criminal offence or hidisiga criminal offence or profit gained through
the commission of criminal offence. This decisitvalsorder that the deposited and cash funds in
the local and foreign currency intended for thec#jsa transactions be temporarily seized,
deposited in a special account and secured by soehas the proceedings are completed or
conditions for their return met. This measure ipligable both in the preliminary investigation
and the investigation phases. It has to be notatlttte provisional measure laid down by the
Article 234 has limited scope, since only finandiainsactions connected to accounts are subject
to the freezing/seizure, and it does not coverziregseizure of objects.

212. The Law on Seizure and confiscation of the procdema crime, in its Article 22, provides
that if there is a risk that the owner will makes usf the proceeds from crime before the court
(investigative judge/president of the chamber) desion the motion of temporary seizure
(article 21), the public prosecutor may issue atepbanning the use of assets, and on temporary
seizure of movable assets. Albeit the object af inovisional measure appears to extend not only
to financial transactions, but any other assets,Lawv has a limited scope as it is applicable for
specific forms of criminal offences (see Article 2)

Adequate powers to identify and trace property tharr may become subject to confiscation (c.3.4)

213. Both the CPC and the Law on Seizure and configtatfdhe proceeds from crime provide
for a range of measures to identify and trace pitgpthat is or may become subject to
confiscation.

214. The analysis of the provisions concerning accessotopetent authorities to information
covered by financial secrecy and access to infoomgbrotected by professional secrecy are
covered under Recommendations 4, 26.4 and 28.

Protection of bona fide third parties (c.3.5)

215. The Serbian legal framework sets out measuresodd® for the protection of the rights of
bona fide third parties in line with the Palermaeention requirements. Also the Law on Seizure
and confiscation of the proceeds from crime (Aeti8B(3) provides that the property which was
transferred to a third party without compensatmmyith compensation which obviously does not
correspond to its real value with the aim of thimayrtthe confiscation, can be permanently
confiscated in the relevant procedure for a permiac@nfiscation of property, with the third party
being entitled to take part in the proceedings snduestion the claim that the property was
transferred in the said manner.

Power to void actions (c.3.6)

216. There seems to be no authority to take steps teepteor void actions where the person
involved knew or should have known that as a retudt authorities would be prejudiced in their
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ability to recover property subject to confiscatidine evaluators were not provided with any
provision or other information about the existentsuch authority.

Additional elements (c.3.7)

217. The authorities indicated that the Law on Seizurd eonfiscation of the proceeds from
crime sets out a mechanism enabling to trace amdiscate property in the absence of
conviction.

Statistics

218. The Serbian authorities were unable to provide cehgnsive statistics on property frozen,

seized and confiscated. According to the autharitieere are no official statistics kept on such
data.

219. The Ministry of Interior provided the following distics related to the cases which it has
investigated and the number of reports that haea fiked with the Public Prosecutor’s Office:

Table 15. Proceeds seized

ML Preliminary investigations Proceeds seized
Cases’ Persons Cases Amount (EUR)
2006 16 54 1 114,000
2007 38 101 1 164,000
2008 24 48 1 192,987
2009 (May) 6 8 Not available Not available

220. The Special Department for fighting against orgediisrime of District Court in Belgrade
does not keep evidence on the cases of tempossihed assets and the value of permanently
seized assets. In practice, so far, the temporimure has been performed on the basis of the
Article 516 of the CPC during investigation procesltand on the basis of the ruling of
investigation judge. An example was provided of tases where it had been ordered to the bank
to withhold the payment of currency form running@aent up to the amount of 273.331.037,84
Dinars, and respectively of the amount of moneytaiphe 16.555.612,00 Dinars from running
accounts. However, such cases regarded the inagstigfor criminal offences of misuse of
official position (359 Paragraph 3 in connectiothwaragraph 4 and 1 CC).

221. Upon request by the evaluation team, the StateidBbbsecutor’'s Office has asked for a
special report gathering such data from the Sp&sadecutor Office for Fight Against Organised
Crime, District Prosecutor Office in Belgrade, Nidovi Sad and Kragujevac. Replies received
indicated that there were no cases of temporagizes assets in ML cases and Article 27 of the
AML/CFT Law. Also, there was no data of permanestyzed assets for these criminal offences.
As regards final convictions issued by the Spdaggartment of the District Court in Belgrade, in
12 criminal cases, assets confiscated amountetic®00 DM; 10.003.000 USA dollars; 326.200
Euro 34.875.500,00 Dinars and 2.500.000 Swiss $ranc

222. Also, the District Public Prosecutors Office in §&lde provided information of one case in
application of Article 234 Paragraph 2 of the ClRQ008 whereby the investigating judge had
ordered a bank to stop all financial transactioramf an account where there were RSD
66.000.000, 00. Also, measures pursuant to Ar88ke Paragraph 1 of the CPC were applied in 4
cases: 2in 2006, 1 in 2007 and 1 in 2009. Inhals¢é cases the control of business management of

¥ The column “cases” provides the number of prelanjrinvestigations in ML cases. It has to be ndaked one
case can involve several ML offences dependinghennumber of suspected perpetrators and the natute
duration of the suspected act.
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certain persons has been performed, but in nedtherthe forbidding of financial transactions was
required.

223. The following statistics were provided regarding #pplication of the temporary suspension
of transactions on the basis of article 56 andfGBe@AML/CFT Law

Table 16. Temporary suspensions of transactions

Legal basis 2007 2008 2009 (May)
Article 56 (previous AML Law — article 47 80 11
17)
Article 63 (at the request of a foreign - 1
competent body)

Effectiveness

224. The above-mentioned statistics do not enable tlduation to determine the extent of
practice and to form a substantiated judgment ath@ubverall effectiveness of the application of
provisional measures and of the confiscation regime

225. The persons whom the evaluation team met indiddaidobjects and instruments used for
the commission of a crime are regularly seized.

226. Furthermore, various interlocutors expressed thieiws on the complexity of the current
system, and the unclear division of powers andstagkich might impact negatively on the
effective application of these provisions. Somé¢heim shared their negative views on the current
criminal procedure that have no strict provisiomsthe division of powers at certain stages of the
criminal procedure.

227. Difficulties in identifying money or funds (partitauly when taken abroad) were mentioned
and in proving the link with the offence. The autties mentioned that very often funds are in the
account of a third party, which makes it diffictdt trace, and even when traced, it is difficult to
gather valid evidence which is acceptable in cduvtas also mentioned that criminals often used
the obligatory compensation provisions to accessdurom their own account and/or to ensure
that payments to third parties/companies (whicly t@trolled).

2.3.2 Recommendations and comments

228. As detailed earlier, the Serbian legal frameworktirsg out provisional measures and
confiscation is rather complex, given the paralkgimes both in terms of criminal substantive
and procedural law. The recent adoption of the bawseizure and confiscation of the proceeds
from crime is undoubtedly a major step forward, begr, given its recent entry into force, it has
not yet been applied. At the time of the on-sitgityithe authorities were still in the process of
discussing the procedures and of putting into plheestructures required for its implementation.

229. Itis thus recommended to the Serbian authorities:

» To review the current regime and satisfy themseliret the competent authorities have
necessary tools to clarify the application of thkevant provisions and regimes and ensure that
they can make full use of the existing legal frarogiy

 To amend the legislation as necessary to:

- Clarify the scope of property subject to confisoati
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- Ensure that value based confiscation can be appli¢de case of instrumentalities
used in and intended for use in the commission lof M or other predicate offences

- Ensure that the legislation provides for the ca@i®n of instrumentalities when it is
held by a third party (legal entity or natural pers

- Remove the limitation to offences punishable bileast 4 years imprisonment under
article 234

»  Speed up the implementing measures required itioelto the Law on Seizure and confiscation
of the proceeds from crime (appointment of reley@arsons, adoption of internal acts, etc) and
ensure that competent authorities are adequateipett in the application of these new
provisions;

* Maintain comprehensive and precise annual staisticthe number of cases and the amounts of
property frozen, seized and confiscated relatinglto FT and criminal proceeds.

2.3.3 Compliance with Recommendation 3

Rating Summary of factors underlying rating

R.3 PC «  Confiscation of instrumentalities is in most casely discretionary

*  Value confiscation is not possible for instrumeitited used in and
intended for use in the commission of ML, FT or estlpredicate
offences

 Due to the complexity of the system, provisionalamges and
confiscation seem to be rarely applied, absencestafistics to
demonstrate effective results

* No authority to take steps to prevent or void axdiovhere the
persons involved knew or should have known that agsult, the
authorities would be prejudiced in their ability tecover property
subject to confiscation

»  Effectiveness concerns (new provisions only regentitered into
force, information available does not enable to olesirate the
effectiveness of application of the provisional swas anc
confiscation provisions)

2.4 Freezing of Funds Used for Terrorist Financing (SRII)

24.1 Description and analysis

Freezing assets under S/Res/1267 (c.lll.1) and u@tRes/1373 (c.l11.2)

230. There are no specific laws and procedures whichldvepecifically implement the above-
mentioned resolutions in terms of roles, respolisds and conditions. The National Strategy
against money laundering and terrorism financingvigies that a law on repressive measures
applied based on the relevant UN SC resolutioms ike process of being drafted, which would
lay down restrictions on the disposal of the propef natural and legal persons designated by the
UN SC as terrorists or terrorist organisations. Eeev, this evaluation team could not identify
during the visit which competent authority had beslocated this responsibility nor how
advanced this drafting process was.
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231. The authorities explained that the implementatiénS®&.111 was being covered by the
provisions of the Criminal Procedure Code, the lawseizure and confiscation of the proceeds
from crime and the AML/CFT Law.

232. As far as the AML/CFT Law is concerned, the APMLsHzeen authorised to suspend a
transaction on a temporary basis (72 hours), ésgesses that there are reasonable grounds for
suspicion of terrorism financing with respect tangsaction or a person (Article 56 of the
AML/CFT Law). In line with the same Article the afpbrs are also entitled to temporarily
suspend the transaction, if they have reasonablengs to suspect terrorism financing.

233. Taking into account the immediate nature of thimlénstrument and the fact that it is rather
administrative than criminal, in a broader sensenight be considered as an administrative
freezing mechanism with a limited scope. Apart fribra fact that it only applies in cases where
there are ‘reasonable grounds for suspicion oftR&@ limitation is threefold:

- Firstly, only obligors are obliged to monitor ortheir clients and their transactions, so it is aot
general requirement.

- Secondly, the obligors are not expressis verbigeblto suspend the transaction. The language of
the Article 56.8 of the AML/CFT Law is the followgn ‘The obligor may temporarily suspend a
transaction’

- Thirdly, the period of the administrative freezifige. the suspension) can last at the latest 72
hours. In so far as the APML has reasonable grotmdaspect terrorism financing, it turns into a
criminal proceeding, otherwise the suspension tesites and the transaction can be executed.

234. Any further provisional measures for the seizuréhefmoney or assets involved can only be
taken in application of the provisions of the Criadi Procedure Code, when grounds for suspicion
exist that a criminal offence was committed, ortltod Law on seizure and confiscation of the
proceeds from crime.

235. Having a look at the practice, the starting posnthiat obligors defined under the AML/CFT
Law are required to send STR-s whenever thereeaisons for suspicion on money laundering or
terrorism financing with respect to a transactioratcustomer (Article 37(2) of the AML/CFT
Law). In the context of the co-operation betweenkisaand the APML it was informally agreed
that the banks should report any possible matetanfes from the lists and their customers. As a
result financial institutions would promptly filetarrorist financing STR to the APML in the case
of the emergence of a name of terrorist listedHeyWUINSCR 1267. As for the figures of STR-s,
1432 STR-s in the year of 2007, 2884 STR-s in tex wf 2008 were reported to the APML, and
two STR-s in 2007 were related to financing ofdaam. The examiners received no information
whether the abovementioned two STR-s were accoreganith the suspension of transactions
either ordered by the APML or initiated by the gblis on their own decision.

236. In conclusion, the current framework does not appeset out effectively procedures to
freeze terrorist funds or other assets of persesgydated by the United Nations Al-Qaeda and
Taliban Sanctions Committee in accordance with SIRE67(1999) and S:RES/1373(2001).

Freezing actions taken by other countries (c.111.3)

237. There appear to be no effective laws and procednrglsice to examine and give effect to, if
appropriate, the actions initiated under the fregrhechanisms of other jurisdictions.

Extension of c.111.3 to funds or assets controllgddesignated persons (c.111.4)
238. The evaluators were not pointed to any actual i, on the basis of which they could
have a picture as to whether freezing measuresthweodénd to “funds or other assets” as defined

by the Interpretative Note to SR.III.
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Communication to the financial sector (c.111.5)

239. The authorities were informed that the APML puldistihe list of UNSCR 1267 and the list
of UNSCR 1483 and 1518 Additionally, the document determines the listraficators contains
a reference to the consolidated list to the UNS@R71Sanctions Committéé. The evaluation
team was advised by the representatives of banisgdihe visit that most of them apply the so-
called ‘terrorist lists’ and the other annexes afafcial restrictive measures. A filtering
mechanism is introduced into their monitoring sgstéhat indicates certain matches or the
possible matches with the lists.

240. However, it remained unclear whether requiremerdsevelearly articulated to the private
sector. The explanations received did not appearttoulate that there is an effective system for
communicating actions taken under the freezing mmisim to the financial sector immediately
upon taking such action.

Guidance to financial institutions and other persan entities (c. 111.6)

241. No guidance has been provided to financial instihg or to designated non financial
businesses and professions and high risk sectdresrthat may be holding targeted funds or
other assets on the freezing of terrorist assets.

De-listing requests and unfreezing funds of dedigiersons (c.lII.7), Unfreezing procedures of fund
of persons inadvertently affected by freezing meishas (c.111.8), Access to frozen funds for expense
and other purposes (c.111.9), Review of freezingislens (c.I11.10)

242. There are equally no formal procedures for evabgatie-listing requests and unfreezing
funds of persons of delisted persons or persortvargently affected by freezing mechanisms, for
authorising access to authorising access to freeeaurces when deemed necessary for basic
expenses and for reviewing freezing decisions.

Freezing, seizing and confiscation in other circtanses (applying ¢.3.1-3.4 and 3.6 in R.3, c.1l).11

243. Accordingly, the rules mentioned under R.3 are appate for financing of terrorism, the
confiscation provisions laid down by the CC or ttesv on SC and the provisional measures of
the CPC or the Law on SC are equally applicabléooffence of financing of terrorism (Article
393 of CC).

244, It has to be pointed out that the procedures deindhe Law on seizure and confiscation of
the proceeds from crime apply to the offence abtest financing (Article 393) only in so far that
the material gain acquired from crime exceeds thmumt of RDS 1,500,000 and are not
applicable to proceeds deriving from Article 39té€rnational terrorism) and Article 392 (taking
hostages).

245. The respective description and the findings oudinmder the R.3 are also applicable in
assessing the compliance with the essential aitdtl.11 with one reservation. Consistent to the
shortcomings of the criminalisation of financingtefrorism by the Article 393 of CC, the scope

1 The UNSCR 1483 and 1518 are financial restriatieasures against Irag. The examiners were notextliois
the reason of publishing only UNSCR 1267 and theSGRs against Iraqg.
*2«Ordering customer or beneficiary of a paymentenrig a national of a non-cooperating country ittey or
is included on the consolidated list of the Uniidations Security Council Resolution 1267 Sanctions
Committee. The list of countries is placed on tlebsite of the Administration for the Preventiorvidney
Laundering. The United Nations list is available at
http://www.un.org/Docs/sc/committees/1267/1267 Ligjiitm
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of the abovementioned confiscation and provisionehsures is limited as well to the supporting
the commission of a terrorist act. Hence the fimgrsupport to individual terrorists and terrorist
groups (without supporting a concrete act) arellgget subject to confiscation and provisional
measures.

Protection of rights of third parties (c.111.12)

246. As explained earlier, the Serbian legal framewaeks sout measures to provide for the
protection of the rights of bona fide third parties

Enforcing obligations under SR.III (c.I11.13)

247. There are no measures which would enable to moeitf@ctively the compliance with
implementation of obligations under SR.IIl andrgpbse sanctions.

Additional element — Implementation of measure8dst Practices Paper for SR.II (c.ll.14) &
Implementation of procedures to access frozen f(mt&15)

248. As Serbia is not yet active in the legal implem&ataof SR.III, no measures were taken to
address the additional elements 1.4 & II.5.

Recommendation 32 (terrorist financing freezing @at

249. No assets related to designated persons or entities been detected and therefore been
frozen.

250. The Law on seizure and confiscation of the procefeos crime entered in force on 4
November 2008 and the authorities indicated thstiitted being applied on 1 March 2009, that is
two months before the on-site visit.

2.4.2 Recommendations and comments

251. The current legal framework does not enable thdi&erauthorities to take the necessary
preventive and punitive measures to freeze anpgfapriate, seize terrorist related funds or other
assets without delay, in accordance with the relewdnited Nations resolutions. Neither the
AML/CFT law nor the Criminal Procedure Code candpplied in this respect. In addition, the
authorities had mentioned of a legislative procesderway which would address separately
international restrictive measures, however thduatimn team were not provided with sufficient
details to form an opinion as to whether such aveawld address this issue.

252. Consequently, the evaluators strongly recommentdttieaauthorities adopt a comprehensive
set of rules (judicial or administrative) which wdwenable them to adequately implement the
targeted financial sanctionsontained in the United Nations Security Councils®ations
(UNSCRs) relating to the prevention and suppressiahe financing of terrorist acts — UNSCR
1267 and its successor resolutions and UNSCR 18d3&ay successor resolutions related to the
freezing, or, if appropriate, seizure of terromassets and address all requirements under the 13
criteria of SRL.III.

253. The authorities could also consider implementirg riieasures set out in the Best Practices
Paper for SR.III.
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2.4.3 Compliance with Special Recommendation SR.III

Rating Summary of factors underlying rating

* No effective laws and procedures in place for firggof terrorist
funds or other assets of designated persons anitiegnin
accordance with S/RES/1267 and 1373 or under puoesd
initiated by third countries and to ensure thatefieg actions
extend to funds or assets controlled by designasesbns

* No designation authority in place for S/RES/1373

* No effective systems for communicating actions uride freezing
mechanisms to the financial sector immediately ugaking such
action

* No practical guidance to financial institutions ddNFBP-s

» Lack of effective and publicly known procedures tmmsidering

SR NC de-listing requests and for unfreezing funds orepthssets of
delisted persons or entities and persons or esntitiadvertently
affected by a freezing mechanism

* No procedure for authorising access to funds oeratissets frozen
pursuant to S/RES/1267 in accordance with SIREQ/145

* No procedures to challenge frozen measures takesugmt to the
implementation of S/IRES/1267 and 1373

» Shortcomings in the legal framework related to fieg, seizing
and confiscating of terrorist related funds or othesets

» No measures which would enable to monitor effebtivithe
compliance with implementation of obligations un&&t.Ill and to
impose sanctions.

Authorities

2.5 The Financial Intelligence Unit and its functions R.26)

25.1 Description and analysis

Recommendation 26
Legal framework

254. Serbia had a financial intelligence unit since 200Be Law on the Prevention of Money
Laundering® had established a Federal Commission for the Rtieweof Money Laundering.
Following the promulgation of the Constitutional akter of Serbia and Montenegtothe
Commission became a body within the Ministry ofdfine on 10 December 2005 and changed its
name to the Administration for the Prevention ofridg Laundering (APML). Its competencies
were regulated by the Law on the Prevention of Mdreundering® which was in force until late
March 2009. The new AML/CFT Law provides in itsielg 1 that it shall govern the
competencies of the APML and sets out in Chaptéts\fole in the detection of ML and FT,
international co-operation and in the preventioMafand FT.

255. Asregards its role in the detection of ML and B APML can:

53 ERY Official Gazette No. 53/01

54 SM Official Gazette No. 01/03 and 26/05

%5 RS Official Gazette No. 107/05 as amended in 18.7/0
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7. request data from obligors and lawyers when itssesethat there are reasons to suspect ML
or FT in certain transactions or persons (artib@s54)

8. request data from competent State bodies and paudiiority holders (article 55)

9. issue written orders to obligors to temporarilyprgl transactions when there are reasonable
grounds to suspect ML or FT with respect to a pei@otransaction (article 56) or to oblige
obligors to monitor transactions and business dipes(article 57)

10. disseminate data to competent bodies (article 59)

11. provide feedback to obligors, lawyers and statadsoghrticle 60)

12. co-operate internationally (article 61-64).

256. As regards its role in the prevention of ML and @rticle 65 of the AML/CFT Law), the

APML shall:

12. conduct the supervision of the implementation &f pinovisions of this Law and take actions
and measures within its competence in order to verobserved irregularities;

13. submit recommendations to the Minister for amendihig Law and other regulations
governing the prevention and detection of monewpdauing and terrorism financing;

14.take part in the development of the list of indozatfor the identification of transactions and
persons with respect to which there are reasonsuggicion of money laundering or terrorism
financing;

15. make drafts and give opinions on the applicatiothsf Law and regulations adopted based on
this Law;

16. make drafts and issue recommendations for a uniégrplication of this Law and regulations
made under this Law in the obligor and lawyer;

17.develop plans and implement training of APML’s eaygles and cooperates in matters of
professional education, training and improvemeneémployees in the obligor and lawyer in
relation to the implementation of regulations ie #rea of the prevention of money laundering
and terrorism financing;

18.initiate procedures to conclude cooperation agre¢sneith the State bodies, competent
bodies of foreign countries and international org@tions;

19. participate in international cooperation in theaad detection and prevention of money
laundering and terrorism financing;

20. publish statistical data in relation to money lagnialg and terrorism financing;

21.provide information to the public on the money ldenng and terrorism financing
manifestations;

22. perform other tasks in accordance with the law.

Establishment of an FIU as national centre (c.26.1)

257. The APML is established as an administrative bodthiw the Ministry of Finance. The
AML/CFT Law clearly sets out all three core-FIU &iions (reception, analysis and
dissemination). Article 52 of the AML/CFT law pralds that the APML shall collect, process,
analyse and disseminate to the competent bodiesinfoemation, data and documentation
obtained as laid down in this Law and shall cariyt other tasks relating to the prevention and
detection of money laundering and terrorism finagdin accordance with the L&w

258. The legal framework enables the FIU to receive ldgoes of STR-s and other relevant
information concerning suspected ML, and since M&009 only, regarding FT activities. The
following is to be reported to the APML.:

« obligors® shall report specific data “whenever there aresora for suspicion of money

laundering or terrorism financing with respect totransaction or customer, before the
transaction” is carried out as well as planneddaations (article 37)

%5 Obligors include: banks, licensed bureaux de caangmpanies for the management of investment funds
companies for the management of voluntary pensiowld, financial leasing providers, insurance corgsgn
insurance brokerage companies, insurance agencpasves and insurance agents with a license to qpetite
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e auditing companies, licensed auditors or legal aumal persons providing accounting or tax
services shall inform also the APML promptly whenustomer seeks advice concerning ML or
FT (article 37(4))

* lawyers are required by law to report to the APNiLspecific cases persons and transactions
with respect to which there are reasons for suspiof ML or FT or where a customer requests
advice concerning ML or FT (Article 48).

259. In addition, the APML receives also the followirgports and information:

» obligors are required to report to the APML cagnsactions amounting to RSD equivalent of
EUR 15.000 or more, immediately after such transadias been carried out and no later than 3
business days following the transaction (articlg 37

* information from organisers of the securities maeked the securities Central register, securities
depository and clearing when they establish ortifleany facts, when performing tasks within
their remit, that are or may be linked to ML or g@frticle 71),

e data and information on proceedings concerning noffences, economic offences and criminal
offences related to ML and FT, about perpetratard about the confiscation of proceeds
generated offences by courts, public prosecutdfises and other state bodies on a regular or
annual basis as well as data on received and seatlgion requests from the Ministry of Justice
(article 72),

« data sent by the Customs authorities regarding adettl or non declared cross-border
transportation of physically transferable paymestruments (article 79)

260. The Serbian FIU receives reports from obliged istieither in paper form or in electronic
form *® via security e-mail. All paper reports received antered daily into the database together
with the additional information related to STR-2ldiTR-s.

261. The STR-s and information received are firstly ggatl by the Analytical Department with
the assistance of the software. The analysis psooésSTR-s and information received is
described to comprise:

» an analysis of the documentation received (if stieahitogether with the STR)

» checks against information contained in the datdhad the APML (cash and suspicious
transactions database, information from the Tax @ndtoms administration, information
from the National Bank regarding international pawmnoperations and information from
Western Union)

» checks with data from the database of the BusiReggsters Agency, Central Register for
Securities, World Check, public websites)

» analysis consisting in the preparation of a repgrthe Analytical Department on the basis of
which the degree of suspicion is assessed:

insurance business, persons dealing with postahworitations, broker-dealer companies, organisespetial
games of chance in casinos and organises of gafre®mnge operated on the internet, by telephoneoémer
telecommunications network, auditing companieslamtsed auditors. Obligors include both entrepuesand
legal persons exercising the following professiawlvities: intermediation in real estate trangard, provision
of accounting services, tax advising, intermediaiio credit transactions and provision of loanstdeng and
forfeiting, provision of guarantees, provision obiney transfer services.
>" Applicable as of September 2009 only.
%8 In the framework of TMIS Project (Transaction Maaaggnt Information System), the APML implemented a
new software system which ensures electronic catipil of data from the obligors through the Intérne
interactive completion of prescribed forms, sendimgl receiving files containing completed forms atider
documentation through the Internet, exchange of datd statistical reports for the obligor. The TMi@s
introduced in April 2008. Also a Case and Docunmigiainagement Project was being implemented into the
workflow which should provide for fully computeridework that is, management of electronic and paper
documents, as well as opening and managing thes,case purchase of hardware onto which this will be
installed.
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a) if the transaction is not suspicious, the reporrishived in the database or placed on a
monitoring regime

b) if suspicion is established, the report is submiitte the Director who decides on the
opening of a case;

» the report is sent to the Department of Suspicibsactions which requests additional
information as relevant from obligors and/or stat¢horities and/or foreign FIUs pursuant to
the procedure for initiating collection of data amformation (from obligors and/or state
authorities and/or foreign FIUs) set out in artis®of the AML/CFT Law

» on the basis of the additional information receiaed analysis, the report is finalised (with a
proposal at analyst level, Head of Analytical Déypent or Head of Suspicious Transactions
Department), it is reviewed and finalised by thea#ileof the Department of Suspicious
Transactions and submitted to the Director;

 The Director decides on whether the report is amup refused or sent back for further

analysis or be disseminated to competent stateebgulirsuant to article 59 of the AML/CFT
law and to which state body specifically.

262. Internal procedures had been developed by the ARMAkever it was mentioned that these
were not fully implemented at the time of the vigitven that they were due to include the
developments of the on-going case management projec

263. The detailed breakdown of statistics of CTR and S€ports received by the FIU, cases
opened and disseminated to the state bodies avilpdoin Annex IV of the report. Most of there
reports originate from the banking sector (over 0fidlowed by the insurance sector, bureaux
de change, real estate agencies and PTT Srbijéicrumbderprise.

Table 17. Reports received by the FIU & cases opethand disseminated

Year CTR-s STR-s Cases openeg Cases

(ML only) disseminated
2005 160 932 138 88 64
2006 155 727 622 62 66
2007 233 909 1432 42 43
2008 355903 2901 65 67
31 March 2009 59 565 605 14 10

264. The 2007 Annual Report of the APML indicates tHa¢ tlecrease in the number of cases
opened in 2007 was a consequence of the natube afases, which involve primarily organised
crime offences and a large number of suspiciouséetions and persons involved. In parallel this
was accompanied by an increase in the number dfagges of information and data with state
bodies and foreign FIUs. The 2008 Annual reporficms this trend and notes that the increase in
the number of opened cases is also a result ofra m@nsive co-operation of the APML with the

Public Prosecutor’'s Office, especially with the &pk Prosecutor’'s Office against Organised
Crime.

265. In meetings held on-site, the evaluation team wésiined that the quality of the disclosures
received was not adequate and that given that 8® danctioned seriously upon discovery of
non-reporting, there was a certain tendency to ogport. This tends to indicate a defensive
reporting approach on the obligors’ side. Howevavds considered that obligors had initiated to
pay more attention to quality, and that the sitratvas improving gradually. The authorities also

76



indicated that they were in the process of planmimggtings with additional sectors (e.g. real
estate associations) in order to take up the isbuader-reporting.

Guidance to financial institutions and other repog parties on reporting STR-s (c.26.2)

266. Based on Article 13 of the previous AML law, the ridter of Finance had issued, upon
proposal of the APML Director, the methodology ® used by obligors when sending reports to
the FIU. The Book of Rules on establishing the méthogy, requirements and actions for
performing tasks in compliance with the Law on Br@vention of Money Launderirigis the
only guidance available regarding the manner ofom&my. According to article 93 of the
AML/CFT Law, this act remains in force until theagdion of new regulations, in so far as its
provisions do not contradict the requirements efribw law.

267. The AML Book of Rules further defines the detailstioe reporting regime, including the
mode and deadlines for filing reports, the repgrtiarms etc. Before 2008, paper forms were
prescribed by law. There was only one type of fommd obligors could report only 3
interconnected transactions, which was limiting mthén their reporting obligations. The
authorities advised that though it was possibleejmort three interrelated transactions in one
report, nothing prevented obligors from filing asmyg reports as necessary. With the TMIS
system, this issue has been overcome.

268. When an CTR/STR is submitted electronically, thetesyn provides the obligor with the
information (PDF or XML) that the report is correatterms of form or if it is not, so a correction
or supplement is required. If the report is corrélaé system generates an ID of the report and
records the date and time when the report is redeiv

269. When a CTR/ STR is submitted in paper form, theckhe done on the spot, and if the CTR/
STR is correct, a copy of it is certified and retd to the obligor (if it is in paper form), andkth
copy kept by the APML is given a reference numbet dated. If the STR is not correct, it is
returned to the obligor for correction and/or seppént by contacting directly the obligor.

270. However, there are only three reporting forms pregdin April 2008) which are for banks,
securities sector participants and insurance compamhese forms contain mandatory fields but
also free format fields. Other obligors and lawyeshould they wish to make suspicious
transaction reports to the APML, would face pradtjgroblems in doing so due in the absence of
guidance on the manner of reporting, no specibcaforms nor information on procedures. As
regards the level of understanding by obligorshefirt reporting requirements, meetings on-site
appears to indicate that additional efforts wowddéquired to raise awareness and understanding,
as many reports covered transactions without astesgdicious ground (a mention was made about
30% useless transactions reported).

271. Furthermore, the AML Book of Rules does not contaity reference to the reporting of
suspicions related to terrorist financing, due he fact that it was adopted before the current
AML/CFT Law and in fact is outdated, in many casepeating the provisions of the
previous/current laws or even containing provisiomeompatible with the legislation in force
and the best practice.

%9 RS Official Gazette No. 59/2006 and 22/2008.

% For example, the list of countries that do notlgamti-money laundering standards is defined #evi:
a) Countries of African continent, except for theald Republic of Egypt, the Republic of South Afrarad
Mauritius;
b) Countries of Asian continent, except for thet&t Israel, Japan, the Republic of Korea, theuRép of
Singapore, the Kingdom of Thailand, the RepublicG&orgia, the Republic of Indonesia, Bahrain, the
Republic of Lebanon, Malaysia, the Republic of Taykthe State of Qatar and United Arab Emirates;
¢) The Republic of Moldova.
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272. In conclusion, additional measures are requiredrisure that comprehensive and adequate
written guidance, based on the new legislatiomti®duced in order to further support obligors in
understanding better the reporting procedures aqdirements, as well as outreach measures to
under-reporting sectors. In addition, the spedificaof reporting forms should be made for all
reporting obligors.

Access to information on timely basis by the FII2§c3)

273. The previous AML Law (article 21) sets out the tigbr the APML to request state bodies,
organisations and legal entities entrusted withlipuduthority to provide data, information and
documentation necessary for the APML to perfornfutections. In addition, the APML can also
request an attorney, law firm, auditing companytifted auditor and tax advisory businesses or
professions. Requested institutions and professamasbound to provide the requested data in
writing within 8 days after receiving such a requaad in the case of public authorities only, they
may also grant direct electronic access to the fdeg¢sof charge.

274. Access to financial, administrative and law enfareat information by the APML on the
basis of the new AML/CFT Law is covered under #tis5 (requesting data from competent State
bodies and public authorities holders). The APMLyn@so request data, information and
documentation required to detect and prove ML afd ifr relation to persons that have
participated or cooperated in transactions or lagsiroperations of persons in relation to which
there are reasons for suspicion of ML or FT.

275. Competent State bodies and public authority holdbedl be bound to provide AMPL with
requested data within eight days and in urgentscasghin a shorter time frame or to provide a
direct electronic access to the data and informédtiee of charge.

276. In addition, state bodies, courts, public prosecsitaffices and others are required by law to
send to the APML data and/or reports on speciaas (articles 70-72). As informed during the
on-site visit, this obligation had not been comgbligith fully in the course of 2008; however,
following bilateral meetings held, all state pragec’s offices and courts had started sending
information on ML proceedings.

277. The APML has direct access to records from Tax @agstoms (received in electronic form
and integrated into the APML database), from thetiddal Bank (international payment
operations) and to the Business Registers Agehbwslindirect access to information held by the
Ministry of Interior and other databases of publiencies and State Bodies.

278. It has to be noted that article 102 of the Crimi@alde provides that data from criminal
records may be disclosed only to a limited lisaofhorities, that is courts, state prosecutor, orga
of internal affairs in respect of criminal procesg conducted against a person with prior
conviction, the body in charge of enforcement omamal sanctions, the body involved in the
procedure of granting amnesty, pardon, rehabitator deciding on termination of legal
conseqguences of conviction, and social welfareaitis. Such data may also be disclosed upon
motivated request to a government authority, entgpother organisation or entrepreneur if legal
consequences of a conviction or security measwestdl in force and if there exists a justified
reason based on law. The wording of this articenseto exclude disclosure of criminal records
to the APML®, however such information is available to the APNfton request on the basis of
the above-mentioned provision of the AML/CFT Lawccass to criminal records is usually

¢ Article 102 of the CC has been amended after isieand provides now that “data from criminal red®may
be disclosed to the other government authority aesible to identify and prevent committing of crivai
offences when it is determined by the special lamfich would encompass the APML.
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satisfied within a week and it was explained that dther information in urgent cases, direct
contacts are made with the Ministry of Interioid@n officer.

279. From the information received on-site, the evahrateam formed nevertheless an opinion
that in practice, the lack of direct access toateratabases might have an impact on the APML'’s
ability to properly undertake its functions, inding the analysis of STR-s. The evaluation team
was told by some interlocutors during the visittthaw enforcement information available is not
always accurate or up to date, however the auib®iindicated that this statement did not reflect
the existing situation.

Additional information from reporting parties (c.29

280. Access to additional information from reportingiges by the APML on the basis of the new
AML/CFT Law is covered under articles 53 (requestitata from obligor) and 54 (requesting
data from lawyer). Communication of data, inforrmatand documentation by the obligor, lawyer
or their employee is not considered an infringena#rihe obligation to keep a business, banking
or professional secret (Article 74 AML/CFT Law).

281. If the APML assesses that there are reasons tesudfl or FT in certain transactions or
persons, it may request the following informatioonfi an obligor:

Data from the customer and transaction recordsligpte obligor;

Data about the money and property of a customtreobbligor;

Data about transactions of money and propertycafstomer in the obligor;

Data about other business relations of a custostabkshed in the obligor;

Other data and information needed in order to deted prove ML and FT;

Data and information on the above-mentioned aspeotzerning the persons that have

participated or cooperated in transactions or lassiractivities of a person with respect to

which there are reasons for suspicion of ML or FT.

ourwNE

282. As regards lawyers, the APML may request datayiné&ion and documentation required for
detecting and proving ML and FT as well as sucla daid information concerning persons that
have participated or cooperated in transactionsusiness activities of a person with respect to
which there are reasons for suspicion of ML or FT.

283. Obligors and lawyers shall be bound to provide AM#th requested data within eight days
or provide direct electronic access free of chaagel, in urgent cases within a shorter time frame
set by the APML. The APML may also set a longeriquerto obligors for sending the
documentation in cases which involve a large nundfedlocuments or for any other justified
reason.

284. The APML did not indicate having any issues of ancas regards the timeliness of receipt
of additional information.

Dissemination of information (c.26.5)

285. Article 59 of the AML/CFT Law provides that if th®PML assesses, based on the obtained
data, information and documentation, that therer@asons for suspicion of money laundering or
terrorism financing in relation to a transaction gmrson, it shall inform the competent State
bodies in writing, in order that they may undertakeasures within their competence, and send
them the obtained documentation.

286. The APML told the evaluation team that in practi€egdditional measures are required, the
report is disseminated to the Police. Also, it fem disseminated to the PPO, through the
nominated responsible person, as it is a betteitigosto co-ordinate the law enforcement
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authorities’ action. If it is necessary, the repsriprovided both to the Police and the PPO. In
cases with organised crime elements, as the coatrdn among relevant authorities is mandatory
and takes place through an operational task fatcis, disseminated to several recipients. In
general, most of the cases are transferred todikeA@iministration, Ministry of Interior. In 2008,
the APML disseminated most of the cases to the A@winistration (20), Ministry of Interior
(14), Foreign Currency Exchange (13), Security imi@tion Agency (11), Special Prosecutor’s
Office against Organised Crime (5), Prosecutorfieef(2), courts (1).

Table 18. FIU disseminated reports

Disseminated to | 01.07.2002- 2003 2004 2005 2006 2007 2008 TOTAL
31.12.2002

Police 15 9 25 15 31 41 85 221

Tax administration - 13 26 37 44 68 188

Tax administration 69 125 194

(art. 17/18 of the

previous AML

law)

Courts 3 3 6

Prosecutor’'s office 2 1 3 6 12

(as dissemination

of replies to info

requests

Special Prosecutar 1 5 6

against Organised

Crime

Foreign Currency 1 7 13 16 37

Inspectorate

Budgetary 1 1

Inspection

Customs 1 1 2 4

Administration

Security 4 5 7 16

Information

Agency

Khov 1 1

Privatisation 1 3 4

Agency

TOTAL 15 9 38 45 83 180 320 690

287. The full analysis report is only disseminated te BPO, Police or the courts in the context of

criminal proceedings (investigated criminal cade)was indicated that disseminations to the
Customs and Foreign Inspectorate relate more teestg of additional information or action.

288. No information was available on the average lergttime required between the opening of a

case and dissemination to the authorities, thouglas mentioned that in certain complex cases,
the analysis could last over a year, nor on thelbmurof investigations commenced as a result of
FIU’s disclosure. The information gathered durihg Visit appeared to indicate that the quality of
the reports and analysis of the APML had improvéith ime. Competent bodies did not express
concerns regarding the timeliness of disseminaifaeports by the APML.

Operational independence and autonomy (c.26.6)

289. The evaluation team was told that with the new gkeanthe APML has a higher degree of

independence than previously. The Head of the Eldppointed by decision of the Government
for a 5 year mandate (renewable) following a pubtienpetition process which includes written
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tests, psychological and qualification tests. Thee®or reports to the State secretary of the
Ministry of Finance for general administrative m@&s which require coordination with different
sectors within the Ministry. There have been thfeads since 2002, the current Director having
been appointed in September 2007.

290. The APML indicated that they can carry out theskmindependently without any influence
or interference from third parties.

Protection of information held by the FIU (c.26.7)

291. The evaluators had the possibility to visit the AP#/offices during the on-site visit.
Several measures have been taken to ensure tleetpnotof information:

* entrance to FIU premises is guarded,

* the Unitis located in separate building,

» all computers in the FIU are protected by the pasdwnd,

e access to the database is based on the positemmbyee and level of security access.

292. Depending on the type of job, the staff has acte$ise Internet or a local closed network.
Both networks are Firewall protected (IBM). Usermasmand passwords are needed to access the
computers. Oracle database contains informatioairdd from the obligors through the TMIS.
The staff has access rights to certain informatioly, depending on the job they perform. The
computers are protected by an IBM Intrusion Praearbystem, as well as by the last-generation
Symantec antivirus software.

Publication of periodic reports (c.26.8)

233. The AML/CFT Law, in its article 66, requires the MP to submit a progress report to the
Government before 31 March for the previous yeae &valuation team has seen two reports
covering the periods of respectively January 1,7200lovember 30, 2007 and January 1, 2008 —
December 31, 2008.

234. Such reports, which are brief in nature (3 to 5gsgcontain the following type of
information:

- statistical information (e.g. number of over-thre@lshcash transaction and suspicious
transaction reports received by the APML, as welba the number of reports sent by
the Customs Administration on cross border trartgtion of cash and valuables,
number of cases opened by the APML and dissemintdethw enforcement
authorities),

- information on legislative activities in which the*ML was involved in the reporting
period,

- FIU developments regarding equipment and IT impnoets,

- training activities,

- International cooperation information (statistios requests sent and received by the
APML, general information on participation in megs in international fora and co-
operation with other countries and relevant orgaiogs)

235. Such reports are not publicly released; they atzesded to the Government and are made
available to the public only upon requested. Theg'tdinclude information on current ML/FT
techniques, methods, and trends (typologies), mitizad examples of actual money laundering
cases. The authorities advised that such informasousually provided orally during regular
meetings with obligors.
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Membership of Egmont Group & Egmont Principles géliange of Information among FlUs (c.26.9
& 26.10)

293. The Serbian FIU gained Egmont Group membershipuly 2003. As a member of the
Egmont Group, the APML applies the Egmont Grouméples of Exchange of Information
among FIUs which were adopted in the Hague on 13p2007. The APML has signed MoU-s
with the following countries: Slovenia, Croatia, ¥ and Herzegovina, Montenegro, “the
former Yugoslav Republic of Macedonia”, Romania,ldawmia, Albania, Belgium, Ukraine,
Poland, and Georgia. Signature of a MoU is noteaguisite for information exchange.

294. With regard to the notion included in the Egmonat&ment of Purpose which refers to
organising regional workshops/seminars, and progidipace for education and training, the
APML participates at regional conferences organisedeighbouring FIUs. The Serbian FIU will
host such a conference in 2010.

295. The APML has exchanged information with more thBm&mbers of Egmont Group, and it
abides by the principles of information exchangestated in relevant Egmont Group documents.
Additional information on international co-operatiis provided under the analysis for R.40.

Recommendation 30
Adequacy of resources to FIU (c.30.1)

296. The structure of the APML includes the following g2etments: the Analytical Department
(Head, 3 analysts, 2 IT position, 1 post for dat@eption, 1 post for records and complaints), the
Suspicious Transactions Department (Head, 2 depuimading the Groups for suspicious
transactions of banks and other financial instiugi and the Group for suspicious transactions in
capital market and securities, 2 STR analysts,s&ipas for workpost processing and evaluation),
the International and national cooperation Depamntm(@ posts) and the Legal and Financial
Affairs Team (Team leader, Human Resources offoer 1 post for finance and accounting).

297. In 2006, the APML counted 24 employees . Currenlklg, Act on Internal Organisation and
Job Classification within the Ministry of Financeopides 29 positions for civil servants and
officials of the APML. At the time of the on-sitésit, 4 posts were vacant (Team Leader, one
deputy, one workpost for co-operation with othatesbodies and one for administrative affairs).

298. The budget of the FIU is as follows:

Table 19. Budgetary resources in RSD

2006 2007 2008 2009

35,119,000 30,406,000 46,137,000 52,610,000

299. The evaluation team was informed about plans teeage the number of positions to 39
however recruitments were stopped due to the finhruontext. Salaries of civil servants,
including the APML, were decreased by 10-15% depenon the salary. The team was also
informed that the APML is threatened by a certawel of turnover, given the attractiveness of
salaries in the private sector.

300. With the exception of the Director, all staff membehared offices, with some of them
being in rather overcrowded small offices.

301. Technical resources of the APML include among ottiex following equipment (39
workstations, 9 servers, Firewall, Intrusion prei@n system, 11 printers, 3 scanners) and
software (TMIS Application, Oracle Database 10gm8gtec EndPoint protection, TrendMicro
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Antivirus, 12 Analyst Notebook, Zylmage Document h@ement System, ABBY Fine Reader
OCR Software).

302. Overall, the evaluation team had the impressiohalditional measures should be taken by
the authorities to adequately fund and staff theMIAPin particular in order to reinforce its
analysis capacities. Also, additional technicabueses would also be required. This assessment
should be read also from the perspective that,tdpan its FIU core functions, the APML has
also been entrusted with some 12 additional dutieter article 65.

Integrity of FIU authorities (c.30.2)

303. All APML posts have job descriptions with clear uwggments for the professional
background and experience as well as other releslaltg. APML'’s staff has legal or economic
background and 19 out of 27 employees hold a usityedegree. Staff is required to maintain
high professional standards, including concernimgfidentiality. Staff is recruited pursuant to the
Law on civil servants. Vacancies are filled on biasis of a competition process, upon proposal of
a Commission composed of 2 APML experts and the&iuresources Management Agency, the
final decision being made by the APML Director. Asgeneral requirement for occupying a
position in civil service, persons should not haéween convicted of at least six months of
imprisonment nor suspended from duty in a stateyldod serious violations of professional
duties. Employees are required to maintain the idenfiality of all information concerning
money laundering cases; APML correspondence wikerastate bodies is confidential. All data
and information received by the APML is classifiefficial secret, disclosure constituting a
criminal offence punishable by imprisonment of nmaxin 5 years.

Training of FIU staff (c.30.3)

304. Employees are trained internally within the APMLniradiately upon recruitment. In the
course of the first three months they are movenhfome department to another and receive basic
training on all procedures, information flows, dat@alysis and use of IT tools. In addition, a
regular weekly training is provided for all emplege Presentations are given by other colleagues
regarding issues that are dealt with in daily work.

305. Employees are also trained externally by takingt parseminars regarding AML/CFT
matters. The Administration for the Prevention oforMdy Laundering has organised and
participated in a number of seminars and workshaiéch were mostly implemented in
cooperation with and assisted by international wisgdions and partners (World Bank,
International Monetary Fund, European Bank for Retmction and Development, European
Commission, Organisation for Security and Co-openain Europe, Council of Europe, United
Nations, USAID, US Treasury etc). These seminareewrostly intended for the staff of the
Administration for the Prevention of Money Laundey,i the police, prosecutor’'s office and
courts. Several seminars have been organised@lsbe representatives of the bodies competent
to monitor the implementation of the Law on the vergion of Money Laundering and for
compliance officers in banks.

306. From information received, it appears that intertralning programs would need to be
tailored , to ensure that APML staff, including newecruited employees, receive specialised and
on-going training suited to their responsibiliti&ich training could include in particular analyst
training, training on specialised products, trend gypologies, IT and software training.

Recommendation 32

307. The APML maintains comprehensive statistics on mspoeceived (STR-s and above-
threshold transaction reports), on cases disseedrtatcompetent authorities and on international
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cooperation with foreign FIUs. The database enalile® visualise statistics with relevant
breakdowns (for details see above and Annex IV).

Effectiveness

308. It is undoubtedly that the effectiveness of the APh&s been strengthened comparatively to
the situation in the previous evaluation round. &theless, a number of aspects may affect its
effectiveness. Despite concerns regarding the tguali reports received and the level of
non/under-reporting by certain sectors, the FIU hagts disposal an important amount of
financial information, which is likely to increasmce the implementation of the new AML/CFT
law by reporting entities will be fully operationdt was not possible to identify how many
investigations commenced as a result of FIU's dsmale in the absence of such statistics. It is
also to be noted that the FT reporting obligatialy @ame into the remit of the FIU as of March
2009. Thus, in order to be able to cope with iteedoinctions, the Serbian FIU should satisfy
itself that it has adequate capacities, includingt tall positions are filled, and that staff are
adequately trained. In particular it is to be ndteat at the time of the on-site visit, two postrev
vacant, namely the Head of the team responsiblsuspicious transactions received from banks
and other financial institutions (Suspicious Tramigss Department) as well as the post
responsible for co-operation with State Authoriti€sese comments should also be seen in the
light of the fact that the AML/CFT Law sets out mmportant number of additional tasks which
are likely to impact / overload the daily operatifrthe APML.

2.5.2 Recommendations and comments

Recommendation 26
. The Serbian authorities should:

- provide financial institutions and other reportiagtities with comprehensive and adequate
written guidance, based on the new legislationinieoduced in order to further support
obligors in understanding better the reporting pdares and requirements and undertake
outreach measures to under-reporting sectors

- develop reporting forms and procedures for allgih and lawyers

- clarify through relevant amendments article 10ghefCriminal Code;

The APML should also publicly release periodic mpavhich include in an adequate manner
statistics, typologies and trends and informationt® activities.

Recommendation 30

*  Additional measures should be taken by the autherib adequately staff the APML as well as
provide to them with adequate offices, technicabueces and equipment.

* Internal training programs would need to be tadoreto ensure that APML staff, including
newly recruited staff, receives specialised andjoing training suited to their responsibilities.
Such training could include in particular analystiriing, training on specialised products, trend
and typologies, IT and software training.

2.5.3 Compliance with Recommendation 26

Rating Summary of factors relevant to s.2.5 underlying ovall rating

R.26 LC » Guidance for financial institutions and other regy parties regarding

the manner of reporting is based on previous legguirements

specification of reporting forms and procedures ru cover all
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reporting entities (only banks, insurance, seasijti
* Reports prepared by the FIU do not include typ@sgnd trends and
they are released only upon specific request
» Effectiveness concerns (CFT requirement remainssted as it has
only been introduced in March 2009, additional efforequired tg
improve quality of reports disseminated)

2.6 Law enforcement, prosecution and other competent dhorities - the
framework for the investigation and prosecution of offences, and for
confiscation and freezing (R.27 and 28)

2.6.1 Description and analysis

Recommendation 27
Legal Framework

309. The legal framework is mainly constituted by thdan@nal Code, the Criminal Procedure
Code, and specific applicable laws such as the bawPolic& the Law on Security State
Agency”®, the Law on Tax Procedure and Tax Administrati®® llovember 2002}, the Law on
Public Prosecutidh, the Law on organisation and jurisdiction of gaweent authorities in
supprﬁgssion of organised crithend the Law on Seizure and confiscation of thecgeds of
crime’’.

310. The CPC is based on the inquisitorial model criftnpraceedings. The procedure is divided
into three phases: (1) the preliminary investigatf(literally ‘pre-investigatory proceedings’), (2)
the judicial investigation by the investigative g&d(literally ‘pre-trial proceedings’) and (3) the
trial.

311. According to the CPC the preliminary investigatisfed by the public prosecutor and its
tasks are carried out by the police authoritiese Phreliminary investigation starts if there are
grounds for suspicion that a criminal offence sabje public prosecution has been committed. In
such cases the police authorities are bound tortakessary measures. The main objective of the
preliminary investigation is collecting evidencesorder to justify the existence of the ground for
reasonable suspicion.

312. As for the second phase, the investigation is cordli by the investigative judge. An
investigation is initiated when a reasonable suspiexists that the suspected person has
committed a criminal offence (Article 241 of the ©P The investigation shall be carried out
upon the request of the public prosecutor thatisrstted to the investigating judge of the court
having jurisdiction. The request shall contain: feesonal data of the suspect, the description of
those factual aspects of the act which constitieeelements of the definition of the criminal
offence, the statutory title of the criminal offenghe circumstances on which the reasonable
suspicion is founded, and the existing evidence piblic prosecutor shall submit all files and
records concerning the actions undertaken to thestigating judge, together with objects of

52 RS Official Gazette No. 101/05 of December 2005.

8 RS Official Gazette No. 42/02

RS Official Gazette No. 80/02 and 20/09

% RS Official Gazette No. 63/01, 42/02, 39/03, 448105, 46/06 and 106/06

% RS Official Gazette No. 42/02; 27/03; 39/03, 67/03/04, 58/04, 45/05, 61/05

®7 RS Official Gazette No. 97/08 in force as of 4 Kmber 2008 (applied as of 1 March 2009).
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evidentiary value, or shall indicate their locati@rticle 242 of CPC). Prior to deciding on the
request of the public prosecutor, the investigafidge may summon the public prosecutor and
the suspect to a preliminary hearing if clarifioatis needed of circumstances being relevant for
starting investigation or if the investigative jwdfinds that the preliminary hearing would be
expedient because of other reasons. At the praditpinearing the parties may make their motions
(proposals) orally, and the public prosecutor migsrar supplement his request for investigation
or may propose the proceedings be conducted upamdatment without investigation (Article
244).

313. As a rule, admissible evidence can only be coltetig the investigative judge or upon his
order (except for police interrogation of the sutfsecused).The investigating judge may entrust
to the police authorities the execution of an ofde&a search of a dwelling or a person or an order
for the temporary seizure of objects (article 246 pursuant to article 260, police authorities and
other state authorities are bound to assist thestigating judge upon his request. If the
investigation is not concluded within 6 months, itneestigating judge should notify the president
of the court of the reasons, the latter being leatito undertake measures in order to conclude the
investigation (article 258).

314. Chapter XXIX A (articles 504a — 504h) of the CrimirProcedure sets out special rules of
criminal procedure for investigating and proseaytiperpetrators of criminal offences of
organised crime, temporary seizure of assets, tegeand propert

Designation of authorities to investigate ML/FT2(¢.1)

315. The law enforcement bodies competent for the inyasbn and prosecution of ML and FT
offences are: the Ministry of Interior, the Tax iee| the Security Information Agency and the
Public Prosecutor’s Office. These bodies haveeginbestablished by law, as are their activities.

316. According to the Law on Police, police work inclgdpreventing, detecting and solving
criminal offences, fighting organised crime and estttrimes and finding and apprehending
perpetrators of criminal offences as well as ofmnsons wanted by the authorities (article 10).
Police powers are set out in Section IV of the LawPolice and include inter alia warning and
orders, checking and establishing the identityeaEpns and objects, summons, temporary seizure
of objects, search of premises and facilities, éaipn of documents and anti-terrorist search,
search of persons, objects and vehicles, targetrdts measures, etc (article 30).

317. The Tax Police is a special organisational unittlefé Tax Administration, which is an
administrative body within th#linistry of Finance and Economit acts as an internal affairs
body during the pre-trial procedure and has poue@ply investigative actions when carrying
out its duties, primarily related to the detectmintax related criminal offences and perpetrators
(article 160-161 of the Law on Tax Procedure and Administration). They can undertake a
number of actions “apart from limitation of freeda@ihmovement, as well as to summon and hear
the suspect, without the right to bring suspectsiicefully” (article 135 of the Tax Law).

318. The Security Information Agency’s responsibiliti@sclude combating and eliminating
activities of organisations and individuals engagedrganised crime and criminal acts with
elements of foreign, domestic and internationaioté&sm and the most severe forms of criminal
acts against humanity and international law, thatqation of security of the Republic of Serbia,;
the discovery and prevention of activities threatgrto undermine or disrupt the constitutional
order of the Republic of Serbia and other taskénddfby the Law. Overall, for most types of
crimes, the Security Information Agency would foaus the most serious forms of organised

% Chapter XXIX A of the Criminal Procedure Code (Gifil Gazette of the FRY No. 58/2004, 85/2005,
115/2005 and 49/2007) “Special Provisions on Prdicggs for Criminal Offences of Organised Crime”.
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crime, criminals and criminal groups (in particuemuggling of narcotics, illegal smuggling,
human trafficking, arms trafficking, counterfeitinmoney laundering).

319. The Public Prosecution’s competences and orgaoisatie set out in the Law on Public
Prosecution and in the Criminal Procedure CodeslRunt to the CPC (Article 46), the public
prosecutor is competent to :

- conduct the preliminary investigation;
- render rulings on instigating the investigation agdide the activities of the
preliminary investigation in accordance with thew;
- raise and represent the indictment, that is, theamdo indict before a court that has
jurisdiction;
- take an appeal to the court decisions that arefinat and file extraordinary legal
remedies against final court decisions;
perform other activities stipulated by this Law.

320. There are specific arrangements regarding the ol of authorities competent to
investigate and prosecute organised crime offefuwelsiding ML or FT offences).

321. The Law on Organisation and Jurisdiction of GovezntnAuthorities in Suppression of
Organised Crime sets out the competences and eeg@mi of specific offices and departments:
- the Special Prosecutor’'s Office for SuppressionOoganised Crime (within the
District Public Prosecutor’s Office in Belgrade),
- the Service against Organised Crime (within theisig of Interior) and
- the Special Departments for processing criminaksasnder this law (within the
Belgrade District Court and the Belgrade Appellacairt).

322. It also regulates selected aspects regarding cabpe with other government bodies and
services, appointments and dismissals, salarieotrgd employment rights, etc. The specialised
services act in accordance with the above-mentide@dand the specific provisions of the CPC
(Chapter XXIX A). When it comes to the implementatiof the CPC provisions, the range of
investigative actions that may be taken when tlimical offence is qualified as an organised
crime offence is much wider than that of other anhoffences.

323. It has to be noted that organised crime offencedeurthe Law on Organisation and
Jurisdiction of Government Authorities in Suppressiof Organised Crime are defined as
criminal offences committed by an organised crirhigup (of three or mor@ersons, which
exists for a certain period of time, acts conselhguavhich may be sentenced by 4 years of
imprisonment or more (see articles 2 and 3 of taa)L The CPC special provisions in Chapter
XXIX A are applicable when a criminal offence thsithe result of organised actions (of two or
more persons) with the aim of committing grave criminffiences in order to gain proceeds or
power and when, in addition at least three of tlieving conditions have been met:

- that each member of the criminal organisation heaVipusly designated curtained
task or role;

- that the activity of the criminal organisation waanned for an extensive or indefinite
period of time;

- that the activities of the organisation are basethgplementing certain rules of inner
control and discipline of members;

- that the activities of the organisation are planared implemented internationally;

- that the activities include applying violence ofiriidation or that there is readiness
to apply them;

- that economic or business structures are useeiadtivities;

- that money laundering or illicit proceeds are used;
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- that there exist influence of the organisationpart of the organisation, on political
structures, the media, legislative, executive diigial authorities or other important
social or economic factors.

324. Article 6 of the Law on Organisation and Jurisdintiof Government Authorities in
Suppression of Organised Crime provides that upmoiming aware that a particular case is a
case of organised crime, for which the envisagetesee is imprisonment of four years or more,
the Special Prosecutor shall approach the RepBblitic Prosecutor in writing, requesting him to
confer or delegate jurisdiction to the Special Boosor’'s Office. The latter shall decide on this
request within eight days.

325. The law is rather brief on matters governing thati@enship and cooperation between the
Special Prosecutor’s Office and law enforcementidmydncluding the Service against Organised
Crime. It does not include any requirements foreotlaw enforcement bodies or prosecutors to
inform the Special Prosecutor when they come aceosgiminal offence falling under the
jurisdiction of the Special Prosecutor’s Officetidle 10 provides that the police officials of the
Service against Organised Crime shall act uponestgwof the Special Prosecutor’s Office. Under
article 11, the duties of the law enforcement agen@hough this is under the Section specifically
devoted to the Service against Organised Crimegetseout in the context of a specific request by
the Special Prosecutor’s Office only:

a) to enable without delay the use of any technicamseat their disposal

b) to ensure timely response of each of their memardsemployees, including superiors of
the bodies or agencies, to give information orgfeestioning as suspect of witness

c) to hand over without delay to the Service everyudoent or other evidence in their
possession or otherwise deliver information thay aesist in uncovering criminal offences.

326. Furthermore, the Law on Seizure and ConfiscatiothefProceeds from Crime establishes a
specialised organisational unit — the Financiakstigation Unit - within the Ministry of Interior
responsible for detecting the proceeds from thieviahg criminal offences:

1) Organised crime;

2) Showing pornographic material and child pornographsticle 185, paragraphs 2
and 3 of the Criminal Code);

3) Against economy (Article 223 paragraph 3, Artict242paragraph 2, Article 225
paragraph 3, Article 226 paragraph 2, Article 228agraphs 2 and 3, Article 230
paragraph 2, and Article 231 paragraph 2 of thenibal Code);

4) Unlawful production, keeping and distribution ofrcatics (Article 246 paragraphs
1 and 2 of the Criminal Code);

5) Against public peace and order (Article 348 pampbr 3, and Article 350
paragraphs 2 and 3 of the Criminal Code);

6) Abuse of office (Article 359 paragraph 3, Articl&3 paragraph 3, Article 364
paragraph 3, Article 366 paragraph 5, Article 3@ragraphs 1 through 3, 5 and 6,
and Article 368 paragraphs 1 through 3, and 5@fGtiminal Code);

7) Against humanity and other goods protected by matgonal law (Article 372
paragraph 1, Article 377, Article 378 paragraph A3ticle 379 paragraph 3,
Articles 388 through 390, and Article 393 of then@nal Code).

327. Provisions of this Law shall apply to selected fsrof criminal offences - including ML and
FT - “if the material gain acquired from crime, ths, the value of objects acquired from crime
exceeds the amount of one million five hundred samd dinars”.

328. The Financial Investigation Unit undertakes itksasxofficio or at the order of the public
prosecutor and the court. Government and otheloatids, organisations and public services are
required to extend their assistance to the Unit.isltresponsible for initiating financial
investigations against the owner when there arsorezble grounds to suspect that he/she
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possesses considerable assets deriving from anatinoffence. Financial investigations are
initiated at the order of the public prosecutoti¢d 17), who shall manage such investigation.
Evidence can be collected by the unit at the rdopfabte prosecutor or ex officio.

Ability to postpone/waive arrest of suspects orww@ of property (c.27.2)

329. There is no explicit provision in the CPC addregdine ability to postpone or waive the
arrest of suspects or seizure of property. The uatimn team was advised that the law
enforcement authorities are able to postpone owewvéhe arrest of suspected persons or the
seizure of property, as this would be part of thgutar evidence building process and could be
used when investigating money laundering, terrofisancing or predicate offences.

Additional elements — Ability to use special inigggtve techniques (c.27.3) and their use when
conducting ML/FT/underlying predicate offences Bgiigations (c.27.4); Use of specialised
investigation groups & conducting multi-national -operative investigations (c.27.5); Review of
ML/FT methods, techniques and trends & disseminasfaesults (c.27.5)

330. The use of special investigative techniques istéichiin the Criminal Procedure Code to a
range of specific criminal offences which are bdamgestigated. The law enforcement authorities
met on site indicated that they used rather fretiyémese techniques, especially in the context of
organised crime offences.

331. Measures for the surveillance and recording ofpted@e and other conversations or
communications by other technical means as wetlpgisal recording of persons can be ordered
when there are grounds for suspicion that a pelnssncommitted a criminal offence against the
constitutional order or security or with elementomanised crime (for counterfeiting of money,
money laundering, illicit manufacturing and trakiieg in narcotic drugs, illegal trade of weapons,
munitions and explosive substances, traffickingpersons), offer and acceptable of bribe,
extortion and kidnapping have been committed (Agtt32 CPC).

332. Also, disclosure of data (statement of balance sfigpect’s business and private accounts)
by a bank or financial institution may be ordered ¢riminal offences punishable by at least 4
years imprisonment (Article 234 CPC).

333. These measures can be applied as of the prelimineegtigation phase. They are ordered
by an investigative judge upon reasoned order whkltdll include data on the person against
whom the measure is applied, grounds for suspisi@y, of implementation, scope and duration
of the measure. These measures may last up to thwaéhs and may be extended three more
months.

334. When investigating organised crime offences (Chayi¥dX A of the CPC), the following
additional special investigative techniques cande:

» surveillance and recording of telephone and otloaversations or communications by other
technical means as well as optical recording obqes measures can be ordered (Article 232
CPC)

*  providing simulated business services, simulatgdllacts and contracts (article 504lj CPC)

« use of undercover agefit@rticle 504lj CPC)

» controlled deliveries (article 504 o CPC)

% It is surprising to note that the Minister of Irieg, who is a political person, may also, in aitditto an
authorised person, appoint an undercover agentlés04nj).
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335. The above-mentioned measures can be implementpdliog authorities for a period of up
to 6 months. They may be extended by the investiggidge upon the proposal of the public
prosecutor two times, for three months at most.

336. All the above —mentioned special investigative téghes can be used only against a suspect
of a criminal offence, and not against other pesssho are for instance communicating with the
suspect but are not themselves suspected of analfiadtivity. All information gathered through
these means is considered official secret. There maainformation as to whether there are any
additional internal implementing regulations regagdthe use of the special investigative
techniques.

337. It is to be noted that there is a difference apgmaa regulating the handling of the material
obtained through the use of special investigatieams. All documentation collected through the
implementation of the measures under article 2320ide submitted by the police to the
investigative judge, who “shall invite the publicopecutor to make himself familiar with the
material obtained”, while all documentation colEtthrough the implementation of the measures
under article 504 is to be submitted by the pdiccthe public prosecutor without any reference to
communication by the prosecutor of the materialte investigating judge. Similarly, the
timeframe and procedures for destroying data aa#tedt in different terms under article 233 and
504. Finally, while article 232 and following ardest on notification of the targeted person,
article 504 requires unconditional natification.

338. The evaluators were not made aware of any permameeimporary groups specialised in
investigating the proceeds of crime (financial istigators).

339. The evaluators were not made aware of any ML orcBToperative investigations with
appropriate competent authorities in other coustrie

340. The evaluators were not made aware of interagesdgw on a regular basis of ML and FT
methods, technigues and trends reviewed by lawesftent authorities.

Recommendation 28

341. The Criminal Procedure Code allows for the competauthorities responsible for
conducting investigations of ML, FT and other umglag predicate offences to compel
production of, search persons and premises for sgide and obtain transaction records,
identification data obtained through the CDD pra¢cexcount files and business correspondence,
and other records, documents or information, heldnaintained by financial institutions and
other businesses or persons. The Law on Police ralgolates how police officers can seize
temporarily objects (articles 60-62), when and heearches of premises and facilities and
inspection of documents can be conducted, includirigterrorism searches (articles 63, 72).

Ability to compel production of, search persons @meémises and seize and obtain documents and
information (c.28.1)

342. As from the preliminary investigation stage, purguto article 225 of the CPC, police
authorities are bound to take all necessary messammed at discovering the perpetrator,
discovering and securing facts and objects whicly merve as evidence and gathering all
information which could be useful for conductingndnal proceedings. In order to fulfil these
duties, they can seek information from citizenspgct means of transportation, passengers and
luggage, issue a wanted notice for a person orawtfor seizure of objects, inspect premises of
state authorities, enterprises, firms and otheallegtities, review documentation and seize it if
necessary, as well as undertake other necessasumaeand actions. A record or an official note
shall be made on facts determined in the coursmifing out particular actions, which may be
of importance for criminal proceedings, as welbasdiscovered or seized objects. Based on their
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powers under article 225, law enforcement autlexittan have access to premises of legal
entities, and obtain financial documents and infrom.

343. As regards financial documents and information @spect of a natural person, law
enforcement authorities can obtain such informatiopugh several channels. If they need such
information in the context of their investigatiorssich information can be obtained through the
APML, pursuant to article 58 of the AML/CFT Law whi provides that the APML may collect
data, information and documentation from obligaagtifle 53 AML/CFT Law) and from the
lawyer (article 54) if there are reasons for suspiof ML or FT upon a written and grounded
initiative of several institutions (court, publiegsecutor, police, Security Information Agency,
Military Security Agency, Military Intelligence Agey, Tax Administration, Customs
Administration, etc).

344. Also, such information and documents can be colegbelpon court order in application of
article 234. The investigating judge can order tlom basis of article 234(1) of the CPC, that a
bank or financial or other organisation submitsadebncerning statement of balances of the
suspect’s business and private accounts howeistiiossible only in cases of suspicion that a
criminal offences punishableytat least4 years imprisonmeffthas been committed, upon the
motivated written motion of the public prosecutdihese powers are available for use in
investigations and prosecutions of ML, FT and ulyileg predicate offences.

345. The court order shall indicate the name of thegerthe bank account number of the person
and data can also be collected on persons havimgections with the specific person being under
investigation. The police authorities indicatedthe evaluation team that they mostly got all
requested information, and when this was not ttse,cia was primarily due to the fact that such
documents were missing as they had not been aadldry the financial institutions in the first
place.

346. Chapter VIl of the CPC details the rules applicatdeevidentiary actions. A search of
dwellings and other premises of the defendant loeropersons may be carried out if it is likely
that in the course of the search the perpetrabar,ttaces of the criminal offence or objects
relevant for the criminal proceedings shall be fhulh is possible to carry out a search of a law
firm, but only regarding a particular case, papedacument. A search of a person may be carried
out if it is likely that in the course of searctades and objects relevant for the criminal
proceedings are found (Article 77 CPC).

347. Article 78 of CPC regulates the method of carrying a search. A search shall be ordered
by the Court, by a written warrant with the statainef reasons which is submitted prior to the
commencement of the search to the person to behsshor whose premises are to be searched.
The police authorities may without a search waresnat without witnesses carry out a search of a
person when executing a warrant for compulsory afgee or to deprive of liberty if there is a
suspicion that person is in possession of offengigapons or tools for an attack, or if there is
suspicion that he will throw away, hide or destilog objects which need to be seized as evidence
in the criminal proceedings. When conducting adearithout warrant, the police authorities are
bound to submit immediately a record of the searhhe investigative judge, and if the
proceedings are not yet pending — to the compeitdblic prosecutor.

348. Article 80 of CPC stipulates that if in the coutdesearch of a dwelling or a person objects
are found unrelated to the criminal offence for eththe search was ordered, but indicating the
commission of another criminal offence subject tble prosecution, they shall be noted in the
record and temporarily seized, and a receipt oruseishall be issued immediately. The public
prosecutor shall be informed immediately thereaf flle purpose of institution of criminal

0 During the previous evaluation round, this wassjiie only for offences carrying a penalty of médran 10
years of imprisonment.
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proceedings. These objects shall be returned inateddiif the public prosecutor determines that
there are no grounds to institute criminal procegsliand if no other legal ground for the seizure
of these objects exists.

349. For organised crime offences, on the basis oflar664k CPC, the public prosecutor may
request the competent state authority, bank orm dthancial institution to conduct the audit of
management of a person and to deliver the docutiemtand data that may be used as evidence
about the criminal offence or property acquiredwetl as information on suspicious financial
transactions.

350. As indicated above, for specific ML and FT forms\aell as other applicable criminal
offences, the Law on Seizure and confiscation efptoceeds of crime is applicable and contains
provisions regulating the procedures for conducfingncial investigations against the owner
when reasonable grounds exist to suspect thatenptsdsesses considerable assets deriving from
a criminal offence (article 15). Such investigatioare initiated at the order of the public
prosecutor and evidence is collected by the Fimédncvestigation unit (within the Ministry of
Internal Affairs) at the request of the public mostor or ex officio. The law sets forth the
procedures for searches of apartment and otheriggerof the owner and other persons (article
18), the obligations of the government and othehaities, organisations and public services
when conducting inspections and gathering of ewidggrticle 19). The public prosecutor may
order banking and other financial institutionsransmit to the Financial investigation unit data on
the status of the owner’s businesses and privatuats and safety deposit boxes (article 20). The
law explicitly provides that the inspection andnsmission of documents may not be denied on
the grounds of business, official, state and/oitani secret.

Powers to take witnesses’ statements (c.28.2)

351. The competent authorities in Serbia have the poteessimmon persons and take witnesses
statements for use in investigations and prosecsitcd ML, FT, and other underlying predicate
offences, or in related actions (See CPC, Arti@es, 226, 243, 251 and for organised crime :
504d, 504e and following). In organised crime casegements collected by the public prosecutor
during the pre-investigative proceedings may bel @seevidence in the criminal proceedings, but
the verdict cannot be based solely on them.

Recommendation 30 (law enforcement and prosecusenvice)
Adequacy of resources of law enforcement and ofidL/CFT investigative or prosecutorial
agencies (c.30.1); Integrity of competent authesiti(c.30.2); Training for competent authorities

(c.30.3); Additional element — training and eduoatfor judges (c.30.4)

Prosecution Service

352. The organisation of the Prosecution Service, ad a®lthe requirements for human,
technical and financial resources are set fortthénLaw on Public Prosecution of SefbiéPP)
and the Law on the Organisation and Jurisdictioilo¥ernment Authorities in Suppression of
Organised Crime. A new Law on Public Prosecutios adopted in 2008, however its entry into
force was planned as of 1 January 2010, thus th&u@ion team was unable to take it into
consideration in the context of this evaluaffooth the Constitution (article 156) and the Law
on Public Prosecution set out the independendeedPtosecution Service.

353. The Republic Public Prosecutor's Office has esthlelil Departments for Combating
Corruption and Money Laundering in District Publcosecutor’'s Offices in Belgrade (5 deputy

MRS Official Gazette No. 63/01, 42/02, 39/03, 482061/05, 46/06, 106/06.
"2 RS Official Gazette No. 116/08 of 27 December 2@08nter into force as of January 2010.
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public prosecutors), Novi Sad (3 deputy public pmgors), Nis (5 deputy public prosecutors)
and Kragujevac (3 deputy public prosecutors). Thieggrtments deal with corruption crimes and
other economic crimes connected with corruption amwhey laundering, whereas the Republic
Public Prosecutor’'s Office deals with corruptiorimas and economic crimes connected with
corruption and money laundering involving stateaidis, as well as cases of interest to the wider
public. Twenty one deputy prosecutors work in trep&rtments for Combating Corruption and
Money Laundering: 5 in the Republic Prosecutor'didcef 5 deputy public prosecutors in
Belgrade, 3 in Novi Sad, 5 in Nis and 3 in KragajevThe Special Prosecutor’'s Office for
Organised Crime counts 14 deputy prosecutors atep8ty prosecutor assistants. The authorities
indicated that all of them had specific expertiad axperience in the field of organised crime and
corruption and/or money laundering.

354, It is however to be noted in this context that salvanternational reports, while
acknowledging that the authorities have made ps3grie reforming the legal framework
regarding the judiciary in Serbia, which is now line with relevant European standards,
expressed concerns about some of the provisionghwhiere considered as opening up
possibilities for undesired political pressure avtdch could weaken judicial independence, (eg.
provisions for re-election of public prosecutors).

355. The Law on the Organisation and Jurisdiction of &awment Authorities in Suppression of
Organised Crime sets out the criteria applicabtettie organisation of the Special Prosecutor’s
Office for Suppression of Organised Crime. Thigoaffis headed by a Special Prosecutor, who is
appointed by the Republic Public Prosecutor formantof 2 years which may be renewed.
Dismissal can be done before expiry of this ternorRo appointment of the Special Prosecutor,
the Republic Public Prosecutor shall first issudeaision on seconding such a person to this
Office which requires the written consent of thespa and may not exceed two years (article 5).
The Republic Public Prosecutor may also secondhviiig a recommendation of the Special
Prosecutor, a public prosecutor or deputy publisecutor to the Office. Such secondments
cannot exceed 9 months and may be extended witwiitten consent of the seconded person
(article 8). Furthermore, if required, the Sped?absecutor can request a government body or
organisation to temporarily assign expert stathi Office, and such secondments cannot exceed
1 year (article 9). The law also sets out speqifiovisions for vetting and financial status
procedures and declaration of assets (articlergggrding maximum salaries (which should not
higher than two times the salary received in thevious position) and other employment rights
(articles 18-19) and that the Ministry of Justi¢®ls provide adequate premises and technical
facilities.

356. The provisions of this law on these aspects arftedran very brief terms and the assessment
team could see a number of potential issues oferascin this respect, which may be arising
from:

- the absence of criteria for the dismissal of thecgd Prosecutor by the Republic Public
Prosecutor before the expiry of his/her term (brtt);

- the short terms of secondment of the Special Pobsg@ years, though renewable), and
prosecutor or deputy public prosecutors (9 monémewable), compared with the usual
length of proceedings in organised crime casegléete ML cases (articles 5 and 8)

- the absence of the consent of the public prosexwatodeputy public prosecutors for the
secondment to the Special Prosecutor’'s Office (ahé/ extension of the secondment
explicitly requires the prosecutor’'s consent) (etiB)

- the lack of specific qualifications and experieneguirements for all these persons.

3 See reports of the European Commission for Derogdtarough Law of the Council of Europe as wellods
the European Commission.
93



357. Serbia has adopted a Law on initial training ofges, prosecutors and deputy public
prosecutoré in 2006, which started being applied as of 1 M&®@a7. Training is voluntary, with
the exception of certain forms which are specifssdmandatory by law or by a decision of the
High Judicial Council in cases of change of sgdigton, important changes in the regulations or
new working technigues. The Judicial Training Cerndrganises the implementation of training
programmes for magistrates and employees of theigmg. In the course of 2007, the Judicial
Training Centre included in its regular programn dhe training of judges and prosecutors on
anti-corruption, ML and organised crime aspecte Tentre’'s Working Group for Criminal Law
and Working Group for Prosecutor developed a speciaiculum on the fight against money
laundering.

358. The authorities indicated that several seminarg@wenducted and enabled to train judges and
prosecutors from the municipal and district couBsipreme Court, the Republic Prosecutor’s
Office, the Special Prosecutor’'s Office for suppi@s of organised crime. A number of these
seminars were organised with the support of intewnal donors (e.g. Council of Europe, OSCE,
Germany, Italy, US Department of Justice). The autiles provided the following information on
organised seminars :

* In 2005: 4 one-day seminars on special investigadistivities and the use of evidence (34
participants); 18 seminars on anti-corruption mess(476 participants)

In 2006: 18 seminars organised on measures torfigiiey laundering (543 participants),
3 two days seminars on organised crime, money kumgl and corruption (97
participants).

* In 2007: 11 seminars on investigation and investigaactivities in the fight against
money laundering (292 participants), 8 seminarspecial investigative activities and
the use of evidence on corruption (278 participar@sseminars on investigation and
investigative activities in the fight against morlayndering — the relation between the
prosecution and the police (281 participants);rBisars on challenges and best practices
in the fight against money laundering (172 partois), 12 seminars on criminal
offences of money laundering (351 participants$ehinars on fight against organised
crime, corruption and money laundering (132 pgptots)

In 2008: 7 seminars on money laundering and thenfimg of terrorism; 5 seminars on
financial investigations.

Police

359. The organisation of the Police, as well as theireqments for human, technical and financial
resources are set forth in the Law on Police adbpte14 November 2005. Within the General
Police Directorate, the Criminal Police Directoregeesponsible for criminal investigations. The
organigramme is set out in Annex IV. The Directbtle Police Directorate is appointed by the
Government for a term of five years, upon recommaéind of the Minister of Interior.

360. The organisation of the Police Directorate encompagrganisational units in the City of
Belgrade, regional law enforcement departmentspatide stations. Basically ML falls within the
remit of the Criminal Investigation Department k@adquarters level and within the 27 regional
police directorates). Within this Department, anffigant role is performed by the Service against
Organised Crime. ML and FT when having elementsrganised crime, fall within the remit of
the Section for combating money laundering whiclpast of the Department for combating
organised financial crime of the Service. This Bechas 9 posts allocated, while at the time of
the on-site visit, only 6 were occupied. Each & #7 regional police units includes a specialised
section for financial crime suppression. These Hzen allocated 851 work places, out of which
595 work places were filled.

"4 RS Official Gazette No. 46/06.
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361. As regards the Service against Organised Crime, dlaeon the Organisation and Jurisdiction
of Government Authorities in Suppression of Orgadi€rime contains only article 10 setting out
that the Minister of Interior shall appoint and rdiss the Head of the Service following the
opinion of the Special Prosecutor. The Servicel sitdlupon requests of the Special Prosecutor’s
Office. This article is drafted in very generalner and does not articulate clearly enough the
relationship between the Special Service and trexi8pProsecutor’s Office. The law does not
include any specific provisions on the appointmdigimnissal, or professional qualifications of the
staff of the Service against Organised Crime. Agtit6 covers regarding vetting and financial
status procedures and declaration of assets ingd¢aams.

362. As regards the Financial Investigation Unit estdi®@d within the Ministry of Interior pursuant
to the Law on Seizure and Confiscation of the Redsefrom Crime, at the time of the on-site
visit, the Minister had not yet adopted the semamtt on the internal organisation and job
classification of the Unit, nor assigned the Heatait. It was not possible to assess whether the
plans underway would enable to adequately structunel and staff this new unit.

363. According to the Law on Police, employment is pbiieid for persons convicted for any
offence subject to public prosecution, sentenceal hon suspended term of imprisonment higher
than 3 months, or whose employment with a governahesgency or public authority was
terminated due to a serious professional breaditléarl10). There are specific requirements
foreseen in the law, regarding educational backugotraining, vetting procedures and security
checks as well as provisions for external and ivaleoversight. Police officers are forbidden to
engage in private business or professional a@siind this is a ground for immediate termination
of employment. The Police has also a Code of Etsilnse 2006. Disclosure of information to
unauthorised persons constitutes a serious vialaifoduty which may be sanctions by a) fine
(30-50% of salary) for 1-3 months; b) suspensiorp@motion for a period of 6 months to 2
years; c) transfer to another job position for aqueof 6 months to 2 years; d) dismissal.

364. The police receives basic training at the Policadamy and additional specialised training is
being provided by international organisations onadrnoc basis. The evaluation team received
only the information on training undertaken by #taff of the Service against Organised Crime,
which included:

* In 2005: one 4 days seminar on combating ML and(FPparticipants), one 2 days
seminar on fighting corruption and ML (7 participgfp one 2 days seminar on
combating ML (6 participants)

* In 2006: one 5 days seminar on combating moneydiatmg

. In 2007: 1 conference on ML, search, seizure otg@eds from crime related to illicit
drug trafficking (4 participants) and one interpaal training on countering FT (1
participant)

* In 2009: one 6 days seminar on ML and organisedecmvestigations (8 participants)

Tax Police

365. Considering the information received both prior ading the visit, the evaluation team was
unable to form a conclusion on the structure anelqadcy of financial, human and technical
resources, as well as the requirements regardwfggwional standards, integrity and skills of the
Tax Police.

RS Official Gazette No. 92/06
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Security Information Agency

366. As regards the Security Information Agency, theleaton team was informed that special
departments were established within the Countefligence Administration to carry out
operational and security activities on counteractierrorism and international organised crime,
along with the appropriate organisational unitBii's territorial centres. No information was
given on the operational independence of investigaitaff, on the number of staff (overall and
specifically devoted to ML and FT), budgetary imf@tion and nature of cases undertaken as
these are considered confidential. Representatitated that they believe their human and
technical resources be sufficient to fully and@éintly conduct their tasks. The BIA has its own
Educational and Research Centre, which provides bserative and specialist professional
training courses for staff working on counterindemational organised crime and terrorism
however there was no information available on egstraining available or conducted since the
last evaluation visit.

Applicable for all prosecution and law enforcemaggncies

367. In conclusion, the current legal framework doesead number of questions regarding the
operational autonomy and independence of the putisecservice to ensure freedom from undue
influence or interference. Furthermore, there ismofor improvement of the existing legal
framework applicable to law enforcement and prosecuto ensure that they are required to
maintain high professional standards, includinghhiigegrity, and be appropriately skilled. The
evaluation team was informed that there were a murob pending procedures for corruption
offences against judges, courts’ experts, highirgngolice officers, tax administration officials.
Anecdotal evidence (international reports, surveysss releases) indicates that individual and
political corruption within the police and judiciacontinues to remain a serious issue of concern,
despite increasing efforts taken by the Serbiarmaities to investigate and bring criminal
charges or to apply disciplinary sanctions agapmdice officers (primarily for abuse of office,
bribery and other crimes). Such efforts should tnsyed and sustained.

368. As regards human and technical resources, the ati@uteam noted with concern that the
judicial system and specialised law enforcemenvices as a whole experienced a heavy
workload - some of them due to the lack of suffitibuman resources (unoccupied posts, high
turnover) and lacked sufficient technical (premjsegquipment etc) resources, to fully and
effectively perform their functions.

369. As regards all relevant institutions and state é&sdithe National AML/CFT Strategy
highlights the absence of a comprehensive traioumgiculum on ML/FT and that training was
organised on a case by case basis, reduced teeticabseminars. It affirms the intention of the
authorities to institutionalise training followiregneeds analysis of existing professional training.
It also requires that the relevant bodies, inclgdine Ministry of Interior, Public Prosecutor’s
Office, Tax Administration, courts should appoinstructors responsible for professional training
on AML/CFT issues, financial investigations and fceeation of proceeds.

370. The number of trainings undertaken for the prosenutnd judges as of 2007 appears to be
impressive, however all representatives with whbmevaluation team met stressed the need for
additional practical training tailored to the sgiecsituation of criminality in Serbia and covering
the existing legal requirements. This is partidylaelevant considering the new legislation
recently adopted. The specialised training avadldok the police is clearly insufficient. The
recommendations already formulated in the Nati@tshtegy remain applicable and should be
implemented speedily.
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Effectiveness

371. Statistics on results from the Ministry of Interiand prosecution’s activities (preliminary
investigations, criminal reports, charges brougfairast offenders) are included under Section 1.2
(General Situation of Money Laundering and Finagah Terrorism) and 2.1 (Criminalisation of
Money Laundering) of the report.

372. No statistics were received from the Tax Policee National AML/CFT Strategy includes
some statistics concerning criminal reports sulgaitvithin its competence and amounts of illegal
proceeds involved:

e From October 2003 to October 2006: the Tax Polidemstted 3572 criminal reports,
involving damage to the State Budget of RSD 26.431&636, 00.

* From October 2003 to September 2006, the Tax Pslibenitted a total of six criminal
reports concerning the criminal offence of tax éagn relation to the ML offence.

373. The legal framework for investigation and prosemutiof ML and FT offences and for
confiscation and freezing is undoubtedly complexespbnsibilities of prosecutors and law
enforcement agencies are covered in a variety tsf #tat is not only in the criminal legislation
but also in the Law on organisation and jurisdictad government authorities in suppression of
organised crime and the recently adopted Law omuBeiand confiscation of the proceeds of
crime.

374. Though understanding the authorities’ intentiomarget organised crime through specific sets
of rules, calling for a differentiated approach ahd establishment of specialised services, the
evaluation team has concerns over the merits dtioge a two tier system for investigation,
prosecution and adjudication of the ML/FT offencas the jurisdiction and competencies of law
enforcement actors in the investigative and crifnmacess such offences is differentiated based
on the existence of an element of organised cnmith, an additional concern as explained above
regarding the definition of organised criminal wityi. Furthermore, this may in practice lead to
ML/FT offences being given special attention onlgem a connection with organised crime is
established.

375. Leaving aside the concerns regarding potentiakglictional issues in concrete cases, the
current provisions of the Law on organisation andsgiction of government authorities in
suppression of organised crime setting out theioelship between the various law enforcement
bodies and the specialised services (police, pubee) appear to envisage only for a one-way
relationship (eg. article 11) and do not provide & comprehensive framework to ensure
functional co-operation and communication betweemmetent authorities. The framework for
cooperation with the newly established Financialebtigation Unit (within the Ministry of
Interior) still remained to be defined, probahtythe context of the bylaws to be adopted under
article 64 of the law, as the law itself was agagry brief on the matter.

376. The collection of evidence was one of the maindsstaised during meetings, some of the
persons met on-site highlighting the division ofmpmtencies between the prosecutors,
investigating judges and police in the collectidnegidence which led in practice to delays in
criminal proceedings and practical problems of peration in this context.

377. While looking at law enforcement authorities’ aatiand comparing the overall number of
criminal reports and respective charges broughihagariminals in ML cases with the number of
predicate offences committed (see statistics arctsire of predicate offences in Section 1.2), the
results are low, though to a certain extent enginga While the relevant authorities are
designated with ML and FT investigative authoritge evaluation team’s perception of the
situation was a lack of focus on ML investigatioasd in the cases where ML investigations were
being pursued, their effectiveness can be questionben seeing this in perspective with the
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prosecution’s action and results. While in 2008, aful3 criminal reports, charges were initiated
in only 2 cases (15%), in 2007 out of 28 crimirgbarts, charges were initiated in only 5 cases
(17%) with a net increase in 2008, as 12 cases prexecuted out of 26 criminal reports (46%).
It is unknown how many of these cases had an agdrdrime element.

378. It has to be pointed out nevertheless that theopsrsnet during the on-site visit expressed
their willingness to deploy efforts to prove the Miffence, though both law enforcement and
prosecutors admitted that staff lacked the necgdaaancial expertise and knowledge to deal
with certain complex cases. They indicated thagrothey felt more secure to qualify the offence
as abuse of office, as it was easier to collectentbe evidence required to establish the offence
compared with investigations into ML and other fingl crimes which can be highly complex.
The issue of insufficient human resources and lEckecessary expertise also impacts on the
authorities’ capacities to make full use of theivastigative powers. This might explain the
figures above.

379. There is no effectiveness as regards the activitiehe Financial Investigation Unit which
was to be established within the Ministry of Ineerunder the Law on Seizure and Confiscation of
the Proceeds from Crime, as this unit was not dioeia at the time of the visit.

2.6.2 Recommendations and comments

380. The Serbian authorities should:
Recommendation 27

* Analyse the current legal framework and take lagjigé or other measures in order to
establish an effective and functional cooperatioommunication and coordination
mechanisms between competent law enforcement askqition services responsible
for investigating and prosecuting ML, FT and undied predicate offences;

* Review the current situation in the light of theesific concerns raised in respect of
practical implementation problems related to paténjurisdictional issues, to the
gathering of evidence in ML/FT investigations aa#et necessary measures to address
these concerns and prevent risks of unnecessaligatign of efforts;

 Take measures to increase the numbers and effieetiseof ML investigations, such as
establishing through inter-agency meetings of amfoent authorities a concerted
programme for increasing the focus on ML investa&, placing an emphasis on a
more systematic recourse to financial investigatigmoviding guidance particularly on
procedures and requirements set out under the remolyted legislation;

*  Pursue and sustain current efforts to eliminateugbion within the police and judiciary
to ensure that they do not impede law enforcemathioaities’ action;

e Consideration should be given to amend the exispngvisions so as to provide
competent authorities with the legal basis to useide range of special investigative
techniques when conducting ML or FT and underlyredicate offences;

» Consideration should be given to use mechanismh sgcpermanent or temporary
groups specialised in investigating the proceedsiofe

»  Consider conducting joint reviews of ML and FT neth, techniques and trends with
law enforcement bodies, the APML and other comgedethorities on a regular inter-
agency basis and disseminating the results of Iwebws.
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Recommendation 28

* Investigation and prosecution bodies should be ises$ to the importance of the

financial aspects in ML, TF and proceed-generatages and to the full use of their
powers in the context of such investigation withviaw to obtaining the necessary
financial documents and information.

Recommendation 30

* Review the existing legal framework and amendnitthie light of the issues of concern
highlighted in the report, to ensure that adequede@irements are set out clearly for law
enforcement and prosecution services, includingiapsed services, enabling them to
maintain high professional standards, includinghhigtegrity and that the staff are
appropriately skilled;

 Review the Tax Police’s structure and adequacyimdintial, human and technical
resources, as well as the requirements regardiofggmional standards, integrity and
skills;

« Take all necessary legislative and other measuce<erisure that the Financial
Investigation Unit within the Ministry of Interiais adequately structured, funded and
staffed in order to become operational as soorossilpe;

* Additional resources (human, premises, equipmea},should be allocated to the over-
worked public prosecutor and police services s they can fully and effectively
performs their functions;

» Consistent with a more proactive approach to tlieatien and exposure of the various
forms of ML, take measures to ensure a greateriasation of police officers,
prosecutors and judges in financial crime and Miesaand improve prosecutorial
AML/CFT expertise. The recommendations formulated the National Strategy
regarding training should be implemented speedily.

2.6.3 Compliance with FATF Recommendations
Rating Summary of factors relevant to s.2.6 underlying ovall rating
R.27 PC e The legal framework designating law enforcement haiities’
competences and powers raises a number of issuels ivipact on the
proper investigation of ML/FT offences;
» Corruption impacts on the proper investigation &f/MI' offences;
» Effectiveness concerns (law enforcement resuligpetion problems,
new structure not operational)
R.28 LC » Limited effectiveness (insufficiency of resourcegpact on capacity tp

implement investigative powers, insufficient attent paid to ML
aspects and financial investigations, concernsgards the obtaining
of necessary information for use in ML/FT investigas).
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2.7 Cross Border Declaration or Disclosure (SR.1X)

2.7.1 Description and analysis

Special Recommendation IX
Legal Framework

381. The requirements for cross-border transportation caofrency and bearer negotiable
instruments at the time of the visit were set outhie Law on Foreign Exchange Operations, the
anti-money laundering legislation and the NatidBahk Decision on the conditions for effecting
personal and physical transfers of means of payrneeand from abroad (2006 as amended in
2009).

382. According to the Law on Foreign Exchange Operatidthe National Bank of Serbia is the
regulatory authority for setting out the conditidos personal and physical transfers of means of
payment - cash in local and foreign currency, clkegand material securities — from and to
(article 31) and the Customs authorities are resiptan for the supervision of the import and
export of cash, cheques and securities acrossdiueb(article 47). The Customs Law (2003)
regulates inter alia the rights, obligations anav@is of the Customs authorities in the customs
procedure.

383. New requirements were introduced with the new AMEIClaw (Section VI) adopted in
March 2009 which set out the framework for the oainof the cross-border transportation of
physically transferable payment instruments (aatid7-70). However, these provisions were not
in force at the time of the on-site visit, as thw Iprovided that they would start being applicable
six months later (i.e. September 2009). Until therticle 9 of the Law on the Prevention of
Money Laundering remains in force.

Mechanisms to monitor cross-border physical tramgimn of currency (c.IX.1)

384. The AML/CFT law has introduced a declaration systeawever, this system was not in force
and effect at the time of the on-site VisitUntil the entry into force of those provisionket
system applicable is regulated through the NBS $eti which establishes the conditions
applicable to the import and export of currency aedurities for residents and non resident
natural persons and banks.

385. As regards the physical transportation of Dinagsident and non resident natural persons can
bring in and take out Dinars up to the equivaleénit@000 Euros. Larger amounts can only be
brought in if they have been purchased in a fordignk, such evidence being required to be
submitted to the Customs upon entry in Serbia.

386. As regards the physical transportation of foreigshcand cheques
* Resident natural persons can bring freely foremshanto Serbia and are required to declare to
the customs any amount of foreign cash that excéeelsthreshold. Non resident natural

® The declaration system introduced in the AML/CRW I(article 67) and which shall be implemented from
September 2009 has the following characteristiasy aatural person making a physical cross border
transportation of physically transferable paymestriuments (defined as cash, cheques, promissdeg amd
other physically transferable instruments of paynikat are in bearer form) that are of a value@DQ0 Euros
or more either in RDS or foreign currency shallldexit to the competent customs body. Article Bjlgnd (6)
of the AML/CFT Law sets out in detail the data sogrovided when making such declarations.
" The threshold was successively 2000 Euros, théd &uros, and as of June 2008, it was increasé@,a00
Euros
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persons can bring foreign cash without any regtristprovided that they declare to the customs
any amount that exceeds 10,000 Euros.

* Resident natural persons can take out foreign oastheques abroad only in amounts below
10,000 Euros. Higher amounts can be taken out lmadgd on evidence of emigration to another
country. Non resident natural persons can takehmlter amounts of foreign cash only if the
following conditions are complied with:

a) they have declared such amounts upon entrySatbia and hold a certificate of bringing

foreign cash into the Republic issued and certifigdhe Customs authority

b) if the foreign currency was withdrawn from adign currency account or passbook in
Serbia, based on a certificate issued by the bank

c) if the foreign currency was purchased by sellmgars through the use of a payment card in
Serbia, based on a certificate issued by an exehaffige

387. As regards the physical transportation of secuyitieremains unclear whether all persons
making a physical cross border transportation ofigtes that exceed the threshold are required
to submit a declaration to the Customs authorities.

388. The current declaration system does not ensure dlatpersons making a physical
transportation of currency and bearer negotialderuments of a value exceeding the prescribed
threshold are required to submit a declaratiom¢éoQustoms authorities.

Request information on origin and use of currenciX(2)

389. The Customs authority have the authority to collead dispose of all information necessary
to administer a procedure and to take special meadn order to detect and prevent customs
offences, economic frauds and criminal offencesicar 259, Customs Law). They have the
authority to ask passengers on amounts declaretbaretify the information and documentation
available.

390. Article 285 of the Customs Law also provides thdiew a customs officer has reasonable
grounds to believe that the person has refrainech fgiving information or has made a false
declaration while answering his questions or whka persons has concealed any goods
(including cash) whose import/export is prohibitdte customs officer is entitled to search that
person, subject to the agreement of his autholiseananager.

391. The Customs officers make a record on the commifézhce (time, place where the offence
was committed, amount of illegally transferred amtpwffender's data, name of the customs
officer) and transfer it to the Foreign Exchangspkctorate for further processing. A separate
statement is also taken which includes additionfdrimation such as the origin of the foreign
currency, Dinars and traveller's cheques and irgdnge of those resources along with any other
relevant circumstances.

Restraint of currency (c. 1X.3)

392. The Customs authority have the power to temporssdyze domestic currency, foreign
currency, cheques exceeding the threshold andisesuvhich have been brought in Serbia or
taken out in breach of the regulation and shallasa certificate (Item 14 NBS Decision). The
Customs authorities may only restrain the amouavalhe threshold®

Retention of information of currency and identifioa data by authorities when appropriate (c.1X.4)

8 The new requirements under the AML/CFT law (a€tié(2)) provide that the competent customs boayl sh
temporarily detain the currency or bearer negadiabstruments that have not been declared and idépem
into the account of the National Bank of Serbia Bndases of suspicion of ML/FT, they are ablectmporarily
detain them, regardless of the amount.
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393. The authorities told the evaluation team that thest@ms authorities record and later on
forward to the competent authorities informationtbe amount of currency or bearer negotiable
instruments declared or otherwise detected andnfoemation of the person in cases when the
disclosure exceeds the prescribed threshold and tiieee is a false disclosur@.

394. However the evaluation team has not been providddtie details of the specific provisions
which require the Customs to retain informationtlo@ amount of currency or bearer negotiable
instruments declared or detected and on the ideatidn data of the persons, or with information
about the length of time during which such inforimatwould be retained. Furthermore no
information was received on the technical capamfit§ustoms to store such information.

Access of information to FIU (c.1X.5)
395. Article 9 of the AML Law provides that the Customsthorities shall provide the FIU with

the data on each cross-border physical transfdimérs, foreign cash, cheques and securities
exceeding the threshoWithin three days after the transfer at the laf8st

Table 20. Data received by the FIU - Cross bordengrency transfers

YEAR NUMBER OF REPORTS

2002 685

2003 18697

2004 13299

2005 21574

2006 29648

2007 12853

2008 5926

396. The authorities indicated that the drastic tremthie reduction of reports from 2006 to 2007
and then from 2007 to 2008 could be explained bynarease use of bank transfers by natural
persons, as well as by the fact that the repothingshold was twice increased in 2006, pursuant
to a decision of the National Bank (at first thecammt of 2000 EUR was increased to 5000 EUR
and subsequently to 10.000 EUR).

Domestic co-operation between Customs, Immigratimhrelated authorities (c.IX.6)

397. The authorities indicated that co-operation atamati level is based on mutual exchange
requests for assistance. The agreement on intdgbateler management was signed in February
2009 which provides that signatories of the agregrsleall cooperate by exchanging information,
providing mutual technical assistance, and mutsalaf equipment.

398. Two representatives of the Customs authorities arembers of the Standing coordination
Group for monitoring the implementation of the natil AML/CFT strategy established in April
2009 (for further details see Recommendation Jhisfreport).

9 Under the new requirements, the Customs authestiall keep records with information on the amsamid
identification data for declarations which excelee prescribed threshold as well as when theresisspicion of
ML or FT, in cases of cross-border transportatibpayment instruments in amounts lower than 10,80fbs
(article 69(2), article 81(5) and (6) of the AML/TREaw). Such data shall be kept for at least 10s/&@m the
date in which it was obtained (article 78 of the &IFT Law).

8 Under the new requirements, the FIU shall recéioe the Customs authorities within three days daea
collected regarding each declared and non-decjaingsical cross border transportation of paymerntunsents
as well as the data collected in cases of crossebdransportation of payment instruments belowttineshold
when there are reasons for suspicion of ML or Kiidla 70 of the AML/CFT Law).

102



399. The information received did not enable the evabaaieam to conclude that there is adequate
co-ordination among customs, immigration and ott@npetent authorities on issues related to
the implementation of Special Recommendation IX.

International co-operation between competent adtles relating to cross-border physical
transportation of currency (c.1X.7)

400. The legislation provides that customs officers @thange information on importation,
exportation or transit of goods and can conductueies on behalf of other customs
administration (by means of request) in cases wtiereequesting authority has either initiated a
criminal investigation or has established a fatdtesl to a customs offence(article 259 Customs
Law).

401. Such co-operation is based on bilateral agreemeshish are a prerequisite for co-operation,
and in the absence of such agreements, co-openationbe carried out through diplomatic
channels (Ministry of Foreign Affairs).

402. The Customs administration also co-operates witierotountries through the liaison officers
of the SECI Centre (Southeast European Co-operhtitrative) which brings together police and
customs authorities from 13 member countries irti8zast Europe.

403. The authorities indicated that the requests foharge of information and co-operation had
increased in the past two years. There were n@ cdsmoperation which related to ML or FT.

Sanctions for making false declarations/disclosegsplying ¢.17.1-17.4, c.1X.8)

404. The Law on Foreign Exchange Operations sets ousdhetions for non compliance with the
NBS decision. Accordingly, resident and non redidextural persons shall be fined from 500 to
50,000 RSD (article 62(12) and 63(10)). In additiora fine, protective measures of seizing the
items used or intended for the perpetration of affence, or a part of them, shall also be
pronounced. The Foreign Currency Inspectorate ligpedent to run minor offence proceedings,
upon information received from the Customs authesit

405. The following data was provided by the Customs attitiles:

Table 21. Data held by Customs authorities on forgn currency minor offences - Cross-border
transportation of effective foreign currency

YEAR NUMBER OF CASES AMOUNT (EUROS)
2005 830 4,250,511 EUR
2006 633 4,493,797 EUR
2007 257 2,745,933 EUR
2008 169 1,974,375 EUR
2009 (up to 28.04.2009) 18 1,310,348 EUR

Table 22. Data held by Customs authorities
on submitted reports in relation to foreign currengy offences exceeding 10, 000 Euros

YEAR NUMBER OF REPORTS AMOUNT (EUROS)
2002 75 1 443 059
2003 87 1 895 754
2004 95 5316 260
2005 83 1 480 956
2006 60 1473 166
(up to 31.10.2006)
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Table 23. Data on revealed foreign currencies

2006/ total number of cases — 523

D.00

EURO $ CHF HUF SEK HRK SIT LEI GBP
3,351,542.00 47,260.00 16,870.p0 3,442,400.00 8&)900121,400.00 618,750.00 184,000,000.00 1,80
2007/ total number of cases — 243
EURO CHF HUF
2,289,178.00 14,180.00 20,490.00 6,920,000.00
2008/ total number of cases — 177
EURO $ CHF TRL ALL
2,341,521.0Q 95,760.00 7,000.00 2,000.00 4,30000d0.
406. The statutory sanctions, even those newly introdusich are not yet into for€e are

considered to be very low and not dissuasive. Mauation team has

proportionate.

received statistics on
applied fines as a result of breaches of crossdoqulysical transportation of currency legislation
only after the visit. The authorities have thus demonstrated that sanctions are effective and

Table 24. Fines imposed on illegal export or impordof RSD and foreign currency

YEAR NUMBER OF | AMOUNT OF | AMOUNT OF | FINE IMPOSED
CASES CASH SEIZED | CASH

(RESTRAINED) | CONFISCATED

in EUR In EUR In RDS
2005 792 3..935.947,00 1.464.996,00 2.295.850,00
2006 599 3.833.000,00 949.877,00 1.885.150,00
2007 250 2.346.902,00 333.516, 00 939.600,00
2008 159 1.831.470,00 242.919,00 548.500,00
2009 52 1.052.000,0( 10.600,00 93.000,00

Sanctions for cross-border physical transportatmincurrency for purposes of ML or FT (applying

€.17.1-17.4, c.1X.9)

407.

There are no specific sanctions, other than thesaildd in 1X.8, applicable for cross-border

physical transportation of payment instrumentstligr purposes of ML or FT. Criminal sanctions
set forth in the criminal legislation, as discusgee@arlier sections of this report, are availabole
deal with natural persons that fail to comply withIL/CFT requirements.

Confiscation of currency related to ML/FT (applyiog.1-3.6, c.IX.10) and pursuant to UNSCRs
(applying c.111.1-111.10, c.IX.11)

408.

Customs officers can temporarily seize goods amiduof a person suspected of being

knowingly involved in the importation or who intezdito export the goods or participated in the
exportation of such goods in violation of the Iégfion (article 259, Customs Law). If in the

course of the examination and the search they @maavdeclared currency above the threshold,
they have the power to temporary detain it witrarlty.

8L Article 90 of the AML/CFT law sets out the sanaowhich shall apply for false or incomplete deafmns

Failure to declare shall be punished for minor rége with a fine from RSD 5,000 to 50,000 while deations
which do not contain all required data shall beigtued with a fine from RSD 500 to 50,000.
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409. The freezing requirements envisaged by Special iRemndation Ill are not available in the
case of persons who are carrying out a physicalseborder transportation of currency or bearer
negotiable instruments that are related to tefrdimancing. The Customs authorities are not
competent for any FT related matters and as suahdwaall upon the cooperation of other law
enforcement authorities in such cases.

Notification of foreign agency of unusual movenwmrecious metal and stones (C.1X.12)

410. The evaluation team has not identified any formdigations in the legislation which would
require the Customs administration to notify theefgn counterparts in cases of unusual cross-
border movement of gold, precious metals or precistones. The authorities advised that such
co-operation would be undertaken on the basislafdoal agreements.

Safeguards for proper use of information (c.1X.13)

411. The authorities indicated that there are no pdeicuecords kept by the Customs
administration, with the exception of records dEéadeclarations which are transferred to the
competent state authorities for action. The autiesradvised that the number of employees who
have access to these records is limited.

Additional elements — Implementation of SR.IX BHestctices (c.1X.14) & Computerisation of
databases and accessibility to competent auther{td X.15)

412. Some of the elements of the Best Practices Papén gidace, such as inspections of a person,
baggage or mode of transport, profiling of passengtreshold limit, and international co-
operation.

Recommendation 30 (Customs authorities)

413. The Customs Administration is an integral part loé Ministry of Finance. The Customs
authorities advised that they had a certain letéhaependence in the performance and decision
making within the legal framework. Its budget in020amounted to 5 656 869 000 RSD. Income
collected on the basis of customs fines and sdlesistoms hoods is included in the revenue
budget of the country, and 10% of the collecteedimnd value of goods are devolved to the
Customs budget (i.e. 158143000 RSD of the 20094d)dg

414. The total number of employees was 2159 employediseatime of the visit. The authorities
advised that constant training (both general amtiapsed, including language training) is being
provided to customs officers, organised annualhgl #hat the level of expertise and organisation
is very high. Co-operation with different organieat was also pursued for organising trainings
related to the fight against money laundering, fthminitial to the advanced level.

415. The information received did not enable the evabmateam to conclude that the Customs
authorities have adequate technical and other ressuo fully and effectively perform their
functions, or that they have sufficient operatiandependence and autonomy.

416. The recruitment follows the procedures set outhi@ Law on state administration and is
carried out through public competition, in accoramwith the level of qualification required,
which involves various types of tests (e.g. languagpmputer skills, psychological assessment).
The authorities indicated that on average 30% ofsiaff had a master degree, 23% bachelor
degree, 43% high school degree). The general cofi@ustoms officers is further prescribed in
the Code of conduct and the Customs law includesip provisions on preventing conflicts of
interest (article 7, 8), dealing with presents i¢dat 9). The authorities acknowledged that
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corruption is an issue of concern within the Custohdministration, and s an Internal Control
Department directly responsible to the Director &ahwas established, however no concrete
information was received on measures undertakemesudts achieved in this context.

Effectiveness

417. The authorities indicated during the meetings tratging in the country foreign currency is
free and that a receipt should be requested frostaths for amounts higher than 10.000 Euros if
passengers wished to be able to take out such asopan leaving the country. The evaluation
team was unable to obtain a copy of any type ahfopon entry into Serbia (both at a land border
checkpoint and at the airport border checkpointhds later explained that only one form existed
but it was available only for domestic citizensriiy abroad and wishing to take out of the country
amounts higher than the prescribed threshold.

418. During meetings, the authorities mentioned thatafrtbe latest seizures amounted to 350,000
Euros from a passenger travelling to South Amesicd that they have had similar cases in the
past.

419. Overall, on the basis of information received, dwaluation team remained reserved about
whether detection of cross-border movement of cusrés adequately conducted.

2.7.2 Recommendations and comments

420. The authorities should:

*  Ensure that the new requirements introduced inAthile/CFT law are speedily implemented,
that the form and content of the new declaratimc@dure are prescribed and that they are well
disseminated at the border checkpoints,

* Introduce freezing requirements envisaged by SBritl the UNSCR in the case of persons who
are carrying out a physical cross-border transportaof currency or bearer negotiable
instruments that are related to FT,

* Introduce requirements and procedures to ensuteirtheases when the Customs discover an
unusual cross-border movement of gold, precioussietr precious stones they should consider
notifying, as appropriate, the foreign competentharities from which these items originated
and/or to which they are destined, and to enalidp@@tion in such cases;

 Enhance domestic law enforcement co-operation legtwiee customs, immigration and other
competent authorities to respond to detectionstamhalyse the information collected under the
legal requirements implementing SR.IX to developlASFT intelligence.

. Increase the level of sanctions to ensure thatdheylissuasive,
e Strengthen the effectiveness of the sanctions¢owage declarations.

»  Consider maintaining the reports in a computerdaihbase, available to competent authorities
for AML/CFT purposes and establish strict safegaamensure proper use of the information
and data which is reported and recorded.

 Take measures as necessary to increase the tdatmsioarces of the Customs authorities and
provide for further additional training on the ngvmtroduced requirements as well as to provide
additional specialised training on AML/CFT issues €ustoms officials, including on detection
and recognition of serious criminal activities andvements of funds possibly related to ML/FT.
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Pursue and strengthen current efforts to prevedtediminate corruption within the Customs
administration in order to ensure that they doimptede Customs’ efficiency.

2.7.3 Compliance with Special Recommendation IX

Rating Summary of factors relevant to s.2.7 underlying ovall rating

SR.IX PC *  Current declaration system does not ensure thgeations making

a physical transportation of currency and bearegotiable
instruments of a value exceeding the prescribedstuld arg
required to submit a declaration to the Custombaiites

» The freezing requirements envisaged by SR.III andSOR
resolutions are not available in the case of persdro are carrying
out a physical cross-border transportation of cuyeor beare
negotiable instrument that are related to FT

»  Statutory sanctions are low and it is not demotedréhat they arg
effective, proportionate or dissuasive.

» Issues of effectiveness.

\1%4

3

PREVENTIVE MEASURES - FINANCIAL INSTITUTIONS

General Overview

421. The Law on the prevention of money laundering drafinancing of terrorism (hereinafter

422.

423.

AML/CFT Law) sets out the scope and basic AML/CHiligations for financial institutions. The
law was adopted shortly before the on-site vis@ farch 2009) and entered into force on 27
March 200% repealing the 2005 Law on the prevention of molaemdering® (hereinafter the
previous AML Law). The regulations adopted on thsib of the previous AML Law continue to
be applied until the adoption of regulations on Iblasis of the AML/CFT law in so far that they
are not contradictory to the new provisions.

The Law is supported by several sectoral lawspufinly the Law on Banks (2005), the Law
on Securities and Other Financial Instruments Ma(R806Y*, the Law on Insurance (2004 as
amendedy}, the Law on Voluntary Pension Funds and Pensidre®e& (2005), the Law on
Financial Leasing (2003 as amended in 2005); the Law on Foreign &xgé Operations (2002)

8 and the Law on Investment Funds (28%6fFor the purposes of the evaluation, these laws
gualify as “law or regulation” as defined in the HAMethodology.

The competent authorities within Serbia have adsoed a number of additional decisions
and books of rules (which are published in the cdfiGazette of the Republic of Serbia) to assist

8 Actions and measures under Article 6 (applicabléhe existing customers of financial institutiossjll be
applied by obligors within one year from the dafeentry into force of the law. Articles 67 to 70hadl be
applicable as of 27 September 2009 (until that tiarécle 9 of the Law on Prevention of Money Laaridg
remains applicable).

8 Official Gazette of the Republic of Serbia No. M, in force from 10 December 2005 to 27 MarcB®0
8 Official Gazette of the Republic of Serbia No.20U6.

% Official Gazette of the Republic of Serbia No.B%4, 61/2005 and 101/2007.

8 Official Gazette of the Republic of Serbia No.B%5 in force as of 1 April 2006.

87 Official Gazette of the Republic of Serbia No.BHJ3 and 61/2005.

8 Official Gazette of the Republic of Serbia No. BX06.

8 Official Gazette of the Republic of Serbia No. 2816, in force as of 11 December 2006.
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financial institutions in fulfilling their obligatins under the laws mentioned above and which
provide further details on the basic obligations.

424, The AML Book of Rule¥ is the primary act in which Serbian authoritiegéndescribed the
methodology, requirements, and actions financigtitutions are expected to undertake as part of
their obligations under the previous AML Law. Whismme of the requirements have been
replaced by the AML/CFT Law, Serbian authoritiesénindicated that financial institutions will
be required to continue implementing the procedse¢®ut in the AML Book of Rules until new
AML/CFT implementing legislation is issued.

425. The NBS has issued the following sector-specifis:ac

» Decision on Minimal Content of the KYC Procedura force on 27 June 2009) which is
applicable to banks, voluntary pension funds, mansmt companies, financial leasing
provid%Es, insurance companies, brokerage compameésagency companies and insurance
agents:

» Decision on Guidelines for assessing the risk oh@yolaundering and financing terrorism (RS
Official Gazette No. 46/2009, which came into fo&&06.2009) which is applicable to banks,
voluntary pension funds, management companies,ndiah leasing providers, insurance
companies, brokerage companies and agency comgarndgéasurance agents.

For the banking sector

«  Previous decision on KYC Procedure for Baffkén force until 27 June 2009)

»  Decision on Bank Compliance Risk (RS Official Géedlo. 86/2007, correction 89/2007),

»  Decision on Bank Supervision (RS Official Gazete51/2006),

»  Decision on Licensing of Banks (RS Official Gazét®51/2006 and 129/2007),

» Decision on Opening, Maintaining, and Closing Bafkcounts (RS Official Gazette No.
57/2004),

» Decision on Electronic Payment Transactions (RcfaffGazette No.57/2004).

» Decision on Exchange Operations (RS Official Gazdtios. 67/2006, correction 68/2006,
116/2006, 24/2007, 50/2007, 118/2007), Decisiofroreign Payment Transactions (RS Official
Gazette Nos. 24/2007, 31/2007, 41/2007, 3/2008208B), Guidelines to the Decision on
Foreign Payment Transactions and Decision on Umifdayment Instruments.

» Decision on the Supervision on Exchange Transaxt{®E Official Gazette No. 67/2006 and
118/2007)

For the insurance sector
» Decision on Internal Controls in Insurance (RS ¢¥éii Gazette No. 12/2007)
»  Decision on Licensing of Insurance (RS Official &t N0.42/2005),

For the voluntary pension funds

»  Decision on Pension Fund Supervision (RS Officiaz&te No. 27/2006),

»  Decision on Risk Control in Pension Funds (RS @fiGazette No. 27/2006), and

*  Decision on Opening, Maintaining, and Transferringividual Accounts of VPF Members (RS
Official Gazette No. 24/2008).

For the financial leasing sector
» Decision on the implementation of the provisiongh®# Financial Leasing Law relating to the
issuance of licenses and approvals (RS Officiale@aaNos. 81/2005, 60/2007).

% Official Gazette of the Republic of Serbia No.Z%6, 22/2008.
%1 Official Gazette of the Republic of Serbia No. 2839.
92 Official Gazette of the Republic of Serbia No. BI06.
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For the securities sector

426. For the securities sector, the Securities Commdséas issued the following acts:

*  Guidelines on KYC Procedure for Securities Marls Official Gazette No. 100/2006)

* Rules on conditions and manner of carrying out sugpien of financial market participants (RS
Official Gazette No. 116/2006).

427. All the above-mentioned acts qualify as “other ecdable means” as defined in the FATF
Methodology.

428. The NBS has also issued the following non-bindingdgnce for the insurance sector:

Guidance Paper No. 5 on AML and CFT and GuidanpeiPiEo. 6 on Preventing, Detecting, and
Remedying Fraud in Insurance (4 May 2007).

Customer Due Diligence and Record Keeping

3.1 Risk of money laundering / financing of terrorism

429. Under the previous AML Law and NBS Book of Ruld® Republic of Serbia did not apply
AML/CFT measures to most financial institutionsngsa risk-based approach. Some elements of
the risk based approach were applied to banks thnbuigh provisions of the previous Decision
on KYC Procedures for Banks.

430. Article 7 of the AML/CFT Law introduced requiremsrib conduct an analysis of the ML and
FT risk, which must include a risk assessment fachegroup or type of customer, business
relationship, or service offered by the obligor. WWhhe law does not provide specific instructions
for conducting either the risk assessment or aiglys obliges the body competent for the
supervision to adopt guidelines for implementation.

431. Article 7 also requires the Minister of Finance,aaproposal of the APML, to specify the
criteria for classifying a customer, business refethip, service provided, or a transaction into a
low-risk ML/FT group.

432. After the visit (June 17, 2009) the NBS issued #jpeguidelines for assessing the risk of ML
and FT, which are addressed to banks, voluntargiperfiund management companies, financial
leasing providers and the insurance sector paaitsp These entered into force eight days after
publication. Assessments of risk are to be basedooless than four basic types of risk and to
include other risk types as they are identifiedrr@utly the four basic types include:

- Geographic risk— the guidelines identified the following factoobligors must use in
determining whether a certain country or geograpddéation implies greater ML/FT risk:
countries against which UN or other internatiorsidions, embargoes, or similar measures
have been imposed; countries identified by credibigtitutions (e.g. FATF) as not
adequately implementing AML/CFT measures; countidlesitified by credible institutions
as those not supporting or financing terrorist\vata#is or organisations; countries identified
by credible institutions as those having high cptinn and crime rates (World Bank, IMF,
Transparency Serbia).

- Client risk— the guidelines require obligors to approachntlresk autonomously. However,
the guidelines set out lists of activities or clgerthat should be considered higher risk
including a list of possible clients in which itd#ficult to identify beneficial owners due to
the clients’ structure, legal form, or complex auadclear relations; a list of business
operations characterized by a large turnover asdd payment; and lists of other higher risk
clients.
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- Transaction risk- the guidelines provide a list of situations thaiuld be considered risky
transactions. Some examples include: transactigmsfisantly deviating from the client’s
standard behaviour or transactions carried outigh @ way as to evade the standards and
usual supervision methods.

- Product risk — the guidelines set out products that are cormiddnigher risk. Some
examples include: services which are new in thekataand must be specially monitored in
order to establish the real degree of risk; inteonal banking; e-banking; electronic
submission of securities trading orders, or praxgdservices outside the bank (e.g. granting
consumer credits at merchants’ sales outlets) ramsg companies or other entities in the
financial sector.

433. Under the new guidelines, an obligors’ ML risk asseent may differ from FT risk. The
following were provided as examples of instancebigh FT risk: clients who operate mainly on
the basis of cash bulk transfers, and the opemtdmon-profit organisations providing services
to regions where terrorists conduct their actisitie

434. The Decision on KYC Procedure also sets out remares for certain obligors, banks; VPFs;
financial leasing providers; and insurance comparbeokerages, agency companies and agents,
to classify clients by certain risk factors. It végs that the obligors listed above to establistihée
Procedure the manner of classification and prosidketailed description of categories of clients
that could pose a risk to the obligor. After detieing risk factors, the obligors listed above shall

1. classify its clients in the manner determined leyBinocedure
2. specify precisely the type of banking and/or otherducts and services within the
scope of its operations which it cannot offer tctae categories of clients.

435. The evaluation team was informed by the NBS thha# plans to issue further guidance and
trainings for the financial institutions to be abdeapply these new obligations.

436. Specific to the insurance sectdprior to the adoption of the RBA guidance, the NBS
published on its official website the Guidance Pdpe. 5, which suggested insurance providers
to have in place internal AML/CFT rules that incddudhe development of internal policies,
procedures and controls whicimter alia, should cover appropriate compliance management
arrangements and adequate screening proceduresui@éiigh standards when hiring employees;
an ongoing employee training program; and an iademadit function to test compliance. Serbian
authorities, however, noted that this guidance masobligatory as there was no legal basis for
issuing such guidance in the previous AML Law.

437. As the AML/CFT Law came into effect late March 20@%e assessment team was unable to
determine how the risk-based approach would worgrattice, in the absence of the additional
implementing measures and guidelines issued byihester of Finance and competent bodies
for all financial institutions. The meetings withet private sector did not prove that there is an
established practice of applying the risk-basedaaagh in financial institutiondn addition to the
guidance issued by the NBS, other competent Seddmorities should issue guidance for the
new risk-based approach to financial institutiond ®NFBP-s not included in the list above, but
which are obligors in the AML/CFT Law.
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3.2 Customer due diligence, including enhanced or red@d measures (R.5 to R.8)

3.2.1 Description and analysis

Recommendation 5

438. The customer due diligence (CDD) obligations areosg in the AML/CFT Law and apply
equally to all obligors as identified in the lawhd& Decision on KYC Procedure also outlines
further CDD requirements for banks; VPFs; finantéalsing providers; and insurance companies,
brokerages, agency companies and agents.

439. The financial services sector is regulated by waridivisions of the National Bank of Serbia.
Each of these regulators has provided separatamgedon the CDD requirements specific to the
various industries. In order to provide an adequscription of the requirements per section,
each obligor meeting the definition of a financiaistitution (as defined by FATF
Recommendations Glossary) will be described whessiple.

440. The AML/CFT law sets out provisions for financiatstitutions to conduct risk-based
assessments of clients and businesses, howeviisdaw came into effect on March 27, 2009
and draft guidance provided in May 2009, Serbiaxaricial institutions have not yet begun to
conduct CDD on a risk-based approach. Conductindd @D a risk-based approach is a new
concept for Serbian financial institutions and eaisoncerns about the ability for these financial
institutions to soundly apply it in practice.

441. Some elements of the RBA (only for banks) were igdpihrough provisions of the previous
KYC Decision and therefore there were some CDD tjmes on risk-based approach, even before
the adoption of the new AML/CFT Law and DecisionkYiC Procedure.

Prohibition of anonymous accounts and accountgiitibus names

442. Prior to the adoption of the AML/CFT Law, only bankvere expressly prohibited from
opening or maintaining accounts for anonymous tdieWVhile not stated explicitly in the
previous AML Law, Section 9 of the NBS Decision KiYC Procedure for Banks expressly
prohibits banks from opening or keeping accountsaftonymous clients, without defining the
concept of an anonymous client.

443. Article 34 Paragraph 1 of the AML/CFT Law prohibdgbligors from opening or maintaining
anonymous accounts for customers, issuing codéedamer savings bonds, or providing any other
services that directly or indirectly allow for caading the customer identity.

444, Specific to Insurance sectoNBS AML/CFT Guidance Paper No. 5 provides that iassi
must not offer services to customers or for beiadies that use anonymous accounts or accounts
in obviously fictitious names.

445. Financial institutions indicated that they did mo&intain anonymous accounts or maintain
accounts for anonymous clients. The NBS also inditdahat they found no evidence of the
existence of anonymous accounts during on-siteetttgns of banks.

Customer due diligence

When CDD is required

446. Article 9, Paragraph 1 of the AML/CFT Law requirebligors to conduct CDD in the
following cases:
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=

when establishing a business relationship withstoroer;

2. when carrying out a transaction amounting to th® R§uivalent of EUR 15,000 or more,
calculated by the National Bank of Serbia mediate r@an the date of execution of the
transaction (hereinafter referred to as: RSD edgitp irrespective of whether the
transaction is carried out in one or more thanamaected operations.

3. when there are reasons for suspicion of money kimgl or terrorism financing with respect
to a customer or transaction;

4. when there are doubts about the veracity or cridglilmf previously obtained data about a

customer or beneficial owner.

447. If the transaction amounting to the RSD equival@EUR 15,000 is carried out based on a
previously established business relationship, k@2 requires the obligor to collect the missing
CDD data. While the law does not specifically camtéanguage applying to occasional
transactions over the EUR 15,000 threshold, thsvipion of the AML/CFT Law would be
applicable to such transactions.

448. In addition, the Decision on KYC Procedure requtted obligors specify in the Procedure the
activities and measures it shall implement witharedgo clients with which it has not established a
business relation, but for whom it performs ocaaaidransactions (payment of bills, exchange
transactions, and the similar within the scopenhefdbligor’s activities).

449. Specific to Voluntary Pension Fund&ccording to the Decision on Opening, Maintaining,
and Transferring Individual Accounts of Voluntargridion Fund Members, VPF management
companies are required to include customer ideatifin information in an individual account of
a fund member and also for contributors who ararapersons or legal entities.

450. Specific to money exchange busineséeticle 9 Section 3 of the AML/CFT Law specificgll
requires obligors operating a money exchange bssiteeconduct CDD measures in the case of a
transaction amounting to the RSD equivalent of EBJBO0 or more, irrespective of whether such
transaction is carried out in a single or more tbae connected operation. The NBS indicated
that during supervision of exchange operators, ABRY irregularities were discovered, some of
which included that exchange operators had faiteddéntify individuals when selling foreign
currency with the total sum amounting to or excegdtUR 15,000, and it had not been reported
to the APML.

Required CDD measures

Identification measures and verification sources

451. The customer identification obligation is set authie AML/CFT Law under Article 8, which
requires that obligors must:

1. identify their customers,

2. verify their identities based on documents, datanformation obtained from reliable and
credible sources,

3. identify the beneficial owner and verify the idéyin the cases specified in the law,

4. obtain information on the intended nature and psepaf a business relationship or
transaction, and other data,

5. regularly monitor business transactions of custsmaead check the consistency of those
activities with the nature of the business relatfop and usual scope and type of the
customer’s business transactions.
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452. In cases where the obligor is unable to apply tB®@neasures above, they shall refuse the
offer to establish a business relationship, as aglthe carrying-out of a transaction, and shall
terminate the business relationship if a businelsgionship has already been established.

453. When identifying a natural person, legal repredarga empowered representative, or an
entrepreneur, Article 13 of the AML/CFT Law refarbligors to Article 81 Paragraph 1, which
lays out detailed lists of required customer infafion. A customer is defined as a natural person,
entrepreneur, legal person, or a person underlaivithat carries out a transaction or establishes
business relation with the obligor.

454. The law requires that each obligor inspect persadeitity documents with the mandatory
presence of the identified person. The Law alswiges for CDD without the physical presence
of the customer (see Article 31). Personal documarg defined in the law as a valid document
with a photo, issued by the competent state bddhelrequired data cannot be obtained from the
personal identity document, the missing data caoliained from other official document, the
latter being defined in the law as documents “idsing an official or responsible person within
their authorities, whereas such persons shall beidered as those defined in the provisions of
the Criminal Code”. Obligors shall keep copiesta personal document of the person, indicating
the date, time and name of the person who inspélecgedocument.

455. For natural persons or their legal representatiegigience of identity can be verified by using
documents, electronic data or a combination of .both

456. In addition, the Decision on KYC also sets out #ddal guidelines for banks; VPFs;
financial leasing providers; and insurance compartieokerages, agency companies to identify
their client in accordance with obligations undex AML/CFT Law to conduct CDD.

457. Prior to the issuance of the Decision on KYC Procedbanks relied on previous guidance
issued in the Decision on KYC Procedure for Banksich provided banks with more detailed
guidelines and instructions for the manner of idgimg their client in accordance with
obligations under the previous AML Law.

458. Similar measures were required under the previoMd A.aw, where Article 5 set out
requirements for obligors to establish the identityhe customer, collect data about the customer,
and the transaction as well as data relevant tdékection and prevention of AML. Article 5 also
exempted obligors from conducting CDD in casesndéribank transactions. Article 6 of the
previous AML Law set out specific requirements fabligors to follow when establishing
customer identity, as laid out in Article 34, Paegah 1 of the same law.

Identification of legal persons or legal arrangemets

459. The customer identification requirements descrifedve also pertain to legal persons as the
definition of customer in the AML/CFT Law includésgal persons. Articles 15-17 of the new
law lay out specific requirements for identifyingghl persons and their representatives, which
include: inspecting the original or certified copfydocumentation from a register maintained by
the competent body of the country where the legatqn has a registered seat, a copy of which it
shall keep in accordance with the Law. The oblgmll indicate, on the copy, the date, time, and
the name of the person who inspected the originaedified copy thereof. The documentation
shall be issued no earlier than three months béfmibmission to the obligdf.the obligor has
doubts as to the veracity of the obtained datd@erctedibility of the presented documentation, it
shall obtain a written statement from the customer.

460. In cases where obligors verify the identity of presentative of a legal person, obligors must
inspect a personal document of the representatitieeir presencdf it is not possible to obtain
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the specified data from such a document, the ngsdata shall be obtained from another official
document submitted by the representative. If tHegobdoubts the veracity of the obtained data
when identifying and verifying the representatiieshall also obtain the representative’s written
statement thereon.

461. Under Article 7 of the previous AML Law, financiaistitutions in Serbia were required to
request the written authorization from the customben opening an account or establishing a
business relationship for somebody else’s account.

462. While the law does not specifically define trustéies trusts), Serbian authorities indicated
that “trustee” would be defined as a beneficial ewof the person under foreign law (Article 3,
Paragraph 13. Item 3 of the AML/CFT Law). As suahtyustee is defined as “a natural person
who, indirectly or directly, unrestrictedly managesre than 25% of the property of the person
under foreign law.” Article 20 of the AML/CFT Lawrgvides the requirement for obligors to
identify the beneficial owner of a legal persorperson under foreign law.

463. In the Law on Business Companies, directors (fogallepersons) are defined as
“representatives”. Article 323 of this law statdémtt the president of a joint-stock company’s
management or general manager is representatitree afompany without any specific power of
attorney. Article 157 of the above law states fbata limited liability company, a single director
or board of directors shall represent the company managing operations of the company in
accordance with this Law, the Article of Associatiand the company agreement. The term
‘representative’ is distinguished from the term fmwered representative’ because the legal basis
for the actions of the ‘representative’ is the laself, and legal basis for the actions of the
‘empowered representative’ is the power of attorméyich is issued by the ‘representative’ of the
legal person.

464. As the term ‘representatives,” as described abare directors of the legal persons, they are
subject to the identification requirement set ouiAticle 16, paragraph 1 of the AML/CFT Law,
which provides that the obligor shall establishvamify the identity of the representative and
obtain the data referred to in Article 81, paragrdpitem 2 of this law by inspecting a personal
document of the representative in his presencdclérl7, paragraph 2 of the AML/CFT Law
further states that in the event referred to irageaph 1 (if a business relationship is established
or a transaction performed by a procura holdemgpavered representative on behalf of a legal
person) the obligor shall also obtain the datarrefeto in Article 81, paragraph 1, item 2 of this
Law about the representative of a legal persom fiiee written power of attorney issued to the
procura holder or empowered representative bydpeesentative.

465. Specific for the Banking Sectomhe Decision on Exchange Operations provides banks
guidelines on the opening and maintaining of faneégchange accounts of resident legal entities,
entrepreneurs, subsidiaries of foreign legal estjtand resident natural persons. The Decision on
Foreign Payment Transactions provides specificirequents for the CDD of non-resident legal
entities and natural persons.

Identification of beneficial owners

466. The previous AML Law did not include a definitioh leeneficial owner. The AML/CFT Law
defines the beneficial owner of a customer as arabperson who owns or controls a customer
(Article 3, Item 11). In Article 3, ltem 12, the AMCFT Law defines the beneficial owner of a
company or any other legal person as:

- natural person who owns, directly or indirectly%2%r more of the business share,
shares, voting right or other rights, based on tvhtbey participate in the
management of the legal person, or who participatéise capital of the legal person
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with 25% or more of the share, or has a dominastitipa in managing the assets of
the legal person;

- natural person who has provided or provides furds tcompany in an indirect
manner, which entitles him to influence signifidgnthe decisions made by the
managing bodies of the company concerning its fimgnand business operations.

467. Article 3, Item 13 of the AML/CFT Law defines theereficial owner of a person under
foreign law, which receives, manages, or allocatsets for a specific purpose as:

- a natural person using, indirectly or directly, m¢inan 25% of the assets that are the
subject matter of management, provided that thedutisers have been designated,

- a natural person or group of persons for the fuatiee of whose interests a person
under foreign law is established or operates, plexVithat such natural person or
group of persons are identifiable;

- anatural person who, indirectly or directly, untiriesedly manages more than 25% of
the property of the person under foreign law.

468. Article 8, Paragraph 1, Item 3 under the AML/CFTwLaequires obligors to identify the
beneficial owner and verify the identity in the easpecified in the law, which are described in
Article 9. The obligor is exempted from obtainindd@ information on the beneficial owner
under Article 33, which provides requirements fases of simplified CDD.

469. However, Article 13, Paragraph 4 of the AML/CFT Laequires obligors to identify and
verify the identity in cases where a transactiocaigied out or a business relationship established
by an empowered representative on behalf of a mwstavho is a natural person. In this case,
enhanced CDD is mandatory. The AML/CFT Law furthetes that the obligor shall, based on a
money laundering and terrorism financing risk assent, identify the beneficial owner of a legal
person or person under foreign law in such a maasé¢o know the ownership and management
structures of the customer and to know the berafioivners of the customer (Article 20,
Paragraph 4).

470. Specific to the Insurance Sectéuticle 10 Paragraph 2 of the AML/CFT Law allows fhe
beneficiary of an insurance policy to be verifidgbathe conclusion of the insurance contract, but
stipulates that this must occur prior to the tirhéhe payout of benefits under the contract.

471. Article 13 of the AML/CFT Law requires obligors identify and verify the identity of a
customer who is a natural person, legal represeatat a customer, or entrepreneur by inspecting
a personal identity document with the mandatorysgmee of the identified person. During the
identification of a natural person, the obligor Isbatain a photocopy of a personal document of
such person. The obligor shall indicate on the cibygydate, time and name of the person who
inspected the document. The photocopy referred this Paragraph shall be kept by the obligor
in accordance with the Law.

472. Section 4 (4) of Article 13 reads as follows: iftransaction is carried out or a business
relationship established by an empowered repredentan behalf of a customer who is a natural
person, the obligor shall, apart from identifyimglaverifying the identity of the customer, identify
and verify the identity of the empowered represargaobtain the data referred to in Article 81,
Paragraph 1, Item 3 (identifying information of thatural person, his legal representative and
empowered representative), in the manner spegifi@®dragraph 2 of this Article, and request the
written power of attorney whose copy it shall kéepaccordance with the Law. In the above
event, the obligor shall apply the measures sgetifi Article 31(identification without physical
presence) of this Law.

473. Under Article 7 Paragraph 2 of the previous AML Ldimancial institutions were required to
request the written authorization (power of attgjnom the customer when an account is
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opened or when a business relationship is stagiedoimeone else’s account. The NBS Decision
on KYC Procedure for Banks, in Section 10, requibasks to refuse to establish a business
relation with the client or to perform a particulkansaction, if there remains serious doubt
regarding the identity of the actual owner of theaunt.

474. Article 20 of the AML/CFT Law requires obligors to:

a. Identify the beneficial owner of a legal person pmrson under foreign law by
obtaining the data in Article 81, Paragraph 1, Ittdn(name, surname, date and place of
birth, and place of permanent or temporary residewicthe beneficial owner of a legal
person or person under foreign law, whereas ircdse referred to in Article 3, Paragraph 1,
Item 13, Line 2 of this Law, data on the categdryhe person in whose interest the person
under foreign law was founded or operates) oflthis.

b. Obtain the data referred to in Paragraph 1 ofAliigle by inspecting the original or
certified copy of the documentation from the officpublic register, which may not be
issued earlier than three months before its sulonigs the obligor. The data may be also
obtained by directly inspecting the official pubtegister in accordance with the provisions
of Article 15, Paragraphs 4 and 6 of this Law.

C. If it is not possible to obtain all the data on tremeficial owner of the customer from
the official public register, the obligor shall abt the missing data by inspecting the original
or certified copy of a document and other busindssumentation submitted by a
representative, procura holder, or empowered reptave of the customer. If, for objective
reasons, the data cannot be obtained as spedifitiusi Article the obligor shall obtain it
from a written statement given by a representatipggcura holder or empowered
representative of the customer.

d. The obligor shall, based on a money laundering #erdorism financing risk
assessment, identify the beneficial owner of allpgason or person under foreign law in
such a manner as to know the ownership and managestnectures of the customer and to
know the beneficial owners of the customer.

Information on purpose and intended nature of the bisiness relationship

475. Under the previous AML Law, Article 34 Paragraphtdm 5, obligors were required to
collect reasons for opening the account or estahtisbusiness cooperation and the information
about the customer’s identity.

476. Article 8, Paragraph 1, Item 4 of the AML/CFT Laequires obligors to obtain information
on the purpose or intended nature of a businessiaehip or transaction, and other data in
accordance with this law.

477. The AML/CFT Law further states that the obligor kheased on a money laundering and
terrorism financing risk assessment, identify ttemddficial owner of a legal person or person
under foreign law in such a manner as to know tlieresship and management structures of the
customer and to know the beneficial owners of tetamer (Article 20, Paragraph 4).

478. Specific for the Banking Sectd@ection 8, Paragraph 2, Item 2 of the NBS Dexisin KYC
Procedure for Banks states that when opening atdi@ccount, determine the purpose of the
opening of such account and expected flow of fundbe account, determine whether the client
is employed and what activities does the clienfquar — if the account was opened for business
purposes.
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Ongoing due diligence on business relationship

479. Article 8, Paragraph 1, Item 5 of the AML/CFT Laequires obligors to regularly monitor
business transactions of customers and check timstency of those activities with the nature of
the business relationship and the usual scopeypedf the customer’s business transaction.

480. While the previous AML Law did not include provisi® for ongoing due diligence, the NBS
Decision on KYC Procedure for Banks includes tH¥ang requirements:

1. Item 11: Supervision of client’'s accounts and temtisns shall include in particular the
updating of data and documents on the client'stigeras well as ongoing monitoring of the
client’'s accounts and transactions with a view &tedting and reporting on suspicious
transactions.

2. Item 12: The bank shall be obliged to regularlyraixee the accuracy and completeness of
data on the client and keep updated records on datzh during the period of contractual
obligations.

3. Item 13: The bank shall be obliged to conduct a mamensive supervision of client’'s
activities on an ongoing basis by monitoring tratisas conducted in all client’s accounts,
regardless of the type of account or bank’s orgaioisal unit at which the accounts have
been opened.

4. ltem 14: The bank shall be obliged to supervisasations conducted by risky clients
through their accounts on an ongoing basis.

481. Obligors are required to monitor business transastdf their customers with due care, under
Article 22 of the AML/CFT Law. Obligors are requitdo collect information on the source of
property that is involved in the business transastiof the customer, as well as ensure that the
business transactions of a customer are consisiénthe assumed purpose and intended nature
of the business relationship that the customebbsteed with the obligor; conduct monitoring and
ensuring that the business transactions of a cest@re consistent with its normal scope of
business; and conduct monitoring and ensuringtbi@gatiocuments and data held about a customer
are up-to-date to the extent and as frequentlgasined by the level of risk.

Risk

Enhanced due diligence for higher risk customers

482. In the previous AML Law, there were no requiremeistsenhanced due diligence; obligors
were required to apply the same measures in altfins. Article 7 of the Decision on KYC for
banks included some guidance for determining tlee@atability of clients. Depending on the risk
factors involved, the bank shall determine the ptadglity of the client in the following manner:

1) It shall classify its clients, with detailedsteiption of types of clients that could prove
risky to the bank; determine the type of bankingdpicts and services that can be offered to
certain categories of clients, as well as appnagse products and services of the bank in order
to determine the risk that such products and sesuicay bear and the risk of using them for
illegal purposes;

2) It shall specify conditions under which the kaall not conclude a contract with the
client or under which it shall cancel the existoamntracts.

483. For the purposes of determining the acceptabilitthe client, the bank shall be obliged to
define the following:
1) Procedure for determining risk factors witharto the new clients of the bank,
2) Procedure for determining risk factors durihg &xisting contractual obligations with the
client,
3) Treatment of risky clients.
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484. Article 14 of the Decision on KYC for banks alsatss that the bank shall be obliged to
supervise transactions conducted by risky clidmizugh their accounts on an ongoing basis.

485. In the AML/CFT Law, obligors will be required to duct a risk assessment of clients, per
Article 7. As the NBS issued guidance for condugsnch an assessment in June 2009, financial
institutions have yet to apply this assessmentugborners in practice. When financial institutions
do classify clients as high or low risk for ML off Fthey will be required to perform enhanced
due diligence per Article 28 of the AML/CFT Law wieethe obligor determines that there exists
or may exist a high level of ML or FT risk or iretifollowing circumstances:

- when establishing a LORO correspondent relationshigh a bank or a similar
institution having its seat in a foreign countryigrhis not listed as complying with
the international standards against money laungenmd terrorism financing that are
at the level of European Union standards or highhis list shall be established by
the Minister, at the proposal of the APML and basedhe data held by international
organisations;

- when establishing a business relationship or aagrgiut a transaction referred to in
Article 9, Paragraph 1, Iltem 2 of this Law withustomer who is a foreign official,

- when the customer is not physically present atidieatification and verification of
the identity.

486. Articles 29-31 specify the additional data, infotima, and/or documentation obligors must
obtain when one of the above situations occurs.

Application of simplified/reduced CDD measures whermppropriate

487. The previous AML Law did not allow for any reducedsimplified CDD measures; financial

institutions were required to apply CDD measuresngy for all customers, such requirements
were introduced only as of March 2009.

488. Under Article 32 of the AML/CFT Law, obligors mayp@ly simplified customer due
diligence measures when establishing a busineasomthip with a customer or when carrying
out a transaction equal or above EUR 15.000, exgbpte there are reasons for suspicion of ML
or FT with respect to a customer or transactioa,dfistomer is:

1) the obligor referred to in Article 4, Paragraphtems 1 to 8 of this Law (banks; licensed
bureaux de change; companies for the managemémtextment funds; companies for the
management of voluntary pension funds; financiasileg providers; insurance companies,
insurance brokerage companies, insurance agencyacoes and insurance agents with a
license to perform life insurance business; perdeaing with postal communications;
broker-dealer companies), except for insurancedssoéind insurance agents;

2) a person from Article 4, Paragraph 1, Items 8 @f this Law (see list above), except for
insurance brokers and agents, from a foreign cgulgted as non complying with
international standards against money launderirgtamorism financing at the European
Union level or higher;

3) a State body, body of an autonomous provindeody of a local self-government unit, a
public agency, public service, public fund, pulitistitute or chamber;

4) a company whose issued securities are inclutdad brganised securities market located in
the Republic of Serbia or in the state where thermational standards applied regarding

the submission of reports and delivery of datehtodompetent regulatory body are at the
European Union level or higher.
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5) a person representing a low risk of money latingeor terrorism financing as established
in a regulation adopted on the basis of Articl®aragraph 3 of the law by the Minister of
Finance (upon proposal of the APML).

489. Article 32 of the AML/CFT Law also allows an audij company or licensed auditor, when
establishing a business relationship of regardibligatory auditing of the annual financial
statements of a legal person, may apply simplifiedtomer due diligence, unless there are
reasons for suspicion of money laundering or tesmofinancing with respect to a customer or the
auditing circumstances.

490. Under Article 12, Paragraph 1, Item 1 of the AMLICEaw, insurance providers are exempt
from conducting CDD when concluding life insuranmentracts where an individual premium
instalment or the total of more than one premiustalments, that are to be paid in one calendar
year, do not exceed the RSD equivalent of EUR 1@0@ the single premium does not exceed
the RSD equivalent of EUR 2,500. The insuranceosdadicated that it did not conduct life
insurance business with foreign countries.

491. Article 12, Paragraph 1, Item 2 of the AML/CFT Latates that VPF management companies
are exempt from conducting CDD when concluding @ots on the membership in voluntary
pension funds or contracts on pension plans urfgercondition that assignment of the rights
contained under the contracts to a third partgheruse of such rights as a collateral for creutits
loans, are not permitted. The Law on Pension Fuymdhkibits the transfer of the balance in a
member’s individual account in favour of a thirdtggwith the exception in the case of a death of
a fund member) under Article 44, thus Serbian aitibse claim that VPF-s are in a lower risk
category.

492. As the ability of financial institutions to condu€DD on the basis of risk is relatively new,
the assessment team was unable to determine hewvdthild work in practice. The NBS issued
guidance in June 2009 and has plans to issue fughelance and trainings for financial
institutions to be able to apply these new regoitesti

Overseas residents

493. Article 32, Paragraph 1, ltems 2 of the AML/CFT Lavovides that obligors may not apply
simplified due diligence to a person from a foreigountry listed as non complying with
international standards against money launderingtamorism financing at the European Union
level or higher. Item 4 of the same article stdbes simplified due diligence may be applied if the
customer is a company whose issued securitiesnaheded in an organised securities market
located in the Republic of Serbia or in the stateere the international standards applied
regarding the submission of reports and delivergaif to the competent regulatory body are at
the European Union level or higher.

Suspicions of ML or FT or specific higher risk scearios

494. Article 32, Paragraph 1 states that obligors mayapply simplified CDD measures when
there is suspicion of money laundering or terrofisancing with respect to a customer or
transaction.

Guidelines issued by competent authorities

495, Under Article 7 of the AML/CFT Law, financial institions are required to determine
AML/CFT risks using a risk-based approach. Artick&31 of the AML/CFT Law describe the
conditions in which an obligor should apply enhahcastomer due diligence and Articles 32-33
define conditions where an obligor may apply sifigdi customer due diligence. On 17 June,
2009, the NBS published guidance for certain fifgrinstitutions (banks, voluntary pension fund
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management companies, financial leasing providars] insurance companies, insurance
brokerages, and insurance agents licensed to carrylife insurance operations) on how to
classify risk using a risk-based approfcinstitutions regulated by the Securities Comroissi
have yet to receive guidance on how to fulfil thalitigations under risk-based approach. Given
the newness of both the AML/CFT Law and the NBSlgate, the evaluation team was unable to
determine if the financial institutions noted abowere able to apply the risk-based approach in a
manner consistent with the guidance.

Timing of verification

496. Neither the AML/CFT Law nor the previous AML Lawstinguish separate actions for
occasional customers; CDD is conducted on all ocosts evenly. As mentioned above, Article 9
of the AML/CFT Law requires obligors to identify stomers when establishing a business
relationship or conducting a transaction. Article df the AML/CFT Law requires obligors to
apply CDD measures before the establishment ofsméss relationship with a customer. Article
11 of the AML/CFT Law requires obligors to comple@DD before the execution of a
transaction.

497. Serbian financial institutions are only permittecdelay CDD measures in a few instances. In
terms of non face-to-face customers, financialitinsbns indicated that there were not permitted
this type of client unless it was a Serbian govemirbodies. In no cases did they use parent
companies for identification of clients.

498. Specific for Insurance SectoArticle 10, Section 2 of the AML/CFT Law allowsff the
beneficiary of a life insurance policy to be vexdfiafter the conclusion of the insurance contract,
but stipulates that this must occur prior to timeetiof the payout of benefits under the contract. In
practice, insurance companies indicated that thegtified their customers when they established
a business relationship.

Failure to satisfactorily complete CDD before arfteacommencing the business relationship

499. Under Article 7 of the previous AML Law, obligorsene bound to refuse to carry out a
transaction if it is unable to establish the idgmif a customer.

500. Where the financial institution is unable to complith the core CDD requirements of the
AML/CFT Law, Article 8, Section 2 of the AML/CFT lvarequires obligors to refuse the offer to
establish a business relationship, carry out asaéetion, and it shall terminate the business
relationship if one has already been established.

501. There is no obligation for obligors to consideinfij an STR if they have refused to establish a
business relationship, carry out a transactionfeominate an existing business relationship.
Article 37 of the AML/CFT Law requires obligors teport to the APML whenever there are
reasons for suspicion of ML or FT with respect tdransaction or customer. None of the
Indicators of Suspicious Transactions for any fgiah institution involves a failure to
satisfactorily complete CDD. The closest example ba found in numbers 28 and 29 of the
Indicators of Suspicious Transactions for Banksctvinead, respectively:

» Evading of questions related to the transactiorergpower of attorney, identification, etc, or
presentation of false documents or correct data.

» Attempt by the client to prove his/her identity amother manner, rather than presenting a
personal identification document as prescribed.

% Decision on Guidelines of assessment of risk fimoney laundering and the financing of terrorism, RS
Official Gazette No. 46/2009.
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502. While the indicators are strong enough to predpita financial institution filing an STR,
there is the possibility that a situation might nmtch the list and a financial institution willtho
file an STR with the APML.

CDD requirements - existing customers

503. As mentioned above, there are no customers to whigtarion 5.1 applies. The ongoing due
diligence section above details obligor requirersetd monitor customers with due care,
including ensuring that documents and data helditsdb@ustomer is up-to-date as required by the
level of risk. Serbian authorities have indicatieal the requirements for the application of a risk-
based approach will take time financial instituiolo implement. Until competent authorities
have issued relevant guidance and financial ingiita have adopted the risk-based guidance and
implemented the AML/CFT Law, they will continue tmplement controls stipulated under the
NBS Decision on KYC Procedure for Banks for exigtiustomers.

Recommendation 6

Risk management systems, senior management appregairement to determine source of wealth
and funds and on-going monitoring

504. There were no requirements under the previous AMiw Lfor financial institutions to
determine whether a client is a politically expogedson (PEP) and apply enhanced measures.
The NBS Decision on KYC Procedure for Banks liggart of risk factors: client discharging a
public function and client who is a public figurgSection 2, Paragraph 3). Per this decision,
banks are required to classify clients based dq distermine the acceptability of a client based on
that risk, and identify the client accordingly. 8ec 8, Paragraph 6 also requires that when banks
enter into a contractual obligation with a new mljehat it is previously approved by at least one
manager. Furthermore, Section 14 obliges bankapersise transactions conducted by risky
clients through their accounts on ongoing basis.

505. The AML/CFT law introduced new requirements. Itgiéle 3 (24) defines a foreign official
as: a natural person who holds or who held in ts pear a public office in a foreign country or
international organisation, which includes theadfof:

head of State and/or head of government, membgowadrnment and their deputies or assistants;

» elected representative of legislative bodies;

* judge of the supreme and the constitutional coarrtsf other high-level judicial bodies whose
judgments are not subject to further regular oraaxtlinary legal remedies, save in exceptional
cases;

. member of courts of auditors or of the boards otred banks;

+ ambassadochargés d'affaireand high-ranking officer in the armed forces;

* member of the managing or supervisory bodies ddllegtities whose majority owner is the
State;

506. Article 3, Item 25 defines close family membersacoforeign official to include a spouse or
extra-marital partner, the parents, the brotherd sisters, the children and their spouses or
extramarital partners (hereinafter referred tofaeign official). Article 3, ltem 26 also defines
close associates of a foreign official as any ratperson who derives common benefit from a
property or from an established business relatmnsho has any other close business relations
with a foreign official. While Serbian authoritidgave indicated that regulations on foreign
officials would, in practice, include close asste$a there is an omission in Article 3 of the
AML/CFT Law that fails to state that close assasabf a foreign official are hereinafter referred
to as foreign officials.
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507. The definition does not appear to include “seniafitigians, important political party
officials” which is listed as an example under stendard (see definition of PEP-s in the FATF
Recommendations Glossary). However, these woufttintiple be covered under the definition
of PEP-s due to their participation in either tio@ernment or legislative bodies.

508. Article 30 of the AML/CFT Law requires obligors @&stablish a procedure for determining
whether a customer or beneficial owner of a custdma foreign official and that the procedure
should be laid down in an internal document of didigor, which should be in line with the
guidelines issued by supervisors. At the time efdh-site visit, no guidelines had been issued by
supervisors on this issue. Failure to set up suobeglures to establish whether a customer or
beneficial owner of a customer is a foreign offlica failure to establish it in the required manne
is punishable with a fine amounting from RSD 500,6® RSD 3,000,000 (Article 88).

509. The AML/CFT law refers to a one year timeframe:easpn who, by the date of entry into a
transaction, has not held a public office in a ifgmecountry or foreign organisation in the past
year is not considered a politically exposed person

510. Article 28 Paragraph 1, Iltem 2 of the AML/CFT Laeqguires obligors to apply enhanced
customer due diligence measures when establishibgsaess relationship or carrying out a
transaction equal or above EUR 15,000 with a custamio is a foreign official.

511. Article 30, Paragraph 2 states that if a customdreneficial owner of a customer is a foreign
official, the obligor shall, apart from the acticaysd measures referred to in Article, 8 Paragraph 1
of this Law:

1) obtain data on the origin of property which isadnich will be the subject matter of the business
relationship or transaction from the documents @thér documentation which shall be submitted
by the customer. If it is not possible to obtairclswata as described, the obligor shall obtain a
written statement on its origin directly from thestomer;

2) ensure that the employee in the obligor whoiesrout the procedure for establishing a
business relationship with a foreign official sh&léfore establishing such relationship, obtain a
written consent of the responsible person;

3) monitor with special care transactions and otheiness activities of a foreign official for the
period of duration of the business relationship.

512. Article 28 Paragraph 2 requires obligors to apphhanced due diligence actions and
measures laid down in Articles 29-31 of the AMEC Law also in circumstances when, in
accordance with the provisions of Article 7 of thasv, they assess that due to the nature of the
business relationship, form and manner of execuifoa transaction, customer’s business profile
or other circumstances related to the customergthgists or may exist a high level of money
laundering or terrorism financing risk. Thus, fical institutions are legally required to apply
enhanced due diligence if after this one-year peribe customer continues to present a high
level of risk. Article 6 of the Decision on KYC Rredure requires obligors to classify clients
based on the level of risk they are exposed to.

513. Article 30 requires the employee in the obligor wdaories out the procedure for establishing
a business relationship with a foreign official IShaefore establishing such relationship, obtain a
written consent of the responsible person. If thiggor establishes that a customer or a beneficial
owner of a customer became a foreign official dyitime business relationship, the continuation of
a business relationship with such person is suliedhe written consent of the responsible
person. Financial institutions are thus requiredltain the approval of a ‘responsible person’ for
establishing a business relationship with a PE® @ontinue such a relationship. The authorities
advised that the ‘responsible persamdgovorno licg is commonly used in the Serbian legislation
as for designating a member of the executive boarmther competent body or person at senior
management level.
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514. Financial institutions are also required to obtdata on the origin of property which is or
which will be the subject matter of the businedatm@nship or transaction from the documents
and other documentation which shall be submittethieycustomer. If it is not possible to obtain
such data as described, the obligor shall obtaimiteen statement on its origin directly from the
customer (Article 30 of the AML/CFT Law).

515. Financial institutions are also required to monitath special carg“posebna paznja
transactions and other business activities of aidar official for the period of duration of the
business relationship (Article 30 Paragraph 2, I®mincluding in cases where a person has
become a PEP in the course of a business relaijpnghis obligation was explained by the
authorities as additional efforts which should badm by obligors in monitoring business
activities and transactions of the PEP, compareld ather customers considered less risky than
PEP-s. However, this interpretation was not sugoolly any applicable regulation or guidance
and thus could be interpreted by obligors at tbin discretion. Overall, the evaluators do not
consider that Article 30 Paragraph 2, ltem 3 wauttbunt to an ‘enhanced on-going monitoring’
on business relationship with PEP-s as requiredtriigrion 6.4 in the absence of additional
measures and guidance creating uniform obligafienfinancial institutions.

516. Specific for the Insurance Sectdihe Guidance Paper No. 5 on AML/CFT requires iessur
to have appropriate risk management systems tondiei whether the customer is a politically
exposed persons, obtain senior management apgoyvastablishing business relationships with
such customers, take reasonable measures to sstéidi source of wealth and source of funds,
and conduct enhanced ongoing monitoring of thertassi relationship. However such guidance is
of a non-binding nature.

517. The evaluation team was satisfied that the banketjor adequately determined whether a
potential customer was a PEP. Serbian banks irdid¢hgt they had internal procedures which set
the course they followed when screening clientsikBandicated they screened all of their clients
using commercial databases and other public ddtalpdetermine if a client is a PEP, including
in some cases where the client was a domestic B&fks did not, however, seem to take any
measures to establish the source of wealth or fiiadsustomers identified as PEP-s. Other
financial institutions, while not required to idéptor apply enhanced measures to PEP-s under
the previous AML Law, indicated that they did idnPEP-s, which they considered to be risky
clients. Due to the nature of their business, harethey indicated that enhanced measures were
not necessary.

Additional elements
Domestic PEP-s - Requirements

518. The AML/CFT Law only refers to foreign officialsh€ NBS Decision on KYC Procedure for
Banks applies to clients discharging a public fioxcand clients who are public figures, without
distinguishing between foreign and domestic pubgares. In practice, some Serbian financial
institutions indicated that they followed the saprecedures for domestic officials as foreign
officials. The assessment team has concerns, howired because the AML/CFT Law uses the
definition of “foreign official”, Serbian financiahstitutions will no longer conduct additional due
diligence on domestic PEP-s.

Ratification of the Merida Convention

519. Serbia signed the 2003 United Nations Conventiaaireg) Corruption in December 2003 and
ratified it in December 2005.

123



Recommendation 7

Requirement to obtain information on respondentitiison & Assessment of AML/CFT controls in
Respondent Institution

520. The previous AML Law had no express requirements dbh financial institutions to
understand fully the nature of a respondent int&itls business or to determine the reputation of
the institution and quality of supervision, inclndiwhether it has been subject to a ML or FT
investigation or regulatory action. The insuraneetasr is not permitted to provide life insurance,
which is the insurance product that has been fifietitas having the highest ML risk, to foreign
entities.

521. Prior to the AML/CFT Law, only banks were obligenl consider the AML/CFT regime of
correspondents. When establishing correspondeatiae$ with other banks, especially foreign
banks, the banking sector was required, throughid®ed8 of the NBS Decision on KYC for
Banks, to cooperate exclusively with correspondaniks which implement regulations governing
the prevention of money laundering and financingteforism, as well as the Procedure, as
strictly as the bank. While this Decision does #otranks to take into account the AML/CFT
regime of correspondent banks, it falls short oétimg the FATF standard. |

522. Article 29, Paragraph 1 of the AML/CFT Law addedwvneequirements for all financial
institutions, stating that when establishing a LO&®respondent relationship (defined in Article
3 as a relationship between a domestic bank amdeggh bank or any other similar institution,
which commences by the opening of an account lyreigh bank or another similar institution
with a domestic bank in order to carry out inteioradl payment operations) with a bank or any
other similar institution having its seat in a figre country which is not listed as complying with
the international standards against money laungleaimd terrorism financing at the European
Union level or higher, the obligor shall also ohtapart from the actions and measures laid down
in Article 8, Paragraph 1 of this Law (CDD Meas)rdbe following data, information and/or
documentation:

1) date of issue and period of validity of the HagKicense as well as the name and seat of
the competent body of the foreign country whicliegkthe license;

2) description of internal procedures concerning titevention and detection of money
laundering and terrorism financing, and particyldine procedures regarding customer due
diligence, sending of data on suspicious transastand persons to the competent bodies,
record keeping, internal control, and other proceslladopted by the bank or any other
similar institution in relation to the preventiomcadetection of money laundering and
terrorism financing;

3) description of the system for the prevention a®dection of money laundering and
terrorism financing in the country of the seatdsdted, or where the bank or other similar
institution has been registered;

4) a written statement of the responsible persanbank stating that the bank or other similar
institution does not operate as a shell bank;

5) a written statement of the responsible persoa Wank stating that a bank or a similar
institution does not have any business relatiorsshim or transactions with a shell bank;

6) a written statement of the responsible persanbank stating that the bank or other similar
institution in the state of seat or in the stateragistration is under supervision of the
competent state body and that it is required tolyapipe regulations of such state
concerning the prevention and detection of monegdaring and terrorism financing;

523. Article 29, Paragraph 4 further states that thégoblshall not establish or continue a LORO
correspondent relationship with a bank or simifastitution whose seat is located in a foreign
country in the following cases:

124



1) if it has not previously obtained the data nefdrto in paragraph 1, item 1 and items 3 to 5 of
this Article;

2) if the employed person in the obligor who is passible for establishing a LORO
correspondent relationship has not previously akthia written authorization of the responsible
person in the obligor;

3) if a bank or any other similar institution withe seat located in a foreign country has not
established a system for the prevention and deteofimoney laundering and terrorism financing
or is not required to apply the regulations in #rea of prevention and detection of money
laundering and terrorism financing in accordancthwhe regulations of the foreign country in
which it has its seat, or where it is registered,;

4) if a bank or any other similar institution wits seat located in a foreign country operates as a
shell bank, or if it establishes correspondent theobusiness relationships, or if it carries out
transactions with shell banks.

524. Article 12 of the Decision on KYC Procedure furtlreguires that if an obligor is a bank, it
shall:
1) specify in its Procedure the activities it shtake when establishing correspondent relations
with other banks, in particular the foreign onexj/ar when refusing to establish these relations
with banks which do not comply with the internatbstandards or to at least the EU standards,
regarding prevention of money laundering and fimamof terrorism;
2) oversee activities of clients by tracking trastigms on all their accounts regardless of the type
of the account or bank organisational unit with ebhsuch accounts are opened pursuant to client
classification.

525. Paragraph 2 of the same states that if the cliansaction is executed pursuant to a contract
on operations, a bank can obtain a copy of thatrachwhich is certified by the signature of the
bank employee, dated on receipt and kept on fiiécio years.

526. While this requirement does not apply to NOSTROrespondent relationships (defined in
Article 3 of the AML/CFT Law as relationship betwea domestic and a foreign bank which
commences by the opening of an account by a darriesstik with a foreign bank in order to carry
out international payment operations)); a studthefwording of Recommendation 7 itself and the
Methodology have led the assessment team to theusion that Recommendation 7 is addressed
to LORO correspondent relationships where finaniciglitutions provide services to respondent
banks.

Approval of establishing correspondent relationship

527. Article 29 also requires employees of obligors fmam the written authorization of a
‘responsible person’ in order for a LORO corresporidelationship referred to above to establish
a new relationship or continue with an existingtiehship.

Documentation of AML/CFT responsibilities for eaastitution

528. There are no requirements for financial institusioto document the AML/CFT
responsibilities of each institution in the contektross border banking and similar relationships.

Payable Through Accounts

529. Serbian officials informed the evaluation team thetording to the current legal framework
and practice, correspondent relationships do nathe the maintenance of “payable through
accounts”. While there are currently no payabledlgh accounts in Serbia, the evaluation team
has concerns that because they are not expressijbjped, the fact that it has not happened in
practice does not mean that it cannot happen ifuthee.
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530. Overall, the Serbian authorities need to reviewekisting requirements to ensure that their
scope covers fully Criteria 7.1 to 7.5 in respédcalbparticipants in the financial sector that may
be involved in correspondent or similar relatiopshiThe banking sector demonstrated a clear
understanding of the requirements of the AML/CFWvlLhowever financial institutions outside of
the banking sector that conduct securities tramsactor funds transfers demonstrated no
implementation of Recommendation 7.

Recommendation 8
Misuse of new technology for ML/FT

531. Item 8 of the recent NBS Decision on Guidelinesassessing the risk of money laundering
and financing terrorism (for banks, voluntary pensfund management companies, financial
leasing providers, insurance companies, insurano&kebage companies, insurance agency
companies, and insurance agents licensed to catryife insurance operations) provides that
obligors must pay attention to money laundering t@ncbrism financing risks that may arise from
the use of modern technologies that provide anotyy(eig. ATMs, internet banking, telephone
banking, etc).

532. Furthermore, the Decision on KYC Procedure requfieancial institutions to establish
procedures for the management of risks which shiogldde the elaboration, at least once a year,
of a risk assessment report and analysis, encompgaalso the types of products and services
offered by obligors with a special focus on theadtiction and application of new technologies
(Item 15).

533. In Serbia, however, financial institutions haveicated that they do not use electronic
certificates. Serbian authorities have also inéidahat financial institutions utilize smart cards
and special passwords to preserve the identityctieat as technological developments occur.

534. Specific for the Insurance Sectdihe Guidance Paper No.5 on AML/CFT requires iesito
pay particular attention to all ML/FT threats podgdnew or developing technologies that may
favour anonymity and should, where necessary, ddkguate measures to prevent the use of such
technologies for money-laundering purposes.

Risk of non-face-to-face business relationships

535. Under Article 7, Paragraph 7 of the previous AMLwL,&inancial institutions were only
allowed to maintain non face-to-face customershéytwere non-residents, a state authority or
organisation with public authorities, or a fellowligor defined in Article 4 of the Law. Article 7
established that when opening an account or estatdj a business cooperation, the obligor could
perform the identification of a non face-to-facesttumer but when doing so, it had to establish
beyond doubt the identity of the customer by eihlvig all the data pursuant to this Law and the
regulation passed on the basis of Article 13, Rapiy2 of this Law. The NBS Decision on KYC
Procedure for Banks further stipulates that: iffgreming transactions of a client who has already
been identified, and by using technologies thatalinclude direct contact (e-banking), the banks
shall adopt and apply procedures enabling priohendtcity and accuracy check up of the
transaction orders and identity of the persongbatnitted them.

536. The AML/CFT Law, in Article 31, requires obligore aipply one or more of the following

additional measures, apart from the normal CDD omess when a customer is not physically
present in the course of identification and vedifion of identity:
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1) obtaining additional documents, data, or infdiorabased on which it shall identify a
customer;

2) conducting additional inspection of submittedntity documents or additional verification
of customer data obtained from the obligor refetmeth Article 4, Paragraph 1, ltems 1 to
4, as well as 6 and 8 and Article 4, Paragrapted 5 to 7 and 9 of this Law;

3) ensuring that, before the execution of othetaruer transactions in the obligor, the first
payment shall be carried out from an account opéyeithe customer in its own name or
which the customer holds with a bank or a simitetitution in accordance with Article 13,
Paragraphs 1 and 2 of this Law;

4) other measures laid down by the body referreid tarticle 82 (regulatory authorities) of
this Law.

537. Regulatory authorities have not issued implememnegsures or guidance on this issue. The
Serbian authorities advised that this issue wasudged with obligors. Some examples were
provided to them in the context of regular meetihgkl with obligors and they are also clarified
publicly under the section “Questions and Answearfsthe APML'’s website, which provides the
official opinion of the APML on this matter.

538. Specific for the Insurance Sectdihe Guidance Paper No. 5 on AML/CFT requires riesi
to implement policies and procedures to analyzeciBperisks in connection with business
relationships or transactions in which participathdsnot appear physically at the institution that
performs the transaction.

539. While the Decision on KYC Procedure and NBS Decigia Guidelines for assessing the risk
of money laundering and financing terrorism introglimeasures that require financial institutions
to consider new technologies when evaluating ekiain financial institutions (licensed bureaux
de change, investment fund management companiesnsedealing with postal communications,
and broker-dealer companies) were not includedbéigars for these measures. In addition, the
assessment team was unable to determine the effieeis of such measures because they were
adopted after the on-site visit. During discusswith the Serbian banking sector, the banks
indicated that they were currently not taking meesuto protect against the risk of new
technologies and demonstrated no knowledge of gsich

3.2.2 Recommendations and comments

540. Overall, Serbia’s compliance with the FATF standasd CDD requirements shows a number
of essential gaps in implementation, mostly stengnfiom the newness of the AML/CFT Law.
Further, competent authorities have yet to issyglamenting measures for the AML/CFT Law
and related guidance, which further weakens Sexlmampliance with the FATF standards. The
Serbian authorities have indicated that they hdaaspto issue additional guidance and provide
trainings to ensure financial institutions are aavaf their new obligations under the AML/CFT
Law and can implement the new elements requiredicptarly adopting a risk-based approach
for CDD.

541. In practice, there is awareness of the requiremants the application of due diligence
measures, particularly in the banking sector. Hewethis compliance level does not cover the
financial sector as a whole, since significant padve not sufficiently implemented not only the
due diligence controls of the AML/CFT Law, but atsfiathe previous AML Law.

542. Prior to the passage of the AML/CFT Law in March020only the banking sector was
obliged to identify and apply enhanced measuré2EB-s. Under those requirements, banks were
not required to obtain senior management appravagxisting clients that were not previously
identified as PEP-s, nor were banks required te talasonable means to establish the source of
wealth and the source of funds of PEP-s. While sfinacial institutions outside of the banking
sector did indicate that they considered PEP-stadky clients, there was no legal requirement
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for them to take additional due diligence measufée AML/CFT Law should help fill those
previously identified gaps once implemented acatisghancial institutions.

Recommendation 5

*  Serbian authorities should require obligors to aersfiling an STR if they have refused to
establish a business relationship, carry out asa&etion, or terminate an existing business
relationship.

* In the case of filing an STR where obligors havieised to establish a business relationship,
carry out a transaction, or terminate an existingjess relationship, the indicators of suspicious
transactions are strong enough to precipitateanéial institution filing an STR, however, there
remains the possibility that a situation might mattch the list and a financial institution will not
file an STR with the APML.

» Issue guidelines on instructions for the mannddentifying their clients in accordance with the
obligations under the AML/CFT Law.

. As stated above, because of the newness of the @ML/Law, financial institutions have not
yet applied the risk-based approach to clientshi&ershould work with financial institutions to
ensure they understand how to effectively implenmepractice.

Recommendation 6

e  Serbian authorities should issue additional regaiat and guidelines to ensure that Serbian
financial institutions clearly understand and umifity apply their obligations under Article 30 of
the AML/CFT Law to monitor_with special car@posebna paznja transactions and other
business activities of a foreign official.

e Serbian authorities should assist financial ingtitvs outside of the banking sector on how to
identify foreign officials and apply enhanced dubkgdnce, per the new requirements of the
AML/CFT Law. This could include additional trainirsggminars and additional guidance on risk
assessment for investment fund management compdicerssed bureaux de change, persons
dealing with postal communications, and broker-eleabmpanies.

Recommendation 7

e  Serbian authorities should require financial ingiiins to document respective AML/CFT
responsibilities for each party in the correspomdetationship so that there is no confusion
between the financial institution and respondemkiebout which one will carry out AML/CFT
requirements.

*  While use of payable-through accounts appearsonio¢ tcommon in Serbia, this practice should
either be prohibited by law or should have obligasi attached to it to ensure that appropriate
CDD is conducted and institutions share relevamorination should the practice become
established in the future.

Recommendation 8
e Serbian authorities should adopt requirementsiéented bureaux de change, investment fund
management companies, persons dealing with postaimanications, and broker-dealer

companies to develop policies and procedures teidentechnological developments in ML and
FT when conducting risk assessments.
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*  The evaluation team was unable to assess theieffieess of the new measures on technological
developments, given the newness of the regulations.

3.2.3 Compliance with Recommendations 5 to 8
Rating Summary of factors underlying rating
R.5 PC * No guidance on the risk-based approach has beendpdbfor

financial institutions regulated by the Securif@mmission.

e No explicit requirement for obligors to consider kimy a
suspicious transaction report when they have rdftsestablish a
business relationship, carry out a transactionteominate ar
existing business relationship.

« No adequate demonstration that all financial ing8ths have
implemented the standards of Recommendation 5Sudimad the
risk based approach.

R.6 LC » Effectiveness not established (uneven implememtaticross al
financial institutions, absence of guidelines iskbg supervisors
on internal procedures for determining whether | a
customer/beneficial owner of a customer is a foreifiicial)

R.7 PC * Financial institutions are not required to docum&ML/CFT
responsibilities between correspondents.

* Lack of implementation of controls by all financiastitutions,
with the exception of the banking sector, which maglemented
some controls.

R.8 LC * Requirements to consider new technologies do n@iyafo all
financial institutions.

 Requirements have recently been introduced and rfaetier
guidance and monitoring before being assessedlp$nfiplemented

3.3 Third Parties and Introduced Business (R. 9)

3.3.1 Description and analysis

543. The previous AML Law had no provisions on relying a third party to perform some
elements of the CDD process or to introduce busines

544. The legal basis allowing financial institutions rely on third parties to perform CDD was
introduced in Article 23 of the AML/CFT Law. Und#re law, a third party is defined as:

1) the obligor referred to in Article 4, Paragraphltems 1, 3, 4 and 8 of this Law (banks,
companies for the management of investment funoisipanies for the management of
VPFs, and broker-dealer companies);

2) insurance companies licensed to perform lifarasce business;

3) the person referred to in Article 4, Paragrapitems 1, 3, 4 and 8 of this Law and the
insurance company licensed to perform businessgeoinsurance in a foreign country if it
is subject to a statutory requirement to registerbusiness, if it applies customer due
diligence, keeps records in an equal or similarmeams specified in this Law, and if it is
supervised in the execution of its business indegaate manner.

545. In relying on such a third party, obligors shallt k@ exempt from the responsibility for a
proper application of CDD. Article 23 further stiptes that the obligor may not rely on a third
party to perform certain customer due diligencéastand measures if such person has identified
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and verified the identity of a customer without thestomer’s presence. The third party also is
responsible for meeting the requirements laid dowthis Law, including the keeping of data and
documentation.

Requirement to immediately obtain certain CDD eletmefrom third parties; availability of
identification data from third parties

546. Articles 10 and 11 of the AML/CFT Law require olaig to apply the actions and measures in
Articles 8 and 9 prior to the establishment of &ibess relations or execution of transaction.
Furthermore, at the request of the obligor, thedtpiarty should deliver without delay copies of
identity papers and other documentation based dohwih applied the customer due diligence
actions and measures and obtained the requestadataut a customer (Article 25 of the
AML/CFT Law).

547. The obtained copies of the identity papers and mectation shall be kept by the obligor in
accordance with this Law. If the obligor doubts ttredibility of the applied customer due
diligence or of the identification documentationtloe veracity of data obtained about a customer,
it shall request from the third party to submit atten statement on the credibility of the applied
customer due diligence action or measure and trezitg of the data held about a customer.

Regulation and supervision of third party & adequac application of FATF Recommendations

548. Obligors may rely on third parties as defined ia ldw if they are subject to business registry,
CDD and record keeping requirements equal or siradsstated in the AML/CFT Law and if they
are supervised in the execution of their businesani adequate manner. Obligors are required to
ensure that the third party meets all the condstiard down in the law (Article 23).

549. Article 24 of the AML/CFT Law sets out stipulatiottgat prohibit an obligor from relying on
a third party to perform certain CDD measures &adis as follows:

1) the obligor shall not rely on a third party terfprm certain customer due diligence measurdeif t
customer is an offshore legal person or an anongrmompany;

2) The obligor may not rely on a third party tofpem certain customer due diligence measures if the
third party is from a country which is listed ast momplying with the standards against money
laundering and terrorism financing. This list stz developed by the Minister, at the proposahef t
APML and based on the data held by internationgdwisations; and

3) Under no circumstances shall the third partgieffshore legal person or a shell bank.

550. The Minister has not yet developed the list ref@tceunder Article 24 Paragraph 2.
Ultimate responsibility

551. The AML/CFT Law set out monetary fines to ensurat tinancial institutions are ultimately
held responsible for customer identification andifieation and not the third party. Article 89
Paragraph 1 Item 4 of the AML/CFT Law requires thdegal person shall be punished for an
economic offence with a fine amounting from RSDOBO, to RSD 1,500,000, if it...rel[lies] on a
third party to perform customer due diligence withbaving checked whether such third person
meets the requirements laid down in this Law auiéh third person established and verified the
identity of a customer without its presence orhé tcustomer is an offshore legal person or
anonymous company.
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Effectiveness and efficiency

552. As noted in other sections of the report, the eatadn team was unable to assess the
effectiveness of Serbia’s implementation of Recomita¢ion 9 because of the newness of the
AML/CFT Law. At the time of the evaluation, the Nter of Finance had not yet issued a list of
countries that do not apply international AML/CR&arslards. Serbian authorities indicated that a
sub-law is currently under preparation.

3.3.2 Recommendation and comments

553. Until Serbian authorities have determined in whicbuntries financial institutions are
permitted to rely on third parties, there can beimplementation of this provision. Serbian
authorities should work to issue the sub-law irparation and the list mentioned in Article 24.

3.3.3 Compliance with Recommendation 9
Rating Summary of factors underlying rating
R.9 LC * The authorities have not yet determined in whickintbes the
third party that meets the conditions can be based.

3.4 Financial institution secrecy or confidentiality (R4)

3.4.1 Description and analysis

Inhibition of implementation of FATF Recommendagion

554. Article 30 of the previous AML Law stipulates thdata, information and documentation
collected in accordance with this Law shall be ader®ed an official secret and may be utilized in
accordance with this Law. Article 30 further statieat the Administration Director or a person
that he authorizes may dispose of the data, infiomaand documentation referred to in
Paragraph 1 of this Article. Providing the Admiragion, competent state authorities and
competent foreign authorities and internationalaaigations with the data, information and
documentation referred to in Paragraph 1 of thigcker shall not be considered a violation of the
official secret in accordance with this Law.

555. Under Article 74 of the AML/CFT Law, (1) data, imfoation and documentation obtained by
the APML shall be considered an official secrel. [ssemination of data, information and
documentation referred to in Paragraph 1 of thiscker to the competent State bodies and the
foreign State bodies competent for the preventiod detection of money laundering and
terrorism financing shall not be considered infarmgent of official secrecy, in accordance with
this Law. (3) The head of the APML shall make tleeidion on the removal of the classification
‘Official secret’ referred to in Paragraph 1 ofgshArticle. (4) Sending of data, information and
documentation by the obligor, lawyer or their enyples to the APML shall not be considered
infringement of the obligation to keep a businéssking or professional secret.

556. In both the previous AML Law and the AML/CFT Lawmférmation sent to the APML is not
considered a violation or infringement of the oblig requirement to protect bank or business
secrets.

557. Specific for banksThe banking secrecy requirement is set out incketd7 of the Law on
Banks as follows: the bank and members of its lpdikareholders and bank employees, as well
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as the external auditor of the bank and other pergdo, due to the nature of the activities they
perform, have access to the data covered by bamkecemay not disclose such data to third
persons, use such data against the interest dfahle and its clients, nor may they enable third
persons to have access to such data. The obligaiomaintain secrecy applies even after
termination of their status on the basis of whioirtaccess to the data has been enabled.

558. Article 47 also provides that data about a clidwit tis considered as a bank secret may be
disclosed by the bank to a third person only upwa written approval of the client, unless
otherwise prescribed by this Law or some other law.

559. Data covered by the banking secrecy requiremehidas the following (Article 46):
1) Data which are known to a bank, and which rédepersonal data, financial status and
transactions, as well as ownership or businestiae$aof the clients of such bank or another
bank;
2) Data on balance and transactions on individapbdit accounts;
3) Other data which the bank has became aware tfiencourse of performing business
activities with clients.

560. Specific for the insurance sectdrhe Law on Insurance and relevant Decisions isfyeithe
NBS do not lay out specific secrecy requirementdHe insurance sector.

561. Specific for the securities sectdrticle 72 of the Law on Securities Market stigigs that the
person specified in Article 71 of this Law (a pergmssessing privileged securities information:
issuer's employees; members of management and'sssugervisory board; auditor, portfolio
manager, investment adviser, broker, financialymtahccountant, bookkeeper, practicing lawyer,
actuary, appraiser, court expert, or judge; alspes holding 10% or more participation in the
issuer's capital; subsidiary of the issuer; and @dlrsons who have acquired privileged
information, and know and/or could have known thaty have acquired it from persons listed in
this Article) shall be obliged to keep the datapoivileged information as a business secret and
must not disclose them to other persons, nor re@mmbased on them, to other persons to
acquire, purchase, and sell securities or in ahgrovay dispose of such securities.

» Stock exchangeArticle 118 further stipulates that employees &atdck exchange
management members, and/or over-the-counter mapertaitors shall be obliged to keep
as business secret data on circulation of secuigie other financial instruments which
are not published, as well as other data accessilileem through the execution of their
duties or in any other way, and they must not dselthem to third parties, use them or
make it possible for third parties to use them.

» Broker-dealers Article 161 requires that employees and membérhe broker-dealer
company management shall be obliged to keep asdsmssisecret the information about
balance and volume of transactions in the secsir@teEounts of company's clients, as well
as other information which they learned of whilefpeming business operations of that
company, and they must not disclose the informattiothird parties, use the information,
or allow third parties to use them.

e Custodian bankUnder Article 181, custodian banks opening andagaig securities
accounts shall be obliged to keep separate recordsecurities and persons (entities) on
whose behalf it conducts such transactions, ariceép the data from these records as a
business secret as well as to protect them fromutimorized use, amendments and losses.
Article 183 further stipulates that employees arainbers of the management of the bank
that performs the transactions of custodian baakK ble obliged to keep as business secret
the data about statement of account and volummos$actions in the securities accounts of
company's clients, as well as other data which kaasned of in performing transactions of
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custodian bank, and they must not disclose thethitd parties, or use or allowing third
parties to use them.

562. Specific for the voluntary pension fund sectaticle 18 of the Law on Pension Funds defines
a business secret as follows: The general managanbers of management of the management
company, employees of the management company #ateédearties of such company shall be
required to keep as business secret, and canmtdsisnformation on:

1) voluntary pension fund or fund management comghat could create a misleading picture
of the company’s, or fund’s, operations;

2) future activities and business plans of the gamgnt company, except in cases envisaged in
the law;

3) balance and turnover in the accounts of thentaly pension fund and its members;

4) other data that are of significance for the apens of the voluntary pension fund, and which
they had acquired in the course of performing mamamt company operations.

563. Article 18 also states that data classified as siness secret can be communicated and
presented for consideration to third parties onlyirlg supervision of operations, based on an
order of a court, competent administration autlypot pursuant to the law.

Ability of competent authorities to access informabn they require to properly perform their
functions in combating ML or FT

564. Specific for banksArticle 48 Paragraph 1 of the Law on Banks expligorovides a list of
exceptions where the banking secrecy does not agpigng which the following:

* onthe basis of a decision or request of the coempeburt;

» for the needs of the body competent for money latnd prevention, in compliance with anti
money laundering regulations;

»  toregulatory authorities for the purpose of perfiog activities within their field of competence;

* to tax administration pursuant to regulations whiglgulate activities within its field of
competence;

» to the authority competent for the supervisionaséfgn currency operations;

* upon the request of the organisation for depositiriance, in compliance with the law which
governs deposit insurance and

* to foreign regulatory authority under the condifomstipulated in the Memorandum of
Understanding, concluded between the foreign régmyleauthority and the National Bank of
Serbia.

565. In addition to the listed exceptions, a bank has tight to disclose such data to the
investigative judge, public prosecutor and courtd/ar other bodies that have public and legal
authority, solely for the purpose of the protectafrits rights in compliance with the law (Article
48 Paragraph 2).

566. The access to financial information (banking segrestands on two pillars. As it is stated
above the Law on Banks provides the provisions lisatthe exceptions where the banking
secrecy rules are not applicable. The other pilkavers the laws which give the authorization and
permission for specific actors of the system sushh& investigative judge, public prosecutor,
competent court, FIU, the supervisory authoritatoess financial information.

567. The CPC provides the legal basis for obtainingrfaia@ data by law enforcement authorities
during the preliminary investigation. Accordingtte Article 234 of CPC if there is a suspicion
that a criminal offence punishable by at least fgeair imprisonment has been committed, upon
the written motion of the public prosecutor conitagna statement of reasons, the investigating
judge may order that a bank or financial or othrgranisation submits data concerning statement
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of balances of the suspect's business and privateuats. Having regard that the money

laundering and the financing of terrorism are plhalde criminal offences by imprisonment more

than four years, this provision is applicable adoayly. The language “bank or financial or other

organisation” appears to cover all sorts of obkgthrat keep confidential data. As for the certain
data, the order issued by the investigating judoeeis explicitly financial data connected to

accounts. This restrictive provision of CPC raigesertainties as to whether confidential data that
are not connected to accounts are also coverduebgRC.

568. The Article 504k of CPC lays down the authorizationobtaining financial data in organised
crime cases. Thus the public prosecutor may reqinestcompetent state authority, bank or
another financial organisation conduct the audimahagement of certain persons and to deliver
him the documentation and data that may use agmsgdabout the criminal offence or property
acquired through commission of criminal offence, veall as the information on suspicious
financial transactions with regard to the Convantim Money Laundering, Search, Seizure and
Confiscation of the Benefits Acquired through CrimA@parently the public prosecutor (and not
the investigative judge) is authorized to issue garticular order, and requested data seems to be
more extensive than the data determined by Arfidie of CPC.

569. It has to be added that the LSC gives additiongélldasis for obtaining confidential data
from obligors, while an ongoing financial investiga is carried out by the APML. Article 20 of
the LSC provides that the public prosecutor mayeptthnking or other financial organisation to
communicate to the APML data on the status of thees's business and private accounts, and
safety deposit boxes. As regards the data, thiggom enables the APML to require data that are
connected to accounts and safety boxes as well.

570. Turning from the LEAs to the APML, the bank has tight to disclose such data to the
investigative judge, public prosecutor and courtd/ar other bodies that have public and legal
authority, solely for the purpose of the protectafrits rights in compliance with the law (Article
48 paragraph 2).

571. Article 74 Paragraph 4 of the AML/CFT Law providdbat data, information and
documentation sent by the obligor, lawyer or tlegiployees to the APML shall not constitute a
breach of the obligation to maintain business, ban&r professional secrecy.

572. Under Article 74 of the AML/CFT Law, data, inforniat and documentation obtained by the
APML shall be considered an official secret. TheMAPcan obtain relevant ML/FT information
from obligors in accordance with the conditionsagtin Article 53 of the AML/CFT Law. When
requested, the obligor is obliged to send suchwd#teout delay and no later than 8 days from the
date of receipt of the request (or according todésdline set by the APML) or provide the APML
with direct electronic access to such data, infalwonaor documentation. Failure to do so is
sanctioned under Article 88 Paragraph 1 Item 3&(fiom RSD 500.000 —-.3.000.000).

Sharing of information between competent authoritis, either domestically or internationally

573. The National Bank of Serbia, courts and other todiat have public and legal authorities
may use the data obtained in compliance with Aeti&l of the Law on Banks exclusively for the
purpose for which the data has been acquired arydnoiadisclose such data to third persons or
enable third persons to become aware of and ude data, except in cases stipulated by law.
These restrictions apply also to employees anddoemployees of the above-mentioned bodies
(Article 49 of the Law on Banks).

574. The APML can disseminate information and documéab the competent State bodies and
foreign State bodies responsible for AML/CFT issaed grants the head of the APML the power
to remove the classification of “official secrefitticle 72, Item 2 of the AML/CFT Law provides
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that dissemination of data, information and docuation referred to in Paragraph 1 of this
Article (data collected by the APML is consideredddficial secret) to the competent State bodies
and the foreign State bodies competent for thegogan and detection of money laundering and
terrorisvr\?4 financing shall not be considered infangent of official secrecy, in accordance with
this Law™.

575. According to Article 85 of AML/CFT Law, supervisorpodies other than APML shall
promptly inform the APML in writing of all the meases taken in the implemented supervision,
any irregularities or illegalities found as well asy other relevant facts in relation to the
supervision, and shall send a copy of the docurteitthey enact. In addition this Article also
sets out that supervisory bodies that have foursdyutarities and illegalities shall inform other
supervisory bodies, if that is relevant for theori

576. Article 86 of the AML/CFT Law lays down that supiary bodies shall inform the APML in
writing where they establish or identify, while exéing tasks within their competence, facts that
are or may be linked to money laundering or tesrarfinancing. Hence, supervisory bodies are
obliged to send quasi STR-s (that is originally kbag secrecy) to APML, when they find
grounds for suspicion of money laundering or tésrarfinancing, while they are carrying out
their supervisory tasks.

577. The list of exceptions under Article 48 paragrapbf the Law on Banks provides that data
can be disclosed to foreign regulatory authoritydam the conditions stipulated in the
Memorandum of Understanding concluded betweendteign regulatory authority and the NBS.
However, the information exchange between the APaMd foreign FIU is more extensively
implemented, since the confidential data acquirgdABML either as STR-s, information upon
request, or information on suspicion of money larim) or terrorism financing sent by the
supervisory body (such as NBS) might be dissemih&deforeign FIU even in the absence of
concluded MoU.

578. Specific for the Securities Commissiéuticle 239 of the Law on Securities Market regsi
that the president and the members, as well asogagd of the Commission shall be obliged to
keep safe the information on issuers of securigatties that are supervised by the Commission,
and other information on facts and circumstancedenaccessible to them due to performing of
the functions and/or work, with the exception théoimation accessible to general public, and
they shall not disclose such information to thiattigs, use them or enable third parties to use
them. This information, with the exception of infaation accessible to the general public shall be
considered an official secret.

579. Article 239 further stipulates that by exceptionthe Paragraph above, such information can
be disclosed and made accessible only on the gsoohdh court order and/or order of the
competent administrative agency and the Commissiag disclose the data referred to in that
Paragraph and make them accessible to the autigasons from the NBS for the purpose of
exchange of information and data, as well as flmctihg supervision.

% Article 30, Paragraph 3 of the Previous AML Lawditated that providing the Administration, compéten
state authorities and competent foreign authoréigs international organisations with the dategrimiation and
documentation referred to in Paragraph 1 of thigckr shall not be considered a violation of théoidl secret
in accordance with this Law.
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Sharing of information between financial institutions where this is required by R.7, R.9 or SR.
Vi

Sharing information with domestic financial instituns

580. Serbian authorities have indicated that where tisea@ explicit requirement in the AML/CFT
Law or sector-specific bylaws to share informatishen required by R. 7, R.9, or SR.VII, it
would not be considered a breach of secrecy.

Sharing information with foreign financial institahs:

581. Provisions under the Decision on Foreign Paymerdan3Jactions (Section 3) and the
Guidelines to the Decision on Foreign Payment Taetisns® provide the basis for Serbian
financial institutions to send/receive informatido/from foreign financial institutions when
sending cross border payment transactions. Aslalerequires obligors to provide certain
information when sending a cross border paymenstes, the evaluation team has assessed that
this action would not constitute a breach of secrec

582. There are no provisions, however, in the AML/CFawl.. the previous AML Law, nor in
sector-specific bylaws for financial institution® tshare information with other financial
institutions where required by R.7 or R.9. As @lgi29 of the AML/CFT Law applies only to
LORO correspondent relationships, and not NOSTR@espondent relationships, Serbian
authorities have indicated that sharing informatwaith the foreign financial institution would
constitute a breach of secrecy.

583. With regards to relying on a third party for CDDerBian authorities have indicated that since
there is an explicit requirement in the Law that third party is obliged to share information with
the obligor, it would not be considered a breatbkexrecy for a foreign financial institution to
provide required information to a Serbian finandiastitution. However, Article 23 of the
AML/CFT Law does not provide for Serbian finandastitutions to serve as a third party for a
foreign financial institutions and therefore shgrinformation with a foreign financial institution
would constitute a breach of secrecy.

Effectiveness and efficiency

584. It appears that the APML does not encounter dilfiesi in obtaining the information it needs
to fulfil its obligations In practice, financial stitutions indicated that bank secrecy requirements
did not inhibit their ability to file STR-s with ¢h APML or answer requests for further
information. Conversely, the APML indicated thahdncial institutions were cooperative in
responding to requests for information.

585. The APML also has the ability to both receive anddisseminate information to other
competent State authorities. The APML often requagbrmation from the Ministry of Interior,
and while the Interior Ministry is unable to progithformation in every request (as indicated, due
to the lack of such information from their dataBasedoes not seem to be a result of secrecy
requirements.

586. Article 58 of the AML/CFT Law provides that if therare reasons for suspicion of money
laundering or terrorism financing in relation torteén transactions or persons, the APML may
initiate a procedure to collect data, informatiol @ocumentation as provided for in this Law, as
well as carry out other actions and measures witisicompetence also upon a written and

% NBS Guidelines for implementing the decision omig and conditions of performing foreign payment
transactions, Republic of Serbia Official GazetesN24/2007, 31/2007, 3/2008 and 61/2008 (appkcablof
April 1, 2007).
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grounded initiative by a court, public prosecutaolice, Security Information Agency, Military
Intelligence Agency, Military Security Agency, Takdministration, Customs Administration,
National Bank of Serbia, Securities Commissiony&ization Agency, competent inspectorates
and State bodies competent for state auditing ightl dgainst corruption.

587. The competent authorities noted above do not haeetdiccess to APML databases and must
request information directly from the APML. The Nditry of Interior also indicated that they are
able to request information for cases regardingedipate offence for ML, as long as there is also
suspicion of ML.

588. Article 58 further states that the APML shall refu® initiate the procedure based on the
initiative referred to in paragraph 1 of this Aléidf it does not contain reasons for suspicion of
money laundering or terrorism financing, as wellrasircumstances when it is obvious that such
reasons for suspicion do not exist. In the evefarred to in paragraph 2 of this Article, the
APML shall inform the initiator in writing of theemsons why it did not commence a procedure
based on such initiative.

589. Reports produced by the APML, which have been amutoby the director, are then
disseminated to appropriate competent authorititsaocase by case basis. There are some
requirements to this dissemination as only fullttexports can be shared with the police,
prosecutors, or courts; and only when there isimiwcal proceeding. Some information can be
shared with the Customs and Tax Administration Boigtign Currency Inspectorate, although the
APML indicated that more often than not, informatie requested from these State bodies.

590. In regard to authorisations for obtaining confid@ntlata in criminal proceeding, examiners
are of the opinion that legal provisions shouldnt@re elaborated in order to cover the required
confidential data more consistently. However, arities confirmed on-site that no difficulties
have emerged yet in this respect.

591. The supervisory authority does not appear to erteoudifficulties in obtaining the
information it needs to fulfil its obligations.

3.4.2 Recommendations and comments

*  While Serbian financial institutions are able toah information with foreign financial
institutions per obligations under requirementSBX.VII, Serbian authorities should amend the
AML/CFT Law to also ensure that financial instituis are able to share information with
foreign financial institutions, where it is requirby R.7 and R.9.

* Provisions of obtaining financial information by AEand investigative judge appear to be
inconsistent and uncertain regarding the rangefofmation that can be obtained from financial

obligors.
3.4.3 Compliance with Recommendation 4
Rating Summary of factors underlying rating
R.4 LC * Financial institutions are unable to share infoioratwith foreign

financial institutions where required by R.7 an@® Rithout violating
secrecy laws

* Inconsistency in law enforcement bodies obtainiogfidential data
not specifically related to accounts.
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3.5 Record Keeping and Wire Transfer Rules (R.10 and SRVII)

3.5.1 Description and analysis

Recommendation 10
Record-Keeping & Reconstruction of Transaction Reés¢c. 10.1 & 10.1.1)

592. The AML/CFT Law sets out the record keeping requiats in Articles 80 (record keeping),
81 (content of records), and 77 (period for keepiregdata in the obligor and lawyer).

593. Obligors — and financial institutions among themare required by Article 80 of the
AML/CFT law to retain records of data concerninge tieustomers, as well as business
relationship® and transactions referred to in Article 9 of thenl Article 9, in turn, expounding
the application of the customer due diligence,ldisfaes the following requirements:

» Article 9 Paragraph 1 specifies that obligors stidake the actions and measures referred to in
Article 8 of the Law (that is, perform CDD meas)fésn the following cases: 1) when
establishing a business relationship with a custpr2¢ when carrying out a transaction
amounting to the RSD equivalent of EUR 15.000 oren@®) when there are reasons for
suspicion of money laundering or terrorism finagcimith respect to a customer or transaction;
4) when there are doubts about the veracity oriloiteegd of previously obtained data about a
customer or beneficial owner; and

» Article 9 Paragraph 2 requires that if the transastamounting to the RSD equivalent of EUR
15.000 or more are carried out based on a previoestablished business relationship, the
obligor should collect the missing part of dateeredd to in Article 21 Paragraph 2 of the Law
(obtaining data about the purpose and intendedeatiua business relationship or transaction),
which in turn requires obligors to obtain, withinstomer due diligence measures laid down in
Article 9 Paragraph 1 indent 2, the data specibgdArticle 81 Paragraph 1, Indents 1 to 4
(identification data of the customer), Indents 81tb (date, time, amount, currency, intended
purpose of transaction, identification data of thkended recipient of the transaction, and the
manner in which a transaction is executed) andnitsdé4 and 15 (identification data of the
beneficial owner and the person under civil law).

594. Such data and documentation that are obtained nungea customer, established business
relationships with a customer and executed traime;tshould be kept for a period of 10 years
from the date of the termination of the businesatianship or executed transaction (Article 77
Paragraph 1 of the AML/CFT Law).

595. Thus, the definition provided by the AML/CFT Lawrfothe scope of the data to be
maintained by obligors is limited to the data ofbea in the course and due to customer due
diligence procedure and there is no requiremekéép records on transactions, for which CDD is
not performed — that is all occasiofigransactions under EUR 15,000. Thus, since therdec

% Article 3.1(14) defines business relationship asélationship between a customer and the obligeeth on a
contract regarding the business actiwitythe obligor that is expected, at the time wisech relationship is
established, to have an element of duration”.
° Namely, Article 8 requires that obligors: a) idgnthe customer, b) verify the identity of the tuser, c)
identify beneficial owner and verify his/her idaptid) obtain information on the purpose and inezhdature of
a business relationship or transaction, and e)ladgumonitor business transactions of the customer
% Although the Serbian legislation does not defineasional transactions, such transactions can derstood
— from articles 80, 9 and 8 of the AML/CFT Law s those: a) for which a new business relationdbgs€d on
a contract, as provided by the definition of a hast relationship) is not established and b) whieh not
conducted on the basis of a previously establitheiness relationship, and ¢) which do not exceedRSD
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keeping requirement is bound by the scope of the dbtained while performing CDD, obligors
are not required by the AML/CFT Law to keep recooastransactions for which customer due
diligence is not required.

596. On the other hand, Article 23 of the Accounting &adliting Law requires that:

a) journals and ledgers are kept for 10 years (joumdéfined as “a book of accounts in which
transactions are entered in the order of their wease and/or order of reception of
accounting documents” while a ledger is “the congmllection of balanced accounts for a
systemic coverage of status and changes in relai@assets, liabilities, equity, income and
expenditures, serving as basis for the compilatidimancial statements”)

b) subsidiary ledgers are kept for 5 years (defined“asalytical records of intangible
investments, real estate, plant and equipmentiatagiock, long-term investments, stocks,
receivables, cash and cash equivalents, liabiliégsity, etc”)

c) documents on the basis of which data are entertitbibook of account are kept for 5 years.

597. It is worth of mentioning that the Previous AML Laso established a similar requirement
for keeping records on business relations anddcioms for a period of five years. Nevertheless,
the definition of the current AML/ CFT Law is mospecific about the scope and composition of
the records to be kept (encompassing data on castpmstablished business relationships with a
customer, and executed transactions) and setsgarlaninimal period for keeping such records
(10 years, as opposed to the 5-year period edtablisy the Previous AML Law).

598. Sufficiency of transaction records so as to peragbnstruction of individual transactions for
providing, if necessary, evidence in order to pcose criminal activity, can be concluded through
the same logic articulated above by the respectgeirements of the AML/CFT Law — for the
transactions subject to CDD, and those of the Acting and Auditing Law — for all other
transactions.

Record-Keeping for Identification Data, Files andréspondence (c. 10.2)

599. Article 77 of the AML/CFT Law requires that obligokeep the data and documentation
obtained under the Law concerning a customer, ksttald relationships with a customer and
executed transactions for a period of 10 years ftioendate of the termination of the business
relationship, executed transaction or the latestsxto a safe deposit box. Article 81 Paragraph 1,
indents 1 to 4, 8 to 11, 14 and 15 in turn define $cope of the data to be kept (that is, the
identification data of the customer, the date, fimenount, currency, intended purpose of
transaction, the identification data of the intethdecipient of the transaction, and the manner in
which a transaction is executed, the identificatitata of the beneficial owner and the person
under civil law), which appears to amount to thdetitification data” and “account files” as
required by Criterion 10.2.

600. The wording of the law does not enable the autiesrito request a longer record retention
period in specific cases if necessary. However athiborities’ ability to request a longer record
retention period is manifested in that they haveaaly established a minimal retention period of
10 years.

Availability of Records to Competent Authoritieaimimely Manner (c. 10.3)

601. Financial institutions are required to provide réfquested by the APML, all the required
documentation (Article 53 Paragraph 3 of the AMLIQEw).

equivalent of EUR 15,000 and d) concerning whicgréhare no ML/FT suspicions or doubts about thacigr
or credibility of previously obtained data.
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602. Article 53 Paragraph 1 establishes that, if the APAdsesses that there are reasons to suspect
money laundering or terrorism financing in certa@nsactions or persons, it may request from
obligors:

1) Data from the customer and transaction records kgpthe obligor based on Article 81
Paragraph 1 (i.e. customer identification and tatien data);

2) Data on money and property of a customer, on tciieses with such money and property, as
well as on business relations of a customer (hgomg due diligence data);

3) Other data and information needed for detecting @eding money laundering or terrorism
financing.

603. The APML may also request from obligors data arfdrination referred above concerning
persons having participated or cooperated in tcises or business activities of the person with
respect to which there are reasons for suspiciomafey laundering or terrorism financing
(Article 53 Paragraph 2).

604. All data requested by the APML should be submitigdbligors without delay and no later
than eight days from the date of receipt of theuesty or the APML should be provided a direct
electronic access to such data, information or a@suation, without any fees. The APML may
set in its request a shorter deadline for submissfalata, information, and documentation, if that
is necessary for deciding on a temporary susperdi@ntransaction or in other urgent cases, as
well as a longer period due to the extensive sizelorumentation or to any other justified
reasons. Article 55 further establishes similar p@nrof the APML to request data, information,
and documentation from state bodies, organisatams legal persons entrusted with public
authorities.

605. Powers of other competent (supervisory) bodies equest and receive from financial
institutions customer and transaction records afamation are covered under the description of
criterion 29.3 and appear to be sufficient to mbetrequirements of Criterion 10.3. Particularly,
Article 104 of the Law on Banks, Article 155 of thaw on Insurance, Article 68 of the Law on
Pension Funds, Article 13d of the Law on Finantieasing, and Article 221 of the Law on
Securities Market provide that the respective fai@ninstitutions shall be obliged to provide to
the competent supervisory authorities unhinderecksx to their business books and other
information/ documentation. Since there is no sapon on the time minimal/ maximal time for
the financial institutions to provide such acces$s assumed that the access is to be provided
immediately, thus ensuring its timeliness as pibedrby Criterion 10.3.

606. As articulated under the analysis of R.4, Serbégislation does not seem to contain financial
secrecy provisions which could restrict availapiléand timely provision of customer and
transaction information to competent domestic attilbe upon appropriate authority.

Effectiveness and efficiency (R. 10)

607. Both the representatives of the bank complianceer and those of the bank visited on-site
were knowledgeable of the record-keeping obligatiomder by the AML/CFT Law and the
implementing regulations. They asserted to haverrial acts providing further details of the
procedures for keeping records on business refgtiomstomers, and transactions. Supervisors
interviewed, in turn, did not report any problemghwiimely access to customer and transaction
records and information.

608. As to the procedures to check effective recordntete at financial institutions, Article 10 of
the Memorandum for AML/ CFT Supervision of Banksabtishes a requirement to examine
whether the bank keeps the data and documents @y Gfening of accounts, establishment of
business relations, and transactions for the pesaidby the Law. However, none of the other
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supervisory bodies proved to have such procedwefisedl by the respective internal documents
regulating supervisory practice.

609. However, due to infrequent and limited inspectiofdinancial institutions — especially that
of non-bank financial institutions - for checkingrnapliance with the AML/CFT framework, the
assessors cannot arrive at a well-founded concluiat the requirements of the Law and
regulations pertaining to record keeping are effett met. This is supported by the results of
statistics on supervision, which do not refer ty aases of discovering irregularities related to
record keeping requirements; accordingly no sanstiliave ever been applied for non
compliance. This also refers to money transferrimsses, particularly the PTT “Srbija”, which
currently is not recognised as a money transfeimbas (and as such, as a financial institution
subject to record-keeping requirements).

610. Furthermore, evidence gathered during the meetiitly ather competent (law enforcement)
bodies shows that banks often fail to have obtaared maintained complete CDD information
documentation from the opening of accounts.

611. The assessors were not provided any informationsectoral laws/regulations enabling
effective implementation of the record-keeping ifegments by persons involved in
intermediation in credit transactions and provisibfoans, factoring and forfeiting, and provision
of guarantees— should they start operating in #1ign financial sectdt

Special Recommendation VII
Obtain Originator Information for Wire Transfers.\dl.1)

612. Article 4 of the Law on Payment TransactifAslefines two types of payment transactions:
1) Credit transfer: when the payment transactianii&ted by the debtor issuing the payment
order to its bank with the instruction to trandfiee funds from its account to the creditor (or
the latter’s account), and
2) Debit transfers: when the payment transactidnitimted by the creditor, based on matured
securities, bills of exchange or the authorizatiiven by the debtor to its bank and to its
creditor.

613. Article 9 of the Law on Payment Transactions furttlefines that any order for effecting a
payment transaction must include the data on thittey and the recipient of the order and their
respective banks, data on the amount, as wellles prescribed data. The receiving bank shall
not execute the payment order, if it does not dontll prescribed data, and/or if data
inconsistency makes the execution of the orderalizedble.

614. The Decision on Electronic Payment TransactiYrisrther establishes that:
1) An electronic payment shall be carried out via exaje of electronic messages in information
systems of the participants of payments (Section 2)
2) An electronic message shall be any electronicatiyegated information, electronically sent,
checked, received, and sa\@&gction 3);
3) An electronic payment order shall contain the el@mestablished in the decision regulating
the form, contents and use of uniform paymentsungtnts and in the instruction regulating

% As presented by the authorities, these obligssseparate organisational-legal type of entitiéh,do not
exist in the financial system of Serbia, but astelil because they are expected to be introducedhietsystem
in near future.
10 FRY Official Gazette, Nos. 3/2002 and 5/2003, arpblic of Serbia Official Gazette Nos. 43/2004 and
62/2006, implemented as of June 1, 2004.
191 NBS Decision on electronic payment transactiormqnublic of Serbia Official Gazette No. 57/2004
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the format and earmarking of messages in electrerithange to be determined by the
National Bank (Section 7).

615. As presented by the authorities, Serbian legisiaéstablishes different requirements with
regard to the above-mentioned uniform paymentsunsints used for domestic and cross-border
payment transactions.

616. Domestic cash and non-cash paymeate regulated by Decision on Uniform Payment
Instruments (Section 3, Paragraph 2; Section 4adfaph 2). Particularly, this decision defines
the instruments of non-cash payment transactiottansfer orders and collection orders, and
establishes the mandatory elements that such metris should contain:

+ A transfer order shouldhter alia, contain the names of the debtor-issuer and #nxditor-
payee of the order, their account numbers, theenay;, amount, and purpose of payment,
the seal and signature of debtor-issuer of therorde

* A collection order shouldnter alia, contain the names of the debtor and the creditor-
issuer of the order, their account numbers, theeagy, amount, and purpose of payment,
the seal and signature of creditor-issuer of tlueior

617. Cross-border payment transactiorsge regulated by the Decision on Foreign Payment
Transactions (Section 3) and the Guidelines toDteeision on Foreign Payment Transactifhs
Particularly, Section 50 of the said guidelinesraes the uniform instruments, which may be used
for a credit or debit transfer — payment orderdlecton orders, and general foreign exchange
orders. For all these instruments, there is atltriefined minimal set of elements applicable
regardless of the transaction amount, as follows:

* A payment order shouldnter alia, contain all necessary information about ordenass
(name and address, identification number and a¢ecoumber), as well as about payment
beneficiary (non-resident's name and address, cpumtcount, etc.).

« A collection order shouldnter alia, contain all necessary information about ordendss
(name, address and country, account number), dsawedbout beneficiary (hame and
address, identification number, account numbe}, etc

* A general foreign exchange order shoudier alia, contain the order issuer’s bank (name
and identification number), beneficiary’s bank (maand identification number), order
number, value date, amount, payment reference eodsy, (to the debit of account and to
the credit of the account) amount and payment eafsr code.

618. Thus, in the case of cross-border payment tramsectill ordering financial institutions are
bound to obtain (pursuant to Section 50 of the @linds to the Decision on Foreign Payment
Transactions) and maintain (pursuant to Sectionf 3he Decision on Electronic Payment
Transactions) full originator information, regarsieof the amount of transaction.

619. However, in the case domestic payment transactfalisoriginator information is not
obtained, since the Decision on Uniform Paymeririmsents does not stipulate for obtaining and
maintaining the originator's address (or the natloidentity number, customer identification
number, or date and place of birth).

620. Moreover, the legislation does not require verifima of the identity of the originator in
accordance with Recommendation 5, at least faviadl transfers of EUR 1.000 and more, which
is a direct requirement of SR VII.1.

192 NBS Guidelines for implementing the decision ommi and conditions of performing foreign payment
transactions, Republic of Serbia Official GazetesN24/2007, 31/2007, 3/2008 and 61/2008 (appkcablof
April 1, 2007).
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Inclusion of Originator Information in Cross-Bordewire Transfers (c. VII.2); Inclusion of
Originator Information in Domestic Wire Transfers {/11.3); Maintenance of Originator Information
(c.VIl.4)

621. The idea of bundling several transactions into &tbdile for transmission is unknown in
Serbian legislation or practice. Every transfegareless of transaction’s amount, is treated
individually and executed through a separate paymeter.

622. According to the Instruction for Implementation thfe Decision on Electronic Payment
Transaction$®, electronic messages are exchanged through dfibenetwork of the National
Bank or the SWIFT network. Section 7 of the Decisiequires that an electronic payment order
shall contain the elements established:

* In the decision regulating the form, contents, asd of uniform payment instruments (that is,
the Decision on Uniform Payment Instruments for dstic payment transactions and the
Decision on Foreign Payment Transactions for cbasgler payment transactions), and

* Inthe instruction regulating the format and eakimay of messages in electronic exchange to be
determined by the NBS (that is, the Instruction fbhe Decision on Electronic Payment
Transactions).

623. And finally, apart from the minimal set of elememigplicable regardless of the transaction
amount, electronic payment orders shall also corttze elements for checking authenticity and
correctness of such orders and authenticity ofshers, pursuant to Section 7(2) of the Decision
on Electronic Payment Transactions.

624. Hence, the defined format of payment orders withisimal set of elements on one hand, and
the established rules for effecting electronic pegta on the other hand provide that full
originator information is included in the messagepayment form accompanying cross border
wire transfers. However, in the case of domestite vitansfers such information can not be
included in the respective message or payment femmply because it is not obtained during the
acceptance of the payment.

625. This also refers to the requirement that eachnmeliary and beneficiary financial institution
in the payment chain should ensure transmissioallabriginator information accompanying a
wire transfer with that specific transfer.

Risk Based Procedures for Transfers Not Accompawyedriginator Information (c. VI1.5)

626. As already mentioned, Article 9 of the Law on Pagié&ransactions defines that any
payment order must include the data on the remitet the recipient of the order and their
respective banks, data on the amount, as welltes prescribed data. The receiving bank shall
not execute the payment order it does not conthprescribed data, and/or if data inconsistency
makes the execution of the order unrealizable.

627. Nevertheless, neither the Law nor its implementemgulations require financial institutions to
adopt effective risk-based procedures for idemtifyand handling wire transfers not accompanied
by complete originator information; this is espégimportant with respect of incoming foreign
transfers, where the counterpart financial insohg are not subject to the requirements of the
Serbian legislation and, therefore, such transiezsnot guaranteed to include complete originator
information.

628. Throughout the applicable legislation and guidedjnéhere is no reference that the lack of
complete originator information may be considerg@ &actor in assessing whether a wire transfer
is suspicious and, as appropriate, might be repotte the APML. Beneficiary financial

193 Republic of Serbia Official Gazette No. 57 of 1&yR004
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institutions are not guided to consider, as necgssastricting or terminating their business
relationship with financial institutions that fad meet the requirements of SR.VII.

629. There is no additional guidance provided to finahamstitutions on introducing risk-based
procedures for sorting out and handling wire transgfith incomplete originator information.

Monitoring of Implementation (c. VII.6) and Applim of Sanctions (c. VII.7: applying ¢.17.1 —
17.4)

630. Monitoring compliance of financial institutions Wwithe rules and regulations implementing
SR. VII, as well as application of sanctions areueed under the general regime of supervision
over activities of financial institutions exercisdyy the National Bank, as presented under
Recommendations 29, 23, and 17.

631. However, there at least one company — PTT “Srbifaivhich is directly and factually
involved in the provision of money transfer sergidmth domestically and internationally. The
company is not subject to the supervisory framewestablished for financial institutions and
exercised by the National Bank. Particularly, theILACFT Law provides that money transfer
activities of PTT “Srbija” should be supervised the Ministry of Finance (with respect to
domestic payment operations pursuant to Articlé &.the AML/CFT Law) and by the Foreign
Currency Inspectorate (with respect to internafipagment transactions pursuant to Article 84.11
of the AML/CFT Law). None of these supervisory exslhas defined techniques, methods, and
programs for supervision of wire transfer activétef PTT “Srbija”, nor they have defined powers
to sanction the company for the failure to complghwhe national AML/CFT requirements
(particularly with SR. VII); factual results of senvisory efforts aimed at ensuring such
compliance are non-existent.

632. The AML/CFT Law does not provide for specific saoes for the failure to comply with
the requirements of SR VII. The issues pertainithese requirements are dealt with through the
Law on Payment Transactions and the respectiveeirmghting regulations; namely:
*  The Decision on Electronic Payment Transactiond,tha Instruction for Implementation of the
Decision on Electronic Payment Transactions;

e The Decision on Uniform Payment Instruments,

»  The Decision on Foreign Payment Transactions, hed3uidelines to the Decision on Foreign
Payment Transactions.

633. Article 51 Paragraph 1 of the Law on Payment sémd that for the failure to meet the
requirements of Article 9 of the Law — this is, fike failure to refuse to execute the payment
order, if it does not contain all prescribed datag/or if data inconsistency makes the execution of
the order unrealizable — fines ranging from RSD.B00 (approximately EUR 3.240) to RSD
3.000.000 (approximately EUR 32.400) shall be inggosn banks. Paragraph 2 of the same
article defines that “for acts referred to in paegdp 1 of this Article, the person in charge within
the bank shall also be fined for economic offenciig fines ranging from RSD 20,000
(approximately EUR 216) to RSD 200,000 (approxiryatJR 2,160).

634. On the other hand, Article 112 of the Law on Bagrkablishes that should a bank act in
breach of provisions of the Law on Banks, reguteiof the National Bank and other regulations,
the NBS shall take measures such as sending &mritarning, an ordering letter, and declaring
orders and measures to remove irregulaffffedrticle 113 of the same Law further establishes
that independently of the measure taken underlartit2, the NBS may apply a fine to a bank, as
well as to a member of the board of directors amtative board of a bank, whereas Article 118

194 For further details on supervisory measures (ifioly sanctions) applicable to banks please sedetkte
under R.29 and R.17.
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defines that the NBS may order the removal of @&gerfrom their position of a member of the
board of directors or executive board of a bank, dietermines that such person fails to meet the
requirements set forth in the Law or has actedraa¢h of provisions of the Law, and/or is
responsible for irregularities in business operatiof the bank.

635. However, as already mentioned above, there are egeslatively provided sanctions
applicable to money transfer businesses (partigulRTT “Srbija”) for their failure to meet the
requirements of SR VII. Moreover, due to the la¢kalevant statistical data on the results of
supervision, the assessment team can not concludew effectively those requirements are
implemented by banks.

Additional elements — Elimination of thresholds\(d.8 and c. VII1.9)

636. Pertinent laws and regulations as described abovenal establish a threshold for both
incoming and outgoing cross-border wire transfeyscontain full and accurate originator
information.

Effectiveness and efficiency (SR. VII)

637. The legislation does not require obtaining fullggmator information in the case domestic
payment transactions, which subsequently can nandeded in the message or payment order
accompanying the transfer. It also fails to requiegification of identity of the originator in
accordance with Recommendation 5, at least faviedl transfers of EUR 1.000 and more, which
is a direct requirement of SR VII.1.

638. The absence of any requirement for financial ingths to adopt effective risk-based
procedures for identifying and handling wire tramsfnot accompanied by complete originator
information, and of guidance on introducing proaedufor sorting out and handling such wire
transfer may impair practical implementation of tpeovision that payment orders without
complete originator data should not be executeis-i$ especially relevant to incoming foreign
transfers.

639. There are no legislatively provided sanctions ayglie to money transfer businesses for
their failure to meet the requirements of SR Vllodover, due to infrequent and limited
inspections of financial institutions for checkimgmpliance with the AML/CFT framework,
which is also evidenced by the results of (stasstin) such supervision, the assessors can not
arrive at a well-founded conclusion that the regients of the Law and regulations pertaining to
wire transfers are effectively met.

640. And finally, the assessors were not provided angiesce on effective mechanisms available
for ensuring compliance of money transfer busiregsarticularly, PTT “Srbija”) with SR VII.

3.5.2 Recommendation and comments

» Provide for sectoral laws/regulations enabling @ffe implementation of the record-keeping
requirements by persons involved in intermediatioaredit transactions and provision of loans,
factoring and forfeiting, and provision of guarageshould they start operating in the Serbian
financial sector.

» Provide in legislation for obtaining full originatanformation in the case domestic payment
transactions, and for including such informatiorilie message or payment order accompanying
the transfer.

 Provide in legislation for verifying the identityf othe originator in accordance with
Recommendation 5, at least for all wire transféiSl@WR 1.000 and more.
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» Define a requirement for financial institutions &olopt effective risk-based procedures for
identifying and handling wire transfers not accompd by complete originator information.

» Legislatively provide for sanctions applicable t@may transfer businesses for their failure to
meet the requirements of SR VII.

* Provide effective mechanisms for ensuring compkanof money transfer businesses
(particularly, PTT “Srbija”) with the requirememn$ SR VII.

3.5.3 Compliance with Recommendation 10 and Special Regamdation VII
Rating Summary of factors underlying rating
R.10 LC » Lack of sectoral laws/regulations enabling effexztimplementation of

the recordkeeping requirements by persons invoimadtermediation
in credit transactions and provision of loans, daag and forfeiting,
and provision of guarantees — should they stantadipg in the Serbian
financial sector.

» Lack of effective implementation of the record-kisgprequirements
by financial institutions (including PTT Srbija cantly not recognise
as a financial institution)

j -

SR.VII PC * No requirement for financial institutions to adaifective risk-based
procedures for identifying and handling wire tramsfnot accompanied
by complete originator information.

» Full originator information not obtained in the eadomestic paymer
transactions and is not included in the messag@ayment orde
accompanying the transfer.

* No requirement to verify the identity of the origtor in accordance
with Recommendation 5, at least for all wire transfof EUR 1.00(
and more.

» Lack of legislatively provided sanctions applicalbbemoney transfer
businesses for their failure to meet the requiramenSR VII.

* Lack of effective mechanisms available for ensuramgnpliance of
money transfer businesses (particularly, PTT “&fbijwith the
requirements of SR VII.

—

Unusual and Suspicious Transactions

3.6 Monitoring of Transactions and Relationships (R.1land 21)

3.6.1 Description and analysis

Recommendation 11
Special attention to complex, unusual large tratisas (c.11.1)

641. Article 50 of the AML/CFT Law requires obligors atalvyers to develop a list of indicators
to recognize persons and transactions with regpeghich there are reasons for suspicion of ML
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or FT*%. When doing so, obligors and lawyers are requicethke into account the complexity
and extent of executed transactions, unusual ttdnsaexecution patterns, value of or links
between transactions which have no justifiable psegn economic or legal terms, or transactions
which are inconsistent or disproportionate to amady or expected, business operations of the
customer, as well as other circumstances linketihéostatus or any other characteristics of the
customer.

642. The Decision on KYC Procedure further requiresaierobligors (banks, VPFs, financial
leasing providers, and insurance companies, brgksraagency companies and agents) to set up
adequate systems for detection of unusual or Sosgitransactions and/or clients (Paragraph 16).
The Decision defines as unusual transactions (Rgph@, Item 3):

» Transactions which take an unusual course, incfudinusual frequency of withdrawing
funds from the account and/or depositing fund$igoetccount.

» Complex transactions of substantial value wherabye amounts of money are deposited or
withdrawn and which involve a greater number of tipgrants, transfers, or other
transactions which are economically or legally stified, including transfers which are not
compliant with the client’s registered activity.

643. Specific for the Banking Sectorhe Decision on KYC Procedure for Banks in Sett®
required banks to establish adequate systems fectimn of unusual transactions of a client. In
this context, Section 2, Item 4 defines unusualsaations as:

* Transactions not compliant with the usual practiggsluding unusual frequency of
withdrawing funds from the account or depositingds to the account;

» Complex transactions of substantial value wherebgel amounts of money are deposited or
withdrawn and which involve a greater number otipgrants;

» External transfers or other transactions not jiadti€ on any economic, trading or legal
grounds, including external transfers which are ecahpliant with the registered business
activity of the client.

Examination of complex and unusual transactionsl(€)

644. Articles 37 and 48 of the AML/CFT law lay out regements for obligors to report to the
APML whenever there are reasons for suspicion of &MLFT with respect to a transaction or
customer. The previous AML Law, required obligoosestablish the identity of the customer,
collect data about the customer and the transaatitime case that any transaction, regardless of
the value of the transaction, if there are reagonsuspect ML with regard to a transaction or
customer. These Articles will be fully explainedden the text for Recommendation 13.

645. Section 13, Paragraph 1 of the Decision on KYC &tace requires that if an employee of the
obligor who is in direct contact with the clientspeects that there is a risk attached to the ctient
its transaction related to money laundering orrfanag of terrorism, he/she is obliged to draw up
a report for internal use and to submit it to tlharized person in the manner and within the
timeframe envisaged by the Procedure. This repguootlsl contain data on the client and the
transaction enabling the authorized person to aeter whether the client and/or transaction are
suspicious.

646. Specific for the Banking SectdBection 16 of the Decision on KYC Procedure famks
states that should the bank officer in the coufsthe appraisal of a transaction determine a risk

195 The previous AML Law also required obligors to makedist of indicators for the identification of

suspicious transactions. In order to help facditéhe implementation of this requirement, the APkks
developed a list of indicators of suspicious tratisas for banks, money exchange operations, insera
companies, stock market exchange, which includesriies and brokerages, and leasing companies.
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factor and if the transaction appears suspiciaws) sfficer shall be obliged to prepare an internal
report on this matter and, within the deadline #getby the bank’s internal enactments, submit
the report to the authorized person. Such reposulghcontain data on the client and the
transaction enabling the authorized person to ohéter whether that transaction is suspicious.
Section 17, Paragraph 2 further states that thek Isdmall keep the reports on suspicious
transactions and internal reports on transactioashave not been reported to the Administration
five years after the preparation of internal report

647. There is no requirement for insurance providerpitahmarket participants, money remitters,
or foreign exchange operators to examine as fapassible the background and purpose of
unusual transactions and to set forth findingsriring.

648.According to the Serbian authorities, it is cleani the SARs received by the APML that banks
understand their responsibilities under both thelLAGFT Law and the previous AML Law and
indicate that there is on-going monitoring of caséo activity and transactions.

Record- keeping of findings of examination (c. 11.3

649.Section 13, Paragraph 3 of the Decision on KYC &dace requires obligors to keep on file the
reports from paragraph 1 and the note from par&ggaperein for the duration of five years from
the date they were made.

650.Specific for the Banking Secto8ection 17 of the Decision on KYC Procedure for i&an
requires banks to keep reports on suspicious tténsa and internal reports on transactions that
have not been reported to the APML for five yedds financial institutions noted that they did
keep records for five years and in some instareregears.

651. There is also no requirement for capital marketigipants, bureaux de change, persons
dealing with postal communications, money remittersforeign exchange operators to examine
as far as possible the background and purposeusiuah transactions and to set forth findings in
writing.

Effectiveness

652. The AML/CFT Law only requires financial institutisio pay special attention to all complex,
unusual large transactions or unusual patters asfséictions that have no apparent or visible
economic or lawful purpose when developing a listingicators. The evaluation team has
concerns that as the law is worded, it is posshé financial institutions will only pay attention
to complex, unusual transactions when developidgators and not necessarily to those unusual
transactions that were not identified in the cowseeveloping the list of indicators. While the
Decision on KYC Procedure does compliment the AMEFCLaw to meet the requirements of
Recommendation 11.1, it is not applicable to alficial institutions.

653. In terms of the list of indicators, there also appeto be uneven application of the existing
requirement as financial institutions develop indiixal lists, some more extensive than others.
Some financial institutions only adopt the listidicators provided by the APML; others apply a
more extensive list provided by the parent ban&anpany, if the financial institution is a branch
or subsidiary of a foreign bank or company. Whilesinfinancial institutions do use the lists to
identify unusual or suspicious transactions, iftaagion is not covered on the list, it will not be
identified as unusual or given special attention.

654. Certain non-banking financial institutions notedtthhe list of indicators provided by the
APML was not indicative of the practice of theidirstry and is not realistic to business activities
in the sector, making it difficult to determine vilimunusual and expected to be reported.

148



655. The NBS Voluntary Pension Funds Supervision Depamtnfound during its last on-site
inspection that Voluntary Pension Funds failedttlize the list of indicators altogether. The NBS
Voluntary Pension Funds Supervision Departmentcatdid that it has plans to address the
deficiency.

Recommendation 21

Special attention to countries not sufficiently lgppy FATF Recommendations (c. 21.1 & 21.1.1),
examination of transactions with no apparent ecagoon visible lawful purpose from countries not
sufficiently applying FATF Recommendations (c.21.2)

656. Article 13, Section 2 of the previous AML Law auttsed the Minister of Finance to
establish a list of countries that do not suffiteapply AML/CFT international standards, which
was included in Article 16° of the AML Book of Rules. At the time it was adegt the list of
countries was compiled after analysis on which teeshave AML/CFT legislation in place, an
established FIU and a variety of other criteria.

657. Since the issuance of the list, it has not beeratgut] as that would require an amendment of
the AML Book of Rules. The list also does not taki® account recent statements issued by the
FATF on countries of concern. Serbian authoritiagehnoted their awareness that the list needs
revision and have advised the evaluation teamthigatevision is undergoing, with sub-laws being
drafted. Adoption is expected in October 2009.

658. The Law refers to two types of lists - Articles &), 29.1, and 88.1(20), refer to the list of
countries which are “not listed as complying witie tinternational standards against money
laundering and terrorism financing that are atléwel of European Union standards or higher”,
whereas Articles 24.2, 32.1(2) and 88.1(18) redetht list of countries which are “listed as not
complying with the standards against money laundeaind terrorism financing”. The authorities
indicate that “these lists can be called white bBlagk”. The first one is the so called white list,
and the second is the black one. The list of caesifrom the Book of Rules can be used in this
manner until the new regulation is adopted”.

659. Article 28 of the AML/CFT Law requires obligors take enhanced customer due diligence
actions and measures besides those laid out inl&Ri (CDD requirements) when establishing a
LORO correspondent relationship with a bank or lsiminstitution having its seat in a foreign
country which is not listed as complying with theternational standards against money
laundering and terrorism financing that are atlthesl of European Union standards or higher.
This list shall be established by the Ministertheg proposal of the APML and based on the data
held by international organisations.

660. At the time of the on-site visit, the only list dadble to financial institutions was the list
published in the AML Book of Rules

19 Article 16 reads as follows: the countries whickading to the findings of international organisag and

of the APML do not apply standards in combat agaimsney laundering are as follows:

1) countries of African continent, except for the ARbépublic of Egypt, the Republic of South Africadan
Mauritius;

2) countries of Asian continent, except for the Statésrael, Japan, the Republic of Korea, the Rapubl
of Singapore, the Kingdom of Thailand, the RepubficGGeorgia, the Republic of Indonesia, Bahrain,
the Republic of Lebanon, Malaysia, the RepublicTofkey, the State of Qatar and United Arab
Emirates;

3) the Republic of Moldova.
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661. Article 29 of the AML/CFT Law lays out the additi@ninformation that a bank or other
similar institution having its seat in a foreignuodry which is not listed as complying with
international AML/CFT standards at the Europeanodrievel or higher, the obligor shall obtain
additional data, information and/or documentatiolotain written authorization by a responsible
person in the obligor, and inspect the documerasiged. The following additional information
is required:

1) date of issue and period of validity of the HagKicense as well as the name and seat of
the competent body of the foreign country whicliégkthe license;

2) description of internal procedures concerning fitevention and detection of money
laundering and terrorism financing, and particyldine procedures regarding customer due
diligence, sending of data on suspicious transastand persons to the competent bodies,
record keeping, internal control, and other proceslladopted by the bank or any other
similar institution in relation to the preventiomcadetection of money laundering and
terrorism financing;

3) description of the system for the prevention a®dection of money laundering and
terrorism financing in the country of the seatasdted, or where the bank or other similar
institution has been registered;

4) a written statement of the responsible persanbank stating that the bank or other similar
institution does not operate as a shell bank;

5) a written statement of the responsible persoa Wank stating that a bank or a similar
institution does not have any business relatiorsshipg or transactions with a shell bank;

6) a written statement of the responsible persanbank stating that the bank or other similar
institution in the state of seat or in the stateragistration is under supervision of the
competent state body and that it is required tolyapipe regulations of such state
concerning the prevention and detection of monegdaring and terrorism financing;

662. Some financial institutions indicated that they mbain their own “black list” of countries that
do not apply adequate AML/CFT controls. Usually liseis a combination of the list provided in
the AML Book of Rules (which is out of date) ane tharent institution. Oftentimes a financial
institution will refuse to begin a business relasibip with a customer from a “black list” country.

663. Insurance companies indicated that they did nodeon business activities with foreign
countries, and therefore have not matched anwithtlife insurance clients.

664. Where relevant international bodies (FATF and athérave issued statements or findings
about countries with inadequate AML/CFT controlse APML website publishes the statements
issued and notified financial institutions. Serbaurthorities provided the assessment team with
examples of the statements issued on the webdiiehvprovide a direct link to the statement of
the international body.

665. The APML website has been set up as an interattigk for helping to implement the
AML/CFT Law. Financial institutions have the alylito ask questions and receive answers
through the website and Serbian authorities hadieated that obligors seek information on the
website daily. Financial institutions also confinihat they did seek information on the APML
website as the content changed from time to tinaerew information becomes available

666. Section 14 of the Decision on KYC Procedure for Bamequires banks to supervise
transactions conducted by risky clients througlir thecounts on an ongoing basis. It defines risk
factors as: home country of the client, home cquatrthe majority founder, and/or owner of the
client or a person that in any other manner exescithe controlling influence over the
management and running of clients’ affairs, regagsllof the position of such country on the list
of non-cooperative countries and territories isdoethe Financial Action Task Force (FATF), on
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the list issued by the Administration for the Pmi@n of Money Laundering or the list of
countries that the bank deems risky based on itsappraisal.

667. As described above in relation to R.11, Section H&agraph 1 of the Decision on KYC
Procedure requires certain obligors to draw up @onefor internal use and submit to the
authorized person when an obligor suspects themgkisattached to the client or its transaction.
Paragraph 2 of the same section states that whawithorized person based on the report from
paragraph 1 of this Section or information obtaindterwise determines that a certain transaction
is suspicious, he/she shall proceed in accordaritetiae Law, and if he/she determines that a
certain transaction is not suspicious, he/she ghake a note to that effect. Capital market
participants, bureaux de change, persons dealitigpetal communications, money remitters, or
foreign exchange operators are not included agatslifor these provisions.

668. Specific to the Banking SectdPrior to the adoption of the Decision on KYC Praoeq
Section 16 of the Decision on KYC Procedure for IBamequired banks to prepare an internal
report if a bank officer determines a transactippears suspicious. A bank makes a determination
based on risk factors, which are set out in theist@t Each internal report must include
information on the client and transaction to allthe authorized person to determine if the
transaction is suspicious.

Ability to apply counter measures with regard touwtries not sufficiently applying FATF
Recommendations (c. 21.3)

669. Serbian authorities have indicated that they ate &b apply appropriate countermeasures
where a country continues not to apply or insuéfitly applies the FATF Recommendations by
referring to Article 29 of the AML/CFT law which riits the establishment of LORO
correspondent relationship or the continuation uditeess relationships with a bank or similar
institution whose seat is located in a foreign d¢ouif that bank or any other similar institution
has not established a system for the preventiordatettion of money laundering and terrorism
financing or is not required to apply the regulasian the area of prevention and detection of
money laundering and terrorism financing in accoogawith the regulations of the foreign
country in which it has its seat, or where it igistered.

670. Furthermore, as described above, Article 28 of AML/CFT Law calls for enhanced due
diligence, including when establishing a LORO cspandent relationship with a bank or similar
institution having its seat in a foreign country ighh is not listed as complying with the
international standards against money launderinigtarmorism financing that are at the European
Union standards or higher.

3.6.2 Recommendations and comments

Recommendation 11

671. As the AML/CFT Law only requires financial institobhs to pay special attention to all
complex, unusual large transactions or unusuakegsatif transactions that have no apparent or
visible economic or lawful purpose when developilist of indicators, the evaluation team has
concerns that it is possible that financial insittis will only pay attention to unusual transaatio
when developing indicators and may not pay attentim unusual transactions that are not
captured in the list of indicators.

672. The evaluation team finds the list of indicatordb@winsufficient to meet the requirements of
Recommendation 11. The Decision on KYC Proceduresdmeet the requirements of
Recommendation 11 in regards to paying speciaht&ie to unusual transactions and examining
the background and purpose of transactions anidgdétirth those finding in writing, however it
is not applicable to all financial institutions.idtthus recommended that:
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Serbian authorities should ensure that capital etgylrticipants, bureaux de change, persons
dealing with postal communications, money remittensd foreign exchange operators are

required to pay special attention to unusual tretitsas, examine the background and purpose
of transactions and set forth those findings irtingi

Serbian authorities should ensure that financistitutions, particularly those outside of the
banking sector, are capable of adequately idengfyunusual transactions, particularly
through additional training and developing betistsl of indicators that match the market
activities of the financial institution.

Recommendation 21

673. Prior to the adoption of the AML/CFT Law, only k@were subject to paying special attention
to business relationships and transactions withqrex from or in countries that do not sufficiently
apply FATF standards. The assessment team waseuttabl/aluate the effectiveness of the new
controls set out in the AML/CFT Law. It is thus oeemended that :

3.6.3

Serbian authorities should extend the Decision MCKProcedure requirements to examine
the background and purpose of unusual transactindsset forth those finding in writing to
capital market participants, bureaux de changesgmerdealing with postal communications,
money remitters, and foreign exchange operators.

Serbian authorities should ensure that the listeaintries that do not sufficiently apply

AML/CFT international standards are kept up to datd that financial institutions are aware

of when changes are made. Serbian authorities ¢ladsib issue the “white list” described
above, as financial institutions may have diffimdt implementing provisions of the

AML/CFT Law without it.

Compliance with Recommendations 11 and 21

Rating Summary of factors underlying rating

R.11

PC * Requirements of the Decision on KYC Procedure tg ppecial
attention to all complex, unusual large transastiand examine the
background of the unusual transaction and set Her finding in
writing, are not applicable to all financial instibns.

* Uneven use of the list of indicators across finahiistitutions, with
some financial institutions failing to use the hdiogether

R.21

LC « Requirements for financial institutions to examasefar as possibl
the background and purpose of transactions whicke ha apparen
economic or lawful purpose, and make written figdimvailable fof
authorities are not applicable to all financialitsgions.

* No demonstration of adequate implementation of neguirements
of the AML/CFT Law.

D
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3.7 Suspicious Transaction Reports and Other ReportingR. 13, 14, 19, 25 and
SR.IV)

3.7.1 Description and analysis

Recommendations 13 & SR.IV
Requirement to Make STR-s on ML/FT to FIU (c. 1813.2 & IV.1)

674. Article 37 of the AML/CFT Law establishes the refoog regime for all obligors defined by
the Law, financial institutions being among therardgraph 2 of this Article requires obligors to
file a report to the APML “whenever there are remsdor suspicion of money laundering or
terrorism financing with respect to a transactioncostomer, before the transaction” and the
report shall indicate “the time when the transactfoto be carried out”. In a case of urgency, such
report may be delivered also by telephone, in whiake it shall consequently be sent to the

APML in writing, but no later than the next busiaeky™".

675. Money laundering is defined in Article 2 of the ANM@FT Law as any one of the following
acts:

1) Conversion or transfer of property acquired tigtothe commission of a criminal offence;

2) Concealment or misrepresentation of the truaraasource, location, movement, disposition,
ownership of or rights with respect to the propeatguired through the commission of a
criminal offence;

3) Acquisition, possession, or use of property @eguthrough the commission of a criminal
offence;

676. The same Article 2 of the AML/CFT Law defines tersa financing as providing or
collecting of funds or property, or an attempt tosb, with the intention of using them, or in the
knowledge that they may be used, in full or in part

1) In order to carry out a terrorist act;

2) By terrorists;

3) By terrorist organisations.

The definition of terrorism financing also incorptes the acts of aiding and abetting in the
provision or collection of property, regardless wafiether a terrorist act was committed or
whether property was used for the commission efratist act.

677. Pursuant to Articles 6 and 50 of the Law, obligars required to develop specific lists of
indicators for the identification of persons andngactions with respect to which there are (or
rather, may be) reasons for suspicion of moneydaring or terrorism financing. The Law also
provides that the Minister may specify a requiretrteninclude certain indicators to those lists.
Such requirement has been established by Artidé the AML Book of Rule¥® defining that,
when developing such lists, obligors should incoap® into them the indicators of suspicious
transactions defined by the APML and posted onoffgial website. As of the time of the
assessment, the APML had posted on its websiteratepéists of indicators of suspicious
transactions for: a) banks, b) exchange bureausnstirance compani®§ d) stock market

1971t is worth mentioning that the reporting requiksth set out in the Previous AML Law referred to
transactions or individuals suspected to be relatedoney laundering only (article 8) and provideda similar
obligation to make a list of indicators for the mtification of suspicious transactions (article .IlThe authorities
had taken certain measures under the Previous baguite obligors in identifying suspicious trangamcs,
some of which are still in force.
198 \which refers to articles 11 (2) and article 28¢#jhe previous AML Law.
199 But, presumably, not for insurance intermediaries.
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exchang®®, e) leasing companies, and f) wire transfers tRenther types of obligors no lists are
defined. Such lists are documents issued by theckir of the APML and carry an issuance
identification number assigned by the APML.

678. The potential problem with the legal interpretatiointhe reporting obligation is that the
AML/CFT Law is very specific about the grounds andchanisms for the obligors to form and
report ML/FT suspicions. Particularly, obligors &aund to:

a) report to the APML whenever there are reasonsuspision of ML or FT (Article 37(2))

b) develop a list of indicators to recognise persortteansactions with respect to which there
are reasons for suspicion of ML or FT (Article 50(1

c) apply the said list of indicators when determinivigether there are reasons for suspicion of
ML or FT (Article 50(3)).

679. This might be interpreted in a way that , whenether respective indicator describing a
behaviour or a pattern of activities/transactianot articulated and incorporated in the list of
indicators to recognise suspicious persons angdrions, one might question whether obligors
are required to report any suspicions at all inahsence of a formal basis for forming such a
suspicion. However the authorities are absolutehyfident that such interpretation is not possible
in the Serbian context, and that the requirementietelop lists of indicators and to apply those
lists for recognizing suspicious transactions atg ancillary measures aimed at effective
implementation of the general reporting obligatitipulated under Article 27 of the Law.

680. From the standpoint of the AML/CFT Law, the requient that obligors incorporate the
indicators developed by the APML into their owrt li§ indicators for identification of suspicious
transactions is not enforceable since no sanctwagletermined for failure to do'sb On the
other hand, among various pieces of sectoral ksl providing for enforcement and
sanctioning powers of supervisors, there are sohiehado not directly or indirectly stipulate for
the power to sanction for the failure to meet tbguirements of the AML Book of Rules. This
means that obligors in principle have full disaratin determining the contents of their own lists
of indicators, which again, are the universal bdsisrecognising the persons and transactions
with respect to which there are reasons for sumpiof ML or FT.

681. Furthermore, there is lack of clarity as to howlikes of indicators developed by the APML
are uniquely and unambiguously identified to bectxathe ones, which must be taken by
obligors as basis for developing their own liske teference in the AML Book of Rules is to the
availability of the availability of those lists amebsite of the APML, which is a dynamic source
and may change in contents from time to time. Tdi& of exact identification (which would be
reached by means of, for example, publication ef likts in the RS Official Gazette, and/or
awarding them official, publicly accessible refexemumbers) might create further confusion on
the reference to and usage of the said lists.

682. Given the fact that the said lists of indicators eonsidered to be an important constituent in
the process of recognising and reporting suspictoassactions, the assessors believe that the
authorities should provide specific guidance onldgal definition of the reporting obligation, so
as to prevent its possible restrictive interpretatias well as to take further measures to ensure
that obligors understand it in the broadest mearohghe AML/CFT Law and pertinent
regulations/ guidelines.

10 f this term refers to the stock exchange marlsetiafined by Article 10 of the Law on Securities ri,
then these indicators do not refer to the partiipaof the over-the-counter market and some prinfeak
investors, such as pension and investment fundshaimdmanagement companies.
1 The respective provisions of the Law — Article Baragraph 1(32) and 89 Paragraph 1(12) — are quite
specific about sanctioning obligors for their faduo develop and apply their own lists of indicatdut not for
the failure to develop them in the manner stipuldig the Book of Rules.
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No Reporting Threshold for STR-s (c. 13.3 & ¢c. 8R)I

683. Article 37 of the AML/CFT Law does not specify attyreshold for reporting suspicious
transaction reports to the APML. Paragraph 3 inetuthe reporting of attempted (planned)
suspicious transactions.

Making of ML/FT STR-s Regardless of Possible Irrabnt of Tax Matters (c. 13.4, c. IV.2)

684. Serbian legislation applies the “all-crime” approeathat is, suspicious transaction reports
are filed regardless of whether they are thoughiprag other things, to involve tax matters,
whereas tax evasion is a criminal offence undeickr229 of the Criminal Code.

Additional Elements — Reporting of All Criminal A¢t. 13.5)
685. See the answer above.

Effectiveness and efficiency (R. 13 & SR. V)

686. The lists of indicators to be developed by obligtos the identification of persons and
transactions with respect to which there are remdon suspicion of money laundering or
terrorism financing are an important element ulyiley the effectiveness of the suspicious
transaction reporting obligation. Such lists shdoddbased on the ones developed by the APML
and posted on its website. Nevertheless, as diirtteeof the assessment, the APML'’s lists were
neither complete (no lists were developed for iasoe intermediaries, professional investors such
as pension and investment funds and their managetnempanies), nor clearly identifiable (by
means of an official, publicly accessible referemzamber, and/or publication in an official
source). Moreover, there was insufficient clarity @ the availability and applicability of
sanctions for the failure to incorporate the liststhe APML into individual lists of reporting
entities, which in fact are the widely used praadtisasis for ensuring proper implementation of
the reporting obligation. The lists developed maficial institutions, in turn, seem to be a product
of a “copy and paste” exercise from the ones pexvitty the APML. It is unlikely that the
financial institutions, for which the APML had ndeveloped lists of indicators, would have
developed such lists by themselves.

687. One financial institution met on-site asserted tveh developed some indicators for
identification of suspicious transactions over afbve those articulated by the APML’s list of
indicators. While some of these additional indicatwere just a rewording of the ones presented
in the APML’s list of indicators, others appearedite obviously contradicting the reporting
requirement set out by the Law: an example of $ndicator is “every suspicious cash transaction
of deposit or withdrawal in local currency, foreigarrency or securities, which exceeds the value
of EUR 15.000...”. That is, according to this irattmr, cash transactions are to be recognized as
suspicious only if exceeding EUR 15.000. This destiates a major lack of proper understanding
of the reporting requirements under the Law eveorgyrbanks, which are believed to be more
“advanced” in terms of implementation of the naibAML/CFT framework.

688. Officials from the NBS advised that the APML is wéayly provided with on-site reports of
inspections in banks and exchange offices, and ithcan conclude on whether these obligors
have developed adequate lists of suspicious irmEailso, the NBS publishes on its website
analysis of the data obtained from AML/CFT questi@ines, which include information on
whether banks have developed adequate lists afatalis. However, the assessors believe that the
said measures are not sufficient for ensuring gfeemplementation of the reporting obligation
evenly by all financial institutions. This conclasi is supported by the lack of statistics of
supervisory action (including application of saons) for the failure to develop such lists of
indicators.
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689. The AML Book of Rules, which is the only implemergi regulation in terms of the
reporting regime, does not address issues relatedpiorting suspicions on terrorist financing.
The lists of indicators developed by the APML,uinrt, do not differentiate between the indicators
for identifying ML-related suspicions and thoseatetl to the financing of terrorism.

690. The absence of STR reporting forms and pertinestruntions for certain obligors
practically makes for them very difficult, if nompossible, to report suspicious transactions,
should they wish to do so.

691. The authorities provided statistic on STR-s suleditby obligors over the period of 2005-
2009 (first three months) (see Annex IV). The stais reveal that around 97-99% of all STR-s
have been filed by banks. Also, there has beemstaot and significant increase in the number of
submitted STR-s (totalling 351% in 2006, 130% i0®20and 101% in 2008). Such increase could
be attributed tointer alia, publication of the lists of indicators of suspigs transactions by the
APML and other measures aimed at enhancing awaesfethe obligor community on their
reporting obligation.

692. The apparently low level of STR reporting by nombdinancial institutions, both in
absolute numbers and in comparative terms, may rafdect lower risks run by, for example,
insurance and leasing companies, which claim tairefrom cash transactions and to channel all
financial operations through banks. Life insuraigsstill in the process of development and
growth (in 2008, the share of life insurance imakgiremiums is 12.2% and non life 87.8%).
However, along with a positive, growing dynamicsS¥R-s made by banks, there is a general
perception of their low quality — in many cases SIBeing just a “by-product” of over-threshold
reports — which again is indicative of the insu#fict level of understanding and implementation
of the reporting requirement.

693. No STR-s have been made relating to suspiciongwworism financing. As this reporting
obligation has recently been introduced, it iseéady to assess effectiveness.

Recommendation 14
Protection for making STRs (c. 14.1)

694. According to Article 75 Paragraph 1 of the AML/CE&w, claims for damages done to
customers or third parties shall not be permitigairsst obligors and their employees, unless it has
been proven that damages have been caused intdhtionthrough gross negligence, when they:

a. obtain and process data, information and docunientabout customers;

b. send to the APML data, information and documentagibout customers;

c. execute the order of the APML to temporarily susptre execution of a transaction
or to monitor the financial transaction of a custom

d. temporarily suspend a transaction (as prescribedrbgle 56(8) of the AML/CFT
law).

695. Article 75 Paragraph 1 covers both obligors andleyses. Obligors are defined in article 4
of the AML/CFT law and this protection clearly extks to all financial institutions falling under
the scope of the AML/CFT Law. The notion of empleyeseems to cover every staff in
contractual relation with the financial institutmnncluding management staff.

696. Furthermore, under Article 75 Paragraph 2, empleyae protected from disciplinary and

criminal liability for breach of obligations to keea business, banking or professional secret
when:
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a. they send data, information and documentation ¢oARML in accordance with the
law;

b. when they process data, information and documemtain order to examine
customers or transactions with respect to whichetltae reasons for suspicion of
money laundering or terrorism financing.

697. Hence, employees of the reporting entities areeptetl from both disciplinary and criminal
liability for breaches. However financial institoitis are not protected from criminal liability in
this context.

698. The STR reporting obligations (and the protectigrated) do not require that the reporting
entity knows the nature of the underlying crimiradtivity, nor do they require establishing
whether there was in fact illegal activity; thenefothe respective requirement of Criterion 14.1 is
not applicable.

699. The evaluation team was not informed of any casesrevthe protection under article 75 had
been applied nor did the industry express any p@tncerns in this matter.

Prohibition against tipping off (c.14.2)

700. According to article 73 paragraph 1 of the AML/CRlw, obligors and their employees,
including the members of the governing, supervisamgd other managing bodies, or any other
person having access to the records of data kepbliyors pursuant to article 81 (e.g. records on
customers, business relationships and transactieosrds of data sent to the APML; records of
orders for a temporary suspension of execution dfaasaction, etc) are prohibited from
disclosing to their customers or any other person:

a. that the APML was sent data, information and doauaie®on on a customer or
transaction with respect to which there is a suspiof ML or FT;

b. that the APML has issued an order for a temporaspension of transaction;

c. that the APML has issued an order to monitor thearfcial operations of the
customer;

d. that proceedings against the client or a thirdypagve been initiated or may be
initiated in relation to ML or FT.

701. As indicated earlier, obligors are defined in Adid of the AML/CFT law. It is to be noted
that the requirements under Article 73 specificadlier, in addition to obligors and employees, to
the “members of the governing, supervisory androthenaging bodies, and any other person”
and ‘any other person having access to specifieaf da opposed to Article 75 (1).

702. This prohibition does not appear to apply to camases where an STR/related information is
being considered but has not yet been submittédtetéPML.

703. There are several exceptions, as the prohibiti@s ot apply to the situations :

a. when the data, information and documentation obthiand maintained by the
obligor are required to establish facts in crimipabceedings, and if such data is
required by the competent court;

b. if the data is requested by the supervisory bodghéncontext of supervision of the
implementation of the provisions of the law;

c. if the lawyer, auditing company, licensed auditegal or natural person offering
accounting services or tax services attempt touds the customer from illegal
activities.

704. The Serbian authorities indicated that the firsb @mbove-mentioned cases are exemptions
enabling the obligors to disclose information upmurt order or to the supervisory body in its
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supervisory capacity and should not be read a#aiihg obligors and employees for example,
to inform the customer about disclosures to the Bhce a court or supervisory body has
requested such data (due to the wording of thethaw the prohibition on tipping off does not
apply to the mentioned situatioh$) Though such a reading could be derived from exdlit
interpretation of the law, this would appear to tentrary to the lawmaker's intention.
Nevertheless, one could raise the question whetbesidering the drafting, this provision could
open the door to potential misuses and, in casépmihg off of the customer, the authorities’
interpretation could be challenged. As the law baty recently entered into force, it was too
early to draw conclusions on how the respectiveviprons might be applied in everyday practice.
Thus, the evaluation team recommends to clarify tmtter so as to provide for legal certainty.

705. The infringement of the above prohibition is anremmic offence under the AML/CFT law
(Article 88(36)) and legal persons shall be purdshgth a fine between RSD 500.000 to
3.000.000. However, the AML/CFT Law does not previdr any sanctions when the no tipping
off rule is breached by employees of obligors, udaohg the members of the governing,
supervisory and other managing bodies.

706. No guidance has been provided to financial insting on situations that, when having
formed a suspicion on transactions to be relateédltd-T, they should take into account the risk
of tipping off when performing the customer dueigdihce process. In such situations, if the
institution reasonably believes that performing ®BD process will tip off the customer or
potential customer, it may choose not to pursuephacess and should file an STR. Institutions
should ensure that their employees are aware ofsanditive to these issues when conducting
CDD.

707. The evaluation team has not been informed of asg<af infringements of this provision
nor related sanctions applied.

Additional element — Confidentiality of reportinig (c.14.3)

708. Article 74 (1) of the AML/CFT Law establishes thdhe data, information and
documentation obtained by the APML under the Lawllshe considered an official secret.
Breaches of the official secrecy provision by afic@l is a criminal offence under Article 369 of
the Criminal Code which is sanctioned by up to frears imprisonment and, when committed for
gain, by up to eight years imprisonment. It woulsbaapply to disclosures after a person is not
longer employed with the APML.

Recommendation 25 (c. 25.2 — feedback to finanaistitutions on STR-s)

7009. Article 60 of the AML/CFT Law provides that the ARMhall inform obligors and lawyers
having filed suspicious transaction reports, ad a®lstate bodies having requested initiation of
ML/FT-related analysis of the results brought admutheir reporting. Such feedback can take the
form of a) data on the number of reported STR-sydsults supervening such reporting, c)
information on ML/FT techniques and trends, as \aelld) description of cases from the practice
of the APML and other competent state bodies. heotvords, the Law stipulates for general
feedback only.

710. Within the context of general feedback, the asseststeam was provided two work reports
issued by the APML on December 7, 2007 and March 28ID9, covering the periods of
respectively January 1, 2007 — November 30, 20@7 Jamuary 1, 2008 — December 31, 2008.
Both documents contain certain statistics on thmbar of over-threshold cash transaction and

2 The language of the respective provision of tHe&EB Direction (Article 28) is that “the prohibition. shall
not include disclosure to the competent authofitiedich is somewhat different from lifting the ghibition in
the situation when the data is requested by compbtelies.
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suspicious transaction reports made to the APMlwelkas on the reports made by the Customs
Administration on cross border transportation aficand valuables.

711. The annual reports further provide a per obligeakdown of submitted data, the number of
cases opened on basis of analysis, and a per aberaiydown of the references made to relevant
state agencies. However, the reports are silenitdimw many of the received STR-s, after due
analysis by the APML, turned into referrals to lawforcement agencies, and eventually how
many of them ended up in convictions. That is, g are not provided an assessment of the
quality of their reporting and are not practicaijlyided to enhance that quality. Also, the stasstic
on the STR-s received is not cross-referenced thighrespective results so as to identify the
areas, where ML/FT is being successfully detected.

712. The reports also contain information on internalofinancial intelligence exchange with
foreign FIU-s, particularly the total number of uegts made to and received from them. They go
further with the description of the measures takgrthe APML in the development of relevant
legislation, in the improvement of its internal pedures, and staff training.

713. It should be noted that no information on current/RI techniques, methods, and trends
(typologies), or sanitized examples of actual moleeydering cases analyzed by the APML is
provided to financial institutions and DNFBP-s eitlwithin the annual reporting framework, or
through other communication - the APML refers teihg had regular meetings with obligor and
lawyer community for providing general feedbaclattls, statistics, trends, typologies by means
of immediate communication and presentations, leitrépresentatives of the community do not
confirm the practice of such regular meetings, tremall one or two recent meetings only. And
finally, the annual reports, although being puldidcuments, are addressed to the Government and
would be made available to the public only if resfed. That is, there is no proactive initiative of
the APML to ensure publicity and availability ofetrdocument to as many stakeholders as
possible.

714. None of the other supervisory bodies is known tovige any type of feedback to the
obligors and lawyers.

715. The authorities also appear to provide some spdeiédback to the obligors. Thus, when an
STR is submitted electronically, the system progitlee obligor with information (PDF or XML
format) that the report is correct in terms of foanthat it is not, so a correction or supplenisnt
required. If the report is correct, the system gates an ID of the report and records date and
time when the STR is received. When an STR is stiiedhin paper form, the check is done on the
spot, and if the STR is correct, a copy of it igiied and returned to the obligor, and the copy t
be kept by the APML is awarded a reference numbeérdate when it was received. If the STR is
not correct, it is returned to the obligor for @mtion and/or adjustmerit?

716. In conclusion, the feedback provided by the APMLIiigited to: a) provision of an
acknowledgment of the receipt of report, and bparation of annual reports on activities of the
APML, addressed to the government, but not widebgeminated among stakeholders. That is,
the requirements of the AML/CFT La¥ concerning provision of general feedback, paridyl
information on ML/FT techniques and trends (typosg, as well as description of cases from the
practice of the APML and other competent state émdsanitized cases), is not effectively
implemented and relevant information is not shavéll the obligor and lawyer community either
within the annual reporting framework, or throughey communication.

717. An overwhelming majority of the representativeshad private sector indicated the lack of
both feedback as a major bottleneck and issue afcara with respect to appropriate

13 The same mechanism is available for CTR-s.
114 And the underlying requirements of the Criteridh2
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implementation of their reporting obligation. Tteek of guidance impacts on the quality of STR-
s, due to the fact that obligors are prone to tevely report anything that might “create
problems” with supervisors if not reported.

Recommendation 19
Consideration of Reporting of Currency Transactiabsve a Threshold (c. 19.1)

718. As indicated by the authorities, the reporting wirency transactions above a threshold was
established at the outset of the implementatioAME measures, i.e. in mid 2002, when the first
Law on the Prevention of Money Laundering was agldpfThe CTR reporting system was
introduced upon considerations that the cash ecpmveas a serious issue and required a control
of the cash flows.

719. Hence, Article 37 Paragraph 1 of the AML/CFT Lawaédishes that obligors should file
with the APML reports on any cash transaction artiagrto the RSD equivalent of EUR 15.000
or more, immediately after such transaction has lwaeried out and no later than three business
days following the transaction. Article 17 of théVlA Book of Rules defines the cases where
certain obligors are exempt of the obligation tpar¢ cash transactions amounting to or above
that threshold. Particularly, exemptions are stifpd for public enterprises, direct and indirect
users of the state budget funds, local authortiesorganisations of compulsory social insurance,
which are included in the system of the treasucgrsolidated account. There are exemptions
also for certain types of transactions, such asstea of funds from one account of the client into
another kept with the same obligor, conversion wfdé on the client's account into another
currency, etc.

720. As regards the effectiveness of the CTR reportirajesn, both the results of supervision
and anecdotal evidence demonstrate that over thiceséporting is perceived by both supervisors
and obligors and their customers as something ‘legliato STR reporting. The failure to
(timely) provide the APML data on one or severakirelated cash transactions is in the first
place among irregularities identified in the cous$en-site inspections, especially in relation to
transactions carried out through exchange offi€esthe other hand, there is no data as to how
many referrals have been made to law enforcemesticaées based on APML’s analysis of the
CTR database, in order to assess their usefulresme hand, and the APML'’s efficiency in
using that data on the other hand.

721. The absence of CTR reporting forms and pertinestructions for certain obligors
practically makes for them very difficult, if nampossible, to report over threshold transactions
should they wish to do so.

Additional Elements - Computerized Database forr@ury Transactions above Threshold and
Access by Competent Authorities (c. 19.2)

722. All data on cash transactions are imported intoomputerized database. The data is
transferred to the APML database electronicallypugh the TMIS (Transaction Management
Information System), which allows direct import ddita from the obligors via a secure website.
Data submitted on hard copies are filled in eledtrédorms and stored in the database. The APML
database of CTR-s can be searched for forty differdteria, including name and surname, ten
largest amounts, ten smallest amounts etc.

723. Access of the competent authorities (particuladyrts, public prosecutor, police, other law
enforcement authorities, the National Bank, theuiges Commission, and the Privatization

15 One of the main types of irregularities identifigdring on-site inspections is the obligors’ faéuo file
reports on one or several interrelated cash tréiosac
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Agency) to the information contained in the compistrl database of the APML is provided for
and regulated by Articles 58 and 59 of the AML/CEdw. The Law also stipulates for sharing
information from the database with foreign FlIUsth@roactively and based on a grounded
request.

Additional Element—Proper Use of Reports of Curyefiansactions above Threshold (c. 19.3)

724. Certain employees of the APML have direct accesshéo database based on their job
classification and the authorizations regulatedABML rules of operation. Logging into the
system is performed through digital certificatesd avork in the database is monitored on user
name basis. At every moment it is possible to ske mas accessed the system, and what actions
have been taken (for example, what queries have ina€ele).

3.7.2 Recommendations and comments

Recommendation 13 and Special Recommendation 1V

* Provide specific guidance on the legal definitidrthe reporting obligation, so as to prevent its
possible restrictive interpretation, as well astdake further measures to ensure that obligors
understand it in the broadest meaning of the AMI/CEaw and pertinent regulations/
guidelines.

» Provide for appropriate implementation of the réipgr requirement throughout the obligor
community, by means of ensuring that all finanaistitutions have developed their own lists of
indicators for recognising ML/FT related suspicid@nsactions.

 Revise the existing lists of the indicators devebbpby the APML to guide obligors in
recognising ML/FT related suspicious transactiates;elop such lists for all financial institutions
and make such lists clearly identifiable (by meahsn official, publicly accessible reference
number, or publication in an official source).

» Continue efforts aimed at developing and introdgcin well-structured coordinated outreach
programme (for example by means of series of sesiin@gular training sessions for compliance
officers, etc) for the financial institutions tollfu understand their reporting requirements, in
particular the new FT reporting requirement.

Recommendation 14
725. It is recommended to the Serbian authorities:

* to make the necessary legal amendments to ensure th
(a) financial institutions are protected from crimitiability for breach of any restriction
on disclosure of information if they report theuspicions in good faith to the APML;
(b)
(c) expand the tipping-off provisions to include notyothose cases where a STR or
related information has been reported but also whes in the process of being
reported to the APML.

* to ensure that these provisions are appropriatalylemented, through issuing adequate
guidance to obligors concerning tipping off so thaancial institutions and their employees
fully understand the scope of the safe harbourtgping off requirements and are aware of
and sensitive to these issues when conducting CDD.
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Recommendation 25 (c. 25.2 [financial institutiomsid DNFBP-s])

Ensure implementation of the requirements of theLABFFT Law concerning provision of
general feedback, i.e. information on ML/FT techieg and trends (typologies), as well as
sanitized cases from the practice of the APML atlikero competent state bodies; share
information with financial institutions either with the annual reporting framework, or
through other communication.

Proactively seek to make the APML's annual repatsilable to the widest scope of
stakeholders.

Consider providing specific feedback (other thamabknowledgment of the receipt of report)
to enable financial institutions to get an idedhsf quality of their reporting, and statistics on
received STR-s cross-referenced with the respentiselts so as to identify the areas, where
ML/FT is being successfully detected.

Ensure participatory approach to the provision eddback, by involving other competent
state authorities, for example, law enforcemenheigs to regularly provide and disseminate
(possibly through the APML) data on investigatedesa convictions, confiscations, etc;
participate in the development of typologies amitszed cases.

Recommendation 19

3.7.3

Establish mechanisms for assessing: a) usefulidab® TR database, and b) efficiency of
the use of the CTR database by the APML.

Compliance with Recommendations 13, 14, 19, 258p®tial Recommendation SR.IV

Rating Summary of factors underlying rating

R.13

LC * Not all financial institutions have lists of indicas for recognising
ML related suspicious transactions.

* The lists of indicators developed by financial itugions are copied
from those of the APML and, in some cases, contaimradictions
with applicable legislation.

 The lists of indicators developed by the APML am@t complete,
clearly identifiable, need revision in terms of tamts.

e Serious lack of understanding of the reporting megoents among
financial institutions, resulting in insufficientffectiveness of the
reporting system; low level of STR reporting by Amnk financial
institutions.

R.14

PC * Protection from criminal liability not extended tdinancial
institutions;

* Issues with the scope of the tipping-off provisias it does not
include cases where an STR and related informadiam the proces
of being reported to the APML.

«  The AML/CFT Law does not provide for any sanctiavisen the no
tipping off rule is breached by employees of oliggdncluding the
members of the governing, supervisory and otheragiag bodies.

U7

R.19

LC * Uneven implementation of the over-threshold repgrtiequirement
by obligors, lack of proper understanding of th&@RCreporting
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obligation.

 Lack of CTR reporting forms and instructions fortae types of
obligors (e.g. money transfer services, casings etc

R.25 PC e Lack of provision of adequate general feedback t@mms of
information on ML/FT techniques and trends (typosy as well as
sanitized cases); available general feedback is pra@actively
disseminated.

* No participatory approach to the provision of fegdb (involvement
of other competent state authorities besides tHdIAP

 Lack of feedback is seen as a major hindrance fifectere
implementation of the AML/CFT requirements in gazleand of the
reporting obligation in particular.

SR.IV LC *  Financial institutions do not have lists of indimat for recognising FT
related suspicious transactions.

« The APML has not developed lists of indicators fecognising FT|
related suspicious transactions.

» Serious lack of understanding of the reporting megoents among
financial institutions, resulting in insufficientffectiveness of the
reporting regime.

Internal controls and other measures

3.8 Internal Controls, Compliance, Audit and Foreign Branches (R.15 and 22)

3.8.1 Description and analysis

Recommendation 15
Internal AML/CFT procedures, policies and controls

726. Article 6 of the AML/CFT Law requires all obligot® take actions and measures for the
prevention and detection of ML and FT, which siradlude, among other: CDD, record retention,
provision for a regular internal control of the ilmmentation of the obligations under the law, the
development of list of indicators to detect suspisi transactions, and the reporting obligation to
the APML. There does not seem to be a requirenoegtblish and maintain internal procedures,
policies and controls which cover the detectionmfisual transactions.

727. Section 18 of the Decision on KYC Procedure reguicertain obligors to organize the
internal control of the application of the Law atite Procedure in a manner which enables
realistic evaluation of the obligor’s risk exposimeall its organisational units regardless of how
far an organisational unit is located from the séahe obligor.

728. The AML/CFT Law and Decision on KYC Procedure, a@odsome extent other sector-
specific laws and regulations use the term “intec@ntrol” to refer to internal procedures,
policies, and controls to prevent ML and FT anddils refer to internal audits. In the cases
described in this section, the evaluation teaneles that the terms “internal control” refers te th
former.

729. The AML Book (on the basis of requirements of Adid1l, Section 2 of the previous AML
Law) requires that the obligors provide and organi#ternal audit of the tasks undertaken in
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compliance with the Law and that they provide psefenal training for the employees
performing compliance duties.

730. Specific for the Banking Sectofrticle 82 of the Law on Banks states that memiwdrghe
bank’s executive board shall be responsible fofopming internal control of business activities
of the bank at all levels, in compliance with tleablished system of internal control. The bank
shall organize and implement internal control sysggrocedures so as to enable continuous
monitoring and measurement of risks which may haveadverse impact on realization of the
established business aims of the bank, such adit eigk, risk of the debtor country, foreign
currency risk, market risk, interest rate riskuldity risk, operational, and other types of risks.
The bank shall develop the internal control systemas to enable timely evaluation of the existing
and new risks, including the risks that have nanbsupervised before and the risks beyond the
banks’ control (external risks), as well as theesuizion of those risks which will reduce to the
lowest possible level the adverse impact on thénkas activities and on the safety and soundness
of the bank. The National Bank of Serbia may piibscdetailed requirements and manner of
organizing and implementing of the internal contiydtem.

731. The Decision on KYC Procedure for Banks also satsrequirements for banks to establish
internal controls that define: acceptability of tleéent; manner of identifying the client;
supervision of client’'s accounts and transactioisk management; and staff training program.
This internal document must be adopted in writind @erified by the bank’s board of directors.

732. Specific for the Insurance Sectdrticles 19 and 20 of the Decision on Internain@ols in
Insurance stipulates that: the company shall belired| to set up efficient procedures for
recognition and prevention of ML and FT and shedjulate:

1) company operations involving an increased pritbabf ML and FT;

2) rules of procedure for employees, general masaged management of the company in terms
of detection and prevention of money laundering #erdorist financing in all aspects of
company operations, in a defined manner and in Gange with activities and functions they
exercise;

3) detection, prevention and reporting to a compegaithority on transactions and persons
suspected of being involved in ML and FT,;

4) collection and storing of data on the compang manner that enables detection and reporting
to a competent authority on all suspicious transast

5) manner of communication between the person witte company responsible for detection,
prevention and reporting to the competent authasitysuspicious transactions, and other
employees of such company;

6) practices for ensuring that company employeas ¢hoperate with policyholders and other
insurance beneficiaries and employees in chargeteinal audit, as well as insurance agents
of the company, have never engaged in transaatiopsrformed activities of prejudice to the
company’s operations;

7) supervision of insurance agency activities l®y¢bmpany, and the procedure for cooperation
with persons in charge of insurance brokerageltferaccount of the company in preventing
money laundering and terrorist financing.

733. Specific for Securitiesthe KYC Procedure for Securities Market requires for the purpose
of eliminating the risk that may occur as a resfihon-compliance of operation of parties subject
to conform with regulations that govern preventioih money laundering and prevention of
financing of terrorism, such parties referred toAiricle 4 of the previous AML Law shall be
obliged to specify contents of the “Know Your ClieRrocedure. Article 4 of the same Procedure
also requires parties subject to conform shalltifiethe client under the conditions and in the
manner prescribed by the law governing the presantf money laundering, and during the
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period of contractual relations with a client, risgly examine the accuracy and completeness of
data on the client and update the submission afrdeats on all changes.

734.  Specific for Voluntary Pension Fundatrticle 6 of the Decision on Risk Control in Persio
Funds requires VPF providers to establish inteowaitrols: procedures for money laundering
recognition and prevention shall particularly implye establishment of rules of conduct of
employees regarding money laundering recognitiod prevention in operations of the fund
management company or the fund, in line with openatthat these employees perform and the
function they discharge, as well as the regulatibthe procedure of reporting to the competent
body the transactions with regard to which theeeraasons for suspicion that money laundering
has taken place, i.e. the regulation of the proeedd denouncing persons who perform these
transactions, in line with regulations that govetoney laundering prevention.

Compliance Management Arrangements

735. Under the previous AML Law, obligors were boundajgpoint one or several persons to be
responsible for detecting, preventing, and repgrtio the APML the transactions and
individuals/entities suspected to be related to ML.

736. Article 39 of the AML/CFT Law requires that an awr shall appoint a compliance officer
CO and his deputy to carry out certain actions medsures for the prevention and detection of
ML and FT. In the event that an obligor has lesstfour employees, it shall not be obliged to
appoint a compliance officer and perform the indcontrol under this Law. Hence, the law fails
to require financial institutions with less thardployees to designate an AML/CFT compliance
officer.

737. The law further specifies that the compliance effiand his deputy shall be employed “in a
position with powers allowing for an effective, iefént and quality performance of all tasks”
(Article 40 Paragraph 1, ltem 1) and that the CO® lvd independent in carrying out his tasks and
shall be directly responsible to the top manager(riicle 41 Paragraph 3). These requirements
altogether may point in the direction that the GQlé facto a person at the management level.
However, in meetings with financial institutionshet than banks, the evaluation team was
informed that the compliance officer was often soneewho was allocated additional duties from
the IT or legal departments.

738. The AML Book of Rules does not provide further dstan this issue. It stipulates that the
obligor must provide the APML with the name, sureamnd position of the persons responsible
for AML compliance and notify the APML when theneany changes.

739. Specific to Voluntary Pension FundArticle 8 of the Decision on Risk Control in Peorsi
Funds requires the fund management company to adwainuously the internal control system
and to adapt it or modify it according to plannednoodified conditions of operations. The
internal control system shall particularly estdblthe responsibility of competent bodies of the
fund management company, management of this comgrashypersons with special competences
and responsibilities in the company. The compeétedies of the fund management companies are
responsible for the proposal, preparation, suppiaten, and amendment to valid procedures.

740. Article 41 of the AML/CFT Law requires that the cpliance officer shall carry out the
following tasks in preventing and detecting moreyndering and terrorism financing:

1) ensure that a system for the prevention andctieteof money laundering and terrorism
financing is established, functioning and furtheweloped, and initiates and recommends to
the management appropriate measures for its imprent

2) ensure an appropriate and timely delivery oddatthe APML under this Law;
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3) participate in the development of internal doeuts;

4) participate in the development of internal cohgguidelines;

5) participate in the setting up and developmerthefiT support;

6) participate in the development of professionducation, training and improvement
programmes for employees in the obligor;

741. While the previous AML Law had no explicit requirents for obligors to grant compliance
officers with timely access to customer identificatdata, transaction records, and other relevant
information, Article 42 of the AML/CFT Law requiregbligors to provide the following to
compliance officers:

1) unrestricted access to data, information, armdicentation required to perform his tasks;

2) appropriate human, material, IT, and other wedources;

3) adequate office space and technical conditiamsah appropriate level of protection of
confidential data accessible to the complianceseffi

4) ongoing professional training;

5) replacement during absence;

6) protection with respect to disclosure of datauthim to unauthorised persons, as well as
protection of other procedures which may affectiamterrupted performance of his duties;

742. Most financial institutions indicated that they miained internal AML/CFT procedures that
covered a broad spectrum of requirements and cotcated these procedures to employees both
through written documents and through training. N&S Voluntary Pension Funds Supervision
Department found that voluntary pension funds €rite maintain internal procedures for
AML/CFT prevention during on-site examinations cookd in the past three years. Most
financial institutions indicated that all financimhnsactions were conducted through banks, and
therefore these sectors presented a slightly loseto ML and FT.

Independent Audit Function

743. Article 11 of the Previous AML Law required the igldr to undertake internal control of the
activities performed in accordance with this Law.

744. Article 44 of the AML/CFT law requires the obligtir provide for a regular internal control of
execution of tasks for the prevention and deteatfomoney laundering and terrorism financing.
Article 45 requires the Minister of Finance, at kieML'’s proposal, to specify the procedure for
executing internal controls, data keeping and pta®, record keeping and professional
education, and training and improvement of empleyiaehe obligor. While the Minister had not
issued such guidance at the time of the evaluati@enAML Book of rules remains in force until a
new sub law has been adopted.

745. Section 19 of the Decision on KYC Procedure requihat the authorized person shall submit
to the relevant body of the obligor a report onatgivities in the area of money laundering
prevention at least once a year. The report shadtain in particular the estimate on whether
anti-money laundering measures are applicable #ndtige, which deficiencies in the money
laundering and terrorism financing prevention systeave been detected during the preceding
year and what type of risk they may pose to thegoblas well as the proposal of measures by the
authorized person for eliminating such deficieneied for enhancing the system.

746. As noted above, the AML/CFT Law and Decision on KPécedure use the term “internal
control” to refer to internal procedures, policiasd controls to prevent ML and FT and also to
refer to internal audits. In the cases above, tfauation team believes that the terms “internal
control” refers to the latter. Sector-specific riagions described below, with the exception of the
section on broker-dealers, use the term interndit & refer to the internal audit function.
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747. Articles 2 and 3 of the AML Book of Rules and seepecific bylaws also set out
requirements for internal controls. Articles 2 éhdf the AML Book of Rules requires obligors to
provide and organise an internal audit; introduce a&t that determines the powers and
responsibilities of the management, organisatiomitls, compliance officers, and other relevant
persons in the obligor when performing an audival as the mode and schedule of performing
the audit; and make an annual report for the piagegear on the audit performed and the
measures undertaken by 15 March of the currenttpdae submitted to the APML.

748. The annual report must include the following:

1) number of reported cash transactions or multiplerielated cash transactions amounting to
or exceeding 15.000 EUR in Dinar counter value;

2) number of reported transactions or persons suspartee related to money laundering;

3) number of transactions or persons suspected telbted to money laundering which were
reported to the compliance officer by the employees not to the Administration.

4) number of identifications performed when opening astount or establishing business
relations with non-face to-face customers;

5) incidence of single indicators for identifying sigpus transactions (hereinafter referred to
as: the indicators) when reporting transactiongh® compliance officer by the obligor's
employees;

6) number of audits performed on the basis of the BafoRules, as well as the findings of the
audits (number of mistakes recognized and corredescription of the mistakes recognized,
etc);

7) measures undertaken on the basis of the auditsrperd,;

8) data on the control performed on information ted¢bgies used in the implementation of the
Law (encryption of the data transferred electrdhjcakeeping the data on clients and
transactions in the centralized data base);

9) data on the program of education in anti-moneydauing field, on location and persons that
completed the education program, number of empkyeat underwent training, as well as
the need for further training and professional &iization of the employees;

10) data on the measures undertaken to store therddtare official secrecy.

749. Specific for the Banking Sectdkrticle 85 of the Law on Banks requires that ebahk shall
have an organisational unit in which its competesahall include internal audit. The basic tasks
of the organisational unit is to give independemd abjective opinions to the bank’s board of
directors on issues which are subject audit, tfop@radvisory activity aimed at the advancement
of the existing system of internal controls anditess activities of the bank, and to provide
assistance to the bank’s board of directors in mptishment if its aims, specifically through
application of systematic, disciplined and docuredntapproach to the evaluation and
advancement of the existing manner of risk managgnmanner of control and manner of
management of processes. The bank shall perfoemaltaudit function in compliance with the
regulations which regulate basic principles of aigation and activities of the bank’s internal
audit. The bank shall have at least one employékerorganisational unit specified in paragraph
1 this Article, who shall have the degree specifigdthe law which governs auditing and other
regulations in that field. Article 85 further statéhat the manager of the organisational unit
specified in paragraph 1 of this Article shall case the program of internal audit and determine
methodology of activities of the internal auditdgparticular: instructions regarding activities of
the internal audit, manner and deadlines composamprts on internal audit, manner and
deadlines for submitting reports on internal aodlithe bank’s activities to the competent bodies
of the bank, manner of monitoring the advised &y for eliminating the established
irregularities and deficiencies in the bank's dtitig, well as the manner and responsibility
regarding composing, usage and keeping of docutiemtan the performed internal audit

167



activities in compliance with the annual plan. Thianager shall report to the board of directors
on the results of the performed audit.

750. The internal audit shall:
1) Assess adequacy and reliability of the bank’'stesy of internal control and function
supervision of compliance of the bank’s activities;
2) Ensure adequate identification and supervisfaisks;
3) Determine deficiencies in the activities of ek and its employees, as well as cases failure to
perform duties and excess of authority and prepesposals for elimination of these deficiencies
as well as recommendations for their prevention;
4) Hold meetings with the bank’s board of directas well as with the committee monitoring
business activities of the bank;
5) Prepare reports on activities of the internaliaon a regular basis and submit them the bank’s
board of directors, as well as to the committearionitoring business activities of bank.

751. The National Bank of Serbia may prescribe detaitgfiirements and manner of performing
of the functions of internal audit.

752. Specific for the Insurance Sectdhrticle 135 of the Law on Insurance requires insgce
companies to organize an independent internal audith is autonomous and independent in
carrying out its tasks.. A special purpose depamtméthin the company specified in the Articles
of Association conducts the internal audit of theurance company. The internal audit unit of the
insurance company reports directly to the superyiboard of the insurance company. Insurance
company bodies and the employees in the insurammgany must not prevent, limit or impede
the reporting on the findings and assessmentseqgb¢hsons in charge of internal audit activities in
the insurance company.

753. Article 137 of the Law on Insurance stipulates thatinternal audit of the insurance company
shall continuously and comprehensively control attivities of the company with special
attention to:

1) Continuous monitoring, checking and improvenadthe company system of operation;

2) Identification of the risks the company is exgab$o or can be expected to be exposed to;

3) Assessment and evaluation of the establishednialt control system;

4) Issuing the appropriate recommendations for ietion of the observed irregularities and
deficiencies and for improving the applied procedusind operation systems.

754. The system of internal control defined in paragraplitem 3) herein implies specific
procedures, acts and actions which the insuranopaoy’s management is obliged to organize in
a way that suits the nature, complexity and risktte# business as well as changes in the
conditions of insurance company’s activities tha @e predicted aimed to prevent irregularities
and illegalities in the company’s activities. Intak audit controls and assesses:
1) Adequacy and application of prescribed polieiad procedures for risk control;
2) Accounting procedures and organisation of cotidg@ccounting activities;
3) Reliability and timeliness of financial and mgaeent information.

755. An insurance company is obliged to regulate therm@l audit function according to the rules
of procedure of the internal audit and the interaadtlit business program, according to the
professional principles and internal audit pracjdaternational standards for internal audit and
ethical principles of internal audit.

756. Specific for Voluntary Pension Fund&ccording to Article 8 of the Law on Pension Funds,
VPF providers are required to employ at least antfied internal auditor.
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757. Specific for Broker-DealersArticle 11, Section 5 of the Rulebook for Brokerdber
Companies requires companies to set proceduremaasures for establishment and operation of
the system of internal control of the company'sibess activities in order to ensure that the
company’s management is informed on identifiedguitarities or non-compliance in company’s
operation and that adequate measures are underiakemer to remove those irregularities,
and/or a broker-dealer company has to have a gepanganisational unit (or a person) which will
be in charge of supervising the compliance withrdgulations and which will directly report to
the management and be independent from organiatiaits.

758. Specific for Investment Fundarticle 49 of the Rulebook for Investment Fundsjestment
fund management companies must have an internalot@ystem that contains descriptions of
control activities performed by staff and managetment activities related to control of
compliance which are performed by examiners, oiviiels performed by an internal auditor,
procedures for dealing with shortcomings or weakegsof the internal control system, and
procedures for controlling an intermediary.

759. While the audit requirements described above arsmecific to only AML/CFT controls, the
audits above could include AML/CFT components. tactice, the banking sector does conduct
audits specifically to AML/CFT controls, with sone@nks hiring an external auditor to perform
this function. Implementation of internal auditsathinclude AML/CFT controls is uneven
throughout non-bank financial institutions.

Employee Training

760. Article 43 of the AML/CFT Law requires obligors pwovide regular professional training for
employees carrying out tasks of prevention andotiete of ML and FT annually and no later than
until March for the current year. The law stiputatbat the trainings should include familiarizing
with the AML/CFT Law, regulations drafted basedtba Law, internal documents, and reference
books to include the list of indicators for idewpiifg suspicions of ML/FT.

761. Articles 20 of the Decision on KYC Procedure set mquirements for certain obligors to
determine the staff training program in accordanith the Law. To ensure that the Procedure is
being applied, the obligor shall determine and engnt the on-going training program for the
purposes of paragraph 1 hereof, taking into accstafit authorizations and responsibilities in the
field of prevention of money laundering and tersorifinancing. The contents of the training
program from this Section must meet the needs elynemployed staff, client-facing staff or
staff in charge of executing transactions, as asllstaff in charge of monitoring whether the
Procedure is being correctly applied.

762. Article 21 further states that tlobligor shall verify when necessary, but at leasieca year, the
expertise of its staff in the field of preventicihnooney laundering and terrorism financing, andisha
keep on file the results of such verification folesmst one year from the date of its verification,
hard copy or electronic form.

763. Article 11 of the previous AML Law included requinents for obligors to provide AML/CFT
training to employees and the AML Book of Rulegstier expanded on those requirements. The
following sector-specific guidance has also beaviped:

764. Specific for the Banking Sectdrhe Decision on KYC Procedure for Banks requiraskbdo
define and implement a staff training program onoagoing basis, taking into account staff
authorizations and responsibilities in the fieldMf prevention and requiring an annual test of
staff in the field of ML prevention. Banks are ré&gd to tailor the program to adjust to the needs
of new staff, client-facing staff, and staff respitate for ensuring that controls are being applied
correctly.
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765. Specific for the Insurance Sectdirticle 20 of the Decision on Internal Controfsinsurance
defines detailed criteria for identification of higisk clients and requires insurance companies to
specify a list of suspicious transactions indicatdihe company shall ensure that all its employees
have received adequate training in detection aedgntion of money laundering and terrorist
financing, that they act in compliance with prelsed procedures, and that they are aware of their
liability in the event of breach of the companyiges and procedures for prevention of the above
activities.

766. Specific for the Securities Sectduticle 4 of the Guidelines on KYC Procedure forcBeties
Market requires securities firms to define and ienpént the staff training program on an ongoing
basis, taking into account staff authorizations @gponsibilities in the field of money laundering
prevention.

767. In practice, most financial institutions providensm form of employee training for AML
prevention. The banking sector appears to haventdst advanced training program of the Serbian
financial institutions. Until the passage of the M@FT Law, FT prevention was not included in
many training programs, as it was not a requiremerder the previous AML Law. CFT
components should be added to future training jprogr Some sectors indicated that their
markets lacked experience in AML/CFT preventiortheesy had received no training in this area.
The NBS Voluntary Pension Funds Supervision Depamtnfound that Voluntary Pension Funds
failed to provide employees training and has ptareddress this deficiency.

Employee Screening

768. While neither the AML/CFT Law, nor the previous AMlaw sets out requirements for the
screening of all employees, Article 40 of the AMET Law sets out requirements for a
compliance officer, or deputy compliance officeheTduties of a compliance officer shall be
carried out by a person who shall:

1) be employed in the obligor in a position withwaws allowing for an effective, efficient and
quality performance of all tasks laid down in thésw;

2) not be sentenced by a final court decisiongeoprded in the expunged sentences records,
or subject to any criminal proceedings for crimimdfences prosecuted ex officio or
criminal offences against economy, against offidiaty, or criminal offences of terrorism
financing.

3) be professionally qualified for the tasks ofvaetion and detection of money laundering

and terrorism financing;

4) be familiar with the nature of the obligor biess in the areas sensitive to ML or FT,;

769. Specific to the Banking Sectdrticle 20, Paragraph 4 of the Decision on Ligegof Banks
requires that the bank founders submit to the NB& dn the organisation and human resource
capacity of the bank. Article 24 further statesttbata on organisational structure shall be
understood to mean the proposed organisational ehtre bank. Data on bank’s human resource
capacity shall be understood to mean the proposéd cjassification by staff, including
qualification structure of staff and length of seevfor each job post, as well as the planned
staffing schedule which has to support the planmegansion of bank’s activities and
organisational network.

770. Specific to Voluntary Pension Fundbinder Article 4, Paragraph 2 of the Decision on
Minimum Requirements Regarding Organisational aachhical Resources of Voluntary Pension
Fund Management Company, VPF management compamigequired to have documents that
stipulate the qualifications structure of employeath the required years of service for each
position.
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771. Specific to the Insurance Sectdkrticle 13 of the Decision on Implementing the ursnce
Law states that for the purposes hereof, prescipeesonnel capacity of a company shall refer to
the envisaged structure of employees in termseif grofessional qualifications, work experience
needed for each position, as well as the plannedrdics of appointing people to systematized
jobs which is to follow the planned expansion of tbompany’s scope of activities and
organisational network.

772. Specific to the Securities Sectdrticle 1270f the Law on Securities Market stateatta
broker-dealer company may perform activities reféro in Article 124, paragraph 1 of the present
Law if it meets the requirements regarding staffl arganisational capacities and technical
equipment, in conformity with the present Law ahd act of the Commission. The law requires
broker dealer companies to permanently employ arsop with the license to conduct broker
activities, at least one person with the licensgeidorm portfolio manager activities, and at |east
person with the license to perform investment cltaisuactivities.

Additional elements

773. Article 41, Section 3 of the AML/CFT Law stipulateke compliance officer shall be
independent in carrying out his tasks and shatliteetly responsible to the top management.

Recommendation 22

774. The previous AML Law did not include provisions ffinancial institutions to ensure that
their foreign branches and subsidiaries observe KNI Controls consistent with Serbian
controls. Section 18, Iltem 2 of the Decision on KP@cedure for Banks, however, required
banks to ensure that the persons to which the lmrk parent company should apply the
Procedure as strictly as the bank, unless theatgaob of such persons’ home countries does not
allow it, and check whether such persons applytioeedure.

775. Article 38 of the AML/CFT Law requires obligors émsure that actions and measures for the
prevention of ML and FT be applied to the same mixie its branches and majority-owned
subsidiaries in foreign country, unless this islexpy contrary to the regulations of such country
The obligor is also required to send its branchesnajority-owned subsidiaries in a foreign
country updated information on the procedures caicg the prevention and detection of ML
and FT, and particularly concerning CDD, reportimgthe APML, record keeping, internal
control, and other circumstances related to thegmton and detection of ML or FT.

776. Article 38 also states that if the regulations dbeign country do not permit the application
of AML/CFT controls laid down in the AML/CFT Lawhe obligor shall immediately inform the
APML thereof, and adopt appropriate measures tuoimdite the risk of ML or FT. There is no
specific consideration in the law that requiresaficial institutions to pay particular attention to
branches or subsidiaries in countries that haveiffioeent AML/CFT controls. Serbian
authorities, however, indicated that they would approve the establishment of branches or
subsidiaries in such jurisdictions.

777. This Recommendation is not applicable to VPFs akeudrticle 26 of the Law on Pension
Funds, VPF management companies are not permitteave subsidiaries.

778. There is no specific requirement for branches amdidiaries of Serbian financial institutions
to maintain the highest level of AML/CFT controlghether that of Serbia or of the host country.
In cases where a host country law requires a I@tardard, foreign branches and subsidiaries of
Serbian financial institutions are required to iempent the AML/CFT Law, thus implementing
the higher standard. When the host country lawireg a higher standard than the AML/CFT
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Law, even though the AML/CFT Law does not provigeexplicit requirement, it is implicitly
understood that the foreign branch or subsidiati/have to comply with the host country’s law,
again implementing the higher standard

Additional elements

779. As part of the requirements for obligors to takécas and measures to prevent and detect
ML and FT, the AML/CFT Law requires the implemeidatof the measures laid down in this
Law in obligor branches and majority-owned subsid&located in foreign countries (Article 6,
Paragraph 2, Item 8).

780. Financial institutions indicated that they are faged in compliance with the Basel Core
Principles.

3.8.2 Recommendation and comments

Recommendation 15

. Article 39 of the AML/CFT Law exempts obligors witless than four employees from
designating an AML/CFT compliance officer, imposidgferent obligations on small and
large obligors. The evaluation team has concdras this discrepancy poses a risk to the
efficiency and integrity of the entire Serbian AMIET system. Serbian authorities should
amend the law to remove this exemption.

. While there is no blanket requirement for finandredtitutions to utilize a set procedure for
screening employees to ensure a high standardyraetdws have set specific requirements
for hiring employees within the sector. Serbiarhatties should require a set procedure for
all financial institutions to screen employeesnsuge a high standard across all institutions.

Recommendation 22

. Because of the newness of the law, the assesseaniwas unable to assess the effectiveness
of Article 38 on financial institutions. Serbiantharities have indicated that only one Serbian
bank maintains branches overseas — two branchedetbdn neighbouring countries —
however the assessment team was unable to meethaitibank during the onsite visit and
therefore unable to assess its compliance with IRewndation 22. Serbian authorities should
issue detailed procedures for financial institusiom follow after reporting to the APML that a
foreign jurisdiction does not permit implementati@i AML/CFT controls, including
measures to eliminate the risk of ML or FT.

3.8.3 Compliance with Recommendations 15 and 22
Rating Summary of factors underlying rating
R.15 PC . Not all financial institutions have internal procees, policies, and

controls to prevent ML and FT.

« Some financial institutions’ training programs lackmponents omn
CFT, new developments and current ML and FT teareggmethods,
and trends.

* Law exempts financial institutions below 4 employd¢e designate
compliance officer

. Not all financial institutions conduct audits that least include an

j*)
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AML/CFT component.

* No requirement for all financial institutions totpn place screening
procedures to ensure high standards when hirindoges.

R.22 LC « No demonstration that financial institutions requibranches angd
subsidiaries overseas to observe AML/CFT measwssistent with
the home branch.

3.9 Shell Banks (R.18)

3.9.1 Description and analysis

781. The AML/CFT Law defines shell banks as a foreignlkbar another institution performing
the same business, which is registered in a staéeent does not carry out its business and which
is not any part of any organised financial group.

782. While the establishment or operation of shell basksot strictly forbidden by Serbian law,
Articles 10-20 and 94-101 in the Law on Banks dmDecision on Licensing of Banks prescribe
such strict conditions for obtaining a bank licertbat it would be impossible to establish a shell
bank in Serbia.

783. In order for a bank to obtain an operating licefieen the NBS, Article 18 of the Law on
Banks requires founders of the bank 1) to providmofpof appropriate business premises, 2)
acquire and prepare equipment for undisturbed basiactivities of the bank, 3) ensure that the
premises meet the requirements established byathevhich refer to technical equipment, work
safety, and protection and improvement of the emwirent, as well as 4) ensure that the premises
and equipment enable access to all relevant dadaisormation required for conducting
supervisory function of the National Bank of Serbia

784. Article 42 of the Law on Banks further requirestthach bank shall make general operating
conditions, as well as their amendments and additiclearly visible in its business premises, not
later than 15 days prior to their implementatioho®d the bank fail to do this, it shall be fined
from 300,000 to 3,000,000 Dinars for a commercitdrace per Article 137.

785. The NBS will refuse a request in the following casé the founding act and draft Articles
of association of the Bank are not in complianctinthie law and other regulations; any proposed
members of the board of directors and executivecbohthe bank do not possess the appropriate
qualifications, experience, and/or adequate busimegutation; if the proposed program of the
bank’s activities, plan of business policies, amdcpdures for risk management and internal
control are not appropriate; if the ownership arahagement structures of the bank fail to enable
effective supervision of safety and soundness egdllcompliance of the bank or appropriate
external and/or internal audit of the bank; antthé structure of the banking group whose member
a bank would become is not transparent or impedé®nming supervision of this group on the
consolidated basis or appropriate external andternal audit.

786. Article 35 of the AML/CFT Law prohibits obligors i8erbia entering into or continuing a
correspondent relationship with a bank which ogsratr which may operate as a shell bank, or
with any other similar institution which can reaably be assumed that it may allow a shell bank
to use its accounts. There was no similar requintimethe previous AML Law, however Section
18, Item 1 of the Decision on KYC Procedure for Banequired banks to ensure that they not
enter into any correspondent relationship with it bank unless it implements AML/CFT
controls as strictly as the bank.
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787. Also, Article 29, Section 4, Item 4 of the AML/CFLaw prohibits obligors from
establishing or continuing LORO correspondent i@teships with foreign financial institutions if
that bank operates as a shell bank, establishesspondent relationships or other business
relationships, or carries out transactions witHIdbanks.

788. The NBS advised the evaluation team that despitdaitk of a specific legal requirement, it
has been unable to discover anything resembliret Isank operating in the country throughout
the course of its supervision of banks.

3.9.2 Recommendations and comments

789. Serbian law prohibits financial institutions fromaimtaining relationships with shell banks
and ensuring correspondents do not allow accountsetused by shell banks by requiring all
correspondent relationships to apply the same #v&ML/CFT controls as Serbian banks.

790. While Serbian law does not expressly prohibit theation or continued operation of shell
banks, the NBS requires such stringent identifyiimgrmation when incorporating a bank in
Serbia, the evaluation team felt confident thatls¥anks were not operating within the country.

3.9.3 Compliance with Recommendation 18
Rating Summary of factors underlying rating
R.18 C

Reqgulation, supervision, guidance, monitoring andrgtions

3.10 The Supervisory and Oversight System - Competent Aborities and SRO-s /
Role, Functions, Duties and Powers (Including Sanicins) (R. 23, 29, 17 and 25)

3.10.1 Description and analysis

Authorities/SRO-s roles and duties & Structure sggburces

Recommendation 23 (c. 23.1, c. 23.2)

Regulation and Supervision of Financial Institude. 23.1); Designation of Competent Authority (c.
23.2)

791. In Serbia, competence for the supervision of coamge with the national AML/CFT
requirements does not lie with a single authodtiticle 82 of the AML/CFT Law designates as
many as eleven bodies, which are empowered to isgesapervision over implementation of the
Law. At that, when such bodies in the course ofdooting supervision establish irregularities or
illegal acts in terms of implementation of the Lahey shall, in accordance with the respective
law governing their supervisory powers, do thedwihg:

1) Demand that the irregularities and deficienbesemoved in the period set by such bodies;
2) Lodge a request to the competent body for thiation of an adequate procedure
3) Take other measures and actions for which theyathorized by the law.

792. As provided by the authorities, the AML/CFT supeorly arrangements work as follows:
the APML, as the national body for the fight agaim®ney laundering and terrorist financing, is
vested certain supervisory authority to ensure AMHET compliance; particularly, in the process

174



of receiving, analyzing, and disseminating the rimfation submitted by obligors to the APML in
accordance with the Law, it can directly requedigobs to remove the irregularities disclosed
during that process. The APML can also lodge aesfjto the sectoral supervisory bodies (such
as the NBC, the Securities Commission etc.) fdiating supervisory action in respect of their
respective obligors; in that case, sectoral supersihave full discretion to apply any of the
available supervisory measures, including off-aitel on-site control, as well as — if provided by
the relevant sectoral laws/ regulations — sendinigfem orders, declaring measures to remove
irregularities, and imposing pecuniary sanctioripusated under such laws/ regulations.. And
finally, once an economic or minor offence is diseld under the AML/CFT Law (Articles 88-89,
which actually classify all violations of the regements of the AML/CFT Law as economic
offences and Articles 90-91, which classify breacbgthe Law by entreprenetisand natural
person$’ as minor offences) , both the APML and the othgresvisory bodies are obliged to
refer the case to law enforcement authorities fagprosecutor, court etc) for the initiation of a
respective proceeding and prosecution of the ecanoffence. The fact that a certain action of an
obligor has been imposed an applicable superviaotipn by the sectoral supervisor does not
prevent the court to impose penal sanctions wiaparate proceeding.

793. The designated bodies vested powers for supervisimqgementation of the national
AML/CFT requirements by financial institutions aee following, as established by Article 82
and further articulated by Article 84 of the Law.

a) APML
(in the capacity of the national financial inteligce unit pursuant to Article 83 of the AML/CFT [Law

794. Article 83 of the AML/CFT Law defines the generabnepetence of the APML for
supervising implementation of the Law, by meansalfecting, processing, and analyzing the
data, information, and documentation submittechéoAPML under the Law by both obligors and
lawyers, as well as by relevant state bodies ardigpauthority holders. As an administrative
body within the Ministry of Finance conducting sopsion over implementation of the
provisions of the Law pursuant to Article 65, itagthorized to take actions and measures within
its competence in order to remove observed irregigs. As provided by the authorities, the
APML also has a mandate for participating in oe-sihspections conducted by relevant
supervisory bodies; however, so far they have re@nsthe need to make use of that
empowerment.

795. Article 65 of the AML/CFT Law defines other reguay powers of the APML, such as
initiating revision and amendment of the Law anbeotregulations governing the AML/CFT
field; providing interpretation and making recomrdations on their application based on the
Law.

b) National Bank
(in the capacity of supervisor for banks, exchangeeaus, insurance companies, insurance
brokerage companies, insurance agency companiesreuance agents with a license to perform
life insurance business, companies for the managemwkevoluntary pension funds, and financial
leasing providers pursuant to Article 84.1 of tHdIACFT Law)

796. Pursuant to Articles 4.6 and 4.6(a) of the Law loa Wational Bank, the NBS carries out
general regulation and supervision of activitiebaiks, insurance operations, and other financial

16 \When they commit any of the acts provided by Aes38 and 89.
17 When they fail to (appropriately) declare to thempetent customs body cross-border transportatfon o
payment instruments provided by Article 67 (withtfier reference to Article 81.5 of the Law).
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institutions™® Regulatory functions of the NBS, including thodeadopting regulations laying

down prudential banking standards, are furthecaldted by Articles 63 and 64 of the same Law.

797. Various sectoral laws refer to the regulatory amaksvisory powers of the NBS. Thus:

« Banks Article 9 of the Law on Banks defines that the Na#l Bank shall perform
supervision of safety and soundness and legal ¢angal of activities of banks. Under
Article 45 of the same Law, the NBS is also autrext within its supervisory function, to
inspect whether a bank acts in compliance with dmeglness practices, disclosed general
operating conditions, and provisions of contractsatuded with its clients.

e Insurance companies and intermediariedArticle 148-150 of the Law on Insurance
establish the competence of the NBS in superviagityities of insurance companies and
intermediaries, the subjects, and methods of sigenv

« Voluntary pension funds and management companidsticle 67 of the Law on Pension
Funds defines the supervisory powers of the NBS awplementation of the Law on
Pension Fund$’, whereas Article 68 definemiter alia, methods of such supervision

* Financial leasing companiesArticle 13h of the Law on Financial Leasing estsitiéis that
the National Bank shall conduct the supervisiorieskor operations based on the order
issued by the Governor of the NBS, or by the peedhorized by the Governor.

« Exchange dealers/exchange bureaugirticle 39 of the Law on Foreign Exchange
Operations establishes that the NBS shall prescilitee conditions and manner of
performing exchange operations and the supervigimtedure applied to exchange
operations, thus regulating activities of exchacigalers and exchange bureaus.

¢) Securities Commission

(in the capacity of supervisor for investment funghagement companies, broker-dealer companies,
as well as banks licensed by the Commission fargdoustody and broker-dealer business pursuant
to Article 84.2 of the AML/CFT Law)

798. General regulation and supervision of activitiedha above obligors is carried out by the
Securities Commission pursuant to Article 220 efltlaw on Securities Market, which defines the
Commission’s power to supervise business operaticail participants of the securities market,
including broker-dealer companies, management companiesstmeat funds, authorized banks,
and custody banksin the part of the operations they conduct on skeurities market in
compliance with the mentioned law and other lavgsil&ing the subject matter.

799. Article 80 and 81 of the Law on Investment Fundsgirovide for supervisory powers of
the Securities Commission ovievestment funds and management companiesreas Article 82
defines the measures taken in the framework of supkrvision.

18 However, Article 98 of the Law defines that “otHfarancial institutions” are savings and savings-foan
institutions. That is, strictly speaking, the Law the National Bank defines supervisory powershefNBS in
respect of banks and insurance operations onlys Ehreinforced by the fact that Article 4.6(a) dpgng
NBS'’s supervisory powers over insurance operatwess added into the Law by means of an amendmeietn wh
supervision over insurance industry came underntlamdate of the National Bank, which means that the
provision of Article 4.6 establishing that “taskEthe NBS shall be to...issue and revoke operditenses,
carry out supervision of banks and other finanaistitutions and enact regulations in this fieldasvnot
considered to be sufficient for supervising inseemmmarket participants, which no doubt are findncia
institutions. Hence, this general statement ofcdetéd.6 on supervisory powers of the National BaoWer other
financial institutions is not taken as satisfactemidence on NBS-s empowerment unless there iseeifgp
provision in the respective sectoral law definingls powers of the NBS over the given type of finahc
institutions (such as for example, voluntary pengimds, financial leasing companies, etc).
119 Byt not of other laws/regulations; this is an essegally restricting the NBS’s powers to exeraispervision
over pension fund operations in terms of AML/CFImpdiance. For more detail please see the analysisru
Recommendation 29.
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d) Ministry of Finance
(in the capacity of supervisor for persons dealingh postal communications [with respect to
domestic payment operations] and for persons irain professional activities of intermediation in
credit transactions and provision of loans, factgriand forfeiting, provision of guarantees, and
provision of money transfer services pursuant tiickr 84.4 of the AML/CFT Law)

800. The assessment team was not provided any informaiio the legislative provisions
establishing the powers of the Ministry of Financaegulate and supervise activities of persons
dealing with postal communications [with respectibonestic payment operations] and of persons
involved in professional activities of intermedaatiin credit transactions and provision of loans,
factoring and forfeiting, provision of guaranteasd provision of money transfer services.

e) Ministry of Telecommunications and Information Sciety
(in the capacity of supervisor for persons dealinggh postal communications [with respect to
valuable mail operations] pursuant to Article 84bthe AML/CFT Law)

801. As advised by the authorities, the Ministry of Teammunications and Information Society
is responsible for the regulation and supervisibaativities of legal persons dealing with postal
communication pursuant to Articles 87-93 of the LawPostal Services and Articles 22-33 of the
Law on Public Administration. However, the assesgnmieam was not provided these acts and
there was not able to assess how these laws defqnéatory and supervisory powers of the
Ministry of Telecommunications and Information Satgi in respect of persons dealing with
postal communications [with respect to valuablel mpgrations].

f) Foreign Currency Inspectorate

(in the capacity of supervisor for persons involviedprofessional activities of factoring and
forfeiting, and provision of money transfer sergicpvith respect to international payment
transactions] pursuant to Article 84.11 of the AIGET Law)

802. Article 46 of the Law on Foreign Exchange Operdialefines that the Foreign Exchange
Inspectorate shall conduct supervision of foreigiwhange operations of residents and non-
residents. Apart from that, the assessment team neasprovided any information on the
legislative provisions establishing the powers ttg Foreign Exchange Inspectorate to regulate
and supervise activities persons involved in professional activities of fadhg and forfeiting,
and provision of money transfer services [with regpto international payment transactions]

803. None of the laws specified above directly provideregulatory and supervisory powers of
the mentioned bodies to ensure that financialtintgins adequately comply with the requirements
to combat money laundering and terrorist financihigvertheless, the analysis of the laws
provided to the assessment té&ranables concluding that, except for the Law orsRenFunds,
the regulatory and supervisory powers of these rsigmey bodies in terms of controlling
AML/CFT compliance can be inferred from the genemlpowerment to supervise the respective
obligors for compliance with sectoral and otherdaamd regulations. A more detailed analysis of
such empowerment is presented in the text undesrReendation 29.

Recommendation 30 (all supervisory authorities)

Adequacy of Resources (c. 30.1); Professional @raisdand Integrity (c. 30.2); Adequate Training
(c. 30.3)

804. Articles 82-84 of the AML/CFT Law define as manyeadsven bodies exercising supervision
of the implementation of the Law, within their resfive areas of competence. Compliance of

120 That is, all mentioned laws except for the LawRmstal Services and the Law on Public Administratio
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these bodies with the requirements of the Recomatemd 30 has been assessed against the
following criteria:

1. Adequacy of structure, funding, staffing, and techhresources (R 30.1);

2. Professional standards (including confidentialiéguirement), integrity, and skills of staff
(R 30.2);

3. Adequate training of staff for combating ML/FT (R.3).

805. The bodies implementing supervision of the AML/QE@islation are:

a) APML (in the capacity of the national financial intefiigce unit pursuant to Article 83 of the
AML/CFT Law);

b) National Bank (in the capacity of supervisor for banks, exchamgeeaus, insurance
companies, insurance brokerage companies, insusgegcy companies and insurance agents
with a license to perform life insurance businessnpanies for the management of voluntary
pension funds, and financial leasing providers gamsto Article 84.1 of the AML/CFT Law);

c) Securities Commission(in the capacity of supervisor for investment fumdnagement
companies, broker-dealer companies, as well assbiicednsed by the Commission for doing
custody and broker-dealer business pursuant tcl&@i4.2 of the AML/CFT Law);

d) Tax Administration (in the capacity of supervisor for persons invdhia provision of
accounting services and tax advising pursuant tiiclds 84.7 and 84.10 of the AML/CFT
Law);

e) Ministry of Trade and Services(in the capacity of supervisor for persons invdhie real
estate transactions and for implementation of FtB6 pursuant to Articles 84.6 and 84.10 of
the AML/CFT Law);

f)  Foreign Currency Inspectorate (in the capacity of supervisor for persons invdiia
professional activities of factoring and forfeitjrajmd provision of money transfer services [with
respect to international payment transactions]yansto Article 84.11 of the AML/CFT Law);

g) Administration for Games of Chance (in the capacity of supervisor for organizers of
special games of chance in casinos, and of organiaegames of chance operated on the
Internet, by telephone, or in any other mannergiselecommunication networks pursuant to
Article 84.3 of the AML/CFT Law);

h) Ministry of Finance (in the capacity of supervisor for persons dealinigh postal
communications [with respect to domestic paymerdrajions] and for persons involved in
professional activities of intermediation in cretansactions and provision of loans, factoring
and forfeiting, provision of guarantees, and priavisof money transfer services pursuant to
Article 84.4 of the AML/CFT Law);

i)  Ministry of Telecommunications and Information Sockety (in the capacity of supervisor
for persons dealing with postal communications jwiespect to valuable mail operations]
pursuant to Article 84.5 of the AML/CFT Law);

J) Bar Association (in the capacity of supervisor for lawyer pursusmtArticle 84.8 of the
AML/CFT Law);

k) Chamber of Certified Auditors (in the capacity of supervisor for licensed auditpursuant
to Article 84.9 of the AML/CFT Law).

806. From among the listed supervisory bodes, the TamiAidtration (indent ‘d’ above), the
Ministry of Finance (indent ‘h’ above), the Bar Assation (indent ‘i’ above), and the Chamber of
Certified Auditors (indent 'k’ above) did not provide anyfarmation on the structure, funding,
staffing, and technical resources available for @edicated to the supervision of implementation
of the Law by their respective obligors and lawydise assessment team was not provided any
data on the professional standards (including dentiality and integrity requirements), and
expertise/skills of the staff at these supervidmwglies directly involved in supervision process.

807. As far as funding and staffing issues are conceratieéer supervisory bodies have provided
either limited and/or incomplete data, or data Wwhgnot broken down to the resources available
for and dedicated to the departments/divisionsctlirenvolved in combating money laundering
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and terrorist financing, which makes it very diffi if not impossible, to come to a reasonable
conclusion upon adequacy or sufficiency of suclbueses. Nevertheless, none of the supervisory
bodies, which are either direct budgetary usetsage their own budgets prescribed by the'faw
indicated about insufficiency of funding as per tlassified positions within the agency. The
Annex IV summarizes the data available to assessotke staffing of supervisory bodies, insofar
as it could be figured out from the informationyided by the authorities.

808. All supervisory bodies having provided data on techl resources (hardware, software,
telecommunication means, etc) indicate sufficien€ysuch resources for the purpose of doing
their day-to-day work. Access to internet and otteéecommunication is not reported to be a
problem.

809. As presented by the authorities, recruitment proceds the same for all ministriesd it is
based on certain legislative acts (i.e. laws, bglawgulation etc.), namely:
* Law on Civil Servants;
« Regulation on Organising a Public and Internal Cetitipn for Filling in Vacancies in
State Authorities;
* Regulation on Professional Qualifications and Skill

810. The Law on Civil Servants, in particular, regulaiesies such as the modes of recruitment in
civil service positions, rules for internal and exxtal competitions for filling positions in state
authorities, selection procedures, duration of eympkent, probation period, rules for dismissal of
civil servants (particularly, in case of a conwctito imprisonment exceeding six months, of a
disciplinary sanction of termination of employmeatd of an “unsatisfactory” grade upon a
special performance appraisal) etc. It also defithed all civil servants have the right and
obligation to improve professionally in conformitjth the needs of state authorities, and the state
is to secure the funds for training in its budd®&rmanently employed civil servants must have
passed the state professional exam, whereas gosetiyits regulations determines in detail the
program and manner of taking the state professixain for all state authorities.

811. In addition to that, various state ministries asder have internal acts systematizing
professional requirements in respect of certaintipos, such requirements including a university
degree in the respective area, minimal professi@glerience, computer skills, and good
knowledge of a foreign language.

812. As to the employment at the National Bamights and obligations of its staff are generally
regulated by the Labour Code, as well as by thogéigions of the Law on Civil Servants, which
are applicable to the NBS's staff in view of itegfic status as a central bank. There are also
internal acts within the NBS, such as:

* Regulation on Labour Relations, which prescribes ¢bnditions for employment, employee’s

rights and responsibilities, promotion etc;

 Regulation on Employee Responsibility, which defeea the disciplinary and material
responsibility of the NBS staff (including the resgibility for the damage inflicted to the NBS);

* Regulation on Job Classification, which definesviaial job descriptions, the requirements in
terms of the level and profile of educational baokmd, work experience and professional
training etc;

»  Code of Conduct, which contains provisions regaydion-discrimination, employee’s diligence,
efficiency, responsibility, legal compliance, avate of external influence, gifts and honours,
employee’s external activities etc.

121 Except for the Bar association and the Chamb@wenfified Auditors, which are self regulatory orggations
(SRO) and should be raising the funds for finandingir activities through membership fees. Anywtye
assessment team has not been provided any infommari this issue.
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813. Concerning the_Securities Commissidticle 235 of the Law on Securities Market defin
that general regulations governing the labour igat are to be applied to the rights and
obligations of employees. As provided by the alties, there are also the Regulation on Labour
Relations and the Regulation on Organisation ansteByatization (both internal acts), which
specify the conditions for the employment in thex@dssion; particularly, employees must have
a university degree, at least five years of experein conducting transactions with securities in
the country or abroad, as well as other specifidiémns depending on the complexity of the job.
Article 239 further establishes that both the managnt and the employees of the Securities
Commission shall be obliged to keep safe the in&tion on facts and circumstances made
available to them due to performing their functi@msl/or work, and that such information shall
be considered official secret. It is also assuntieat, they are not engaged (or were engaged) in
any criminal activity. However, the assessment te@s not provided any information, which
would in documentary form substantiate such assompt

814. Training is a major problem throughout all supeswsbodies, perhaps except for the APML,
which appears to have the best indicators in tefrfsequency and coverage of training events
attended by the staff. The Annex IV depicts avddabinformation on the trainings
incorporating/dedicated to AML/CFT issues partitgghby the staff of supervisory bodies. The
table below presents some quantitative charadteyist the form of ratios pertinent to trainings of
supervisory staff:

Table 25. Trainings of supervisory staff involvedin AML/CFT Supervision

Total number of staff

9 9 Supervision(as of 2008
APML 34 70 27
Bank Supervision Department (Division
for Supervision of Payment and
Exchange Operatior 23 86 14
Insurance Supervision Department 5 11 11
Pension Fund Supervision Department 2 6 16
Securities Commission (Supervision
Department) 3 19 39
Ministry of Trade and Services (Market
Inspection) 2 3 111

815. As one can see, there is a very significant diffeeebetween various supervisory agencies and
even between various departments within the samacsg which means that, apart from the
absolute insufficiency of the training for the m#y of supervisory bodies, the employees of
those bodies having secured certain training fer dtaff by default are in a more favourable
position in terms of professional expertise andlsskis compared with the staff of the bodies that
have not.
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Authorities’ powers and sanctions

Recommendation 29

Power for Supervisors to Monitor AML/CFT Requireingn 29.1); Authority to Conduct AML/CFT
Inspections by Supervisors (c. 29.2); Power foredupors to Compel Production of Records (c. 29.3
& 29.3.1); Powers of Enforcement & Sanction (c429.

816. Article 4 of the AML/CFT Law, which defines the fli®f obligors under the Law, covers
almost all financial institutions and businessesiydies) defined by the FATF Recommendations
Glossary, as follows:

a) Institutions
* Banks;
» Exchange bureaus;
* Voluntary pension fund management companies;
* Financial leasing companies;
* Insurance companies, insurance brokerage compan@ggance agency companies
and insurance agents with a license to performrgarance business;
* Broker-dealer companies;
* Investment fund management companies;
b) Businesses
» Intermediation in credit transactions and provisidtoans;
» Factoring and forfeiting;
» Provision of guarantees;
* Money transfer services.

817. Article 82 of the AML/CFT Law defines the bodies ngoetent for supervision over
implementation of the Law (including those empowlete supervise financial institutions and
businesses), whereas Articles 83 and 84 specifyatbas of responsibility of each supervisor.
Hence, financial institutions in Serbia are supsadiby the following bodies for compliance with
national AML/CFT legislation:

 APML (exercising general supervision over implementatbrthe Law pursuant to
Article 83)

» National Bank (in the capacity of supervisor for banks, exchabgeaus, insurance
companies and intermediaries, voluntary pensiord faoranagement companies, and
financial leasing companies pursuant to Article1g4.

» Securities Commission (in the capacity of supervisor for investment fund
management companies and broker-dealer companrssignut to Article 84.2)

» Ministry of Finance (in the capacity of supervisor for persons dealimith postal
communications [with respect to domestic paymerdratpns] and for persons
involved in professional activities of intermediati in credit transactions and
provision of loans, factoring and forfeiting, preian of guarantees, and provision of
money transfer services pursuant to Article 84.thefAML/CFT Law)

* Ministry of Telecommunications and Information Sockty (in the capacity of
supervisor for persons dealing with postal commaitidnis [with respect to valuable
mail operations] pursuant to Article 84.5 of the MM@FT Law)

» Foreign Currency Inspectorate (in the capacity of supervisor for persons invdlve
in professional activities of factoring and forfad, and provision of money transfer
services [with respect to international paymentnsBactions] pursuant to Article
84.11 of the AML/CFT Law)

818. Various sectoral laws differently establish supsowy, enforcement, and sanctioning powers
of the above-stated bodies in respect of finannititutions and businesses so as to ensure their
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compliance with the legislative framework in geherand with the national AML/CFT
requirements in particular.

819. It is worth of mentioning that Article 4 of the Laan the National Bank defines general
competence of the NBS for supervising activities bainks, insurance operations and other
financial institutions, whereas Article 98 defirtbgse “other financial institutioff$’ as savings
and savings-and-loan enterprises. Article 63 eistadd that “the NBS shall issue and revoke
operating licenses, perform supervision of banks ather financial institutions, and take other
measures in accordance with the law governing theration of banks and other financial
institutions”. Article 64 further defines that, performing supervision, the NBS shall have the
right to examine the books and other documentatibohanks and other financial institutions,
prescribing further detail, conditions, and manpérperforming the supervisory function in
accordance with the Law and other laws.

820. Bearing in mind this general empowerment, whichriyaiefers to banks and, in some cases,
to insurance operations, and having regard to #lcg that due to the peculiarities of Serbian
legislation such powers can be realized but in @@owe with sectoral laws/regulations governing
activities of certain types of financial instituti®®® assessment of adequacy of powers of the
supervisors of financial institutions under Recomdwion 29 has been performed without
repetitive reference to the AML/CFT Law (which, agaestablishes general responsibility of
supervisory bodies for supervision of certain ficiahinstitutions in terms of AML/CFT) or, in
the case of the obligors supervised by the Nati@aailk, to the Law on the National Bank, and
under the assumption that such powers can not herialezed unless [directly or indirectly]
specified by respective sectoral laws and reguiatio

821. The attached Annex IV summarizes references tdethislative provisions providing for the
following powers of supervisory bodies:

1. Monitor and ensure compliance with AML/CFT requikarts (R 29.1);

2. Conduct (on-site) inspections (extending to theens\of policies, procedures, books and
records, and sample testing) (R 29.2);

3.  Compel production of or obtain access to all respdbcuments or information relevant
to monitoring compliance (without the need to reguai court order) (R 29.3);

4. Take enforcement measures and sanction both th#uiizsis/businesses and their
directors/senior management for incompliance withLACFT requirements (R 29.4).

822. Throughout various pieces of sectoral legislatiegutating activities of different types of
institutions in the financial sector, the above-tiered powers of supervisory bodies are
established as follows:

< Banks

823. Article 102 of the Law on Banks defines general petance of the National Bank for
supervising banks, through both off-site survedkand on-site inspections. Article 104 requires
that supervisors have unhindered access to anyn@ous and information pertinent to
supervision.

122 without mentioning about insurance operationschtin Article 4 are added in the form of a sepatatient
6a.
123 Also see the footnote on this subject under Gait@B.1 and 23.2. Such opinion of the assessoabss
supported by Article 82 of the AML/CFT Law desigingt the bodies empowered to exercise supervisi@n ov
implementation of the Law, which establishes thdien such bodies in the course of conducting sugierv
establish irregularities or illegal acts in ternfsiraplementation of the Law, they shall take certactions in
accordance with the respective law governing thigirervisory powers.
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824. Article 112 establishes that should a bank actr@ath of provisions of the Law on Banks,
regulations of the National Bank and other regataj the NBS shall take one of the following
measures:

e Send written warning;

e Send ordering letter;

e Declare orders and measures to remove irregularitie
e Introduce receivership;

* Revoke operating license of the bank.

825. Article 113 further establishes that independeaflyhe measure taken under Article 112, the
NBS may declare a fine to a bank, as well as temiper of the board of directors and executive
board of a bank, whereas Article 118 defines thatNBS may order removal of a person from
their position of a member of the board of direstor executive board of a bank, if it determines
that such person fails to meet the requirementdostt in the Law or has acted in breach of
provisions of the Law, and/or is responsible foegularities in business operations of the bank.

826. Paragraph 1 (11) of Article 130 of the Law on Baek$ablishing that the NBS may revoke
the bank’s operating license “if the activities the bank are related to money laundering,
financing of terrorism, or performing other punible act”, can not be interpreted as a one
providing for sanctions in case of the bank’s falto meet the requirements of the AML/CFT
legislation; rather, it refers to the involvemerittbe bank itself, as a legal entity, in activities
related to ML/FT, but not to its incompliance witte AML/CFT requirements as an obligor (for
example, the failure to perform CDD can by no mebasinterpreted as “activities related to
money laundering”). Nonetheless, the authoritiesatamant that Item 8 of the same paragraph
establishing that a bank’s license may be revoked thas committed gross or persistent
violations of the law or other regulation” can hgpked, if necessary, for revocation of the bank
license for its failure to adhere to the natiohBIL/CFT requirements.

« Exchange dealers/exchange bureaus

827. Article 45 of the Law on Foreign Exchange Operaidefines that the National Bank shall
conduct supervision of foreign exchange operatmnbanks and other financial organisations,
and exchange bureaus (without differentiating mitidal of supervision such as off-site and on-
site), thus providing for general competence of Megional Bank to supervise activities of
exchange bureaus. Section 4 of the Decision onrispn of Exchange Transactions defines the
modes of supervision as off-site and on-site, distdbg that during on-site inspections the
supervisors shall be entitled to inspect bookscobant and other documentation of the exchange
office, as well as of the residents and non-resedealated to the exchange office through
property, management, or business relations.

828. Article 39 of the Law prescribes the following smpsory measures to be taken with regard
to exchange dealers/bureaus:
e Suspend exchange operations for the period of @0 tousiness days;
e Issue an order to remove irregularities;
« Revoke authorization for supervised exchange buoedar all exchange bureaus of the
entity;
¢ Revoke authorization for the performance of excleamgerations.
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+« Voluntary pension fund management companies

829. Article 67 of the Law on Pension Funds providesdopervision exercised by the National
Bank for the implementation of that Law, but nat éeher laws and regulatiol’8 Therefore, the
provisions of this law on supervisory powers of MBS, on supervision tools (off-site and on-
site), supervision measures and sanctions (indgudiitten warnings, ordering letters, institution
of proceedings before a competent authority, witdng approval of appointment of a member
of management of the management company, and mémooaf the operating license of the
management company), as specified by Articles 68fahe Law, technically are not applicable
for the purposes of ensuring compliance with thteonal AML/CFT requirements.

830. Article 69 further determines that the NBS shalegmribe the manner of conducting
supervision, the procedure for issuing orders akth§ measures, and the time periods for the
execution of orders and the duration of measuresveder, the Decision on Pension Fund
Supervision endorsed by the Governor of the NaltiBaak with reference to the said Article 69
is also technically not applicable for supervisipgnsion fund management companies for
AML/CFT compliance.

831. Nevertheless, Section 2 of the Decision on Pensiond Supervision establishes that
supervision by the National Bank shall be condudtedugh off-site surveillance and on-site
inspections. Section 4 obliges pension fund managérompanies to enable authorized persons
to conduct supervision of the company’s operatiarits head office and in all organisation units,
and to present them general documents, businedss,betatements from accounts and other
documentation that authorized persons may req@eetion 9 defines that in case of proven
illegalities or irregularities, the National Bantkadl take one or more of the following measures:

. Issue a written warning notice;

. Issue an order to remove irregularities;

* Institute proceedings before a competent authority;

e  Withdraw the approval of appointment of a managememember of the fund
management company;

* Revoke the operating license of the fund manageowmnpany.

832. Section 14 of the Decision on Pension Fund Sugervigoes on defining that the approval of
the appointment of a management member of the mamthgement company shall be repealed in
cases prescribed by Article 17.1 of the Law on RPenBunds, which, again, provides for such
withdrawal of the management member’'s approval pgomtment only for his/her failure to
violate the provisions of that Law, but not of athewvs and regulations.

833. Hence, it is not clear how the Law on Pension Fumad the Decision on Pension Fund
Supervision can be in legal terms utilized for eimgu compliance with the AML/CFT
legislatiort®. In the example of supervisory action taken by Nagional Bank with respect to a

124 Article 67 reads: “The National Bank of Serbia Islwanduct supervision of implementation of thisvla
enact, within its scope of competence, secondayigliion for the purpose of implementation of tlag/, and
maintain a Register of Voluntary Pension Funds”erelas the law is absolutely silent on issues mlate
AML/CFT.
125 There is, although, a link between these two damnis) indirectly referring to the enforceability sdme
AML/CFT requirements; thus, Article 69, Paragraphrtient 2 of the Law on Pension Funds defines‘lfian
the course of supervision of the management companythe custody bank, it establishes any illeigalior
irregularities, or non-compliance with the risk troh rule, the National Bank shall... take one or more
measures”. Risk control rule, in turn, is defingdlbdent 2, Paragraph 1 of the Decision on RisktbiRules
in Pension Funds as follows: “The fund managementpany shall be obliged to establish by its inteatds
the system of management of all risks that arisenfits operations which shall provide for theireetive
identification, measuring and control, as well aanagement of these risks (hereinafter: risk contrahd
especially: market risk, operational risk, liquiditsk and risk of harmonization of operations widgulations.”
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voluntary pension fund management company, theeefes made to the Law on Pension Funds
in legal terms may be challenged for being insigfit to take any action related to AML/CFT,
whereas the link of some other references to th®esu matter of the applied supervisory
measures is hard to trace (for example, the referém Article 4, Paragraph 2, Indent 6 of the
previous AML Law; to Indent 4, Paragraph 3 of theci3ion on Risk Control Rules in Pension
Funds). Such ambiguity might create legal problesyecifically in terms of appropriate
enforcement of the AML/CFT framework.

+ Financial leasing companies

834. Article 13(h) of the Law on Financial Leasing edigties that the National Bank shall
conduct the supervision of lessor operations. Sugtervision would include off-site surveillance
of reports, other documents and data, and on-sgpection of business books and other
documentation. In case of any irregularities @ygdllities detected in the course of supervisiom, th
NBS shall take the following measures:

. Send a written letter of warning;

* Send an ordering letter and, if necessary, proriogr&fine;

e Issue orders for removing irregularities, with ghessibility of pronouncing a fine to the
lessor, as well as to the members of its managebuies, and/or persons with special
authorities and responsibilities;

* Revoke the license to engage in financial leasing.

835. Sections 6, 12, and 13 of the Decision on Lessqefision define the details of taking
supervisory measures in respect of both leasingoaaras and their management.

+* Insurance companies and intermediaries

836. Article 18, 142, 148 and 180 of the Law on Insueestablish general competence of the
National Bank for supervision over insurance bussnend the subjects of supervision as
"insurance companies, as well as ...insurance brgkemmpanies, insurance agencies and/or
agents, and agencies for providing other insuraeceices, companies and other legal entities
which have a special department for providing odewices in insurance, as well as to the legal
entities which conduct brokerage and agency aieslit

837. Article 150 provides for the methods of supervisamoff-site and on-site, whereas Articles
153 and 155 entitle supervisors to have (and olifigarance companies to provide) access to all
necessary documents and information.

838. Article 161 defines that, while performing supeieis over an insurance company, the
National Bank may:
e Order measures to remove illegalities and irregigar
e Order measures due to violating the rules on riskagement;
*  Order the transfer of the insurance portfolio tother insurance company;
e Take over control of the insurance company;
*  Withdraw the license to engage in certain or aétised insurance activities;
. Order interim measures;
*  Propose measures for the management members, ngeailibe supervisory board, key
functionaries and qualified stakeholders.

Paragraph 6 further defines the risk of harmomiratif operations with regulations as “the possipitif the

occurrence of negative effects on the positionheffund management company due to the failure iaedty

regulations, particularly regulations that goverthe.prevention of money laundering”. To put it siey@ fund

management company can be sanctioned for thedaifunot having established by its internal actgystem for

the control and management of AML risks, but nottfe failure to comply with the AML/CFT requirentsn
185



839. The possibility of ordering measures to removeguiarities, withdrawing the license to
engage in insurance activities, as well as progosiaasures in respect of the management appear
to be applicable, although with indirect referéAtéand supposedly, with certain discretion
deriving from it), in case of incompliance with thational AML/CFT requirements.

+ Broker-dealer companies

840. Article 220 of the Law on Securities Market defindkee competence of the Securities
Commission to supervise business operation ofatigipants of the securities market, including
broker-dealer companies, management companiesstingat funds, authorized banks, and
custody banks, in the part of operations they conduo the securities market in compliance with
the mentioned law and other laws regulating thgestilmatter. Article 221 further stipulates that
the Commission shall conduct on-site supervisiothieyreview of reports and documentation and
other data, which the supervised are obliged tg karesubmit to the Commission. The same
Article requires that supervised entities provide &uthorized persons of the Commission access
to the business premises, to give for review tigeiested documents and papers, give statements,
and provide other conditions for conducting supssovi.

841. The Rules on Financial Market Supervision furth@berates on details of the modalities of
supervision, those being off-site and on-site, loa powers of supervisors to obtain documents
and information, and on supervision procedures.

842. Article 172 reiterates the entitlement of the Sdimg Commission for the supervision of
broker-dealer companies (including that for on-gitgpections), through inspection of official
papers, business books, account statements anddmbements, and empowerment to require
information on particular matters important for imess activity of the broker-dealer company.
Article 173 defines supervisory measures, which lsartaken against broker-dealer companies;
particularly, when illegalities and/or irregulaeii are established in their operation, the
Commission shall render a decision ordering to iete such illegalities and/or irregularities
within a specified time limit, and can undertakkestmeasures, such as to:

e Pronounce a public reprimand;

e Issue an order for temporary prohibition on perfognall or particular activities
specified in the working license, for the periochdximum 3 months;

e Issue an order for temporary prohibition on manag®nof funds in the cash and
securities accounts and management of other desét® period of maximum 3 months;

e« Make an order for temporary prohibition on paymentmembers of the management
bodies and employees of the profit part and/or remation belonging to shareholders;

«  Revoke the working license for performing the basmactivity?”;

¢ Undertake other measures in conformity with the lamnSecurities Market and the act to
be rendered by it.

843. However, neither the Law on Securities Market nbe tRules on Financial Market
Supervision contain provisions on application ohdBns with respect of directors/senior

126 None of the articles providing the grounds for #pplication of supervisory measures directly refers

incompliance with AML/CFT requirements; howevere ttvording of those articles such as “if ...it doeg no
meet other obligations prescribed by the law”, \if insurance company fails to operate accordinght® t
prescribed measures of the National Bank of Serdz@&m to amount to a sufficient basis for the eefiment of
the AML/CFT framework.
127 Article 174 establishing the bases to revoke tbenke of a broker-dealer company does not profade
revocation due to incompliance with other laws/tations (including the AML/CFT legislation).
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844.

845.

846.

management of broker-dealer companies for theiluraito comply with the legislative
requirements (including those related to the AMLTGFameworkj®.

« Investment fund management companies

Article 80 of the Law on Investment Funds provides competence of the Securities
Commission to supervise implementation of the Lbut, not of other applicable laws (although
the Commission’s empowerment to supervise impleatiemt of other laws by investment funds
is provided by Article 220 of the Law on SecuritMarket). Article 81 defines the Commission’s
empowerment to conduct on-site supervision by medngspecting business books, account
statements, and other documents of an investmert &md requesting information on certain
issues of importance for operation of the fund.

Pursuant to Article 82 of the Law on Investment d&jnwhen illegalities or irregularities are

established in business operation of an investriueat, the Commission shall render a decision

ordering removal of established irregularities witthe specified period. If the supervised entity

fails to act in compliance with the decision, then@nission shall undertake one or more of the

following measure$®

e Issue a public reprimand;

* Initiate proceedings before the competent authority

* Revoke the consent for appointment of managementb®aes, and/or general manager;

»  Give order for prohibition of issuance of investmenits in the duration of up to three
months.

+ Persons involved in professional activities of intenediation in credit transactions and
provision of loans, factoring and forfeiting, provision of guarantees, and money transfer
services

Apart from the provisions of Articles 82-84 of t#eML/CFT Law, which stipulate for
responsibility of various state bodies to superingglementation of the Law, the assessment team
was not provided any information on the legislatpm@visions establishing the powers of the
Ministry of Finance (in the capacity of supervisor persons dealing with postal communications
[with respect to domestic payment operations] andoersons involved in professional activities
of intermediation in credit transactions and prmrisof loans, factoring and forfeiting, provision
of guarantees, and provision of money transferisesypursuant to Article 84.4 of the AML/CFT
Law), the Ministry of Telecommunications and Infation Society’® (in the capacity of
supervisor for persons dealing with postal commatioos [with respect to valuable mail
operations] pursuant to Article 84.6f the AML/CFT Law), and the Foreign Currency
Inspectorate (in the capacity of supervisor forspas involved in professional activities of
factoring and forfeiting, and provision of monewrisfer services [with respect to international
payment transactions] pursuant to Article 84.1%hef AML/CFT Law) to monitor and ensure
compliance of the respective obligors with AML/CF&lguirements, conduct (on-site) inspections,

128 The authorities refer to Article 128 of the Law Securities Market, which defines that “the Comiioiss
shall revoke the license [which is a prerequisiteHolding a management position - Assessors] fadonoker,
investment consultant and/or portfolio managethé person ...has committed a serious violation o¥igions
of the present Law in Article 86, paragraph 1, pabagraph 2 of the present Law”, whereas Articlee3érs to
the violation of the “rules of safe and fair opérat, which,, as defined by Article 161 of the sabmw, have
nothing to do with adhering to AML/CFT requirements
129 Article 83, which establishes the bases for rengkhe license of an investment fund managemenpaay
does not provide for revocation due to incompliamdth other laws/regulations (including the AML/CFT
legislation).
130 Authorities refer to Articles 87-93 of the Law @wstal Services and Articles 22-33 of the Law oblieu
Administration as the legislative provisions esigiihg relevant powers of the Ministry of Telecommiuations
and Information Society; however, the assessmeant tgas not provided these laws for further refezenc
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obtain access to all records and information relea monitoring compliance, enforce and
sanction both the institutions/businesses and thie#ctors/senior management for incompliance
with AML/CFT requirements.

Effectiveness and efficiency (R. 23 [c. 23.1, ¢.Z3R. 29, and R. 30 (all supervisors))

847. Competence for supervision of compliance with AMEICrequirements in Serbia lies with as
many as eleven authorities designated by Articl2$348 of the AML/CFT Law to exercise
supervision over implementation of the Law in thedspective areas of responsibility; among
them, six bodies have a mandate for supervisingites of financial institutions. Supervisory
mandate of those bodies is rather comprehensiveatompasses powers for general regulation
and supervision, with instrumentalities such assa# surveillance and on-site inspections,
unhindered access to all records, documents, dodrmiation relevant to monitor compliance of
supervised entities with applicable legislationd @anforcement and sanctioning tools.

848. Due to peculiarities of Serbian legislation, theirméor organic) laws defining powers of
supervisory bodies in their respective areas giaesibility do not contain direct references to the
authority to exercise supervision aimed at ensudompliance with the national AML/CFT
framework. This is done through various sectonaklawhich regulate activities of different types
of financial institutions.

849. However, in some cases (for example, in case a$l&mn on voluntary pension funds and
their management companies) due to the cross-refededefinition of supervisory powers in
terms of AML/CFT, the legal ability of the supemisto take certain supervisory measures can
not be derived from the applicable legislation ,ahdrefore, may be challenged. Moreover, there
are missing elements of defined supervisory entiglet as to the power of applying sanctions
with respect of directors/senior management of éralealer companies for their failure to
comply with the legislative requirements.

850. Due to the lack of provided information, the asses® team was not able to assess the
adequacy and relevance of the supervisory regintke mgigard to persons dealing with postal
communications (with respect to domestic and irgonal payment operations, and valuable
mail), persons involved in professional activitie§ intermediation in credit transactions and
provision of loans, factoring and forfeiting, preiin of guarantees, and provision of money
transfer services; particularly with regard to tality of supervisory bodies to monitor and
ensure compliance of the respective obligors WitILACFT requirements, conduct (on-site)
inspections, obtain access to all records and nmition relevant to monitoring compliance,
enforce and sanction both the institutions/busieesmnd their directors/senior management for
incompliance with AML/CFT requirements.

851. Those of the supervisory bodies interviewed duting assessment visit did not raise any
problems with the possible inadequacy or irrelegasfeheir powers to monitor and control activities
of the financial market participants. The represtares of the private sector, on the other hand,aha
full recognition and understanding of the supemyistunction exercised by various authorities
entitled to do so and reported that the powerbade authorities are “more than enough” to ensure
compliance with the applicable legislative framekvor

Recommendation 17

Availability of Effective, Proportionate & Dissuasi Sanctions (c. 17.1); Range of Sanctions—Scope
and Proportionality (c. 17.4)

852. As mentioned above, infringements of the AML/CFW lare either economic offences (article
88 and 89) or minor offences (article 90 and 91jickes 88-91 of the AML/CFT Law provide for
the sanctions to be imposed for the failure to dgmith the requirements of the Law, definitely
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establishing the cases of such failure articulatedpecific actions (failure to act) of obligors. A
that, the Law provides only for pecuniary sanctiémsnon-compliance, differentiating them as
relatively “grave” violations committed by legal téires as provided for by Article 88, less
“grave” violations committed by legal entities aspsglated by Article 89, minor offences
committed by entreprenedis and natural persoh$ as prescribed by Article 90, and minor
offences committed by lawyers as defined by Artide

853. It should be noted that due to case-by-case (mieatty-article, requirement-by-requirement)
approach to determination of sanctions, there arsamctions stipulated for the provisions of the
Law defining certain obligations of (actions to taé&en by) obligors. In particular, no sanctions
are envisaged in case of violating provisions dicde 28.2 (obligors to perform enhanced CDD
in case of estimated high level of ML/FT risks),tiéle 40 (obligors to ensure that the tasks of
compliance officers and their deputies are cargetby persons meeting certain requirements)
and Article 73 (employees of obligors prohibitednfr tipping off).

854. For each specific action (failure to act) constitgta breach of the provisions of the Law,
there is an established range of fines exactetd@nftender. That range is:

e From RSD 500.000 (approximately EUR 5.400) to RS@DE.000 (approximately EUR
32.400) — in case of economic offences committedegyl persons, as stipulated by
Article 88 of the Law;

* From RSD 50.000 (approximately EUR 540) to RSD @.600 (approximately EUR
16.200) — in case of economic offences committedelg@l persons, as stipulated by
Article 89 of the Law;

e From RSD 5.000 (approximately EUR 54) to RSD 500.(4pproximately EUR 5.400) —
in case of minor offences committed by entrepreme@mnd natural persons, as stipulated
by Article 90 of the Law;

e From RSD 5.000 (approximately EUR 54) to RSD 500.(4pproximately EUR 5.400) —
in case of minor offences committed for which aylawmay be held liable, providing for
sanctions in form of fines ranging.

855. In comparison with the per capita GDP equalling RE&ID.000 (approximately EUR 3.400) as
of December 2007, and the average monthly wagesisting to RSD 45.300 (approximately
EUR 490) as of April 200§’ it seems that the fines are large enough to aisipotential
offenders to violate the legislation, and providsudficiently broad range for ensuring that the
sanctions applied are proportionate to the sevefitfie situation.

856. Administrative sanctions are, although indirecthdanot clearly in all cases, available under
various sectoral laws governing activities of fioih institutions and businesses; usually, they
include supervisory measures such as:

. Send a written warning;

. Send an ordering letter;

. Declare orders and measures to remove irregulgritie

* Issue an order for temporary prohibition on perfognall or particular activities
specified in the working license, for a certainipey

* Propose measures against management members, reeyhiiee supervisory board, key
functionaries (in some cases, against qualifiekiestalders);

« Institute proceedings before a competent authority;

e Introduce receivership;

131\When they commit any of the acts provided by Aes88 and 89
132 When they fail to (appropriately) declare to thempetent customs body cross-border transportatfon o
payment instruments provided by Article 67 (withtfier reference to Article 81.5 of the Law)
133 source: Official website of the Statistical Offiokthe Republic of Serbidtp:/webrzs.statserb.sr.gov)yu
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857.

«  Revoke operating license of institutih
*  Other measures.

In addition, some sectoral laws also provide fgpasing pecuniary sanctions on obligors. For
example, Article 113 of the Law on Banks estabksh®at, independently from administrative
measures taken in respect of the bank, the NatRewalk may declare a fine to the bank, as well as
to the members of its management. The authorilgsed that the practice has been to impose a
sum total of fines for all irregularities — inclugj those related to AML/CFT — discovered due to
inspections of bank&®

858. However, the legal and practical problem with tleeymiary sanctions under the AML/CFT

Law and various sectoral laws is that the AML/CEaw is very specific about the pecuniary
sanctions imposed for the failure to adhere to rdguirements of the Law. Articles 88-91
prescribe on a case-by-case (or Article-by-Articlequirement-by-requirement) basis the
sanctions to be applied for the breach of the Hwat is, should a National Bank based on Article
113 of the Law on Banks, wish to impose a fine ek for the breach of a specific requirement
of the AML/CFT Law, it will not be able to do soetause the bank has already been (or is
expected to be) sanctioned by the court basedepehal provisions of the AML/CFT Law, and
the institution objectively cannot be sanctioneitéxfor the same act (failure to act).

859. Hence, the availability of pecuniary sanctions batider the AML/CFT Law and under

various sectoral laws is likely to compromise ollezHiectiveness of the sanctioning regime.

Designation of Authority to Impose Sanctions (c217

860. Article 82 of the AML/CFT Law defines the as marg/eleven bodies which are empowered

to exercise supervision over implementation oflthe/: among them, six bodies have a mandate
for supervising activities of financial institutisnlt establishes that, when such bodies in the
course of conducting supervision establish irregfiga or illegal acts in terms of implementation
of the Law, they shall, in accordance with the eetipe law governing their supervisory powers,
do the following®

1) Demand that the irregularities and deficienbiesemoved in the period set by such bodies;

2) Lodge a request to the competent body for thiation of an adequate procedure

3) Take other measures and actions for which theywathorized by the law.

861. Both under the previous AML Law and the new AML/CEaw, the enforcement mechanism

works in a way that the sanctions stipulated byAN&/CFT Law can be imposed only by means
of judicial proceedings, that is, after discovgremy infringement of the Law, the supervisor is
obliged to refer the case to law enforcement boftieprosecution and initiation of court trial. In
other words, supervisory bodies are not author@ed able to apply penal provisions of the
AML/CFT Law, and should an obligor, for examplejl feo take any of the CDD measures
stipulated by the law or to provide for regulannag of the staff involved in AML/CFT-related
activities, the supervisor is obliged to make a plate, itemized list of the violations of the law
and refer it to the prosecutor's office. This, urn, would mean that over the past years of
application of both the previous AML and the new BWRFT Law, hundreds of referrals should

1341t is worth of mentioning that at least in caséofker/dealer companies, and investment fundetjislation

doe

s not even indirectly provide for revoking theehse of the institution for the failure to compljth the

national AML/CFT requirements.
135 The figures indicated in Annex IV on the amount mécuniary sanctions imposed for AML/CFT
incompliance also include those imposed for othexgularities, which does not provide a fair idea low

effe

ctively the pecuniary sanctions stipulated uritle different have been applied.

136 For more details on the operation of the supemissanctioning arrangements see the descriptigierun
Criterion 23.1.
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have been made to the law enforcement bodies irggudtan identical number of court decisions
on sanctioning the obligors for a certain amountetich violation of the AML/CFT Law.

862. However, the assessment team was not provided amednformation on the number of
violations of the AML/CFT Law having resulted infeerals to the respective law enforcement
bodies, court decisions and amounts of pecuniargt®as applied. The available statistics on the
number of referrals to law enforcement bodies, ttdecisions, and imposed sanctions show that,
within the period of September 2005 — November 2009

a) The number of referrals to law enforcement bodissled 54,

b) Out of that number, 34 referrals or 63% are sélging, some dating back to 2005, 2006, and
2008;

c) The amount of imposed pecuniary sanctions by caletisions totaled RSD 830.000
(approximately EUR 9.000).

863. A somewhat similar picture can be seen also in cdseinor offences. In the assessors’
opinion, the above figures can by no means be dereil as sufficient evidence of an effectively
functioning enforcement system. These results feadissessors to conclude that the sanctioning
regime, as set out under the AML/CFT Law, is ndeafve and sufficiently dissuasive for the
potential violators of the law from the failure abide with the requirements established by the
law.

864. In general, the distribution of sanctioning powdystween supervisory bodies (NBS,
Securities Commission, different ministries) — aspect of administrative and, in some cases,
pecuniary sanctions available under various sdcttaas, and law enforcement bodies
(prosecutors and courts) — in respect of pecurdanctions available under the AML/CFT Law,
does not provide for an effective mechanism foisgudhsive application of the sanctions within
AML/CFT context. This conclusion is supported by tlactual indicators of the sanctions so far
applied under both the previous AML Law and the WeML/CFT Law.

Ability to Sanction Directors and Senior Managemaifinancial Institutions (c. 17.3)

865. The AML/CFT Law does not provide for any sanctiongh regard to directors/senior
management of financial institutions and businesegstheir failure to abide by national
AML/CFT requirements. Particularly, Articles 88 aBé of the AML/CFT Law provide for the
sanctions to be imposed on obligor legal entitily,ovhereas Article 90 stipulates for sanctions
imposed for minor offences on entrepreneurs andabural persontd’, and Article 91 defines the
minor offences for which a lawyer may be held labl

866. Various pieces of legislation establishing enforeatrand sanctioning powers of supervisory
bodies contain provisions, which indirectly provifide sanctioning directors/senior management
of institutions for non-adherence to the requirets@i national AML/CFT legislation. Detailed
references to those legislative provisions are gmtesl under analysis of Criterion 29.4 (and
respectively, the gaps identified under c. 29.4ag@icable for the purposes of ¢.17.3).

Market entry

Recommendation 23 (c. 23.3, c. 23.3.1, c. 23.23c?, licensing/registration elements only)
Prevention of Criminals from Controlling Institutis, Fit and Proper Criteria (c. 23.3 & 23.3.1)

867. Applicable sectoral laws and regulations contaiovigions regulating market entry by
means of becoming the holder or beneficial ownea sfgnificant or controlling interest, and of

137 When such natural persons fail to declare to tapetent customs body cross-border transportation o
payment instruments amounting to or above EUR 10).8A8d when the respective declaration does ndacon
all required data. That is, this provision can betapplied for sanctioning directors and senior agament of
financial institutions and businesses (as natugeqns).
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holding management functions in financial institas, also providing for “fit and proper” tests of
management members.

868. In general, Serbian legislation defines a licensprgcedure for all to-be-established
financial institutions and a prior consent/appronadime for legal and natural persons to obtain
significant (qualified) or controlling interest fmancial institutions. The “fitness and properriess
of management members is tested against critectaasiappropriate educational and professional
background, proven skills and expertise, clean inamrecord, business reputation, and the
potential for conflicts of interest.

869. For the ease of reference and in order to avoidldoeffort, this section provides licensing
and “fit and proper” analysis for the financial tistions covered by the Core Principtés
whereas the relevant analysis on other financgttutions is presented under Criteria 23.5 and
23.7.

R/

< Banks

870. As established by the Law on Banks and the Decisioiicensing of Banks, the licensing
procedure entails a preliminary approval for fomgda bank, which is granted on basis of a
defined and comprehensive set of documents andmafton to be provided by the interested
persons; such documents and information includir alia, personal data on the founders,
proposed structure of the bank capital, data ofiifqpadions, experience, and business reputation
of nominated members of the bank’s board of dimsctand executive board, the proposed
program of activities for the period of three yeasd the draft business policy, as well as the
draft procedures for risk management and interoairol of the bank. Granting of the preliminary
approval is followed by the issuance of an opegdlitense based on the request of the interested
parties.

871. Articles 15, 16, 72, 75, 94, and 96 of the Law @nks reflect on the rules and procedures for
the preliminary approval for establishment of batile refusal of request for establishment of
bank, the appointment of members of the board refctirs (including the requirement on having
a clean criminal record), the composition and appoént of the executive board (including the
requirement of having good business reputation appropriate qualifications), the consent
regarding acquisition of ownership, and the refugalequest for obtaining the consent (also in
case of the applicant’s failure to have a goodrmss reputation). Sections 4, 5, 13, 28, 29, and 30
of the Decision on Licensing of Banks further defsuch rules and procedures for the NBS to
obtain data on founders of bank (natural persouslegal entities), all stakeholders, nominated
members of the board of directors and the execbidazd (including the requirement on having a
clean criminal record and appropriate qualificaion respect of mentioned persons), and prior
approval for acquisition of ownership.

« Insurance Market

872. The licensing procedure for insurance (reinsuranoe)panies is generally the same as that
for banks, except that there is no preliminary apgl stage. The Law on Insurance also stipulates
for separate licensing procedures for all participaf the insurance market, such as insurance
brokerage companies, insurance agency activitiesriéd out both by duly licensed and
authorized insurance agencies and by individuald)aayencies providing other insurance services
(such as determination and assessment of riskslamages, brokerage for the purpose of sale,
selling of the remains of insured damaged objecis e

138 As defined by the FATF Assessment Methodology, tdren “financial institutions covered by the Core
Principles” broadly speaking refers to: (1) bankargl other deposit-taking business, (2) insuregsiasurance
intermediaries, and (3) collective investment schgend market intermediaries.
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873. Articles 32, 34, 35, 39, 44, 48, 78, 93, and 10&efLaw on Insurance provide for the rules
and procedures for the approval of acquisition ofldjed stake, the application for such
approval, the rejection of such application, thpligation for license (including the evidence on
clean criminal record of shareholders [39.8(2)] anthinated managers [39.10(4)]), the rejection
of application for license, the approval for cangiout managerial functions, the application for
an insurance brokerage license (including the eadeon clean criminal record of shareholders
[78.4] and nominated managers [78.6]), the apptindior an insurance agency license (including
the evidence on clean criminal record of sharehslffi8.4] and nominated managers [93.6]), and
the application for license to provide other insuwe services (including the evidence on clean
criminal record of shareholders [103.5] and nonedamanagers [103.6]). Sections 9 and 11 of
the Decision on Licensing of Insurance further miefsuch rules and procedures for the NBS to
obtain data on shareholders (natural and legabpsysand nominated members of management
(including the requirement on having a clean crahirecord and appropriate qualifications in
respect of mentioned persons).

+ Voluntary Pension Funds

874. The Law on Pension Funds establishes that, foirobtaan operating license, founders of a
voluntary pension fund management company shoubnguan application accompanied with
wide range of documents and information on bothfthmders and the company to be founded,
very much alike the ones required for the estaiviestit of a bank. Along with the application,
they must also submit drafts of standardized doatsngsuch as contracts of membership in the
voluntary pension fund, prospectus of the fundfftande etc) regulating relations of the fund
with stakeholders inside and outside the company.

875. Articles 10, 14, 15 and 16 of the Law on Pensiondsuprovide the rules and procedures for
the application for license (including the requigrhon clean criminal record of shareholders [10.
5(2)]), the approval of acquisition of qualifiedasks, and the eligible members of management
(including the requirement on clean criminal recandl appropriate qualifications of managers).

«» Securities Market

876. Activities of the capital market participants adsoasubject to licensing as established by
provisions of the Law on Securities Market. Amontievs, broker-dealer companies, stock
exchanges, over-the-counter market operators, neamagt companies, and investment funds
should have a respective license granted by then@@ssion based on a request accompanied with
a wide variety of documents and information, inahgdthe data on the founders, the structure,
staff, and organisational capacities of the entitybe founded, data on the management etc.
Authorized and custodian banks are also licensted the part of operations they conduct in the
securities market — by the Securities Commission.

877. Article 77 of the Law on Securities Market defiriee rules for acquisition of qualified shares
of a stock exchange. Particularly, it establishemst the Securities Commission shall define
detailed conditions for determining the criteria fuitability and reliability of entities that are
acquiring qualifying holdings. Article 81 goes ortieulating the conditions for the Securities
Commission to issue a stock exchange working lieeAsticle 86 defines the requirements in
respect of members of management of stock exch@ngleiding the requirement on having a
clean criminal record and appropriate qualificagjorArticle 115 defines, that the provisions of
the law on licensing of a stock exchange shall fiyglieable in respect of an over-the-counter
market operator®. Then, Article 123 defines the rules for acquisitiof qualified shares in a
broker-dealer company (by referring to Article 7Axticle 128 establishes the rules for the
licensing of a broker, investment consultant, aodfplio manager (including the requirement on
having a clean criminal record and appropriate ifjcations), and Article 129 defines the rules

139 As presented by the authorities, currently theeenm over-the-counter market operators in Serbia.
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for the licensing of a broker-dealer company. Tleequirements in respect of members of
management of a broker-dealer company (includirgrédguirement on having a clean criminal
record and appropriate qualifications) are defibgdrticle 137.

878. Articles 9, 17 and 19 of the Rules on Conditions@@nducting Market Operator Activities
and Article 8, 17 and 20 of the Rules on Requiradsyér Conducting Broker-Dealer Company
Activities, and Article 23 of the Rules on Requikamts for Conducting Management Company
Activities provide for requirement to verify theean criminal records of physical persons to
become a founder or to acquire a qualified holdmghe capital of a market operator, broker-
dealer company and investment fund.

Licensing or Registration of Value Transfer/Excheusgrvices (c. 23.5)

879. In addition to banks, there are certain types ditiea entitled to involve in the provision of
money/currency exchange and/or money or value feasgrvices, each of them being regulated
and supervised by one or several state bodies razglloto exercise supervision in respect of
certain parts of activities of such entities.

% Exchange dealers/exchange bureaus

880. Licenses for performing exchange operations aratgdaby the National Bank. Particularly,
the Decision on Exchange Operations defines thateamnomic entity (legal person or
entrepreneur) may be issued a license to perforohagge operations based on a request
accompanied with information and documents boththan founders/employees (including the
proof of clean criminal record) and proposed bussnactivities of the entity. Once the National
Bank establishes that the economic entity meetshellrequirements for performing exchange
operations, it shall issue a license to the ecoaa@ntity for each individual exchange bureau of
the entity. Licensed dealers may enter into agreémdth banks and with the National Bank
enabling them to involve in exchange operations.

+ Persons involved in provision of money transfer seices

881. The assessors were not provided any informatiothermapplicable legislation, which would
establish licensing/registration requirements ferspns involved in provision of money transfer
services, although there is at least one compddyT"“Srbija” — directly and factually involved
in the provision of such services.

Licensing of other Financial Institutions (c. 23.7)

882. There are several types of financial institutiorteeo than those covered by the Core
Principles (licensing requirements for these instins being presented under Criterion 23.3) and
the ones providing money or value transfer servizea money or currency changing service
(licensing requirements for these institutions bgimesented under Criteria 23.5); such financial
institutions are:

* Financial leasing companies;

» Agents/third party transaction processors;

» Persons exercising professional activities of metiation in credit transactions and
provision of loans, factoring and forfeiting, anayision of guarantees.

R/

+ Financial Leasing Companies

883. Licensing of financial leasing companies, as eighéd by the Amended Law on Financial
Leasing and the Decision on Licensing of Leasingh@anies, is done through a procedure very
much similar to that of other financial institutsregulated and supervised by the National Bank,
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in response to a request submitted by the founofetise leasing company accompanied with a
wide range of documents and information on bothftliders and the proposed management of
the company. When deciding on the issuance of $iedn perform financial leasing operations,

the National Bank shall assess the fulfilment aidittons required for the issuance of a license,
as well as the business reputation of foundersxantdnated members of the management.

884. The Law on Financial Leasing does not contain gmciic provisions on market entry
requirements of owners and managers of leasing aoieg, whereas Section 2.3 of the Decision
on Licensing of Leasing Companies stipulates foraioing data on nominated members of
administration bodies and/or persons with specitii@izations and responsibilities, including the
proof of clean criminal record and appropriate digaltions. The authorities refer to Section 10 of
the Decision on Licensing of Leasing Companiesutdiing for assessment of business reputation
of the founders on basis of their biography, peatomrofessional, and moral integrity,
professional qualification, and work experience,evgas moral integrity is interpreted as
something to without failure reflect clean criminedcord of the founders. However, the
assessment team does not believe that this kindespretation is exhaustive and can be applied
in a universal and unprejudiced manner to all fsstases. Therefore, the legislation should be
amended to include a definite requirement for bagnimarket entry — as owners and
significant/controlling interest holders of leasingpmpanies — of persons with criminal
background.

«» Agents/third party transaction processors

885. As provided by the authorities, the legislation glogot establish licensing/registration
requirements for agent/third party transaction essor§'®. Nevertheless, the activities legally
stipulated for these types of entities, such ayrignt transactions on behalf of a bank — as the
place for receipt and distribution of payment osdeent or received by a bank, which is directly
accessible to clients for the purpose of sendirdraceiving such order$”, correspond to the
definition of activities provided by the FATF Recprandations (definition of financial
institutions, Iltem 5, “...managing ... money orders”).

« Persons exercising professional activities of intarediation in credit transactions and
provision of loans, factoring and forfeiting, and povision of guarantees

886. The assessors were not provided any informatiotherapplicable legislation, which would
establish licensing/registration requirements ferspns exercising professional activities of
intermediation in credit transactions and provisibfoans, factoring and forfeiting, and provision
of guarantees.

On-going supervision and monitoring

Recommendation 23&32 (c. 23.4, c. 23.6, c. 23. pesuision/oversight elements only & c. 32.2d)

Application of Prudential Regulations to AML/CFT. @8.4); Statistics on On-Site Examinations (c.
32.2(d))

887. Overall, Serbian legislation provides a rather caghpnsive framework for regulatory and
supervisory measures applied for prudential pupaseespect of financial institutions covered
by the Core Principles. All financial institutionshder the regulation and supervision of the

140 For more detail, see the analysis under CriteB8r¥ (Supervision of Other Financial Institutionghe
authorities advised that Article 43 of the Law aayfent Transactions defining that “the procedufdssuing
an agent license initiated before and not complagedf the implementation date of the Law shaltéeied out
according to the regulations in force as of sudk’ddas been repealed.
141 gection 2, Decision on Agent Operations and Reqents for Performing Such Operations
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National Bank and the Securities Commission argestibo prudential supervision. As such, they
are required to maintain adequate risk managemestéras and a structure ensuring effective
internal control. All financial institutions licead by the National Bank and almost all participants
of the securities market licensed by the Securifiesimissiofi** are designated as obligors under
the AML/CFT Law; hence, they are subject AML/CFTpswvision by the mentioned state bodies
pursuant to the provisions of Articles 82-84 of thaw. Various sectoral laws establish

procedures envisaged for the licensing and prualesupervision of such institutions.

888. The Law on Banks defines a banking group as a gmiugompanies, which consists
exclusively of financial sector entities and inagdat least one bank being the ultimate parent
company or a subsidiary. By definition, a bankingup is at the same time a financial group.
Groups of financial sector entities that do notude at least one bank are not within the scope of
the consolidated supervision conducted by the N&8cles 122-128 of the Law establish the
rules for supervision of a banking group on comsdid basis, define subordinated companies of
a bank and of a bank holding company, the requinerf@ preparing consolidated financial
statements of a banking group and for risk managemiegroup level, as well as the measures
against the members of and the persons particgpatitbanking groups. Then, the Decision on
Implementing Provisions of the Law on Banks Rela®@€onsolidated Supervision of Banking
Group™® describes in detail the scope of consolidated rsigien conducted by the NBS, the
contents of consolidated financial statements ef llhnking group and the frequency of their
submission, risk management rules within the bankiroup etc. As of 31 December 2008, there
were 10 banking groups in Serbia which were withscope of the NBS' supervision.

889. For all financial institutions, available superaisitools include off-site surveillance — through
distant examination of the reports, other docuntemtaand information submitted by supervised
entities, and on-site inspections — through sistsviat their premises. In exercising supervision,
both the National Bank and the Securities Commissite entitled to inspect business books,
account transcripts, correspondence, and othemaertis and data in place, as well as to request
information on particular issues of importancetfa activities of supervised entities.

890. Further assessment of the adequacy of regulatody sapervisory measures is done in
consideration of availability of an appropriate smyision methodology, a supervision planning
procedure, and factual results of supervision ésett by the Core Principles.

< Banks

891. Supervision methodologySupervision of banks is carried out by the Banlpeusion
Department of the NBS in accordance with the LavBanks, the Decision on Bank Supervision,
and the Memorandum for AML/CFT Supervision of Barnkkese documents, and especially the
Memorandum for AML/CFT Supervision of Banks, pravid detailed description of supervision
processes and procedures, including those stipgufateexamination of various aspects of bank
activities dealing with AML/CFT, and for the assesst of their pertinent risks, processes and
procedures to be carried out prior to, in the ceuasd as a result of on-site inspections in banks.

892. Planning of supervision:As provided by the authorities, there is a formpebcedure for
making annual supervisions plan for banks, whighutdtes for analyzing business activities of
banks, identifying the areas to be inspected, oeteng the type of inspection (full-scope or
targeted), also based on the review of the resfilisspections in banks (at least for the last two
years). In procedural terms, the draft annual pleoposed by the respective division has to be
approved by the Supervisory Review Committee — ihian expert body established by NBS
Governor’'s decision and with the membership of Wiee Governor in charge for supervision

142 Except for market operators (including stock exgenand over-the-counter market operators), and the
Central Registry, Depository, and Clearing of Seies (the Central Registry)
43RS Official , No. 86/2007, 63/2008 and 112/2008.
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matters, the General Manager of the Bank SuperviSiepartment, the Deputy Manager and
division managers from the Supervision Departm&he Committee’s works are regulated by a
respective internal act.

893. Any changes to the approved annual plans have tendersed by the Supervisory Review
Committee. Approved annual plans contain detaifdormation on the banks to be inspected, on
the timing and type of inspection, with the relevdecisions being made on basis of factors such
as assessment of the risks pertinent to variows axeoperation of the bank, its size, development
patterns (increase in the number of branches, gmesy introduction of new banking products
etc.), financial analysis performed by the portialhnanager responsible for monitoring business
activities of the bank, AML&CFT Questionnaire arsi) etc. According to the information
provided by the authorities, supervision plan f602 encompasses 2 full scope supervisions, 10
target AML/CFT supervisions, 11 other target coistravithout AML/CFT, and 32 target
diagnostic controls, thus making a total of 55 suig®n visits. The authorities advised that the
number of planned full-scope inspections for 20G8s wignificantly lower than in earlier years
because the original On-Site Supervisions Annuah Rbr 2009 was changed twice. The first
change was because of the financial crisis — soguedity targeted inspections were planned
instead of full scope inspections. The second ohamgs introduced in compliance with IMF
recommendation for bringing more diagnostic insipest (capital adequacy), which also were
planned instead of full scope inspections.

894. At that, the National Bank has established the timacof off-site reviewing the banks’
activities by means of requiring banks to fill oand submit Anti-Money Laundering
Questionnaires. Each Questionnaire covers a sixttmperiod, and banks are required to fill in
their responses two times a year outside regusgeictions. Evaluation of bank responses enables
the NBS to pinpoint potential areas of risk andrtallanks to undertake countermeasures in
advance of the potential impacts. Another purpofethes survey is to gain background
information on the approach and methodology thakbapply in this area and to provide case by
case guidance through issues of particular sigmfie. As advised by the authorities, such
information is analysed for the whole banking secnd the results of analysis are posted on the
NBS website.

895. Results of supervisionSummarized statistics on on-site inspections okbaconducted by
the Bank Supervision Department of the NBS are gmiesl in Annex IV. The statistics on
supervision for the last years show that out ofséd@ervision actions taken in respect of banks
over 2006-2008, only 8 involved and 17 were fulgdatated to examination of AML/CFT
compliance. In other words, less than 35 percensupfervisory efforts have had to do with
ensuring that financial institutions subject to ANIET regulation and supervision are effectively
implementing the FATF Recommendations as integraméd and reflected in the national
framework.

896. Moreover, the main irregularities identified by swgsion include the banks’ failure to
(timely) provide the APML data on one or severdkirelated cash transactions, provide the
APML data on transactions or persons suspecteceto lzonnection with money laundering,
establish ultimate beneficial ownership of legalitgn obtain a written authorization when
opening an account on the order of proxy, estaltisireasons (purpose) for opening an account,
and establish and carry out permanent trainingefoployees in AML/CFT matters. As provided
by the authorities, based on the results of sup@vithe NBS concludes upon the reasons
underlying the established irregularities (suclinaslequacy of internal procedures, inappropriate
performance of relevant units/ functioners withne tbank etc.) and takes a respective remedial
action as provided by applicable legislation (isgaof written warnings, ordering letters etc).
Orders issued by the NBS contain a deadline forelimination of irregularities, and deadline
within which the bank is required to submit to tiBS a report on removed irregularities, with
appropriate evidence enclosed. The Governor of NBS or the person authorized by the
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Governor may authorize employees of the NBS byexiap decree to check and monitor on a
daily basis the execution of orders. As advisedhayauthorities, this practically means that the
supervisory service of the National Bank supervibesxecution of the orders and measures after
the expiry of the deadline for their executionpefore the expiry of such deadline — if notified by
the bank that the orders have been executed (falfpsupervision).

« Insurance Market

897. Supervision methodologySupervision of insurance activities is carried bytthe Insurance
Supervision Department of the NBS in accordancé tie respective provisions of the Law on
Insurance. As presented by the authorities, cuyrehtere is no methodology regulating and
guiding both off-site and on-site supervision pehges [the authorities advised that a manual
articulating relevant procedures such is beingteldif

898. Planning of supervision:The assessment team was advised that there as aphctivities of
the Insurance Supervision Department (dated 20@7cavering a period up until the end of
2009), envisaging for on-site inspection of thealdy of business operations of insurance
companies with elements of risk exposure estimdtefine with that program, a dynamics of
realization was established as follows: for 20 iaspections, for 2008 — 7 inspections, and for
2009 — 7 inspections, a total of 16 inspections el@w, due to the lack of relevant information
the assessors were not able to conclude on theiackegf supervision plans as to the number of
supervised entities, to the types and characksigif their activities in realization of the risk-
based supervision approach, etc.

899. Results of supervisionSummarized statistics on on-site inspections sfiiance companies
conducted by the Insurance Supervision DepartmietiteoNBS are presented in Annex V. The
statistics show that the Insurance Supervision Bemt has never identified AML/CFT-related
irregularities and, respectively, has not taken angervisory measures related to AML/CFT
compliance.

900. As presented by the authorities in the Detailede8ssient Questionnaire (April 3, 2009) on-
site supervision had not involved examination afnptiance with the AML/CFT requirements.
However, in the statistics received from the adtlesr after the assessment visit, there is an
indication that in the second half of the 2008,stB-inspections included supervision of the
duties of insurance companies in accordance wihptievious AML Law. Particularly, out of 7
controls in 2008, two insurance companies that dal life insurance have been controlled with
respect of the implementation of the Law.

901. Nevertheless, such statement on having conductgeations for checking compliance with
AML/CFT requirements is not backed by any factstie® main irregularities identified due to
inspections, on supervisory measures taken in cegpénsurance companies and intermediaries
for incompliance, and on the respective sanctiommbsed on them. Moreover, taking into account
that there are 24 insurance companies, 60 insularderage or insurance agency companies,
and 121 licensed insurance agents, all of themgbebiigors under the AML/CFT Law and
subject to supervision by the Insurance SuperviBiepartment, the number of inspections can by
no means be considered satisfactory in terms afrgngscompliance of the mentioned obligors
with the requirements of the applicable legislation

902. And finally, the materials provided to the assesgneam do not seem to contain an analysis
on the underlying reasons for the existence of dieéciencies (if any) identified due to
supervision (e.g. inappropriate internal controlsteyns, inefficient management, lack of
understanding and skills etc) and a subsequergssefiactions for removing such reasons (e.g.
follow up of remedial measures taken by the sugediientity). As provided by the authorities,
such materials were not provided “because theydidefer to the AML/CFT Law framework”.
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+ Voluntary Pension Funds and Management Companies

903. Supervision methodologySupervision of activities of voluntary pension fgnd carried out
by the Pension Funds Supervision Department olN88 in accordance with the Law on Pension
Funds, and the Decision on Pension Fund Superyithenlatter mainly quoting from/reflecting
on the relevant provisions of the Law without digfgna comprehensive framework and minimal
contents for guiding the supervision process st ddentify and assess various risks pertinent to
the activities of supervised entities. As preseriigdhe authorities, the creation of manuals for
both off-site supervision and on-site inspection pgnsion funds management companies
(including those concerning AML/CFT activities)ifsprocess.

904. Planning of supervision:The assessors were not provided any informatiowlether there
had been supervision plans for the period of 2002 Hence, due to the lack of relevant
information, the assessment team was not ablertdwte on the adequacy of supervision plans
as to the number of supervised entities, to thedyand characteristics of their activities in
realization of the risk-based supervision approatt,According to the annual program of on-site
inspections for 2009 provided by the Pension FumgbeBvision Department, 4 out of 7
inspections scheduled for 2009 are stated to ilcatp AML/CFT elements.

905. Results of supervisionSummarized statistics on on-site inspections afntary pension fund
management companies conducted by the Pension $upetvision Department of the NBS are
presented in Annex IV. As advised by the authajtibere were no on-site inspections in 2006,
since the first management company of voluntarysjpenfund started operating in November of
that year. In 2007, the National Bank conducteSite inspections encompassing examinations
of all the activities of pension companies, inchglcompliance with the previous AML Law. The
main irregularities established due to supervisiere that pension companies did not have
procedures for the recognition and prevention oheyolaundering, and they did not implement
the previous AML Law. As stated by the authoritisgpervisory measures were taken, and the
established irregularities were remot/éd

906. In the first six months of 2009, the Pension Fudgervision Department conducted 4
examinations (of 4 pension companies); all exanonatincluded AML/CFT issues. Two
examinations resulted in issuing an order for elmtion of irregularities related to AML/CFT
(lack of training, irregularities in implementatiasf internal procedures related to AML and
adoption of list of indicators). In two other examaiions there were some irregularities observed
related to AML, and the procedures are in the plo&selopting the decision (issuing measures).

907. However, as in the case of insurance market ppatndgs, the materials provided to the
assessment team do not seem to contain an anatydi® underlying reasons for the existence of
the deficiencies (if any) identified due to supsion (e.g. inappropriate internal control systems,
inefficient management, lack of understanding akillissetc) and a subsequent series of actions
for removing such reasons (e.g. follow up of rerabdieasures taken by the supervised entity).

+« Capital market participants
908. Supervision methodologySupervision over activities of capital market mapeants is carried

out by the Supervision Department of the Securilesnmission in accordance with the Law on
Securities Market, and the Rules on Financial Ma8pervision, the latter mainly defining the

1441n 2008 no inspections were carried out in pensionis, since in 2007, the NBS supervised 5 ouhef7
pension funds in the country (thus providing foB@% coverage of the total market). The other 2 ipens
companies, which were not supervised in the fispiesvisory cycle, were supervised in first half2009, and
the last two newly established pension companiddbeisupervised in second half of 2009, thus gt for a
100% on-site coverage (all pension companies widemst once on-site supervised).
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rights and responsibilities of, and interactiorv@dn supervisors and supervised entities prior to,
in the course, and as a result of on-site inspestidescribing certain technical steps (such as
issuance of supervision orders, making verbal ariten decisions by the person(s) authorized
for inspection, deadlines for removing identifiecegularities etc), without reflecting on specific
measures to be taken by inspectors for appropeideination of various aspects of activities of
supervised entities, including those related to AGHT, for the assessment of their pertinent
risks, and for taking relevant supervisory measamgged at mitigating such risks. The authorities
advised that, recognizing the complexity of theesuiged sector and the need for introducing
risk-based supervision techniques, the Commissisreingaged an expert (with the support of the
USAID), who is currently preparing a manual on aactthg supervision.

909. Planning of supervision:The assessors were not provided a supervision glamy other
similar document, which would articulate schedudetions of the Securities Commission aimed
at ensuring compliance of supervised entities ajftplicable legislation, and enable assessment of
the performance of supervision. As provided byahthorities, there is no formal supervision plan
developed, approved, and implemented by the Cononis®n the other hand, Articles 109 and
172 of the Law on Securities Market define that @@mmission shall at least twice a year
supervise the legal compliance of stock exchangk taoker-dealer company operations, by
means of on-site inspections at the premises drsiged entities. Then, Article 81 of the Law on
Investment Funds establishes that on-site supervisf business operation of management
companies and investment funds, as well as supamnvisf provision of custody services of
custody bank, shall be carried out at the prenvéasich entities at least annually, or more often,
if needed. That is, these provisions of the lavthoagh in absolute non-recognition of the risk-
based supervision approach, provide for an estaalisninimal frequency of inspections to be
conducted by supervisors. Nevertheless, due tdattleof relevant information, the assessment
team was not able to conclude on the adequacypargigion plans, if any, as to the number of
supervised entities, to the types and charactsistf their activities in realization of the risk-
based supervision approach, etc.

910. Results of supervision:Summarized statistics on on-site inspections gfitah market
participants conducted by the Securities Commisaienpresented in Annex IV. The authorities
advised that they do not keep references or mairsaitistics on how many of the inspections
were strictly related to AML/CFT issues. On the estihand, despite the huge number of the
inspections (5.175 visit§ over the period of 2005-2008), they have neventitled irregularities
or deficiencies related to the national AML/CFT uggments and taken relevant supervisory
actions. Hence, in view of the practical impos#ipithat none of the supervised entities would
ever have breached the requirements of either révqus AML Law or the current AML/CFT
Law, one can conclude that the inspections condugsyethe Securities Commission has never
involved an AML/CFT component or been dedicatedeti@mination of supervised entities’
compliance with the national AML/CFT framework.

Monitoring and Supervision of Value Transfer/Exajpaiservices (c. 23.6)

911. In addition to banks, there are certain types ditiea entitled to involve in the provision of
money/currency exchange and/or money or value feasgrvices, each of them being regulated
and supervised by one or several state bodies raaglloto exercise supervision in respect of
certain parts of activities of such entities.

« Exchange dealers/exchange bureaus

912. Supervision methodologySupervision over activities of exchange bureaus exchange
dealers is carried out by the Division for Supédorisof Payment and Exchange Operations of the

145 As provided by the authorities, this figure alselides off-site inspections, “bearing in mind,tth#-site
inspections also mean analyses of the submittedhtyoreports, for example, for all market partiaipst.
200



Bank Supervision Department of the National Barskyell as divisions in NBS branches (Novi
Sad, Nis, Kragujevac and Uzice), in accordance tighLaw on Foreign Exchange Operations,
the Decision on Exchange Operations and the Gueklfor Implementing the Decision on
Exchange Operations, the Decision on Supervisiofxathange Transactions articulating the
specific areas and issues to be examined duringterinspections of exchange bureaus, such as
their compliance with customer identification anBML reporting requirements etc.

913. Planning of supervision:The authorities advised, that there are divisarel monthly plans
for supervision of exchange dealers/bureaus byNB& Branches (Belgrade, Novi Sad, NiS,
Kragujevac), and that each division has monthly daitly plans for inspections. The assessment
team was also provided sample inspection plansgldegd on monthly and daily basis, the first
one articulating the principles for identifying tegchange office dealers/ bureaus to be inspected
during the given montf® (), and the second one naming the exchange delemsaus to be
inspected during the given day, both documentsestilbp approval by the Director of the Bank
Supervision Department. The authorities explainreawely the large number of on-site
inspections of exchange dealers/exchange bureaos ($2.177 on-site visits over the period of
2005-2008) by the necessity to have on one hardlren significant exposure of around 2.000
exchange offices inspected 1-2 times yearly .

914. Results of supervision: Summarized statistics on on-site inspections otharge
dealers/exchange bureaus conducted by the NatRenak are presented in Annex '/ The
authorities advised that the reasons for the lombrars of AML/CFT irregularities at exchange
bureaus are: a) the reporting threshold lowerenh #&JR 15.000 to EUR 5.000 by the AML/CFT
Law, whereas the previous threshold was an extselagge amount for exchange operations, b)
the requirement that all employees of exchangeedeairectly engaged in exchange operations
have to obtain a training (also including AML/CFTatters) certificate issued by the NBS, and c)
the NBS will revoke the licence if the same irregities are detected several times in the course
of two years, or if exchange office fails to elimia irregularities found during on-site
supervisions. Nonetheless, these results of suglenvdo not seem to be relevant, given the large
number of exchange dealers/ bureaus and inspediongie hand, and the reported wide-spread
incompliance of these type of obligors with the AM@ET requirements (particularly, recognizing
several inter-related cash transactions exceetimgeporting threshold etc). As provided by the
authorities, all such inspections involve exammratof AML/CFT-related matters. However,
there were only 5 cases of identifying AML/CFT gtgarities in 2006, 7 cases in 2007, and 33
cases in 2008. These results do not seem to beant]ayiven the large number of inspections on
one hand, and the reported wide-spread incompliaficexchange dealers/ bureaus with the
AML/CFT requirements (particularly, recognizing seal inter-related cash transactions
exceeding the reporting threshold etc).

915. As presented by the authorities, according to ttevipus AML Law, the National Bank
informed the APML about AML-related irregularitiédentified during on-site examinations of
exchange bureaus, and the APML would subsequernitlg bharges against the exchange bureau
to the relevant court. Under the current AML/CFT,.d@he National Bank is directly responsible
to bring charges against the exchange bureau inetheant court. Other irregularities identified
due to on-site inspections of exchange bureauscpgted to the Foreign Exchange Inspectorate
of the Ministry of Finance, which is, within itsgue of its competences, responsible to fine them.

916. Nevertheless, the assessors were not providedchémyniation on the number and structure of
sanctions imposed on exchange dealers/ bureausatters relevant to AML/CFT.

146 Based on criteria such as the time passed frortagiiénspection of and from issuing a decisiothwéspect
to the given exchange office, and the presence rifew evidence or citizen denunciation about ialag
activities of the exchange office,
4" The figures presented in Annex IV exclude inspettiin commercial banks for checking complianctheir
currency exchange transactions with the applicAM&/CFT framework.
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+ Persons involved in provision of money transfer seices

917. The authorities advised that money and value tearssfrvices in Serbia can be provided only
in and by means of banks. That is, the type oWiets referred to in Article 4 of the AML/CFT
Law and subject to supervision by the Ministry afidhce pursuant to Article 84.4 of the said
Law is just from among the ones that banks ardlettio perform pursuant to Article 4 of the
Law on Banks. As stated by the authorities, thédigars, as separate organisational-legal type of
entities, still do not exist in the financial systef Serbia, but are listed there because they are
expected to be introduced into the system in ngare.

918. The assessment team was not provided any informatio the legislative provisions
establishing regulatory and supervisory powersheflinistry of Finance in respect of the above-
mentioned obligors, which means that, once that tfpobligors are recognized by the authorities
and start operating as such, the lack of relevgstemis and mechanisms will not enable
effectively ensuring their compliance with the natll AML/CFT requirements.

919. Nevertheless, there is at least one company — thécFEnterprise of PTT Communications
“Srbija” — which is directly and factually involveis the provision of money and value transfer
services. Particularly, it operates postal and ResTmoney orders for both domestic and
international payment operations, as well as féiwalsle mail transactions.

920. Moreover, according to the Law on Payment Traneasti PTT “Srbija” is authorized to
perform certain functions entailing customer duegehce procedures. Thus, in accordance with
Article 49 (c) of the said Law, PTT “Srbija” perfos the following payment operations based on
a respective agreement with Postal Savings Bank:

* Acceptance of in-payments from natural persons @aokbaccounts and making out-
payments to these persons;

« Acceptance of in-payments of daily receipts forabeount of bank clients; and

« Acceptance and honoring cheques in relation teesis' current accounts.

921. All of the facts set forth above witness that PTSFbija” acts as a full-scale provider of money
transfer services and, as such, should be subgecappropriate licensing/registration and
supervision procedures for that part of its opereti

922. Supervision of money and value transfer activioe®TT “Srbija” is to be exercised by the
Ministry of Finance (with respect to domestic payteperations pursuant to Article 84.4 of the
AML/CFT Law), by the Foreign Currency Inspectordtgth respect to international payment
transactions pursuant to Article 84.11 of the AMEIC Law), and by the Ministry of
Telecommunications and Information Society (witBpect to valuable mail pursuant to Article
84.5 of the AML/CFT Law). None of these supervisbodies has defined techniques, methods,
and programs for supervision of money and valuestea activities of PTT “Srbija”, nor are there
any factual results of supervisory efforts aimedeasuring compliance with the AML/CFT
framework*,

923. On the practical side, PTT “Srbija” seems to hanteoduced a system for ensuring AML/CFT
compliance. As provided by the representativesi@fcobompany, designated postal workers in post
offices enter data and make reports regarding sigsjsi transactions subject to reporting under
the AML/CFT Law through an internal “Anti-Money Ladering” application, based on the Rules
of Procedure Regarding Detection and PreventiorMohey Laundering enacted within the
company. As regards postal and PosTneT money oE&is “Srbija” has included the indicator

18 The Ministry of Telecommunications and InformatiBociety advised that there is no record on vatiabl
mail.
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“a great number of out-payments to a natural pevimpostal and PosTneT money orders” in its
list of indicators for suspicious transactions,tba basis of which designated postal workers, in
case of doubt, report such persons and transactiosing the above-mentioned internal
application. After the control of the submitted oefs, necessary data are entered in the external
application and electronically forwarded to the APM

924. It is worth of mentioning that over the period 268089 (as of April 1, 2009), PTT “Srbija”
has filed as many as 83 STR-s to the APML, whichldtdoe taken as an evidence of the
company’s internal control system being functional.

Supervision of other Financial Institutions (c. 2.

925. There are several types of financial institutiortheo than those covered by the Core
Principles (supervision over their activities beiagalyzed under Criterion 23.4) and the ones
providing money or value transfer service, or a eyoar currency changing service (supervision
over their activities being analyzed under Crit@3a6), such financial institutions are:

* Financial leasing companies;

» Agents/third party transaction processors;

» Persons exercising professional activities of metiation in credit transactions and
provision of loans, factoring and forfeiting, aneyision of guarantees.

+ Financial leasing companies

926. Supervision methodologySupervision over activities of financial leasingmpanies is
carried out by the Division for Supervision of LessOperations of the National Bank, in
accordance with the Amended Law on Financial Lepaimd the Decision on Lessor Supervision,
the latter mainly quoting from/reflecting on thdeseant provisions of the Law without defining a
comprehensive framework and minimal contents fadigg the supervision process to identify
and assess various risks pertinent to the acBvidfesupervised entities. The authorities advised
that there are written procedures guiding implerigot of off-site supervision and on-site
inspections of lessor operations. However, the sasge were not provided any documentary
evidence in support of this statement.

927. Planning of supervision:The assessment team was not provided a superyisioror another
similar document, which would articulate schedubadions of the respective division of the
National Bank aimed at ensuring compliance of suiped entities with applicable legislation,
and enable assessment of the performance of sejperviThe authorities refer to the Law on
Financial Leasing, the Decision on Data Submittgd éssors to the National Bank of Serbia and
on the Manner and Deadlines for the Submission lds€ Datd’, and the Decision on the
Obligation of Lessors to Maintain a Reserve Balatfi@s to points of reference dealing with the
issue of supervisory action planning; however, dhsessors believe that these document do not
amount to a comprehensive articulation of the syatezed actions to be taken by supervision for
ensuring AML/CFT compliance.

928. Results of supervisionThe assessment team was advised that, based siteoffdpervision
of all 17 financial leasing companies operatingtlie market, the supervisor came to the
conclusion that “it is not required to take anytligr actions and measures to financial leasing
companies regulated by Decision on Detailed Camitiand Manner of Conducting Supervision
of Lessors' Operations”. That is, the supervisaghbdecided to refrain from conducting on-site
inspections in financial leasing companies, aldég fact that the said decision requires

1499 RS Official Gazette No. 4/2006
150 RS Official Gazette No. 109/2005, 30/2006, 99/2808 15/2009
203



conducting such inspections and that there is nbgmeunded substantiation for the uselessness
of on-site inspections.

«» Agents/third party transaction processors

929. Article 16 of the Law on Payment Transactions dithés that banks may engage an agent or
third party transaction processor to perform atiigi related to specified payment transactions,
whereas the National Bank shall define such traiges; which the agent may perform on behalf
of the bank, and shall prescribe the conditionbddulfilled by the agent for performing such
activities. The Decision on Agent Operations andgiements for Performing Such
Operation¥* defines that agents shall perform “payment traisas on behalf of a bank — as the
place for receipt and distribution of payment osdeent or received by a bank, which is directly
accessible to clients for the purpose of sendimyraneiving such orders”. Both the Law and the
Decision contain a provision establishing that lsaale responsible for all actions and omissions
on the part of the agent.

930. Agents defined above are registered in the BusiReggsters Agency and supervised by the
Ministry of Finance pursuant to Article 49b of thaw on Payment Transactions. Supervisory
powers of the NBS over agent activities providedaggnts on behalf of the bank are stipulated by
Article 102 of the Law on Bank¥.

931. The authorities advised that currently none oftihaks has signed contracts for agent/ third
party transaction processor activities. On the rottaad, since the legally defined framework for
the operations of such entities entails certain ABHT-related elements (e.g. the need for
legislatively required CDD measures when receivoiayment orders), the lack of regulation
(relevant mechanisms and measures) aimed at egsoompliance of agents/ third party
transaction processors with the national AML/CFaniework may pose certain risk to the
financial system of Serbia in terms of their poksibsage for money laundering and terrorist
financing purposes.

« Persons exercising professional activities of intarediation in credit transactions and
provision of loans, factoring and forfeiting, and povision of guarantees

932. Pursuant to Article 84.4 of the AML/CFT Law, implentation of the Law by persons
exercising professional activities of intermediatio credit transactions and provision of loans,
factoring and forfeiting, and provision of guarades supervised by the Ministry of Finance.
Then, according to Article 84.11 of the same Lale Foreign Currency Inspectorate is also
vested supervisory powers regarding persons indoimefactoring and forfeiting operations —
with respect to international payment transactiger$ormed by them.

933. As presented by the authorities, these types ditkes are just from among the ones that
banks are entitled to perform pursuant to Articl®fdthe Law on Banks. These obligors, as
separate organisational-legal type of entitiedl, &ti not exist in the financial system of Serbia,
but are listed there because they are expectedlitdroduced into the system in near future.

934. The assessment team was not provided any informadio the legislative provisions
establishing regulatory and supervisory powers ha Ministry of Finance and the Foreign
Currency Inspectorate in respect of the above-roeeati obligors, which means that, once these
types of obligors start operating in the countryngar future, the lack of relevant systems and

> RS Official Gazette Nos. 57/2004 and 33/2005
152 This article establishes that “in exercising sujson specified in this Article the National Baok Serbia
has the right to inspect business books and otbeurdentation of legal entities which are related by
proprietary, management and business relationshiffee bank which is subject to supervision, anualy also
request from these entities to submit other infdiomé.
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mechanisms will not enable effectively ensuringirtttempliance with the national AML/CFT
requirements.

Statistics on On-Site Examinations (c. 32.2(d)sapervisors)

935. From among eleven agencies empowered to superaementation of the AML/CFT Law

by obligors and lawyers, only five have providedatistical data on results of supervision,
including those pertaining to on-site inspectioRsesumably, the state bodies who failed to
provide relevant data either do not have/maintachsstatistics at all, or do not have it readily
available for submission. None of those bodies setliabut maintaining statistics by means of
modern technologies, based on advanced automatitsdand techniques.

936. The bodies having submitted statistical data ordaoted on-site inspections, although with a

significantly varying detail and comprehensiveness,the National Bank (particularly, the Bank
Supervision Department, the Insurance Supervisigpaiment, and the Voluntary Pension Fund
Supervision Department), the Securities Commissilba, Ministry of Telecommunications and
Information Society, the Ministry of Trade and Sees, and the Administration for Games of
Chance. However, except for the statistics provioedhe NBS, relevant materials provided by
other agencies do not contain any information osiinspections incorporating or dedicated to
examination of AML/CFT compliance — presumably hessaof the absence of such inspections
and relevant statistics. Even so, the statistiogiged by the NBS fail to provide sufficient degail
on the measures taken for ensuring AML/CFT compkamf the respective obligors. For
example, in relation to pecuniary sanctions impasedinancial institutions, the authorities assert
that “pecuniary sanctions are always imposed tfaalall irregularities found during on-site
inspection and there is no separate sum imposadfgusAML/CFT related irregularities”,
whereas both the Previous AML Law and the AML/CRawLare quite specific about pecuniary
sanctions to be imposed on obligors for each tygeML/CFT-related irregularity; that is, should
a sanction be imposed on an obligor, it has to rhposed for the violation of a specific
requirement of the AML/CFT Law and pertinent regialia, which makes practically impossible
imposing a pecuniary sanction total for all irregitles identified through on-site inspections.

Statistics on Formal Requests for Assistance (&(8% all supervisors)

937.

None of the supervisory bodies reported on haverg er received formal requests relating to
AML/CFT.

Effectiveness and efficiency (market entry [c. 23¢3 23.3.1, c. 23.5, c. 23.7]; on-going supervisio

and

938.

939.

940.

monitoring [c. 23.4, c. 23.6, ¢. 23.7], c. 3d]2sanctions [c. 17.1-17.3])

Serbian legislation defines a licensing procedareafl to-be-established financial institutions
and a prior consent/approval regime for legal astinal persons to obtain significant (qualified)
or controlling interest in financial institutionBor the institutions subject to the Core Principles
the “fithess and properness” of management menibéested against criteria such as appropriate
educational and professional background, provefisskind expertise, clean criminal record,
business reputation, and the potential for cosflattinterest.

However, at least for certain types of financiaktitutions the licensing/registration
procedures are either non-existent, or non-funatiorhis refers to the persons involved in money
transfer services (particularly, the PTT “Srbijadgents/third party transaction processors, and
persons exercising professional activities of imediation in credit transactions and provision of
loans, factoring and forfeiting, and provision oiagantees.

On-going supervision and monitoring of activitieg fmmancial institutions, as far as the
institutions supervised by the National Bank arel Securities Commission are concerned, entails
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the use of supervisory tools such as off-site slianee and on-site inspections, with inspectors
warranted access to the books and information ieiaied by the supervised entities.

941. When it comes to the supervision methodology, h@rewith the rather “advanced” position
of the banking supervision in terms of supervismgthodology and manuals, all supervisors lack
well-defined and appropriately tailored tools fbetrisk-based surveillance and examination of
obligors both for prudential and for AML/CFT comgalice. As a rule, the available examination
guidance in the form of decisions/regulations ondumting on-site inspections appear to heavily
qguote from/reflect on the relevant provisions oftseal laws without defining a comprehensive
framework and minimal contents for guiding the suj®on process; their scope is mainly limited
to describing certain technical steps (such asargst of supervision orders, making verbal and
written decisions by the person(s) authorized fmpection, deadlines for removing identified
irregularities etc), without reflecting on specifieasures to be taken by inspectors for appropriate
examination of various aspects of activities of sujged entities, including those related to
AML/CFT, for the identification and assessment lodit pertinent risks, and for taking relevant
supervisory measures aimed at mitigating such.risks

942. Planning of supervision at the Bank Supervision &fpent National Bank seems to be a
rather regular and regulated exercise, entailingare elements of the risk-based approach;
however, the assessors were not provided suffigiotmation in order to conclude on the
adequacy of supervision plans of other supervisepartments within the NBS as to the number
of supervised entities, to the types and charatiesiof their activities in realization of thekis
based supervision approach, etc. More likely, thenrmpng procedure lacks an adequate
consideration of the risk profile of various ingtibons and, subsequently, deciding on the
frequency and depth of inspecting each institutidre Securities Commission seems to be simply
guided by the legal provisions defining a minime¢quency of inspections of capital market
participants, which naturally lacks any considemratf the risk-based approach at all.

943. Supervision results vary throughout supervisory i@®dand among types of financial
institutions; in some cases they seem to be fraqeryugh — for example, in the case of exchange
bureaus and capital market participants, wheredkdrother cases the frequency of inspections
varies over years without any visible logical/pssi®nal reasoning. In any case, the available
statistics on inspections for controlling complianeith the requirements of combating ML/FT
reveals that over the last four years of implentgmaof the AML/CFT legislation (that is the
previous AML Law in force before March 2009 and twerent AML/CFT Law, and the pertinent
regulations) the whole system initiated as man8@&sAML/CFT-related inspections, which
resulted in less than 30 supervisory measures asachritten warnings, ordering letters, and
resolutions on orders and measures, and in an wrkamount of pecuniary sanctiors

944. In addition to the low level of supervisory eff@imed at ensuring AML/CFT compliance,
this means that the sanctions prescribed by both pitevious AML Law and the current
AML/CFT Law are not effectively applied, which issalf-explanatory indicator of the efficiency
of the supervision, as well as of the efficiencylef AML/CFT system as such.

945. The range of administrative sanctions indirectlpikble for AML/CFT incompliance does
not encompass the full range of such sanctiondadtaifor prudential purposes; for example,
licenses of broker/dealer companies, and investremds can not be revoked, if an institution
fails to abide by the requirements of the natiohsIL/CFT framework. The assessors can not
judge on the effectiveness of application of powersanction directors/senior management of

153 Excluding AML/CFT-related inspections in exchanbareaus, which are stated by the authorities to
incorporate an AML/CFT element in all cases.
134 The fact whether pecuniary sanctions specificillyAML/CFT incompliance have ever been imposed on
banks can not be verified, since the authorities rait provide relevant statistics (by the reasorrag such
sanctions when applied are imposed total for edgularities found during on-site inspections).
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financial institutions and businesses for their ompliance with the national AML/CFT
requirements, due to the absence of practice dyiagpsuch sanctions.

946. As relates to other financial institutions supesdidy the Ministry of Finance, the Ministry of
Telecommunications, and the Foreign Exchange Itepe, the assessment team was not
provided sufficient information on the legislativerovisions establishing regulatory and
supervisory powers of these bodies in respectebtiligors to be supervised by them, as well as
on the available supervision tools, techniques,estgory planning, and results, which is
interpreted by the assessors as a possible laskobf provisions, tools, and techniques, and as a
factual absence of relevant systems and mechamisaising to effectively ensure compliance of
the respective obligors with the national AML/CFelguirements.

947. Based on the facts set forth above, the assessddlstie opinion that no effective and
sufficient measures have been taken to ensure @mopl of financial institutions with the
national AML/CFT requirements.

Guidelines
Recommendation 25 (c. 25.1 — guidance for finandmdtitutions other than feedback on STR-s)

948. Criterion 25.1 requires that competent authoritessablish guidelines that would assist
financial institutions to implement and comply witkeir respective AML/CFT requirements. At a
minimum, such guidelines should provide: a) a dpdon of ML/FT techniques and methods,
and b) any additional measures that financialtuntsbins could take to ensure that their AML/CFT
measures are effective.

949. As to the respective activities of the APML, thdyotype of guidance communicated to the
obligor community that might meet the definitiongfidelines for the purposes of Criterion 25.1
are the lists of indicators for identifying suspigs transactions developed separately for: a)
banks, b) exchange bureaus, c) insurance companiés stock market exchange e) leasing
companies, and f) wire transfers. These lists asteg on the official website of the APML. A
detailed analysis of the contents and applicabdityhese lists, which are legally and essentially
interrelated with the obligors’ STR reporting regment, is presented under the description of
Criterion 13.1.

950. Among the supervisors of the financial sector,Nagional Bank in the person of its different
supervision departments and the Securities Commniggve also provided some guidance for the
obligors. Particularly:

a) The Guidelines for Assessing the Risk of Money ldmrmg and Financing Terrorism for
banks, voluntary pension fund management compafiies)cial leasing providers, and
insurance market participants (which entered ioied after the visit in June 2009)
setting some minimal standards for the actionsetéeken by financial institutions under
the NBS supervision in the establishment and erdraanot of an AML/CFT system,
particularly with respect to the drafting and impkntation of procedures based on risk
analysis and assessment.

b) The Decision on KYC Procedure for banks, voluntgsnsion fund management
companies, financial leasing providers, and insteamarket participants (which entered
into force after the visit in June 206%) thus replacing the previous decision on the same

155 But, presumably, not for insurance intermediaries
156 this term refers to the stock exchange marlsetiafined by Article 10 of the Law on Securities ri,
then these indicators do not refer to the partiipaof the over-the-counter market and some prinfeak
investors, such as pension and investment fundsheiidmanagement companies.
157 RS Official Gazette No. 46/2009 (in force 27 J2069).
138 RS Official Gazett®lo. 46/2009 (in force 27 June 2009).
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matter dating back June 2006, provides some baslieratandings of risk factors, unusual
and suspicious transactions, as well as accepyatwfi clients, their identification,
supervision of client’s accounts and transactiois®, management etc generally in line
with the Basel CDD Paper.

c) Clarification Note of the Bank Supervision Depantihdated April 2009 and addressed to
all licensed exchange dealers, interpreting thbligations under the recently adopted
AML/CFT Law and the implementation of the compliarfanction.

d) The Decision on Internal Controls in Insurance eseld by the Governor of the National
Bank and dating back January 2007 contains a sectio how insurance companies
should set up efficient procedures for recognitiord prevention of money laundering
and terrorist financing;

e) The Guidance Paper No. 5 on AML/CFT for the insuearsector endorsed by the
Governor of the National Bank of 4 May 2007 progidagain in general terms, for the
concepts of customer due diligence, suspiciousséietion reporting, risk management,
record keeping, etc.

f)  The Decision on Risk Control in Pension Funds eselb by the Governor of the
National Bank and dating back March 2006 providesdefinitions of the various types
of risks pertinent to activities of the respectoldigors, stipulates for their obligation to
develop risk control procedures so as to enabkffantive internal control system, with a
brief one-Paragraph reference to the proceduresyn#@n and prevention of money
laundering.

g) Guidelines on KYC Procedure for Securities Marketlarsed by the President of the
Securities Commission and dating back November 2€8t@blishes risk factors for
classifying clients and very briefly reflects oninmiples for developing procedures to
determine acceptability of clients, their identfion, the obligors’ responsibility for
defining and implementing a staff training programan ongoing basis, etc.

951. Overall, the above-mentioned guidance papers pedvidy supervisors and characterized by
varying levels of comprehensiveness, coverage detall, need to be revised and updated within
the context of the current AML/CFT La&W providing for a more standardized and detailed
AML/CFT framework, and in compliance with the agplble international best practice, as well
as be harmonized with each other so as to provideval “playing field” for all obligors
supervised by the National Bank.

952. This notwithstanding, none of the above documendsiges description of ML/FT techniques
and methods, which would assist financial institosi to better understand the potential risks
pertaining to ML/FT and to strive for establishiagpropriate mechanisms in order to deal with
those risks.

953. The National AML/CFT Strategy, which in some seosald be viewed as a general guidance
paper for all stakeholders in the field of AML/CFWas adopted on September, 25, 2008.
However, as of the date of the assessment vigitSthategy was not either realized or given due
attention by the authorities met; in fact, thetfinseeting of the stakeholders for discussing the
steps to be taken for the implementation of that&gy had been held approximately one month
before the visit, and the in general there waslaarainderstanding of how, when, and by what
specific ways such actions were to be taken.

%9 Naturally, except for the newly adopted ones.
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3.10.2 Recommendations and comments

Recommendation 23

 Amend the legislation to include a definite reqoiemt for banning market entry — as owners and
significant/controlling interest holders of leasirmpmpanies — of persons with criminal
background.

» Recognize the PTT “Srbija” as a money transfer iegs (and as such, a financial institution
subject to all pertinent requirements).

»  Establish licensing/registration procedures forspes involved in money transfer services160,
agents/third party transaction processors, andopsrexercising professional activities of
intermediation in credit transactions and provisioh loans, factoring and forfeiting, and
provision of guarantees; supervision mechanisms tants for ensuring their compliance to
AML/CFT requirements.

» Define legislative provisions establishing the posvef the National Bank to regulate and
supervise for AML/CFT purposes activities of volaryt pension fund management companies.

» Define legislative provisions establishing the posvef the Ministry of Finance to regulate and
supervise for AML/CFT purposes activities of peisadealing with postal communications [with
respect to domestic payment operations] and ofoperénvolved in professional activities of
intermediation in credit transactions and provisidhoans, factoring and forfeiting, provision of
guarantees, and provision of money transfer sesvice

» Define legislative provisions establishing the posvef the Ministry of Telecommunications and
Information Society to regulate and supervise fOMLACFT purposes activities of persons
dealing with postal communications [with respectatuable mail operations].

» Define legislative provisions establishing the posvef Foreign Currency Inspectorate to
regulate and supervise for AML/CFT purposes adtisitof persons involved in professional
activities of factoring and forfeiting, and prowsi of money transfer services [with respect to
international payment transactions]

* For all financial institutions (except for bankslgevelop supervision methodologies based on
consideration of risk profile of institutions andhabling identification of inherent risks in
financial activities, determination of risk mitiganassessment of exposure of AML/CFT risk to
various aspects of financial activities, assessnninternal control and risk management
systems, corporate governance oversight, and atiegrof results of off-site monitoring and
surveillance.

»  Establish mechanisms and tools for effective, &tast, risk-based planning of the supervision
process — both off-site and on-site; introduceesystfor continuous monitoring and follow-up of
supervision results.

 Ensure consistency among and harmonization of sigi@m methodologies and planning
procedures throughout the bodies involved in supienv of financial institutions.

*  Ensure sufficient coverage of inspections incorfiogeelements or dedicated to the examination
of AML/CFT compliance, stemming from an adequat@nping of supervision and resulting in

180 particularly, for the PTT “Srbija”
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regular and in-depth analysis (disclosure of unyilaglreasons for incompliance) and assessment
of compliance, with relevant follow-up procedures\pded for.

Recommendation 17

Ensure coverage of all requirements of the AML/QEIv under the sanctioning provisions (at
least Articles 28.2, 40 and 73).

Eliminate the grounds for uncertainty about appliity of pecuniary sanctions under the
AML/CFT Law and respective various sectoral laws.

Provide for a full-scale applicability of adminiative sanctions available for prudential purposes
in case of AML/CFT incompliance (for example, reation of license of pension funds,
broker/dealer companies, investment funds, etc).

Provide the missing elements of legislatively definsupervisory power for application of
sanctions with respect to voluntary pension fundsxagement companies, as well as of the
directors/senior management of voluntary pensiardgumanagement companies and broker-
dealer companies for AML/CFT incompliance.

Provide for effective functioning of the AML/CFT femcement mechanism enabling application
of proportionate and dissuasive sanctions undeAlMi/CFT Law and respective sectoral laws.

Recommendation 25 (c. 25.1 [financial institutions]

Provide guidance describing ML/FT techniques anthods so as to assist financial institutions
to better understand the potential risks pertaintingML/FT and to strive for establishing
appropriate mechanisms in order to deal with thisks.

Revise and update the existing guidance papersdaa\by supervisors of financial institutions
within the context of the current AML/CFT Law prading for a more standardized and detailed
AML/CFT framework, in compliance with the applicakihternational best practice; harmonize
such papers so as to provide a level “playing fidd all obligors in the financial market.

Recommendation 29

Define legislative provisions establishing the povef the National Bank to take the following
measures while supervising for AML/CFT purposesivaets of voluntary pension fund

management companies — conduct (on-site) inspe&gtiobtain access to all records and
information relevant to monitoring compliance, eaeu and sanction both the
institutions/businesses and their directors/semanagement for incompliance with AML/CFT
requirements.

Provide for application of sanctions with respdatlicectors/senior management of broker-dealer
companies for their failure to comply with the lEgtive requirements (including those related to
the AML/CFT framework).

Establish an adequate and relevant supervisoryneegiith regard to persons dealing with postal

communications (with respect to domestic and irstional payment operations, and valuable

mail), persons involved in professional activities intermediation in credit transactions and

provision of loans, factoring and forfeiting, preiin of guarantees, and provision of money

transfer services; particularly provide for the lipoiof the respective supervisory bodies to

monitor and ensure compliance of the respectivigols with AML/CFT requirements, conduct
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(on-site) inspections, obtain access to all recandd information relevant to monitoring
compliance, enforce and sanction both the inspiistibusinesses and their directors/senior
management for incompliance with AML/CFT requirernsen

Recommendation 30 (all supervisory authorities)

Establish requirements providing for professiontdndards (including confidentiality and
integrity requirements), and expertise/skills of thtaff of supervisory bodies involved in the
supervision of the AML/CFT Law (for the Securiti€@@mmissio®® the Bar Association, the

Chamber of Certified Auditors).

Ensure adequate, relevant, and regular trainingctonbating ML and FT throughout all
supervisory bodies involved in the supervisionhef AML/CFT Law.

Recommendation 32

Ensure maintenance of accurate, differentiatedtyipgs and number of obligors, types and
number of irregularities, types and number of aggbBupervisory measures [including pecuniary
sanctions] etc), consistent statistics on on-sigpéctions conducted by supervisors relating to or
including AML/CFT issues, throughout all supervigtmodies involved in the supervision of the
AML/CFT Law.

Ensure maintenance of accurate, differentiatedyjpgs and number of requestors and requested
counterparties, number of refused and satisfiediagtg, records on bases for refusals etc),
consistent statistics on formal requests for a3, throughout all supervisory bodies involved
in the supervision of the AML/CFT Law.

3.10.3 Compliance with Recommendations 23, 29, 17 & 25

Rating Summary of factors relevant to s.3.10. underlyingwerall rating

R.17 PC * Incomplete coverage of the requirements of the ADRT Law
under the sanctioning provisions.

¢ Uncertainty about applicability of pecuniary saon8 under the
AML/CFT Law and respective sectoral laws.No fulkke
applicability of administrative sanctions availabtg prudential
purposes in case of AML/CFT incompliance (partidyla
revocation of licenses).

« Missing elements of legislatively defined superwspower for
imposing sanctions with respect to voluntary pemsionds
management companies, as well as of the directoisfs
management of voluntary pension funds managemeanpaoies
and broker-dealer companies for AML/CFT incomplianc

e Lack of effective functioning of the AML/CFT enfament
mechanism enabling application of proportionate digsuasive
sanctions under the AML/CFT Law and respectivesattaws.

R.23 PC » Lack of licensing/registration procedures for pessinvolved in
money transfer services, agents/third party trarsaprocessors,
and persons exercising professional activitiesntdrmediation in

181 The Securities Commission has provided some irdtion on the requirements to professional stangards
expertise/ skills of the staff and confidentialigguirements, but not on those to integrity.
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credit transactions and provision of loans, facigrnd forfeiting,
and provision of guarantees; absence of supervisiechanisms
and tools for ensuring their compliance to AML/CFT
requirements.
Lack of definite requirement for banning marketrgnt as owners
and significant/controlling interest holders ofdaa companies -
of persons with criminal background.

Lack of clearly defined legislative empowermenttiodé National
Bank to regulate and supervise for AML/CFT purpoaetivities
of voluntary pension fund management companies.

Lack of clearly defined legislative empowermenttwd respective
bodies to regulate and supervise for AML/CFT puegoactivities
of persons dealing with postal communications, gessnvolved
in professional activities of intermediation in ditetransactiong
and provision of loans, factoring and forfeitingsoysion of
guarantees, and provision of money transfer sesvice

With regard to all financial institutions (except fbanks), lack o
risk-based supervision methodologies; mechanismistaols for
effective, consistent, risk-based planning of thgpesvision
process, of systems for continuous monitoring asitbW-up of
supervision results; no consistency and harmowizatiof
supervision methodologies and planning procedunesughout
supervisory bodies.

Insufficient coverage of inspections incorporatiagments ol
dedicated to examination of AML/CFT compliance.

R.25

PC

Lack of guidance to financial institutions desandpi ML/FT
techniques and methods.

Lack of revised, updated, and harmonized guidanapens
provided by supervisors of financial institutionghan the context
of the current AML/CFT Law

R.29

LC

Lack of legislatively defined supervisory, enforaary and
sanctioning powers of the National Bank with respewoluntary
pension fund management companies for AML/CFT psepo
Lack of legislatively defined powers of the SedagtCommission
for application of sanctions with respect of diogstsenior
management of broker-dealer companies (includingt tfor
AML/CFT incompliance).

Lack of an adequate and relevant supervisory regutte regard
to persons dealing with postal communications (wehkpect to
domestic and international payment operations, sabliable
mail), persons involved in professional activitedgntermediation
in credit transactions and provision of loans, ddag and
forfeiting, provision of guarantees, and provisiafi money
transfer services.

3.11
3.11.1

954.

Money or value transfer services (SR.VI)

Description and analysis

The Law on Payment Transactions stipulates thagiaglinent transaction activities must be

conducted through banks. Companies for money ahe eansfer, such as Western Union must
conduct payment transfers through banks.
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955. The Serbian Post Office is also authorized to cohdwwme payment transfer activities
through the Postal Savings Bank. Western Union &g a contract with the Post Office to
conduct money and value transfer within Serbia, dw@x, customers can only receive incoming
funds.

Designation of registration or licensing author{ty.V1.1)

956. Banks in Serbia, including those which provide aterinational remittance service, are
licensed by the NBS and required to meet AML/CFTigaltions under the AML/CFT Law and
prior to that, the previous AML Law and other lawlecrees and regulations. They are subject to
monitoring, supervision and sanctions as desciipediously in this report.

957. Under the Law on Payment Transactions, a legatyesitiall be fined 300,000 to 3,000,000
Dinars for failing to open the current account witle Bank for payments in Dinars, or maintain
the funds thereon, or effect payments through isgant to this Law and the Agreement on
opening and maintaining of such account concludig tve Bank (Article 3 Paragraph 1).

Application of FATF 40+9 Recommendations (c.VI.2),

958. Of all the financial sectors in Serbia, the banksegtor has the best implementation of the
FATF Recommendations. Recommendation 4 (bank s@creas been fully implemented,
including in regards to money or value transfevises. Recommendations 6 (PEP-s) and 8 (non-
face-to-face business) have been substantiallyeimghted in the banking sector. There has only
been partial implementation of Recommendationoréspondent banking), 10 (record keeping),
11 (monitoring of accounts and relationships), $3R reporting), 14 (tipping off), 15 (internal
controls), 21 (countries that don't apply FATF coig), 22 (foreign branches and subsidiaries),
23 (supervision), and SR VII. Given the newnesthefAML/CFT Law, it is impossible to judge
the banking sector’'s compliance with Recommendaiqithird party introducers) and parts of
Recommendation 5. All of these requirements andctiveesponding deficiencies are described
earlier in Section 3 of this report.

Monitoring MVT service operators (c.VI.3)

959. Under the previous AML Law, only banks were supsgdi in terms of money value
transfer. The Post Office has not been subjectMb/&FT supervision. Under the AML/CFT, the
Ministry of Telecommunications and Information Szgi has become the competent supervisor
authority, but have indicated that they have notggun to conduct AML/CFT supervision.

Lists of agents (c.VI.4)

960. There appears to be no specific requirement for M¥fvice operators to maintain a current
list of its agents which must be made availabldéodesignated competent authority.

Sanctions (c.VI.5)

961. The AML/CFT Law provides for sanctions, which aexjuired under the obligations of
Recommendation 17 and cover major and minor off@en€&omments made above in the
sanctioning regime of banks are also valid for MS@rvices.

Additional elements — applying Best Practices PdpeSR.VI (c. VI.6)

962. No information was provided indicating that the sw@&s set out in the Best practices Paper
for SR.VI have been implemented.
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Effectiveness and efficiency

963.

Serbian authorities have indicated that there arenformal remittance operators, such as

Hawala operating in Serbia. Financial institutit)ase corroborated this statement, indicating that
they do not know of the existence of such operators

3.11.2

Recommendations and comments

As it is only banks, and in some cases the Posic&®ffin Serbia that may conduct
international remittances, Serbia’'s compliance whis Recommendation is inextricably
linked to its compliance with other Recommendatiafdch apply to financial institutions.
The evaluation team’s recommendations, elsewhetigisreport, particularly with respect to
Recommendations 4-11, 13-15, 17, 21-23, and SpRei@dmmendation VI, are also relevant
here.

Serbian authorities should take quick action tauemshat Post Office branches be subject to
AML/CFT supervision.

Requirements should be introduced for MVT serviperators to maintain a current list of
agents and to make it available to the designaiatpetent authority.

Serbian authorities made no indication that theyewaxtively attempting to uncover illegal
remittance activity and there is little if any attien being paid to this by relevant ministries
and the supervisory authorities. It is recommendleat supervisory authorities when
inspecting businesses for other matters also byé talehe possibility that illegal remittance
activity may be occurring. In addition, Serbian reurities could focus more broadly at
looking for signs of underground banking as welblsrnative remittance.

3.11.3 Compliance with Special Recommendation VI
Rating Summary of factors underlying rating
SR.VI PC *  The limitations identified under Recommendationg, 8-11, 13-15

21-23, and Special Recommendation VIl also affechgliance with
Special Recommendation VI.

*  Post Office branches are not subject to AML/CFTesuigion

* No specific requirement for money transfer servitesmaintain a
current list of agents, which must be made avaldblthe designate
competent authority.

o
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4 PREVENTIVE MEASURES - DESIGNATED NON FINANCIAL
BUSINESSES AND PROFESSIONS

General

964. Until late March 2009, the following categories@NFBP-s were covered under the previous

AML Law:

1) organizers of classical and special games of chécasinos, slot-machine clubs,
betting places), as well as of other games of attanc

2) pawnshops.

3) other legal entities, entrepreneurs, and indivisidaing business related to:

a.
b
C.
d.
e

£

real estate business;

trade in artworks, antiques and other valuableatje

trade in automobiles, vessels and other valuahbcts)
treatment and trade in precious metals and stones;

organisation of travels;

organizing auctions.

4) Under some circumstances, lawyers and law firmsake subject to some AML/CFT
controls.

965. The AML/CFT Law covers the following categoriesiiFBP-s:

10)organisers of special games of chance in casinos;

11)organisers of games of chance operated on then&tidry telephone, or in any other
manner using telecommunication networks;

12)auditing companies;

13)licensed auditors;

14)entrepreneurs and legal persons exercising theaimly professional activities:

a.

intermediation in real-estate transactions;

b. provision of accounting services;

C.

tax advising;

15)lawyers and lawyer partnerships.

4.1 Customer due diligence and record-keeping (R.12)

(Applying R.5 to R.10)

41.1 Description and analysis

966. Not all designated non-financial businesses antegsmns (DNFBP-s) in Serbia are subject to
the requirements of the AML/CFT Law.

967. Trusts and company service providers are not cereidobligors under either the previous AML
Law or the AML/CFT Law as domestic trusts cannoebmblished in Serbia. . However Article 3,
Paragraph 1, ltem 7 provides an exact definitioa tfist and company service provider. Serbian
authorities explained that in theory foreign trustslld carry out business operations pursuant to
the Law on Business Companies (Article 3) whichbdes foreign companies to establish a
branch and register it according to the law ongtegfion of business entities. Branches are not
endowed with legal entity status, but may concladd execute contracts. As far as opening a
bank account, trusts — theoretically — can opearklaccount. Serbian authorities indicated that
to their knowledge, there are no foreign trustsrafieg in Serbia nor have they received any
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request for the establishment of such activitiesas® will be excluded from the discussion below
as they do not exist in Serbia and are not subpe&ML/CFT controls.

968. Dealers in high value goods such as metals or stamee subject to the controls set out in the
previous AML Law; however they were excluded asgalss from the AML/CFT Law because they
are forbidden from engaging in cash transactioaisekceed the amount of 15,000 Euros.

Applying Recommendation 5

969. Criteria 5.1-5.18 are the same for DNFBP-s as fibridinancial institutions and is described in
detail in Section 3.2. Where requirements differgmeecific DNFBP-s, it will be noted below.

Casinos

970. There is one licensed casino operating in Serbi@,Grand Casino doo Beograd, with one
additional casino, Hit International doo Beograet,te begin operations in December 2010.

971. Article 5 of the previous AML Law required casintwsidentify their customers when paying
to or withdrawing money from the organizers of slaal games of chance and other games of
chance in the sum amounting to or exceeding EUROLI@ Dinar counter value. Organisers of
special games of chance shall be bound to estahksigentity of the customer immediately upon
entering the gaming place.

972. There is no requirement under the AML/CFT Law réqgi casinos to perform CDD measures
when their customers engage in financial transastemual to or above a USD/€ 3,000, as set out in
the FATF Interpretive Notes for Recommendationt%,and 16.

973. Article 19 of the AML/CFT Law provides for furtheequirements in special cases. It requires
that whenever a customer enters a casino or wheegastomer or his legal representative or
empowered representative has access to a safeftdbprsthe organizer of a special game of
chance in a casino, or an obligor that provides daposit box services, shall establish and verify
the identity of the customer and obtain, from thestomer or its legal representative or
empowered representative, the data referred torticlé 81, Paragraph 1, Items 5 and 7 of this
Law, that is:

a) name and surname, date and place of birth, aneé pliagermanent or temporary residence of
a natural person entering a casino or accessiatgadeposit box

b) date of establishing of a business relationship,date and time of entrance into a casino or
access to a safe-deposit box.

974. While the casino does not meet all CDD requiremaetsout in Recommendation 5, all
customers that enter the casino are required taifg¢hemselves using a valid identification. The
casino appeared to have a sound method for matchsigo membership cards with customers as
there is a photograph tied to each card that iske#teupon a customer’s entrance, eliminating the
chance that someone could use another person’s enshiyp card.

Real Estate Agents
975. Most transactions involving real estate sales amdhases are conducted through Serbian

banks. However, it is possible to initiate a pusthg contract and carry out a transaction without
a bank if the value transferred in cash is less £15.000.
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Dealers in precious metals and dealers in precistoses

976. Dealers in precious metals and stones are no lowggect to the CDD requirements of the
AML/CFT Law as they are not included as obligors.

977. Article 36 of the AML/CFT Law states (1) A persoellgig goods or rendering a service in the
Republic of Serbia may not accept cash paymenta &austomer or third party in the amount
greater than EUR 15,000 in its RSD equivalent; @)drhe restriction laid down in Paragraph 1
shall also apply if the payment of goods or a servs carried out in more than one connected
cash transactions which in total exceed the RSDhvalgnt of EUR 15,000.

978. The prohibition established by Article 36 does rotly meet the requirement of
Recommendation 12 as it only covers transactioeatgr than EUR 15,000 and not those that are
“equal to” EUR 15,000.

Lawyers, notaries and other independent legal msitenals and accountants
979. Notaries are unknown to the Serbian legal system.

980. Article 5 of the AML/CFT Law indicates that meassif®r the prevention and detection of
money laundering and terrorism financing laid dawrthis Law shall also be implemented by
lawyers and lawyer partnerships. While lawyers ao¢ specifically named as obligors, they
would be included as obligors for providing theveees listed in Article 4, Paragraph 2, Items 1-
3.

981. Article 46 of the AML/CFT Law requires that lawyesball apply actions and measures for
the prevention and detection of money launderirggtarrorism financing in the following cases:

1) when assisting in planning or execution of teenti®ns for a customer concerning:

- buying or selling of real estate or a company,

- managing of customer assets;

- opening or disposing of an account with a bankKbaavings or securities accounts);

- collection of contributions necessary for the doegt operation or management of
companies;

- creation, operation or management of a person dodsign law.

2) when carrying out, on behalf of or for a custonaay financial or real estate transaction.

982. Per Article 47 of the AML/CFT Law, lawyers are settjto identify and verify the identity of a
customer or its representative, procura holderngpavered representative and obtain the data
referred to in Article 81, Paragraph 3, Items Rtof this Law by inspecting a personal identity
document of such persons in their presence, oorilg;al or certified copy of the documentation
from an official public register, which shall besi®d no earlier than three months before its
submission to the lawyer, or by directly accessingfficial public register.

983. The lawyer shall identify and verify the identitf @ beneficial owner of a customer that is a
legal person or person under foreign law, or amgmtegal arrangement, by obtaining the data
referred to in Article 81, Paragraph 3, Item 3luEtLaw, by means of inspecting the original or
certified copy of the documentation from an officiublic register which shall be issued no
earlier than three months before its submissiothéolawyer. If it is not possible to obtain the
required data from such sources, the data shalbtsned by inspecting the original or certified
copy of a document or other business documentatibmitted by a representative, procura holder
or empowered representative of the legal person.
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984. Article 47 requires lawyers to obtain other datiemed to in Article 81, Paragraph 3 of this
Law by inspecting the original or certified copy ah identity document or other business
documentation and obtain a written statement froendustomer concerning any missing data,
other than the data referred to in Article 81, Beaph 3, Items 11 to 13.

985. Under the previous AML Law, Article 28 stated: whestablishing business cooperation with a
client, and also in the event of suspicion of motandering, the legal entities and individuals
referred to in Article 27 of the Law shall be bouedperform identification of the customer in
accordance with Articles 6 and 7 of this Law, tefxeecords, and to store the records at least five
years after the termination of business cooperatioafter the day the transaction is effected.
Article 29 of the previous AML Law also providedoeptions for CDD measures: legal entities
and individuals referred to in Article 27 of thisalw shall not be bound to provide the
Administration with information obtained from theent or about the client, when ascertaining a
client’'s legal status or representing the clientcourt proceedings or with regard to court
proceedings, which includes advising on initiatimrgavoiding court proceedings, regardless of
whether the information was obtained prior to, dgror after the proceedings. Legal entities and
individuals referred to in Article 27 of this Lawall not be bound to provide at the request of the
Administration the data, information and documdataton a transaction or individual/entity
suspected to be involved in money laundering iegasferred to in Paragraph 1 of this Article. In
the event of the case referred to in Paragraph thief Article legal entities and individuals
referred to in Article 27 of this Law shall be bauto notify the Administration in writing of
reasons for which they did not comply with the Beaiph 3, Article 28 of the Law, within the
time frame of 8 days following the reception ofuesqt.

986. Many of the deficiencies in the compliance of Regmndation 5 for financial institutions,
also apply to lawyers. These deficiencies inclugterequirement for obligors, including lawyers,
to file an STR if they have refused to establidbuainess relationship, carry out a transaction, or
terminate an existing business relationship.

Applying Recommendations 6, 8, 9 and 11

987. The compliance with the criteria set out in Recomdations 6, 8, 9, and 11 is the same for
obligors -DNFBP-s as it is for financial institut® and is described in detail in Sections 3.2 ()6
3.3 (R. 9), and 3.6 (R. 11). The same deficienttias are described in the previous sections also
apply to DNFBP-s.

Applying Recommendation 10

988. The criteria set out in Recommendations 10 is #dmesfor DNFBP-s as it is for financial
institutions and is described in detail in SecBdh Where requirements differ per specific DNFBP-s
it will be noted below.

Lawyers

989. Records of data on customers, business relatianshim transactions maintained by lawyers
under requirements set out in Article 9 (applicatas due diligence) shall contain all of the items
listed under Article 81, Paragraph 3.

990. The record keeping period requirements are iddriticabligors and lawyers.

991. Lawyers are required by law to sent to the APMLrupemjuest:

a) the data, information and documentation requirediéecting and proving ML and FT in
relation to certain transactions or persons, and
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b) data or information concerning persons that havticjgmated or cooperated in transactions
or business activities of a person with respeatttom there are reasons for suspicion of
ML or FT.

992. Such data can only be requested by the APML wheifatter assesses that ‘there are suspicions
of ML or FT’ (Article 54). The lawyer is required provide such data without delay and no later than
8 days from the date of the request (or a shortemger deadline as indicated by the APML), under
conditions set out in Article 53 Paragraphs 4 and 5

41.2 Recommendations and comments

993. Overall, the DNFBP sector demonstrated little awass and understanding of obligations
under the AML/CFT Law or of the previous AML Law.

994. While the casino applied CDD measures, it was ppaeent to the evaluation team that other
operators of games of chance or any other DNFB#pheal any CDD measures.

995. The new requirement in the AML/CFT Law prohibitireqnyy economic entity, including
dealers in high value goods from conducting caahstiction in excess of EUR 15,000 should be
amended to extend the prohibition to transactibasdre “equal to’ EUR 15,000.

996. This new provision is deemed by the Serbian auibkerto remove the need for these dealers
to be included as obligors. While recognizing thateffectively implemented prohibition of cash
transactions equal to or above the said thresholddvbe sufficient for meeting the respective
requirements of R 12 and R 16, the evaluation teamserious concerns about the system and
efficiency of supervision to ensure that the regmient of Article 36 of the AML/CFT Law is met
by economic entities. In this regard, it may tumnt ¢that, due to the lack of an appropriate
supervision regime, dealers in precious metalssamakes are completely left out of the AML/CFT
framework.

Recommendation 5

e Serbia should introduce into law or regulation thquirement for obligors to consider filing an
STR if they have refused to establish a busindatigaship, carry out a transaction, or terminate
an existing business relationship.

e Serbian authorities should establish a list ofdatbirs for the various DNFBP-s in order to help
them identify unusual or suspicious transactionsth@rities should also provide AML/CFT
training to create awareness and provide DNFBPHs the knowledge to be able to file STR-s.

* Issue guidelines on instructions for the manneadentifying their clients in accordance with the
obligations under the AML/CFT Law.

* As stated above, because of the newness of the BMLLaw, DNFBP-s have not yet applied
the risk-based approach to clients. Serbian auté®should issue DNFBP-specific guidance and
should work with DNFBP-s and their regulators tsume they understand how to effectively
implement in practice.

Recommendation 6
e  Serbian authorities should assist DNFBP-s on howdemtify foreign officials and apply

enhanced due diligence, per the new requirementeeoAML/CFT Law. This could include
additional training seminars and additional indiarcon assessing risk.
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Recommendation 8

*  Serbian authorities should adopt explicit requireteefor DNFBP-s to develop policies and
procedures to mitigate the use of technologicaktigments for the purposes of ML and FT
when conducting risk assessments.

Recommendation 9

» Until Serbian authorities have determined in whichuintries financial institutions are permitted
to rely on third parties, there can be no implemgon of this provision. Serbian authorities
should work to issue the sub-law in preparationthedist mentioned in Article 24.

Recommendation 10

*  During discussions with various DNFBPs, many inthdathat they were not aware of any
requirements to maintain records about their ddieemdd in fact, did not keep such records.
Serbian authorities should ensure that DNFBPs fuligerstand and comply with their record
keeping obligations.

Recommendation 11

* As the AML/CFT Law only requires obligors to payesfal attention to all complex, unusual large
transactions or unusual patters of transactions lthae no apparent or visible economic or
lawful purpose when developing a list of indicatarsl Serbian authorities have not provided a
list of indicators for DNFBP-s, the evaluation tedais concerns about the sector’s ability to
implement the requirements of Recommendation 11.

» While the evaluation team finds the list of indmatto be insufficient to meet the requirements of
Recommendation 11, the Decision on KYC Proceduresdmeet the requirements of
Recommendation 11 in regards to paying speciahtidteto unusual transactions and examining
the background and purpose of transactions andgétirth those finding in writing, however it
IS not applicable to all financial institutions.rB&n authorities should ensure that the provisions
of the Decision on KYC Procedure also apply to DIRFS

»  Serbian authorities should ensure that DNFBP-scapable of adequately identifying unusual
transactions, particularly through additional tnagnand developing better lists of indicators that
match the market activities of the financial ingiin.

4.1.3 Compliance with Recommendation 12

Rating Summary of factors relevant to s.4.1
underlying overall rating

R.12 NC « The prohibiton for economic entities conductingask
transactions established by Article 36 only covieasisactions
greater than EUR 15,000 and not those that areateqil EUR
15,000.

Recommendation 5
e The casino is the only DNFBP to apply some of CDEasures

in Recommendation 5. No demonstration that anyrdifi¢-BP
has implemented provisions of R.5.

* No implementation of the risk-based approach ordguce
provided by DNFBP supervisors.
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* No explicit requirement for obligors to considdiniyy an STR if
they have refused to establish a business rel&ijpnsarry out g
transaction, or terminate an existing businessiogiship.

Recommendation 6
* No demonstrated implementation of Recommendation 6.
Recommendations 8 and 9

« No requirement in law, regulation or other enfolidleaneans fo
DNFBP-s to have policies and procedures in plac@revent
misuse of technological developments in ML or Fhiesnes.

* No demonstrated implementation of Recommendation 8.
* No demonstrated implementation of Recommendation 9.
Recommendation 10
« No demonstrated implementation of Recommendation 10
Recommendation 11
¢ No demonstrated implementation of Recommendation 1

* Requirements of the Decision on KYC Procedure tp gizecial
attention to all complex, unusual large transastiand examing
the background of the unusual transaction and eeh fthe
finding in writing, are not applicable to all fineial institutions.

* No list of indicators issued for DNFBP-s.

4.2 Suspicious transaction reporting (R. 16)

(Applying R.13 to 15 and 21)

42.1 Description and analysis

997. Under Recommendation 16, the description of th@isimis transaction reporting system
for DNFBP-s and lawyers (applying R. 13-14), aslvad the internal control requirements
(applying R. 15) and the treatment of transactiangl persons from countries, and of the
countries, which do not apply or insufficiently &pphe FATF Recommendations (applying R.
21) is presented in as much as it differs from #ivéitulated for financial institutions under the
respective recommendations. Unless specified otherwall deficiencies and shortcomings
identified in respect of financial institutions aegually and identically attributable to obligor
DNFBP-s and lawyers, as well.

Requirement to Make STR-s on ML/FT to FIU (c. 1a8dhlying c. 13.1 & ¢.13.2 to DNFBP)

998. Suspicious transaction reporting regime for DNFBRBssestablished by the AML/CFT Law,
is identical for all obligors under this categorycasinos, auditing companies, licensed auditors,
persons involved in intermediation in real estatagactions, provision of accounting services,
and tax advising. All of these businesses and psifas are defined as obligors by Article 4 of
the AML/CFT Law and subject to the STR reportingueements. The rule established by Article
37.2 of the AML/CFT Law is that obligors should nea8TR-s “whenever there are reasons for
suspicion of money laundering or terrorism finagcimith respect to a transaction or customer,
before the transaction, and shall indicate, in riqgort, the time when the transaction is to be
carried out. In a case of urgency, such report beagelivered also by telephone, in which case it
shall consequently be sent to the APML in writibgt no later than the next business day”.

221



+« Auditing companies, licensed auditors, and legal ornatural persons providing
accounting or tax service

999. There is one specific provision concerning the répg regime for auditing companies,
licensed auditors, and legal or natural personsigirg accounting or tax services; namely, as
established by Article 37.4 of the AML/CFT Law, wiever a customer seeks advice concerning
money laundering or terrorism financing, thesegi® shall inform the APML promptly, and no
later than three days following the day when thet@mer requested such advice.

« Lawyers

1000. For lawyers, who are defined as a separate, stand-aype of obliged persons, the
application of the AML/CFT regime in general, ahdttof the reporting requirement in particular
is somewhat different. Thus, Article 46 of the AMIFT Law defines that lawyers shall apply
actions and measures for the prevention and detecif money laundering and terrorism
financing (that is, any requirements of the Lawliaple to them) in the following cases:

1) When assisting in planning or execution of trarisastfor a customer concerning:
- Buying or selling of real estate or a company,
- Managing of customer assets;
- Opening or disposing of an account with a bank Kbasavings or securities
accounts);
- Collection of contributions necessary for the dmgtoperation or management of
companies;
- Creation, operation or management of a person Undsgn law;
2) When carrying out, on behalf of or for a custonagry financial or real estate transaction.

1001. Article 48 goes on establishing the reporting regior lawyers, which — having regard to the
difference defined by Article 46 — is virtually tlsame as that established for all other obligors;
that is, they should make STR-s whenever thereemsons for suspicion of money laundering or
terrorism financing with respect to a transactiortestomer. The specific provision on reporting
in cases when a customer seeks advice concernimgymi@aundering or terrorism financing
applies to lawyers, as well.

+« Dealers in precious metals and dealers in preciostones

1002. Under the AML/CFT Law, dealers in precious metaisl @ealers in precious stones are no
more considered as obligb‘?s Authorities assert that, since Article 36 of #BIL/CFT Law
prohibits persons selling goods or rendering aiserin the Republic of Serbia to accept cash
payments from a customer or third party in the amgmeater than EUR 15.088 the reporting
requirement for dealers in precious metals andetdeah precious stones is no longer necessary.
On the other hand, Article 96 of the Law defineat tthe provision of Article 36 of this Law shall
not apply to the Law on a Temporary Execution oft@la Payment Operations in the Federal
Republic of Yugoslavia”. As presented by the autles, related to Article 96 of the Law, it is
considered that the law “provides for receivingefgn currency in trading of goods and services
over EUR 15.000 from the buyers from Montenegro Epndovo, provided that the obligor sells
this foreign currency to the bank authorized fafqening international operations”.

«+ Trust and company service providers

1003. Trust and company service providers are not reseghas legal forms of legal persons or
arrangements in Serbia, hence they are not defis@dligors under the AML/CFT Law.

82\\hereas the previous AML/CFT Law defined them laligors
183 sypervision of implementation of this requiremefthe Law is entrusted to the Tax Administratiow ahe
Ministry of Trade and Services pursuant to Arti@#e10 of the Law.

222



Legal Privilege

1004. From among entitled professions and businesseal, feiyilege is reserved only for lawyers
under Article 49 of the Law, which states that lavg/shall not be required to meet the reporting
requirement in relation to any data, which theyaobtfrom or about a customer, when
ascertaining its legal position, or when representi in court proceedings, or in relation to court
proceedings, including any advice provided conegynthe initiation or evasion of such
proceedings, irrespective of whether such datebbes obtained before, during, or after the court
proceedings. Persons involved in professional idieisvof “provision of accounting services” are
required to report under general conditions (thaii line all other obligors).

No Reporting Threshold for STR-s (c. 16.1; applyin3.3 to DNFBP)

1005. Neither Article 37 of the AML/CFT Law establishitige reporting regime for all obligors, nor
Article 48 establishing that for lawyers specifyyahreshold for reporting suspicious transaction
reports to the APML. Moreover, Articles 37 Paradr&and 48 Paragraph 2 define, respectively,
for obligors and lawyers that the reporting obligatshall also apply to an attempted (planned)
transaction, irrespective of whether or not it hasn carried out.

Making of ML/FT STR-s Regardless of Possible Iraraknt of Tax Matters (c. 16.1; applying c. 13.4
to DNFBP)

1006. Serbian legislation employs the “all-crime” approadhat is, suspicious transaction reports
are to be filed by obligor DNFBP-s and lawyers reess of whether they are thought, among
other things, to involve tax matters, whereas taasimn is defined as a criminal offence by
Article 229 of the Criminal Code.

Reporting through Self-Regulatory Organisation46c2)

1007. The AML/CFT Law does not allow for obligor DNFBPasid lawyers to send their STR-s
through an SRO.

Legal Protection and No Tipping-Off (c. 16.3; appty c. 14.1 to DNFBP) Prohibition against
Tipping-Off (c. 16.3; applying c. 14.2 to DNFBP)

1008. The same provisions apply to DNFPB-s obligors awlykrs as for financial institutions.
Thus, the scope of the tipping off prohibition suff from the same limitations as highlighted in
Section 3.

1009. There is a specific limitation to the principle foertain categories, as the prohibition does
not apply in cases where the lawyer, auditing comiplcensed auditor, legal or natural person
offering accounting services or the services of ddxise attempt to dissuade a customer from
illegal activities. Nevertheless, this appears & ib line with the concept of the respective
Interpretative Note.

1010. The infringement of the disclosure prohibition bytaavyer is a minor offence under the
AML/CFT law (Article 91 Paragraph 1(7)) and punigtmhis a fine ranging from RSD 5.000 to
RSD 500.000. For other DNFBP-s, it is an econonfienze under the AML/CFT law (Article
88(36)) and legal persons shall be punished withesbetween RSD 500.000 to RSD 3.000.000.

1011. Otherwise, the evaluators note that the concerngresged under the analysis of
Recommendation 14 for the financial sector in $&c8 of this report would likewise apply to
DNFBPs.
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Establish and Maintain Internal Controls to PreveMt/FT (c. 16.3; applying c. 15.1, 15.1.1 &
15.1.2 to DNFBP)

1012. Criteria 15.1, 15.1.1 and 15.1.2 are the same FIFBP-s as it is for financial institutions and is
described in detail in Section 3.8.

1013. Article 39 of the AML/CFT Law requires that an a@r shall appoint a compliance officer
(CO) and his deputy to carry out certain actions measures for the prevention and detection of
ML and FT. In the event that an obligor has lesstfour employees, it shall not be obliged to
appoint a compliance officer and perform the indércontrol under this Law. Hence, where a
DNFBP has less than four employees, they are oinexl to designate an AML/CFT compliance
officer.

Independent Audit of Internal Controls to Prevent/NI (c. 16.3; applying c. 15.2 to DNFBP)

1014. Criterion 15.2 is the same for DNFBP-s as it isfiieancial institutions and is described in detail
in Section 3.8.

Ongoing Employee Training on AML/CFT Matters (c.31@pplying c. 15.3 to DNFBP)
1015. Criterion 15.3 is the same for DNFBP-s as it isfiieancial institutions and is described in detail
in Section 3.8.

1016. This requirement does not extend to lawyers angidaywartnerships.

Employee Screening Procedures (c. 16.3; applyiridp el to DNFBP)
1017. Criterion 15.4 is the same for DNFBP-s as it isfiimancial institutions and is described in detail
in Section 3.8. Where requirements differ per $geDNFBP-s, it will be noted below.

1018. There is no bylaw or regulation that requires DNFB#® screen employees to ensure a high
quality of staff.

Additional Element—Independence of Compliance &ffic. 16.3; applying c. 15.5 to DNFBP)
1019. Criterion 15.5 is the same for DNFBP-s as it isfiieancial institutions and is described in detail
in Section 3.8.

Special Attention to Persons from Countries NofiSahtly Applying FATF Recommendations (c.
16.3; applying c. 21.1 & 21.1.1 to DNFBP)

1020. Criterion 21.1 and 21.1.1 are the same for DNFBI-st is for financial institutions and is
described in detail in Section 3.8.

Examinations of Transactions with no Apparent Eenicoor Visible Lawful Purpose from Countries
Not Sufficiently Applying FATF Recommendationd§c3; applying c. 21.2 to DNFBP)

1021. Criterion 21.2 is the same for DNFBP-s as it isfilmancial institutions and is described in detail
in Section 3.8.

Ability to Apply Counter Measures with Regard tou@imies Not Sufficiently Applying FATF
Recommendations (c. 16.3; applying c. 21.3 to DNFBP

1022. Criterion 21.3 is the same for DNFBP-s as it isfiieancial institutions and is described in detail
in Section 3.8.
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Additional Elements — Reporting Requirement ExtdrideAuditors (c. 16.5)

1023. Auditing companies, licensed auditors, as welles@ns involved in professional activities of
provision of accounting services are defined agjold under Article 4 of the AML/CFT Law.

Additional Elements — Reporting of All Criminal &¢t. 16.6)

1024. Serbian legislation applies the “all-crime” approathat is, suspicious transaction reports are
filed in respect of any suspected criminal actgeised by Article 229 of the Criminal Code.

Effectiveness and efficiency

Applying Recommendation 13

1025. Overall, the deficiencies of the reporting regime expounded under Criteria 13.1-13.4 under
Recommendation 13 impact on obligor DNFBP-s andyéa®: There are no lists of indicators
developed by the APML and to be taken as basidbigar DNFBP-s and lawyers for developing
their own lists of indicators, which in Serbianikgtion are an important element underlying the
effectiveness of the suspicious transaction repgrabligation. The issue of the APML’s lists
being insufficiently identifiable and referable afjy applies to these obligors and lawyers, too.
And finally, meetings with the private sector shawbat none of DNFBP-s and lawyers have
ever developed their own lists of indicators, ovéhédeen supervised for controlling compliance
with the respective requirements of the Law. Herbe, assessors hold the opinion that the
reporting system for obligor DNFBP-s and lawyersSarbia is non-functional. This is proven by
the fact that casinos, accountants/auditors, amngeis have not filed a single STR either related
to money laundering or terrorist financing over tidgole period of implementation of the AML
legislation since 2002.

Applying Recommendation 15

1026. Although the legislation requires obligor DNFBPesprovide for a regular internal control of
execution of AML/CFT tasks, there is no specifiedgedure for executing such tasks. DNFBP-s
having less than four employees are not requireghpmint a compliance officer.

1027. The requirement defined by the AML Book of Rulesldhe Decision KYC Procedure for
obligors to provide and organize an internal augditintroduce a respective internal act, and to
make an annual report on the audit performed aadrtbasures undertaken does not extend to
lawyers and lawyer partnerships, and does not agpelae implemented by any of the obligor
DNFBP-s.

1028. It is quite unlikely that obligor DNFBP-s and lawgeprovide for appropriate screening and
regular professional training for employees in rdgao AML/CFT.

1029. Representatives of obligor DNFBP-s and lawyers weoe¢ knowledgeable about their
obligations established by the AML/CFT Law with pest to internal control systems and
functions, employee screening procedures and tiqiniactices etc.

Applying Recommendation 21

1030. Because of the newness of the law, the assesseantvtas unable to assess the effectiveness
of Article 38 on DNFBP-s. Serbian authorities slibbehsure that DNFBP-s apply the highest
level of control, whether Serbian law or the hoswvegnment to branches and subsidiaries
overseas.

1031. Representatives of obligor DNFBP-s and lawyers weoe¢ knowledgeable about their
obligations established by the AML/CFT Law with pest to business relations and transactions
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with persons from or in countries not applying arsufficiently applying the FATF
Recommendations.

42.2 Recommendations and comments

Applying Recommendation 13

»  Provide specific guidance on the legal definitidrihe reporting obligation, so as to prevent
its possible restrictive interpretation, as welt@sake further measures to ensure that obligor
DNFBP-s and lawyers understand it in the broadesaning of the AML/CFT Law and
pertinent regulations/ guidelines.

»  Provide for appropriate implementation of the réipgr requirement by obligor DNFBP-s
and lawyers, by means of ensuring that they hagie ¢lvn lists of indicators for recognizing
ML/FT-related suspicious transactions

»  Ensure that for all obligor DNFBP-s and lawyers ARML has developed lists of indicators
to guide obligors in recognizing ML/FT-related siespus transactions; make such lists
clearly identifiable (by means of an official, pidy accessible reference number, or
publication in an official source).

»  Continue efforts aimed at developing and introdga@rwell-structured, coordinated outreach
program (for example, by means of series of semsjnaggular training sessions for
compliance officers, etc) for obligor DNFBP-s amawyers to fully understand their
reporting requirements, in particular the new Fioréing requirement.

Applying Recommendation 14

It is recommended to the Serbian authorities toartak necessary legal amendments to ensure
that:

(a) DNFBPs are protected from criminal liability fordach of any restriction on disclosure of
information if they report their suspicions in gdadth to the APML,;

(b) expand the tipping-off provisions to include notlyothose cases where a STR or related
information has been reported but also when inighie process of being reported to the
APML.

Serbian authorities should ensure that these pomgsare appropriately implemented, through
issuing adequate guidance to obligors concernipging off, so that DNFBPs and their
employees fully understand the scope of the safieolna and tipping off requirements and are
aware of and sensitive to these issues when canducbD.

Applying Recommendation 15

Specify the procedure for executing internal pescand controls aimed at prevention of ML/FT,
as defined by Articles 45 of the AML/CFT Law; prdei guidance and training for all obligor
DNFBP-s and lawyers to assist them in developiregjadte internal controls to prevent ML/ FT.

Amend the AML/CFT Law to require obligors havingsgethan four employees to appoint a
compliance officer.

Provide for adequate implementation of the requénemto conduct an internal audit of

AML/CFT compliance.
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*  Provide for adequate implementation of the requaaio provide regular professional training
for employees carrying out tasks of prevention deigction of ML/FT.

»  Provide for screening procedures to ensure higidatas when hiring employees.

Applying Recommendation 21

* Revise and update the list of the countries whichnot apply or insufficiently apply the FATF
Recommendations; establish enforceable proceduneshét list to be recognized and duly
applied by obligor DNFBP-s and lawyers.

4.2.3 Compliance with Recommendation 16
Rating Summary of factors relevant to s.4.2
underlying overall rating
R.16 NC Applying Recommendation 13

« No lists of indicators developed by obligor DNFBPasd
lawyers for recognizing ML/FT-related suspiciouanigactions
no lists of indicators developed y the APML to guithem in
recognizing such transactions.

 Serious lack of proper understanding of the repgr
requirements among obligor DNFBP-s and lawyersSm&-s;
effectiveness of the reporting regime is not predidor.

Applying Recommendation 14

*  Protection from criminal liability not extended tobliged
entities;

* Issues with the scope of the tipping-off provisamit does no
include cases where an STR and related informasian the
process of being reported to the APML.

e The AML/CFT Law does not provide for any sanctiomsen
the no tipping off rule is breached by employeesloligors,
including the members of the governing, supervisorg other,
managing bodies.

Applying Recommendation 15

» Lack of defined procedure for executing internaligies and
controls aimed at prevention of ML/FT.

« Lack of a legislative requirement to appoint cormptie officers
for those having less than four employees.

e Lack of adequate implementation of the requirenterdonduct
an internal audit of AML/CFT compliance.

e Lack of adequate implementation of the requirentergrovide
regular professional training for employees cagyaut tasks of
prevention and detection of ML/FT.

Applying Recommendation 21

¢ Outdated list of the countries which do not apply
insufficiently apply the FATF Recommendations; lack
enforceable procedures for that list to be recaghiand duly
applied by obligor DNFBP-s and lawyers.
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4.3 Regulation, supervision and monitoring (R. 24-25)

431 Description and analysis

Recommendation 24

Designated Authority for Regulation and SupervissbrCasinos (c. 24.1, c.24.1.1; applying R.17 to
casinos)

1032. According to Article 84.3 of the AML/CFT Law, thed#ninistration for Games of Chance
within the Ministry of Finance is the state bodystezl powers for supervising implementation of
the national AML/CFT requirements in respect of.oajanizers of special games of chance in
casinos, and b) organizers of games of chance tepecn the Internet, by telephone, or in any
other manner using telecommunication networks.

1033. The Law on Games of Chance, in turn, sets up theikdtration for Games of Chance as an
administrative body with the responsibility to adister the games of chance area, particularly
supervise the implementation of the provisions tef taw on Games of Chance pursuant to
Article 93 of the Law, as well as prepare and psapoylaws (e.g., rulebooks), to be issued by the
Minister of Finance. It further defines that orgaers of the games of chance shall enable direct
and indirect supervision by an authorized offi@élall material and financial operations, on a
daily basis. Game organizers shall enable the &mtwb official to inspect the premises and
supervise activities directly or indirectly conrettwith the organisation of games of chance,
business books, reports, records, software and ddoaments or information that can be used for
establishing the actual state of affairs. As presgbiy the authorities, there is a monthly plan of
controls covering all games of chance throughoetcbuntry. Supervision is conducted on basis
of the Methodology for Inspectors to Conduct Sumown and Control of Organisers of the
Games of Chance, which does not cover AML/CFT mstte

1034. Article 24 of the same Law establishes the oblagratf game of chance organizers to take all
measures required under the relevant anti-moneydkxing regulations, and keep records of their
affairs as instructed by anti-money laundering arities, and Article 12 further articulates the
competence of the Ministry of Finance to see thatgrovisions of the Law on Games of Chance
and of the law regulating anti-money launderingcpdures are complied with.

1035. Among sanctions provided by Articles 88 and 89hef AML/CFT in respect of all obligor
DNFBP-s (including casinos), Article 88.1(14) oetAML/CFT Law stipulates for sanctioning
casinos for the failure to identify and verify tigentity of a customer at the entrance into a
casino, and the failure to obtain the required datéo obtain it in the required manner. Then,
Article 88.1(38) provides for imposing sanctionsr fthe failure to keep the data and
documentation obtained in accordance with the feleest 10 years from the date of entrance into
a casino, whereas failure to keep record of tha dataccordance with the law is sanctioned
pursuant to Article 89.1(13). As already mention&dicle 88 provides for a fine ranging from
RSD 500.000 (approximately EUR 5.400) to RSD 3.000.(approximately EUR 32.400), and
Article 89 provides for a fine ranging from RSD (approximately EUR 540) to RSD
1.500.000 (approximately EUR 16.200).

1036. Article 98 of the Law on Games of Chance furthealgigshes that the Serbian State Lottery or
any corporate entity shall be fined by an amouamfRSD 10.000 to RSD 1.000.000 for the
failure to meet the requirements of Article 24 bé tsame Law, that is to take the measures
required by the relevant law on anti-money launggror to keep records as required by the anti-
money laundering authorities. Article 47 defineattthe license of a casino may be revoked if “a
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game organizer prevented of otherwise obstructediconot allow supervision to be carried out
prescribed by this law”.

1037. Except of the ones stated above, no administraiwetions are available in case of casinos’
incompliance with the national AML/CFT requiremeniscluding sanctions such as written
warnings, orders to comply with specific instruogp barring individuals from employment
within the sector, replacing or restricting powefsnanagers, directors, or controlling owners, or
withdrawal of license for AML/CFT incompliance.

Licensing of casinos (c. 24.1.2)

1038. In Serbia, the right to organize special gameshaihce in gaming facilities (casinos) may be
granted through a license issued by the governmeérdreas the right to organize special games
of chance on gaming devices and the right to omgasports betting and other events is granted
on the basis of consent of the Games of ChancedBoamed within the Ministry of Finance to
perform administrative activities of the state canming games of chance.

1039. The Law on Games of Chance provides that the Gawemh can issue a maximum of ten
licenses for the organisation of special gameshafhce in casinos, and the license is issued for a
period of ten years. Licenses for organizing spegaanes of chance in gaming facilities shall be
given through a tender announced in daily papeasedb on procedures laid down by the
government.

1040. Special games of chance on gaming devices and thesking betting may be organised by
corporate entities registered in the territoryref Republic of Serbia for performing gambling and
betting activities, based on an approval issuethbyAdministration for the Games of Chance.

1041. Organizing games of chance on the internet, bypk&lee, or by any other manner using
telecommunication networks is the exclusive rightthe Serbia State Lottery, the founder of
which is the Republic of Serbia pursuant to Arti2e of the Law on Games of Chance. Serbia
State Lottery can hire certain legal entities —rafmes for the purposes of organizing such games,
with the prior consent of the Government. Terms aothditions for hiring operators are
prescribed by the Regulation on Conditions and Marfior Hiring Operators for the Purposes of
Organizing Classical Games of Chance and for Hifiggnts for Selling Rafflé&’. As provided
by the authorities, Serbia State Lottery curremiganizes a game of chance through short
message services (SMS). However, the assessmaemtwaa not provided information on how
many operators were hired for organizing gameshahce via telecommunication means, on the
planning and results of supervision of their at#a. However, as of the date of assessment,
Serbia State Lottery had not hired any operatterims of the said regulation.

1042. As of the time of the assessment, there was ondycaisino — “Grand Casino doo Beograd”
from Belgrade — operating on basis of such liceibere is another one — “Hit international doo
Beograd” from Belgrade — which has been awardedcende and will operating until 31
December 2010.

Prevention of Criminals from Controlling Institutie (c. 24.1.3)

1043. Articles 40, 62, and 75 of the Law on Games of Ckasstablish that, along with the bid for
participating in the license granting tender (irseeaf organizing special games of chance in
gaming facilities, that is in casino) or the apation to for obtaining an approval (in case of
organizing special games of chance on gaming dgvireof organizing sports betting and other
events), applicants shall submit a certificateleéuis criminal record of the founders and members
of the corporate entity for the last five-year pdrpreceding the application. As advised by the
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authorities, if the applicant had a criminal recondre than five years before applying for the
approval to organize special games of chance wangng machines, the Administration for the
Games of Chance is bound to grant its approvaleNeeless, the legislation in force does not
provide for banning individuals with criminal backgnd from acquiring or becoming the

beneficial owner of a significant or controllingténest, holding a management function in, or
being/becoming an operator of a casino.

1044. The authorities advised that a draft Law on Amemisiéo the Law on Games of Chance was
under way™, and it would, among other things, prescribe neguent to produce a clean criminal
record certificate when acquiring a significantoantrolling interest. The draft law would also
stipulate that the Minister of Finance should idtroe an act on granting approval for acquiring a
share, and/or increasing a share or stock in thgat@f organizers of special games of chance in
gaming places (casinos).

Monitoring and Enforcement Systems for Other DNEBE- 24.2 & 24.2.1)

1045. Article 4 of the AML/CFT Law defines the followin@NFBP-s, other than casinos, as
obligors:
* Auditing companies
* Licensed auditors
» Lawyers and lawyer partnerships
» Persons exercising professional activities of midiation in real estate transactions,
accounting, and tax advising

+« Auditing companies

1046. Pursuant to Article 84.4 of the AML/CFT Law, the militry of Finance is responsible for
supervising implementation of the Law by auditimgnpanies. The authorities refer to Article 63
of the Accounting and Auditing Law as a basis fa Ministry to monitor auditing companies for
AML/CFT compliance and to sanction them in casmobmpliance. However, the said Article 63
defines that “the Ministry shall exercise inspegtsupervision over enforcement of the present
Law, through duly authorized persons”; that is, thecounting and Auditing Law does not
establish adequate monitoring and sanctioning peviar the Ministry of Finance in terms of
AML/CFT compliance. Furthermore, the section onglgmovisions of the Law does not stipulate
for any sanctions applicable to auditing compafoesheir failure to comply with the AML/CFT
requirements.

1047. Article 41 of the Law on Accountancy and Audit prelses that the license for engaging in
auditing activities, based on which an auditing pany is incorporated and registered, shall be
issued by the Ministry of Finance. The Ministry geehe Auditing Companies Register. As of
2006, there were 29 auditing companies licensedhbyMinistry. Then, in 2007 the Ministry
issued licenses to 6 auditing companies, in 200i8ehses were issued and another 2 licenses
were revoked, whereas in the first nine months08025 new licenses were issued.

1048. Within the Sector for Financial System, there iBepartment of Accountancy and Audit, in
which there is a Group for Inspectional Supervigbuditing Companies. This Group has three
positions envisaged by job classification, one bfalv is a group leader, and the other two are for
conducting the supervision. The group does norreatiork on developing and monitoring
regulations related to audit, undertakes activitiebarmonization with EU directives, supervises
auditing companies and the Chamber of Certified ithug, prepares legal documents for the

185 As of September 2009, the authorities advised Bmaft Law on Amendments to the Law on the Games of
Chance had been sent to competent ministries adiddto receive their official opinions.
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inspection, studies and analyses the matter. Thepgleader's monthly salary is prescribed by
regulations on civil servant salaries.

1049. The Rulebook on Internal Structure and Job Clasgifn in the Ministry of Finance
envisages the applicants for recruitment to haueigersity degree in Economics or Law, work
experience of at least five years, to have padse#tofessional Exam, and to have knowledge of
the English language.

1050. Nevertheless, the assessment team was not proddgdinformation on the results of
supervision carried out by the Department of Accanoy and Audit, particularly whether it
incorporated controls of compliance with the natioAML/CFT requirements, on the disclosures
due to supervision, and on the undertaken measures.

«» Licensed auditors

1051. Pursuant to Article 84.9 of the AML/CFT Law, the dhber of Certified Auditors is
responsible for supervising implementation of ttaavlby licensed auditors. The authorities refer
to Article 4 of the Accounting and Auditing Law asbasis for the Chamber to monitor licensed
auditors for AML/CFT compliance and to sanctionnthé case of incompliance. However,
neither the said Article 4, which defines the cqisef a certified auditor and a certified internal
(staff) auditor, nor Article 51, which gives an existive list of the activities of the Chamber,
stipulate for any supervisory functions to be etrout by it. Hence, the assessment team was not
provided any information on the legislative prosis establishing regulatory and supervisory
powers of the Chamber of Certified Auditors in ®dpof licensed auditors for monitoring and
ensuring their compliance with AML/CFT requiremerds well as for applying sanctions in case
of incompliance. No information was provided onhtgical and other resources available for the
Chamber of Licensed Accountants to appropriatetfope its functions.

1052. Article 4 of the Accounting and Auditing Law estizhles the positions of a certified auditor
and a certified internal (staff) auditor, as wedlthe body authorized to certify them and keep the
register of the persons who undergo certificatibiat being the Chamber of Certified Auditors.
According to the information available to the Chamlas of August 2009, 149 persons are
certified as auditors, out of whom 130 personsliaemsed to perform audits of financial reports,
and 22 persons are certified as internal auditors.

1053. As presented by the authorities, the Ministry ofigfice also conducts supervision of the
Chamber of Certified Auditors’ work in the scopecohferred activities of state administration, in
line with the law regulating state administratidine Chamber of Certified Auditors’ is currently
working on a document which will lay down the prdaee for the implementation of AML/CFT
law, pursuant to Article 84.9 of the Law.

« Lawyers and lawyer partnerships

1054. Pursuant to Article 84.8 of the AML/CFT Law, the rBAssociation is responsible for
supervising implementation of the Law by lawyerd gawyer partnerships. The assessment team
was not provided any information on the legislatimovisions establishing regulatory and
supervisory powers of the Bar Association in respgclawyers and lawyer partnerships for
monitoring and ensuring their compliance with AMET requirements, as well as for applying
sanctions in case of incompliance. No informati@asverovided on technical and other resources
available for the Bar Association to appropriaigdyform its functions.
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% Intermediation in real estate transactions

1055. The Ministry of Trade and Services is responsiblestipervising implementation of the Law
by intermediaries in real estate transactions unsto Article 84.6 of the AML/CFT Law. The
assessment team was not provided any informationhenlegislative provisions establishing
regulatory and supervisory powers of the Ministiyftade and Services in respect of the persons
involved in professional activities of intermedaatiin real estate transactions, for monitoring and
ensuring their compliance with AML/CFT requiremerds well as for applying sanctions in case
of incompliance.

1056. Nevertheless, the authorities advised that only whe AML/CFT Law enacted from March
2009 the Ministry of Trade and Services was veiteccompetence of controlling enforcement of
the Law by economic operators dealing with reatestransactions. According to the official data
of the Republic Statistics Office, this activity svperformed by 385 economic operators in 2005,
461 —in 2006, 790 — in 2007, and 1074 — in 2008.

1057. Then, pursuant to Article 84.10 of the AML/CFT Lathie Ministry of Trade and Services is
also responsible for supervising implementatioAxicle 36 of the Law, which prohibits persons
selling goods or rendering a service in the Republi Serbia to accept cash payments from a
customer or third party in the amount greater iR 15.000. Actually, this prohibition is meant
to, inter alia, eliminate the need for involving dealers in poeisi metals and dealers in precious
stones as obligors, since the FATF Recommendafidremd 16 establish for them a requirement
to perform CDD and to make STR-s only when theyagegn cash transaction with a customer
equal to or above EUR 15.000.

1058. With regard to this, the authorities advised the Market Inspection Division within the
Ministry of Trade and Services has planned the robrif 30% of obligors (300 economic
operators dealing with real estate transactionghénperiod 1 July — 31 December 2009 in 10
cities in Serbia, to be performed by 13 inspectoit) average effective duration of control in the
field, at obligors’, of 4 working days. Selectiofitbe obligors to be controlled is done according
to the several criteria: detected irregularitiesdmtrols to date, contents of the filed complaofts
users of these services, information and relevactsfreceived from other state authorities, and
other operative data. This plan encompasses thétiastrelated to the implementation of Article
36 of the Law and to the obligors-economic opegtiaaling with real estate transactions.

1059. The obligors under Article 36 are practically atbeomic operators dealing with transactions
in trading of goods and services, which are in lagsurveillance procedures controlled by the
market inspection within their scope of operatidihe plan of these controls comes down to
additional request to the market inspectors, inghecedure of field control, to perform also
control of cash payments for goods and servicdsrins of the amount stipulated by Article 36.
This practically means that the report will contairmandatory element — ascertaining whether
there have been such payments or not.

+«+ Provision of accounting services and tax advising

1060. Pursuant to Article 84.7 of the AML/CFT Law, the XTAdministration is responsible for
supervising implementation of the Law by providef@ccounting services and tax advisors. The
assessment team was not provided any informationthenlegislative provisions establishing
regulatory and supervisory powers of the Tax Adstration in respect of the persons involved in
professional activities of accounting services tmdadvising, for monitoring and ensuring their
compliance with AML/CFT requirements, as well as fapplying sanctions in case of
incompliance. No information was provided on techhand other resources available for the Tax
Administration to appropriately perform its fungis
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Recommendation 25 (c. 25.1 — guidance for DNFBPtkay than feedback on STR-s)

1061. Criterion 25.1 requires that competent authoritiestablish guidelines that would assist
DNFBP-s to implement and comply with their respeetiAML/CFT requirements. At a
minimum, such guidelines should provide: a) a dpdon of ML/FT techniques and methods,
and b) any additional measures that DNFBP-s c@kd to ensure that their AML/CFT measures
are effective.

1062. Neither the APML nor self regulatory organisatidg®R0O) have ever provided guidelines to
DNFBP-s, which would give obligor DNFBP-s and lawng/@ssistance on issues covered under
relevant FATF recommendations.

1063. Competent authorities entrusted with supervisongfions over compliance of DNFBP-s with
the AML/CFT Law and, presumably, with the task oiding the obligors so as to ensure such
compliance, are the Ministry of Finance (supergsactivities of audit companies), the Tax
Administration (supervising persons involved in \psmn of accounting services and tax
advising), the Administration for Games of Chansapgrvising casinos and organizers of games
of chance operated via telecommunication networkis¢, Ministry of Trade and Services
(supervising persons involved in real estate tretimas), the Bar Association (supervising
activities of lawyers), and the Chamber of Cenrtifiduditors (supervising activities of licensed
auditors). None of these authorities have provialey guidance or guidelines to their supervised
entities on the matters relating to ML/FT and tiffective implementation of the national (and
international) framework.

1064. The National AML/CFT Strategy, which in some seoseld be viewed as a general guidance
paper for all stakeholders in the field of AML/CFWas adopted on September, 25, 2008.
However, as of the date of the assessment vigitSthategy was not either realized or given due
attention by the authorities met; in fact, thetfinseeting of the stakeholders for discussing the
steps to be taken for the implementation of that&gy had been held approximately one month
before the visit, and the in general there waslaarainderstanding of how, when, and by what
specific ways such actions were to be taken.

Effectiveness and efficiency (R. 24-25, c. 25.1 [BEBP])

1065. The Law on Games of Chance provides the genemalefrgork for regulation and supervision
of casinos (special games of chance in gamingitias), as well as of other types of games of
chance (on gaming devises and those related timdpeih Serbia, including those organised via
modern telecommunication means (on the internettdbgphone, etc). At that, the latter is
organised by the Serbian State Lottery, which ¢endgents operate the business. All of them are
supervised by the Administration for Games of Cleanithin the Ministry of Finance.

1066. As presented by the authorities, by the end of 2D@8e were 118 organizers of games of
chance supervised by the Administration for Ganfe€lmnce, and some 302 inspections were
conducted during that year. However, as of the tohéhe assessment both the only licensed
casino — “Grand Casino doo Beograd” from Belgradamée- other games of chance had never been
supervised for checking compliance with the natidL/CFT requirements.

1067. The sanctions available for application in caseadinos’ incompliance include pecuniary
fines defined both by the AML/CFT Law and by theaLan Games of Chance. However, as in
the case of financial institutions, the availapildgf pecuniary sanctions under two laws is very
likely to compromise overall effectiveness of tlanaioning regime due to uncertainty among
both supervisors and those being supervised. Mereow administrative sanctions are available
in case of casinos’ incompliance with the natioABML/CFT requirements, including sanctions
such as written warnings, orders to comply withcfffeinstructions, barring individuals from
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employment within the sector, replacing or redtigt powers of managers, directors, or
controlling owners, or withdrawal of license.

1068. The legislation in force does not define measume®a preventing individuals with criminal
background from acquiring or becoming the bendfiolner of a significant or controlling
interest, holding a management function in, or géiecoming an operator of a casino.

1069. The assessment team was not provided sufficieatrivdtion (or, in case of the Chamber of
Certified Auditors, the Bar Association, and thenidiry of Trade and Services, and the Tax
Administration — any information) on the legislaivprovisions establishing regulatory,
supervisory, and sanctioning powers of the bodiesigthated for supervising monitoring and
ensuring compliance with AML/CFT requirements, asllwas on the powers for applying
sanctions in case of incompliance of auditing camgss licensed auditors, lawyers and lawyer
partnerships, persons exercising professional itiesv of intermediation in real estate
transactions, accounting, and tax advising, anishadmpliance with the requirements of Article
36 of the AML/CFT Law (which is supposed to enscoenpliance of dealers in precious metals
and dealers in precious stones).

1070. Likewise, very limited or no information is availaton technical and other resources of these
supervisory bodies, which does not enable assesgleguacy of such resources. Results of
supervision aimed at ensuring AML/CFT compliance rmone.

1071. None of the competent authorities have ever pravigigdelines to DNFBP-s, which would
give them assistance on issues covered under relEXa F recommendations.

1072. Based on the facts set forth above, the assessltgte opinion that no effective measures
have been taken to ensure compliance of auditimgpaaies, licensed auditors, lawyers and
lawyer partnerships, dealers in precious metalsdmaders in precious stones, persons exercising
professional activities of intermediation in reatage transactions, accounting, and tax advising,
with the national AML/CFT requirements.

4.3.2 Recommendations and comments

Recommendation 24

 Eliminate the grounds for uncertainty about applility of pecuniary sanctions under the
AML/CFT Law and the Law on Games of Chance.

* Provide for administrative sanctions in case ofirgzs incompliance with the national
AML/CFT requirements (such as written warnings,essdto comply with specific instructions,
barring individuals from employment within the s@c¢treplacing or restricting powers of
managers, directors, or controlling owners, or dritwal of license).

» Take legal or regulatory measures to prevent iddiais with criminal background from
acquiring or becoming the beneficial owner of anBigant or controlling interest, holding a
management function, in or being/becoming an operdta casino.

» Establish an adequate and relevant supervisoryneegvith regard to auditing companies,
licensed auditors, lawyers and lawyer partnerstdgslers in precious metals and dealers in
precious stones persons exercising professionalitees of intermediation in real estate
transactions, accounting, and tax advising, witlke thational AML/CFT requirements;
particularly provide for the ability of the respiet supervisory bodies to monitor and ensure
compliance of the respective obligors with AML/CFEequirements, conduct (on-site)
inspections, obtain access to all records and nmdiion relevant to monitoring compliance,
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enforce and sanction both the institutions/busieessd their directors/senior management for
incompliance with AML/CFT requirements.

Recommendation 25 (c. 25.1 [DNFBP])

Establish guidelines that would assist obligor DRF8and lawyers to implement and comply
with their respective AML/CFT requirements. Suchidglines would provide assistance on
issues covered under the relevant FATF Recommeamdatincluding: (i) a description of ML
and FT techniques and methods; and (ii) any additioneasures that obligor DNFBP-s and
lawyers could take to ensure that their AML/CFT swas are effective.

4.3.3 Compliance with Recommendations 24 and 25 (crite?i.1, DNFBP)

Rating Summary of factors relevant to s.4.3
underlying overall rating

R.24 NC * Uncertainty about applicability of pecuniary saons under thg

%4

AML/CFT Law and the Law on Games of Chance.

* Inadequate range of sanctions in case of casinoshipliance with
the national AML/CFT requirements.

» No legal or regulatory measures to prevent indigiglwvith criminal
background from acquiring or becoming the bendfioianer of a
significant or controlling interest, holding a mgeaent function, in
or being/becoming an operator of a casino.

» Lack of an adequate and relevant supervisory regiitieregard to
auditing companies, licensed auditors, lawyers alagvyer
partnerships, dealers in precious metals and deaterprecioug
stones persons exercising professional activitiestermediation in
real estate transactions, accounting, and tax iadyisvith the
national AML/CFT requirements.

R.25 NC * No guidance to obligor DNFBP-s and lawyers desegbML/FT

techniques and methods and/or providing any otheasores
ensuring effectiveness.

4.4 Other non-financial businesses and professions/ Medh secure transaction
techniques (R.20)
44.1 Description and analysis

Other Vulnerable Non-Financial Businesses (OtheantDNFBP) (c. 20.1; applying R. 5, 6, 8-11, 13-
15, 17 &21)

1073. The Serbian authorities indicated to the assesstaant that, when drafting the AML/CFT

Law, they studied how other countries approachedpioblem. As a result of that, they decided
to reduce the number of obligors and determinesktdude from the scope of the AML/CFT law
some of the additional non- financial businessasb @ofessions which had been covered under
the previous AML Law, that is pawnshops; dealerbigh value goods such as precious metals
and stones, artwork and antiques, and automobilessels, and other valuable objects; and
entrepreneurs, legal entities and individuals ddinginess related to organisation of travel. It is
important to note that the exclusion of these nioarftial businesses and professions has not been
decided on the basis of a specific risk analysiSdrbia.
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1074. Consequently, none of the businesses and professiifpulated by the FATF
Recommendations as those which might be at risit,ishdealers in high value and luxury goods,
pawnshops, auction houses, and investment advisersovered by the national AML/CFT
requirements. Therefore, the FATF Recommendation$,58-11, 13-15, 17 &21 are not
applicable to them.

1075. Authorities asserted that, since Article 36 of #WEL/CFT Law prohibits persons selling
goods or rendering a service in the Republic obiado accept cash payments from a customer or
third party in the amount greater than EUR 15.@B8,reporting requirement for dealers in high
value and luxury goods is no longer necessary. Mewegiven the lack of an adequate and
relevant supervisory regime with regard to thessqres, the assessors hold the opinion that they
may pose certain risk in terms of ML/FT.

1076. As presented by the authorities, pawnshops in &exnle operating as legal entities, and they
are registered in the Serbian Business Registeendyg yet as of the time of the assessment
pawnshops were not included into the list of ob#gander the AML/CFT Law. It is worth of
mentioning that under the previous AML Law pawnsheyere involved as obligors supervised
by the Ministry of Finance.

1077. Since pawnshops are not in any way covered by #tiermmal AML/CFT framework, the
assessment team believes that their existence pe@tamns may pose certain risk in terms of
their possible usage for money laundering and ttistrbnancing purposes.

Modernization of Conduct of Financial Transactidns20.2)

1078. Article 36 of the AML/CFT Law prohibiting personelBng goods or rendering a service in
the Republic of Serbia to accept cash payments &ooustomer or third party in the amount
greater than EUR 15.000 is believed to reducenediaon cash. However, since there is no track
record of sufficient and successful supervisiothia area, the assessors can not conclude on how
effective will be the implementation of this reqnment will be, also in terms of mitigating the
risks in terms of ML/FT.

1079. Banknote denominations: The National Bank of Sehlaig put into circulation banknotes in
the denominations of 10 (approximately 0,1 Eurol) @pproximately 0,21 Euro), 50
(approximately 0,53 Euro), 100 (approximately 1Eit0), 200 (approximately 2,15 Euro), 500
(approximately 5,3 Euro), 1000 (approximately 1Bi#0) and 5000 (approximately 53,7 Euro)
Dinars. The National Bank of Serbia Treasury Departt monitors cash flow, identifies the
factors that determine the quantity, quality andaseinations of banknotes in circulation, and
takes appropriate measures to improve the qualftypanknotes and ensure appropriate
denominations. On the basis of these consideratibasTreasury Department sets an annual plan
(by the quantity and denominations) for producirmginotes to ensure needs in cash flow, to
replace unfit banknotes from circulation and tourasadequate resources remain in the vaults till
the next cycle of producing banknotes.

1080. In 2008, 91.6% of all cash payment transactionevedfected in banknotes in denomination
of 500, 1,000 and 5,000 Dinars. The share of 1D0@r banknotes (65.2%) was dominant.
Additional quantities of banknotes in denominatiéri00, 200, and 1,000 Dinars with unchanged
features were issued to meet the needs of cashgmayransactions.

1081. Secured automated transfer systems: Serbian aigbdrave indicated they are reducing their
population’s reliance on cash by expanding oppdtiasito use debit and credit cards throughout
the country and by making available secure autadndatansfer systems for commercial
transactions. By the end of 2008, the total nundfessued payment cards was 5.7 million and
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they were accepted at around 58,000 POS termindlat@und 2,500 ATMs. In 2008, the number
of card transactions equalled 97 million, of whadrds issued by domestic banks accounted for
93 million of the transactions. The total turnowsthin the acceptance network amounted to RSD
344 billion, of which cards issued in Serbia acaedrfor 313 billion, up by 33% from 2007.

1082. Serbian authorities have indicated that this iregeaas caused by the introduction of new
services and products offered by commercial ba@Gksnmercial banks focused development on
activities aimed at higher frequency of paymentdcasage, as well as the activation of cards
never used before. Furthermore, banks also inaldhsessuance of specialised products, such as
prepaid gift cards or payment cards for agricultpraducers.

442 Recommendations and comments

*  The Serbian authorities should conduct sector-fipexssessments of MT and FT risk posed by
other non-financial businesses and professions,baséd on those results, consider extending
the requirements of the AML/CFT law to additiondlligors, such as on dealers in high value
and luxury goods, pawnshops, auction houses, adtiment advisers.

»  Serbian authorities should also consider taking smess to issue smaller denominations of
banknotes and develop and utilize modern and semaieniques for conducting financial
transactions that are less vulnerable to moneydietimg.

4.4.3 Compliance with Recommendation 20
Rating Summary of factors underlying rating
R.20 LC * No evidence of adequate consideration of applying

Recommendations 5, 6, 8-11, 15, 17 and 21 to nanial
businesses and professions (other than DNFBP-sathaat
risk of being misused for money laundering or testa
financing.

* No track record of successful supervision of prititb of
cash transactions above 15.000.

5 LEGAL PERSONS AND ARRANGEMENTS AND NON-PROFIT
ORGANISATIONS

5.1 Legal persons — Access to beneficial ownership aedntrol information (R.33)

5.1.1 Description and analysis

Legal framework

1083. The legal framework for legal entities, includingeir registration, is set out in the
Constitution (article 55), the 2004 Law on Busing@smpanieS® (and the 2004 Law on
Registration of Business Entitfé§

1084. As regards non profit legal entities, the legahfeavork is set out in the 1982 Law on social
organisations and civil associations, the 1990 lowassociation of citizens into associations,
social organisations and political organisatiortst@shed in the territory of the SFRY, the Law

188 Official Gazette of RS No. 55/2004 and 61/200%oire as of 30 November 2004
167 Official Gazette of RS No. 55 of 21 May 2004 anal. §1 of 18 July 2005.
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on registration of public organisations and civésaciations, the 1989 Law on legacies,
foundations and funds of the Socialist RepubliSefbia, and the Regulation on registration of
public organisations and civil associations. Thaleation team was not provided with all the
relevant provisions under these legal acts andwassunable to establish whether these meet all
the requirements under R. 33.

Measures to prevent unlawful use of legal persorg3(1)

1085. The Serbian authorities have put in place a systiecentral registration for business entities.
The Register of business entities is “a uniquetragrpublic electronic database about business
entities, established for the territory of the Rafmof Serbia, in which data is entered and kipt,
accordance with the law” (Article 2.1 of Law on Rtation of Business Entities). The Register
is managed by the Serbian Business Registers Ag8&RA), through its Belgrade Head office
and 12 branch offices throughout Serbia. It becapsgational as of 1 January 2005.

1086. The following entities are registered in the Registl) Entrepreneurs; 2) Partnerships; 3)
Limited Partnerships; 4) Limited Liability Compansjes) Joint Stock Companies; 6) Cooperatives
and Cooperative Unions; 7) Representative Offidefomign legal entities; 8) Other entities the
registration of which is regulated by a separate la

1087. The Reqgister shall register the founding, mergind germination of a business entity, any
changes in status and legal form, reorganisatiora @farticular business entity, data on the
business entity which are relevant for legal traheas, data related to liquidation proceedings,
bankruptcy proceedings and other data determindaviy

1088. The Register contains the following data aboutrirss entities (article 6):
1) — 9) Name, address of head office, date and einieundation, date and time of changes, number
of registration, tax identification number, form ofganisation, code and description of principal
activity, numbers of accounts in the bank
10) Registered name, legal form, registered oftioe registration number of the founder if the
founder is a legal entity, or alternatively the maamd personal number of the founder if the founder
is a natural person for business entities
11) Name and personal number of the Director and&mbers of the Board of Directors, depending
on the legal form of organisation
12) name and personal number of the legal repratbesntind limits of his authority
13) subscribed, paid and invested of the businetity.e

1089. Applications for the foundation of business entitisclude inter alia proof of identity of the
founders (ID or passport photocopy of a naturasqeior extract from the register where the legal
entity is registered), act of foundation with déetl signatures of the founders, decisions on
nomination of a representative if he/she. is nqioated in the foundation act and its certified
signature (Chapter IV — Registration applicationsf-the Law on the Registration of Business
Entities).

1090. The Register also contains changes of registertad (daticle 6.6 of Law on Registration of
Business Entities). Entities are requires to repbenges — including changes of representative,
accession/withdrawal of founder for partnershipsyited partnership and limited liability
company), capital changes — within 15 days fromdéng of the occurrence of the change. Failure
by the legal entity to timely register changes umiphable for economic misdemeanour (up to
200.000 RSD) and the responsible person is punisitada fine of 70,000 RSD (Article 79 of the
law on the registration of business entities).

1091. Along with the application for the registration ohange of the registered office of the
company (limited liability company and joint stodompany), a decision of the competent
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company body on change of registered office isatelbmitted. The Register registers changes in
the membership of a limited liability company. Atpwith the application for registration of a
change in the membership, the contract on transffehe share must be submitted with the
certified signatures of the transferor and acquifethe share and if there is a new member is
acceding to the company, then proof of identitytfar new member (copy of ID or passport for a
natural person and/or certificate of registrationfbreign legal entities).

1092. The identity of the transferor and acquirer of #ygeement on the transfer of share, and the
authority for signing and certification of the agneent are determined by the authorities in charge
of signature certification, which are the courts municipalities, in accordance with the
procedures and requirements prescribed by the Laartification of Signatures, Scripts and
Copies (Official Gazette of RS 39/93).

1093. The Register does not register founders or chaimgskareholders in a joint stock company.
The provision contained in Article 207.1 of Law @usiness Companies prescribes that a
shareholder, in relation to a joint stock compang third parties, is a person who is registered as
such in the Central Registry of Securities, in adance with the law regulating the securities
market. By virtue of Article 2.15 of Law on Secig& Market the Central Registry of Securities —
among other things — conducts activities relatetheounique records on the lawful holders of
securities and other financial instruments and ba tights related to these securities or
instruments, and on rights of third parties reldtethe securities.

1094. A limited liability company may have a Director @Board of Directors (Article 153. of Law
on Business Companies). A joint stock company rhasge a Board of Directors (Article 307.2 of
Law on Business Companies). The Register of Busi@gities registers changes in the Director
or Board of Directors of limited liability comparsigor in the Board of Directors of joint stock
companies.

1095. Along with the application for registration, thectk#on of the competent company body must
be submitted concerning the discharge of the cudieactor/chairman and members of the Board
of Directors and on the appointment of a new dichairman and members of the Board of
Directors and the certified signature of the conypapresentatives.

1096. The evaluation team has not received any informatio measures taken to ensure that the
data is accurately kept in the Register nor ontsameapplied so far. Furthermore, the evaluators
were advised that fictitious companies existingerbia are an issue for the country’s AML/CFT
efforts. This raises particular concerns on thatigd ease of establishment of fictitious companies
and legal/practical deficiencies of preventionwtlsa practice.

1097. As regards non profit legal entities, there is eotal system for registration and these are
registered either in the Register of associatisasial organisations and political organisations; i
the Register of associations and social organissitim the Register of foreign associations or in
the Register of Legacies, Foundations and Fungsmnding on the legal basis according to which
they operate. Aspects regarding registration requénts of these entities are further discussed in
section 5.3 of this report, however it is underdttimat the laws and mechanisms in place do not
require adequate transparency concerning the l@deiwvnership and control of non profit legal
entities beneficial ownership as defined in the FAecommendations is not registered.

Timely access to adequate, accurate and currewotrimition on beneficial owners of legal persons
(c.33.2)

1098. The registration of business companies is basedngrather principles, also on the principle
of publicity according to which data contained Ire tRegister shall be available to interested
parties without any proof of legal interest, and grinciple of accessibility, according to which
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access to the Register is provided online and freroprescribed ways, for the purpose of
registration, access to data contained in the Regind issuance of extracts from the Register
(Article 3.1 Items 1 and 5 of the Law on Registratof Business Entities).

1099. The Registrar does not verify the accuracy of datahe authenticity of the documents
submitted together with the application for region (Article 22.2 of Law on Registration of
Business Entities).

1100. The Registrar is required to issue the decree poop the registration request within 5 days
from the receipt of the registration applicatiordda insert the registration without delay in the
register (Article 25). The registered data is palid on the website of the Agency on the same
day of issuance of the decree which grants theestdguom the registration application (article
31).

1101. Also, upon request of an interested person and eaof the corresponding fee, the Registrar
issues within 2 days from a request, an extrath®fregistered data with copies of the document
on the basis of which registration was effectetidlar12).

1102. As regards non profit legal entities, the inforroatiavailable to the evaluation team did not
enable to demonstrate that the mechanism in plagare that information registered is adequate,
accurate and up to date nor that competent au#dte able to obtain in a timely fashion such
information on the beneficial ownership and contiflhese entities.

Prevention of misuse of bearer shares (c.33.3)
1103. Companies cannot issue bearer shares (Article 2ived.aw on Business companies).

Additional element — access to information on hieiafowners of legal persons by financial
institutions (c.33.4)

1104. Financial institutions have access to informatigailable on-line or upon request (article 12
of the Law on the Registration of Business enijties

5.1.2 Recommendations and comments

1105. The Serbian authorities should:

* review the existing registration mechanisms in @land take legislative and other measures to
ensure that registered information includes aceumtd up to date details on beneficial
ownership and control, as defined under the FATEoORenendations, for all legal persons and
that such information is available to competenhaitities in a timely fashion;

e strengthen preventative measures for deterring ftbm practice of setting up fictitious

companies.
5.1.3 Compliance with Recommendation 33
Rating Summary of factors underlying rating
R.33 PC * The existing system does not achieve adequatepaestscy
regarding the beneficial ownership and control bflegal
persons

* Relative ease with which fictitious companies caa|b
established hinders the authorities’ AML/CFT eféort
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* It is not demonstrated that competent authoritiesadle to
obtain adequate, accurate and current informationthe
beneficial ownership and control of non profit legatities

5.2 Legal Arrangements — Access to beneficial ownershignd control information
(R.34)

5.2.1 Description and analysis

1106. Domestic trusts cannot be established in Serbia.

1107. Serbia has not signed the Convention on the Lawliégdge to Trusts and on Their
Recognition (1 July 1995, the Hague). The authesigxplained that in theory foreign trusts could
carry out business operations pursuant to the LawBosiness Companies (Article 3) which
enables foreign companies to establish a brancheyister it according to the law on registration
of business entities. Branches are not endowed lefihl entity status, but may conclude and
execute contracts. To their knowledge, there ardonsign trusts operating in Serbia nor have
they received any request for the establishmestcd activities.

1108. As far as opening a bank account, in the view trlaocutors, trusts — theoretically — can open
a bank account. According to the legal provisiofmeign investment funds, international
institutions (such as the World Bank, IMF and Ewap Agency for Reconstruction and
Development) are legal entities which may not baldshed in the Republic of Serbia, but have
the right to own bank accounts and perform findricensactions. Examiners presume that legal
arrangements such as trusts and company servicel@re do not belong to the category of such
‘foreign investment funds'’.

1109. The Recommendation 34 is therefore not applicabthe context of Serbia.

5.2.2 Recommendations and comments

1110. Recommendation 34 does not appear to be appliealieists cannot be established in Serbia.
Nevertheless, given the uncertainty of foreigntgusgperating in Serbia, the Serbian authorities
should consider satisfying themselves that fordigists do not operate in the country having
registered themselves as branches of foreignutistits.

5.2.3 Compliance with Recommendation 34
Rating Summary of factors underlying rating
R.34 N/A Recommendation 34 is not applicable
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5.3 Non-profit organisations (SR.VIII)
Legal framework

1111. The AML/CFT Law defines ‘Non-profit organisations$ ‘associations, institutions, institutes
and religious communities founded in accordancé Vetv and primarily engaged in non-profit
activities’.

1112. The applicable laws and regulations constitutirgglégal framework governing the formation,
registration, operation and dissolution of varityses of non profit organisations in Serbia are the
following:

- Constitution of Serbia,

- Law on social organisations and civil associatigrgs2)*®

- Law on association of citizens in associations, isdo@rganisations and political
organisations established for the Territory of Surialist federal Republic of Yugoslavia
(1990)%°

- Law on registration of public organisations andl@ssociations

- Law on Legacies, Foundations and Funds of the RigpafbSerbia (1989)

- Regulation on registration of public organisatiansl civil associatiori&

- Rulebook on the manner of maintaining the registerssociations, social organizations and
political organizations established for the tergitof the Socialist Federative Republic of
Yugoslavia and the form in which the register i®¢omaintained*

- Law on Movement and Sojourn of Foreigriérs

1113. The evaluators were not provided with all relevanavisions, but were informed that as such
the authorities considered that the current legahéwork was out of date and that requirements
under the above-mentioned laws were not harmonised.

5.3.1 Description and analysis

Review of adequacy of laws and regulations (c.Mlll.

1114. Serbia has not reviewed the adequacy of domesti dad regulations that relate to non profit
organisations aimed at identifying the features typks of NPO-s that are at risk of being
misused for terrorist financing by virtue of theictivities or characteristics nor has conducted
periods reassessments by reviewing new informaiioithe sector’s potential vulnerabilities to
terrorist activities.

Outreach to the NPO Sector to protect it from TastoFinancing Abuse (c.VIII.2)
1115. Serbia has not taken any outreach measures toaa@eeness in the NPO sector about the
risks of terrorist abuse and to promote transparemccountability, integrity and public

confidence in the administration and managemeatl PO-s.

Supervision or monitoring of NPO-s that account $agnificant share of the sector’'s resources or
international activities (c.VIII.3)

188 Official Gazette of the Socialist Republic of Sartno. 24 /82, 39/83 - correction, 17/84, 50/88/85, 12/89
and Official Gazette of the Republic of Serbia, 5393, 67/93, 48/94, 101/2005 — and 51/2009
189 Official Gazette of the SFRY no. 42/90 and Offid@azette of FRY no. 16/93, 31/93, 41/93, 50/93924
28
10 RS Official Gazette Nn0.57/2009
1 Official Gazette of the SFRY no.45/90 and RS O#fictazette no.51/2009.
172 Official Gazette of SFRY, no.56/80, 53/85, 30/28/90 and 53/91, Official Gazette of FRY, no.24/94,
28/96, 68/02 and the Official Gazette of RS ndl/086
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Information maintained by NPO-s and availability to the public thereof (c.VIIl.3.1)

1116. The evaluators have not seen any provisions whicildv require NPO-s to maintain
information on the purpose and objective of théatesd activities and on the identity of persons
who own, control or direct their activities, inclag senior officers, board members and trustees,
nor which ensure that such information is publeilable.

1117. Given the limited information received, it is namdonstrated that the authorities have taken
adequate measures to supervise or monitor NPO-ghvaacount for a significant portion of the
financial resources under control of the sector asdbstantial share of the sector’s international
activities.

Measures in place to sanction violations of overdigjrules by NPO-s (c.VII1.3.2)

1118. Pursuant to the Constitution, secret and paramyjligssociations are prohibited, and the
Constitutional Court may prohibit the work of arsasiation’s activities which aim at violent
overturn of the constitutional order, violation gliaranteed human and minority rights or
fomenting racial, national or religious hatred.

1119. Sanctions can be imposed under the 1990 Law oriatisos for instance if an organisation
begins functioning before its registration or ihés not informed the register of changes subpect t
registration requirements or under the Law on tegisn of public organisations and civil
associations for non compliance with registratiequirements (Section VII, Penal provision).
Regretfully, the evaluation team was not provideth sufficient information demonstrating that
Serbia has appropriate measures in place to sangotations of oversight measures or rules by
NPO-s or persons acting on behalf of NPO-s, ordshah measures have been effectively applied
in practice.

Licensing or Registration of NPO-s and availabilityof this information (c.VI11.3.3)

1120. Pursuant to Article 55 of the Constitution of theepRblic of Serbia, associations are
established without prior consent required, by @edmtered into the register kept by a state
authority according to the law. The following regis are in place in Serbia:

* The Reqister of associations, social organisatem$ political organisationgestablished
pursuant to the 1990 Law on Association of Citizdns Form Associations, Social
Organisations and Political Organisations Establisim the Territory of the SFRY) is kept
by the Ministry of Public Administration and Locaélf-Government

*  The Register of associations and social organissi{@stablished pursuant to the 1982 Law
on Social Organisations and Civil Associationapt by the Ministry of Interior since 2006

 The Reqister of foreign associatiofestablished pursuant to the Law on Registratibn o
public organisations and civil associations): Thenistry of Foreign Affairs issues
certificates required for establishing foreign &sstons in the Republic of Serbia, keeps the
records and submits them to the Ministry of Interio

* The Register of Legacies, Foundations and Fiessblished pursuant to the 1989 Law on
Legacies, foundations and funds).

1121. The Register of associations, social organisatiamd political organisations kept by the
Ministry of Public Administration and Local Self-@&nment records over 14.000 civil
associations and social organisations. As for oreissociations, the evaluation team was told
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that more than 14,000 foreign NGOs representatiagisbeen recorded by the Ministry of Foreign
Affairs as of May 2009.

1122. The Law on registration of public organisations ail associations sets out that registration
of social organisation, citizens’ associations fattkrations is compulsory (article 23).

1123. Article 3 of 1990 Law on Association sets forth thigigation of an organisation to abide by
the Constitution and laws in its work; the work af organisation is public and only in
extraordinary cases can the public be excluded ftsrwork, as regulated by the organisation’s
Article of association. In addition, pursuant te provisions of the same Atrticle, the organisation
is bound to allow inspection of the activities itdertakes to achieve its objectives and pursue its
tasks by the competent authority, as well as ingpeof acquiring and utilizing the funds it has,
within the limits prescribed by the Constitutiorddaws.

1124. Pursuant to Article 11 of the 1990 Law on Assooiadi, associations are bound to submit the
application to the Register within 30 days of tharorporation and have no right to act before
they are entered into the Register. The MinistryPafblic Administration and Local Self-
Government is the authority responsible for suémgi the implementation of the requirements.

1125. The Register contains an organisation’s name, texgis seat, objectives and forms of internal
organisation, membership in an international orggion and its name. In case the organisation
does not have a business address, it includes ddeesses of the persons representing the
organisation. Should there be a change, the orgfzorisis bound to notify the Register within 30
days (Article 16 of Law on Association).The datéeeed into the Register is public.

1126. With regard to acquiring and utilizing funds avhl& to civil associations and social
organisations, including the funds received frorathar country at whatever basis, the authorities
advised that the same regulations apply as foro#mgr legal entity in the Republic of Serbia and
that supervision of the implementation of thesaul&gpns is within the scope of the Ministry of
Finance (Article 6 of the Law on Ministries).

1127. The Ministry of Foreign Affairs only records for@ignon-government organisations (NGOSs),
and has no possibility to monitor, supervise andtrod their work and activities. Concerning the
rules of recording foreign NGOs, authorities infednthe examiners that currently a non-
enforceable document 'governs' the procedure. Dtileet fact that the new Law on Associations
still has not been adopted, the Ministry of Foreddfairs issues the certificates of the records for

the purposes of regulating the status of NGOs hedtay of their representatives in the Republic
of Serbia.

Maintenance of records by NPO-s, and availabildyappropriate authorities (c.VI111.3.4)

1128. The limited information received does not demorstthat there are clear requirements in
place for NPO-s to maintain, for a period of astefave years, and make available to appropriate
authorities, records of domestic and internatidmahsactions that are sufficiently detailed to

verify that funds have been spent in a manner stergi with the purpose and objectives of the
organisation.
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Measures to ensure effective investigation andagatt of information (c.VIIl.4)

Domestic co-operation, coordination and informationsharing on NPO-s (c.VIIl.4.1); Access to
information on administration and management of NPGs during investigations (c.VIil.4.2);

Sharing of information, preventative actions and iwestigative expertise and capability, with
respect to NPO-s suspected of being exploited fagrtorist financing purposes (c.VIl1.4.3)

1129. The evaluation team was not provided with informatidemonstrating that Serbia has
implemented measures to ensure that they can igécinvestigate and gather information on
NPO-s.

Responding to international requests regarding N$*©points of contacts and procedures (c.VIIL.5)

1130. The evaluation team was not provided with informatidemonstrating that Serbia has
identified appropriate points of contact and praged to respond to international requests for
information regarding particular NPO-s that arepsased of terrorist financing or other forms of
terrorist support.

5.3.2 Recommendations and comments

1131. The evaluation team could not explore the compégxme of NPO-s in Serbia in the absence
of sufficient information. The lack of transparermyparently features the threefold system. The
necessity of reviewing and re-regulating the reghms been recognised by the authorities and
was pointed out during the on-site visit by varittsrlocutors.

1132. The evaluation team was advised by authoritiesttieaGovernment of the Republic of Serbia
approved a draft Law on Associations prepared ey Nfinistry for State Administration and
Local Self-Government on 28 May 2009, and submittéal adoption to Parliament.

1133. Authorities should:

* conduct a review of the adequacy of domestic lawgsragulations that relate to NPO-s for
the purpose of identifying the features and typeNPO-s that are at risk of being misuses
for FT and conduct periodic reassessments by révipwew information on the’ sector’s
potential vulnerabilities to terrorist activities

* reach out to the NPO sector with a view to protectihe sector from terrorist financing
abuse. This outreach should include: i) raisingranass in the NPO sector about the risks of
terrorist abuse and the available measures togiratginst such abuse; and ii) promoting
transparency, accountability, integrity, and pubtdienfidence in the administration and
management of all NPO-s.

» take measures to promote effective supervisionamitoring of NPO-s which account for a
significant portion of financial resources undenirol of the sector and a substantial share of
the sector’s international activities

» review the legal framework to ensure that:
a) NPO-s maintain information on purpose and objeaif their stated activities and on the
identity of the persons who own, control or dirair activities, including senior officers,
board members and trustees and that such informiatjpublicly available

b) all NPO-s are adequately registered and thairnmdtion is available to competent
authorities
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c¢) record keeping requirements for NPO-s includsomés of domestic and international
transactions sufficiently detailed to verify thantls have been spent consistently with the
purpose and objectives of the organisation and kaep data for a period of at least 5 years
d) there are measures in place to sanction violatid oversight measures or rules by NPO-s
or persons acting on behalf of NPO-s

 implement measures to ensure that competent atisodan effectively investigate and
gather information on NPO-s as listed in critefidil.4

* identify appropriate points of contacts and proceduo respond to international requests for
information regarding particular NPO-s that arepsesed of terrorist financing or other
forms of terrorist support.

5.3.3 Compliance with Special Recommendation VIl
Rating Summary of factors underlying rating
SR.VIII NC * No review of adequacy of laws and regulations

* No outreach to the NPO sector

* No measures to promote effective supervision oritoong
of NPO-s which account for a significant portionfiofancial
resources under control of the sector and a suiztahare of]
the sector’s international activities

* NPO-s are not required to maintain information lom itlentity
of persons who own, control or direct their aciest

* Lack of appropriate measures in place to sanctiotations
of oversight measures or rules by NPO-s or peraohsg on
their behalf

* No requirements to record necessary informatiod@nestic
and international transactions

* No implementation of measures to ensure that atit®rcan
effectively investigate and gather information oRQ¢s

e Contact points and procedures to respond to iniems
requests for information regarding particular NP8ave not
been identified
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6 NATIONAL AND INTERNATIONAL CO-OPERATION

6.1 National co-operation and co-ordination (R. 31 & R32)

6.1.1 Description and analysis

Legal Framework

1134. Relevant acts in this context include: the AML/CE&w, the National Strategy against
Money Laundering and Terrorism Financing on 25 Smper 2008° the decision of the
Government to establish a Standing Co-ordinatioou@rfor Monitoring the Implementation of
the National Strategy against Money Laundering Bedorism Financing (9 April 2009}* the
Memorandum of Understanding between the NationakB# Serbia and the Administration for
the Prevention of Money Laundering.

Recommendation 31

Effective mechanisms in place to co-operate, ané@revtappropriate, co-ordinate domestically
concerning the development and implementation dfcipe and activities to combat money
laundering and terrorist financing (c.31.1)

1135. Following the adoption of the first mutual evaleatireport, the Government of Serbia had
formed on 18 August 2005 a Permanent Coordinatiraysbringing together representatives of
the FIU, Tax Administration, Customs Administratidforeign Currency Inspectorate, Ministry
of Interior, Ministry of Justice, Supreme Court B&rbia, District Prosecutor’'s Office, State
Prosecutor's Office, National Bank, Securities Cdasion. The task of this Group was to
develop an action plan for implementing the recoma¢ions from the previous mutual
evaluation report and to monitor activities andparge necessary AML/CFT measures to relevant
state authorities. The Group participated/ assigtethe drafting of a number of laws (e.g.
Criminal Procedure Code, Criminal Code, Law on §ireent Funds, Law on Banks, AML/CFT
Law, etc).

1136. At of the time of the visit, policy level co-orditlen and co-operation and co-ordination
between all the agencies involved in the AML/CFioe$ was undertaken through the Standing
Co-ordination Group for Monitoring the Implementattiof the National Strategy against Money
Laundering and Terrorism Financing which had bestatdished by a Government decision of 9
April 2009.

1137. The Government decision provides that the taskkeoStanding Group are:

a) to monitor the implementation of the National St against Money Laundering and
Terrorism Financing;

b) to propose measures to the competent authoritiegrbancing the system for combat
against money laundering and terrorism financing tanimprove cooperation and information
exchange among the authorities;

c) to present opinions and qualified technical expiana to the competent state authorities
and

d) to streamline positions and facilitate the paratipn of the Republic of Serbia delegations
in international organizations and internationatafanvolved in the prevention of money
laundering and terrorism financing.

'”® RS Official Gazette No 89/08.
74 An Action Plan was adopted on 16 October 2009cavers the period 2009-2013.
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1138. This Standing Group is a consultative —advisoryybooimposed of 21 officials of relevant
state institutions competent for AML/CFT mattersafidnal Bank, the Securities Commission, the
APML, the Customs Administration, the Tax Admington, the Foreign Exchange Inspectorate,
the Ministry of Justice, Ministry of Interior, th®ecurity Information Agency, Military Security
Agency and the Military Intelligence Agency) as asd of judges of the Supreme Court of Serbia
and deputy public prosecutors. The Standing Grauphiaired by the State Secretary of the
Ministry of Finance and its Secretariat is ensurgdhe APML staff. It has three vice-chairmen:
the State Secretary of the Ministry of Justice, $ti@te Secretary of the Ministry of Interior and
the Director of the APML.

1139. Representatives of other competent authoritiescaganisations — e.g. obligor associations
— as well as experts in various fields who may d&sked with delivering expert opinions in
relation to specific issues may also take paméwork of this group.

1140. The decision does not provide further details anrégularity of meetings of the Standing
Group nor any obligations in that respect. The @tanCoordination Group is required to report
on its work to the Government every 90 days asramuim.

1141. It was noted that this body was established 7 nmafter the adoption of the Strategy and
held its first meeting shortly before the on-sitsitvof the evaluation team, which focused
primarily on the evaluation process’ aspects.

1142. The establishment of the current mechanism at ypdbwel is a positive step forward,
however at the time of the visit, it was too eadynote any direct results (policy and legal
proposals) stemming from the activity of this Grokprthermore, the decision of the Government
does not include any details regarding the regylaof its meetings. Thus the effective
functioning of the Group and the implementation amgrovements emanating from the work
undertaken by this group will need to be measured.

1143. The AML/CFT law also includes a number of provisarquiring relevant States bodies
and agencies to cooperate and provide specifictdatee APML and information deriving from
their supervisory functions, if they establish dertify, while executing tasks within their
competence, facts that are or may be linked to METa

1144, Agreements on co-operation have been signed byAtministration for Prevention of
Money Laundering with the National Bank of Serbimalavith the Customs Administration. The
evaluation team has not received these documenigver meetings on site confirmed that co-
operation on the basis of these agreements wasaésfactory.

1145. The authorities indicated that in certain casethainitiative of the Administration or other
state authorities (Ministry of Interior, Prosectdooffice, Tax Administration, National Bank)
task forces are formed in order to process a cageaniore efficient and comprehensive manner.

1146. As regards operational co-operation, all interlocsitmet by the evaluation team indicated
that there was definitely room for improvement,udio they acknowledged that in certain cases
the situation had seriously improved in the pasiry&ith a number of successes in handling
specific cases. In particular, it is worth mentmnithat all operational bodies, supervisory
authorities and the APML have formally appointeadson officers in order to facilitate such co-
operation and depending on the body concerned, affickrs are at the level of heads of service
or department. The evaluation team remained urgeintpression that in certain cases such co-
operation was successful particularly due to peaxkoontacts situations rather than to the existing
formal mechanisms and procedures in place. Thisalg reflected in the number of
recommendations formulated in the National Stratezparding operational co-operation. The
authorities should thus ensure that these recomatiend are speedily implemented.
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Additional elements — Mechanisms for consultatietwleen competent authorities and the financial
sector and other sectors (including DNFBP)

1147. Consultations between the authorities and the &iasector representatives may take place
through the Standing Group as representativesoéégsional organisations may be invited to take
part in the work of this Group. The evaluation teanmterstood that dialogue with the Bank’s
association was taking place. The authorities shavertheless consider ensuring that this
mechanism — or others — provide for an adequatiopta for consultation with the financial
sector and DNFBP-s.

Review of the effectiveness of the AML/CFT systamsa regular basis (Recommendation 32.1)

1148. The authorities indicated that they have reviewed éffectiveness of the system for
combating and money laundering in the context efpgteparation of the National Strategy against
Money Laundering and Terrorism Financing which weefted in the course of 2007 and adopted
on 25 September 2008. Further reviews would be rtedEn under the scope of activities of the
Standing Co-ordination Group, responsible for manmig the implementation of the strategy.

1149. The Strategy provides that the recommendationsrihdlates shall be further developed in
an Action Plan which will provide for the respornikiles of all bodies referred to in the strategy
as well as the relevant deadlines, however atithe of the on-site visit, this action plan had not
been adopted. The Strategy further provides tleatebommendations will be implemented within
five years from the date of its adoption. Consiugrihis long time frame, the evaluation team
recommends nevertheless that the authorities stommduct an on-going analysis of the risks of
ML/FT to be able streamline the AML/CFT strategyl afforts as necessary.

Recommendation 30 (Policy makers — Resources, sifinal standards and training)

1150. Beyond general data received, the Serbian autb®ritave not provided any details on the
allocation of other resources used to set up anidtaia the AML/CFT system on the policy
level. No information was available on training pblicy makers. Professional standard
requirements are set out in the law on civil setwvamd other relevant internal normative acts and
codes on professional standards. Thus it was notodstrated that requirements under
Recommendation 30 for policy makers of competetitaities are met.

6.1.2 Recommendations and Comments

Recommendation 31

* The effective functioning of the Standing Monit@irGroup should be ensured and the
implementation and improvements emanating fromatbek undertaken by this group should be
measured.

* The Serbian authorities should speedily impleméet tecommendations under the National
Strategy aimed at improving the operational co-afi@n between competent state bodies and
agencies.

*  The authorities should give more emphasis to ctatsohs and feedback to the financial sector
and consider establishing formal mechanisms to renan adequate consultation also with
DNFBP-s.
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Review of the effectiveness of the AML/CFT systemsa regular basis (Recommendation 32.1)
1151. The Serbian authorities should:

* undertake an on-going analysis of the risks of ML(ffulnerabilities, sectors at risk, trends, etc)
to streamline its AML/CFT strategy and efforts asessary;

*  pursue current efforts and develop the strategiccaflective review of the performance of the
AML/CFT system as a whole.

Recommendation 30 (Policy makers — Resources, psifinal standards and training)
*  The Serbian authorities should satisfy themselles there are adequate resources allocated to

set up and maintain the AML/CFT system on the polievel and that policy makers are
appropriately skilled and provided with relevatiting.

6.1.3 Compliance with Recommendations 31 and 32 (criteB®.1 only)
Rating Summary of factors underlying rating
R.31 LC » The existing operational co- operation mechanisegsinmproving

 The effectiveness of the policy co-operation undee Standing
Coordination Group could not be assessed giverdent establishmer

—*

6.2 The Conventions and United Nations Special Resoluoins (R. 35 and SR.I)

6.2.1 Description and analysis

Ratification of AML Related UN Conventions (c. RL3&nd of CFT Related UN Conventions (c. SR
1.1)

1152. The Republic of Serbia has signed and ratified ienna ConventioH®, the Palermo
Convention and its additional protocBfsand the Terrorist Financing Conventitn The MEQ
contained no information on the implementation lné relevant conventions and UN special
resolutions in respect of R. 35 and SR.I.

Implementation of Vienna Convention (Articles 3-18,,17 & 19, c. R. 35.1)

1153. Serbian legislation has implemented most provisifnthe Palermo Convention. The level
of implementation of the above-mentioned provisioermains subject to findings and limitations
as set out in section 2 and 6 and its effectiveisess certain cases, hampered by the fact tleat th
legislation has only recently entered into force.

Implementation of Palermo Convention (Articles 30516, 18-20, 24-27, 29-31 & 34, c. R 35.1)
1154. Serbian legislation has implemented most provisifnthe Palermo Convention. The level

of implementation of the above-mentioned provisioermains subject to findings and limitations
as set out in section 2 and 6 and its effectiveisess certain cases, hampered by the fact tleat th

175 Official Gazette of SFRJ, International Contrad#/90
178 Official Gazette of SRJ, International Contracts, 82001 dated 27 June 2001
Y7L aw on confirming the international conventionsammbating terrorism financing, SFRY Official Gaeet
International Contracts, 7/2002
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legislation has only recently entered into forceldional measures are required in order to
implement article 31.

Implementation of the Terrorist Financing Convent{drticles 2-18, ¢c. R 35.1 & c. SR. |.1)

1155. Serbian legislation has implemented most provisiohghe FT Convention. The level of
implementation of the above-mentioned provisiomsaias subject to findings and limitations as
set out in section 2 and 6 and its effectivenesiisertain cases, hampered by the fact that the
legislation has only recently entered into force.

Implementation of UNSCRs relating to Prevention &ngpression (c. SR.I.2)

1156. As outlined under the analysis of compliance wiR.I8, Serbia’s implementation of the
United Nations resolutions relating to preventiom suppression of FT is inadequate. There are
no specific laws, regulations or other measureplace which cover comprehensively the
requirements contained in S/RES 1267 (1999) arslitsessor resolutions and 1373 (2001).

Additional element — Ratification or Implementatimfrother relevant international conventions

1157. Serbia has ratified in 2004 the Council of Europ8d Convention on Laundering, Search,
Seizure and Confiscation of the Proceeds from CiKteasbourg Convention) and in 2009 the
Council of Europe Convention on Laundering, Sea8#izure and Confiscation of the Proceeds
from Crime and on the Financing of Terrorism (Wars@€onvention). Other international
conventions ratified include: Convention on Cybiner (Official Gazette of RS — international
treaties No. 19/09); the Additional Protocol to t@envention on Cyber Crime Concerning the
Criminalisation of Acts of a Racist and Xenopholdature Committed through Computer
Systems (Official Gazette of RS — internationalaties No. 19/09), the Council of Europe
Convention on the Prevention of Terrorism (Officdazette of RS — international treaties No.
19/09), the Protocol on Amendments to the Europ€amvention on the Suppression of
Terrorism (Official Gazette of RS — internationa¢dties No. 19/09), the Council of Europe
Convention on Action against Trafficking in HumaneiBgs (Official Gazette of RS -
international treaties No. 19/09), the Council afrépe Criminal and Civil Law conventions on
corruption and the UN Convention against Corrup{iderida Convention).

6.2.2 Recommendations and comments

Recommendation 35

»  The Serbian authorities should take additional mmesssto address the deficiencies identified in
sections 2 and 6 which are also relevant in theestrof implementation of specific articles of
the Conventions as well as to ensure the effedtmplementation of the newly adopted
legislation. Additional measures are required ideorto implement article 31 of the Palermo
Convention.

Special Recommendation |

1158. The same recommendations on criminalisation of FfEnoe as well as on further
improvement of freezing and confiscation mechanianesreiterated in this context. In particular,
Serbia should:

. Define the FT offense in line with the definitiohthe offense in the FT Convention;
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 Putin place adequate measures to fully addressethérements under S/RES 1267 (1999) and
successor resolutions and S/RES 1373 (2001)

6.2.3 Compliance with Recommendation 35 and Special Regemdation |
Rating Summary of factors underlying rating
» Insufficiencies in the effective implementation thie Conventions
R.35 LC due to certain deficiencies (e.g. application ohfizzation and

provisional measures, training, preventive meagwed recent entry
into force of a number of legal acts

* FT not defined in line with the definition of théf@&nce contained in th
FT Convention

» Serbia’s implementation of S/RES/1267(1999) and ceassor|
resolutions and S/RES/1373(2001) is inadequate

4]

SR.I PC

6.3 Mutual legal assistance (R. 36-38, SR.V)

6.3.1 Description and analysis

Legal framework

1159. According to article 16 of the Constitution of tRepublic of Serbia, generally accepted rules
of international law and ratified internationaldties are an integral part of the legal systenmén t
Republic of Serbia and are applied direcBatified international treaties must be in accoogan
with the Constitution and laws and other genertd awst not conflict with ratified international
treaties and generally accepted rules of internatimw.

1160. In addition to the Vienna, Palermo and Strasbouogv€ntions, Serbia has also ratified a
number of conventions governing mutual legal assc# in criminal matters and extradition,
among which: the Council of Europe Convention orthdiliAssistance in Criminal Matters (ETS
No. 030) and its two additional protocols, the Exgan Convention on Extradition (ETS No. 024)
and its two additional protocols, the European @oion on Transfer of Sentenced Persons and
the 1997 additional protocol, the European Conweentin the International Validity of Criminal
Judgments, the European Convention on the Traakf@roceedings in Criminal Matters.

1161. Furthermore, Serbia concluded 35 bilateral treatigs 29 countries related to mutual legal
assistance in criminal matters, some of which cosdérforms of MLA while others cover
specifically certain aspects of legal assistanceexiradition or the enforcement of foreign
criminal judgments.

1162. In the absence of an international treaty or wlemtain aspects are not regulated by treaty,
mutual legal assistance is extended in conformitly the provisions of the following acts:
«  Law on Mutual Legal Assistance in Criminal Mattérsforce from 28 March 2009Y®
e  Criminal Procedure Code (which provides for theedirapplication of the Strasbourg
Convention (CETS No. 141) and of the Vienna Coneanin relation to criminal offences
with elements of organised crimé}®

178 Official Gazette of RS No. 19/09. At its entryadnfiorce, this law abrogated the provisions of thiamial
Procedure Code related to mutual legal assistandeeatradition, that is Chapter XXXIlI - Proceduie
international legal assistance and enforcementtefiational treaties in criminal matters (artick®9-538) and
Chapter XXXIII — Proceedings for extradition of datlants and convicted persons (articles 539-555).
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 Law on Seizure and Confiscation of the Proceeds f@ime (in force from 4 November
2008)*® in relation to specific criminal offences, amongigh money laundering (Article
231(2) CC when the amount of money or property edse1500 000 RSD) and the financing
of terrorism (Article 393 - if the material gaincagred from crime, that is the value of
objects acquired from crime exceeds 1500 000 RSD).

Recommendation 36
Widest possible range of mutual assistance (¢.36.1)

1163. Serbia is able to provide a broad range of mutegall assistance both on the basis of the
provisions of internationally ratified treaties aado in the absence of such treaties, based on the

provisions set out in the national legislation.plarticular, the following forms of mutual legal
assistance may be provided.

1164. As defined in articles 2 of the MLA Act, mutual Egassistance forms include: extradition of
defendants or convicted persons, execution andfaamf criminal proceedings, execution of
foreign criminal judgments as well as other formsnoitual assistance, which are listed in article
83 as follows:

a) Conduct of procedural activities such as issuingsihnmonses and delivery of writs,
interrogation of accused persons, examination dhegses and experts, crime scene
investigation, search of premises and persons,dmanpseizure of objects,

b) Implementation of measures such as surveillance tapging of telephone and other
conversations or communications as well as phopbgng or videotaping of persons,
controlled deliveries, provision of simulated besia services, conclusion of simulated
legal business, engagement of undercover investigaitomatic data processing,

¢) Exchange of information and delivery of writs arabes related to criminal proceedings
pending at the requesting party, delivery of daithout the letter rogatory, use of audio
and video-conference calls, forming of joint invgative teams;

d) Temporary surrender of a person in custody for glhepose of examination by the
requesting party’s competent body.

1165. National judicial authorities can also transmitheitit letter rogatory information relating to

known criminal offences and perpetrators to foreigmpetent authorities if it is considered of
use to criminal proceedings conducted abroad (@@ig MLA Law).

1166. Under the CPC's special provisions governing prdoegs of organised crime criminal
offences, the Public Prosecutor may request thepetent state authority, bank or another
financial institution to conduct the audit of mamagent of certain persons and to deliver to him
the documentation and data that may be used asregdabout a criminal offence or property
acquired through the commission of a criminal offgnas well as the information on suspicious
financial transactions with regard to the 1990 Gumion on Laundering, Search, Seizure and
Confiscation of the Proceeds from Crime (articlet 3). Controlled deliveries may also be
conducted, in accordance with article 11 of thenWiee Convention, in agreement with interested
countries and in accordance with the principleegiprocity (article 504 o).

1167. In addition, in the absence of an internationakagrent, the provisions set out in Chapter V
of the Law on Seizure and Confiscation of the Pedsdrom Crime enable to extend assistance to
trace proceeds from crime, to ban their disposad, ta temporarily and permanently seize the

17 Official Gazette of SRJ No. 70/2001 and 68/2002 &@fficial Gazette of RS No. 58/2004, 85/2005,
115/2005 — other law and 49/2007

180 Official Gazette of RS No. 97/2008
254



proceeds (article 51) derived from criminal offema®vered by this act, including the specific
forms of offence of money laundering and terrorfsrancing*®*

1168. It has to be pointed out however that Serbia hadenaareservation to article 21(2) of the
Strasbourg Convention according to which the seraitcjudicial documents by post channels or
through the consular authorities shall only bevedid in Serbia if envisaged under another
bilateral or multilateral agreement. Service bytpesiso excluded through a reservation to article

33 of the Second Additional Protocol to the Europé€zonvention on Mutual Assistance in
Criminal Matters.

Provision of assistance in timely, constructive afféctive manner (c. 36.1.1)

1169. The national legislation does not provide exphlcitbr clear timeframes in which MLA
requests have to be handled, and the informatioaived does not appear to indicate that this
issue is covered by other bylaws or guidelines kogethe timing of responding to MLA
requests, or for instance in which cases the resspfum MLA should be particularly prompt.

1170. According to the authorities, upon receipt of tbgdr rogatory and having regard to its nature
and significance, the competent authority will extéhe assistance without delay.

1171. A court may postpone the extension of other forinsiatual legal assistance listed in article
82 of the MLA Law if it is required to enable crinail proceedings already in progress before a
national judicial authority to run unhindered andsuich cases, the judicial authority is obliged to
notify the requesting state about the reasonsfefide (article 97 of the MLA Law).

1172. On the basis of the information received, the aities have not demonstrated that assistance
is provided in a timely, constructive and effectaanner.

No unreasonable or unduly restrictive conditionsnamtual assistance (c. 36.2)

1173. In the absence of international applicable treateesording to the MLA Law, mutual legal
assistance may be granted with respect to all eamoffences on the basis of the rule of
reciprocity. The Ministry of Justice is the authpriesponsible for providing a natification on the
existence of reciprocity upon request of the naligndicial authority. In the absence of
information on reciprocity, the rule is presumeckkast.

1174. The MLA Law (article 7) sets out the preconditidosthe execution of foreign MLA requests
which include:

1) the criminal offence, constitutes an offence unleregislation of the Republic of Serbia;

2) the proceedings on the same offence have not hdlgncbmpleted before the national
court, that is a criminal sanction has not beely ekecuted;

3) the criminal prosecution, that is the executioraafriminal sanction, is not excluded due
to the statute of limitation, amnesty or an ordjnaardon;

4) the request for legal assistance does not refemntditary or political offence;

5) the execution of the request would not infringe sbgereignty, security, public order or
other interests of essential significance for tiepuiblic of Serbia.

1175. The decision as to whether or not a request sHmildenied based on these grounds rests with
the judicial authority (for 1 — 3), whereas the Mter of Justice shall decide or provide an opinion
on whether or not the preconditions under paragrdpdind 5 are fulfilled.

181See article 2 of the Law.
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1176. In addition to these conditions, specific additiop@conditions apply for extradition requests
(article 16), for assumption and transfer of criatiproceedings (article 43), for execution of
foreign criminal judgements (article 58) and fdnextforms of mutual assistance (article 84).

1177. The authorities indicated that legal assistanceldvoat be refused on the basis that judicial
proceedings were not instituted in the requestiogntry nor would they require a conviction
before providing assistance.

1178. The evaluation team has not received statistiaequests relating to ML or FT.

1179. Overall, these conditions do not seem to undulyumreasonably restrict the provision of
mutual legal assistance.

Clear and efficient processes (c. 36.3)

1180. The Ministry of Justice is the designated centutharity under the Strasbourg Convention. In
respect of the European Convention on Mutual Assc in Criminal Matters and the second
additional protocol, the authorities declared tiegular courts and the State Prosecutors’ Offices
are to be considered as judicial organs. Additiandhorities are competent for specific measures:
the Republic Office of the Prosecutor (article 17cress border observations, article 18 —
controlled deliveries, article 19 — covert inveatigns), and the Ministry of Interior (article 17 —
cross border observations, article 19 — covertstigations).

1181. In the absence of an international treaty, accgrdim the MLA Act, the competent
authorities for mutual legal assistance are nationarts and public prosecutor’s offices while
certain actions are performed by the Ministry oftiie, Ministry of Foreign Affairs and the
Ministry of Interior. Letters rogatory are transted to judicial authorities through the Ministry of
Justice. Subject to reciprocity, letters rogatary lEgal assistance may be transmitted directly to
judicial authorities and in case of urgency, thegyrbe transmitted through the NCB Interpol, in
such cases the judicial authority shall submityaaf the letter to the Ministry of Justice.

1182. Furthermore, for requests relating to seizure andfiscation of the proceeds from criminal
offences under the scope of the Law on SeizureGodiscation of the Proceeds from Crime,
foreign letters rogatory are transmitted to the dstic public prosecutor’s office and/or court via
the Ministry of Justice. In urgent cases, and stibiie reciprocity, the rogatory letter - only for
tracing, banning disposal and/or temporary seipfigssets — may be transmitted through the Unit
of the Ministry of Internal Affairs responsible faletecting the proceeds. If the letter rogatory
does not contain all required elements, the foreigthority shall be requested to provide a
complete letter rogatory within one month periodi¢ke 55). Courts decide on granting or refusal
of such requests and this decision can be appdaligtin three days for a ruling on a letter
rogatory for temporary seizure and within eightgléyr permanent seizure). Based on article 60,
if criminal proceedings in the requesting state raveconcluded within a period of 2 years from
the date of the decision on temporary seizure sétas the court shall revoke the decision ex
officio. The foreign authority shall be notifiedksinonth before the expiry of the period and if it
provides the required evidence, the court may pagecision extending the temporary seizure for
another two years.

1183. The content of letters rogatory is detailed in kieA Law (article 5) together with the list of
supporting documents (article 15 for extraditiomicte 42 for assumption and transfer of criminal
proceedings, articles 57, 67 and 71 for executibjudgments, article 86 for other forms of
assistance) as well as in article 54 of the LawSeizure and Confiscation of the Proceeds from
Crime. Both laws regulate in detail the procedangslicable in such cases.
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1184. The evaluators have not seen any additional imphtimg procedures detailing further the
application of mutual legal assistance, in paréicals regards formal timeframes for the execution
of MLA requests in a timely way and without undusay. At the time of the on-site visit, the
provisions of these two laws had not been appletd y

Provision of assistance regardless of possiblelieraent of fiscal matters (c. 36.4)

1185. Serbia has ratified the additional protocol to Eneopean Convention on Mutual Assistance
in Criminal Matters (CETS No. 99). A request fosiagance shall not be refused solely on the
ground that the offence involves fiscal matters.

Provision of assistance regardless of existens®=ofecy and confidentiality laws (c. 36.5)

1186. Data obtained during the execution of requestsriotual legal assistance may be used solely
in criminal or administrative proceedings in regpEfovhich letters rogatory have been submitted.
A request for mutual legal assistance will not bused on the grounds of laws that impose
secrecy or confidentiality requirements on finahdisstitutions or DNFBP, except in cases
specified under the Criminal Procedure Code aduirgdbhe legal professional privilege and the
legal professional secret. To that effect, persshe would breach the obligation of keeping a
state, military or official secret cannot be heasdwitnesses until they are released from such
obligation by the competent authority. The sameliapgo lawyers acting as defenders of an
accused person and to persons who are obligedep &erofessional secret, except if they are
released from such obligation by a special regutatir a statement of the person to whom such
legal privilege or confidentiality belongs.

Availability of powers of competent authorities fgpng R.28, c. 36.6)

1187. All powers granted to the relevant authoritieshia Criminal Code and laws which regulate
the organisation and jurisdiction of courts andljpuytrosecutors will be applied, unless the MLA
stipulates otherwise (article 12 of the MLA Law)damay be made available for use in response
to requests for mutual legal assistance.

Avoiding conflicts of jurisdiction (c. 36.7)

1188. In the context whether Serbia has considered deyishd applying any specific mechanism
for determining the best venue for prosecutionaiges that are subject to prosecution in more than
one country, the authorities referred to the pions of the MLA Law regarding the transfer and
assumption of criminal proceedings.

Additional element — Availability of powers of cartgnt authorities required under R. 28 (c. 36.8)

1189. See above.

International Co-operation under SR.V (applying 36— 36.6 in R.36, c.V.1)

1190. The provisions outlined under Recommendation 36yaipany category of crime, including
offences of terrorism financing.

Additional element under SR V (applying c. 36.76883n R. 36, c.V.6)

1191. The provisions outlined under Recommendation 36yajgpany category of crime, including
offences of terrorism financing.
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Recommendation 37 & International Co-operation und8R.V (applying 37.1 — 37.2 in R.37, ¢c.V.2)

1192. In the absence of international applicable treatesording to the MLA Law, one of the
preconditions for the execution of requests forualiassistance is that the criminal offence in
respect of which legal assistance is requestedtitutes an offence under the legislation of the
Republic of Serbia (article 5). The authoritiesioaded that these principles are not interpreted to
strictly. As regards the criminal offence, theyigaded that it does not need to correspond to the
legal title of the criminal offence in the Repubd€ Serbia and it is sufficient that it is a fadtua
punishable act under Serbian criminal law.

1193. According to article 13 paragraph 1 of the MLA Lagxtradition of accused or convicted
persons to a foreign state is allowed by reasaminfinal proceedings for a criminal offence that
is punishable by imprisonment for maximum of mdrant one year under the law of the Republic
of Serbia and the law of the requesting country stmould the request relate to several criminal
offences, some of which do not meet the conditemidorth in this paragraph, extradition may be
granted for these criminal offences as well.

1194. Under the Law on Seizure and Confiscation of thec@eds from Crime, prerequisites for
extending mutual legal assistance for requesttetla proceeds derived from the specific forms
of money laundering and terrorism financing do appear to require dual criminality. The
authorities indicated that the intention of theidéjor was specifically to provide for a wider
approach of application.

1195. The authorities indicated that there has been Be apractice where a request was refused
on the basis of the dual criminality principle.

Recommendation 38

Effective and timely response to requests relatdti¢ identification, freezing, seizure or confitma
(c.38.1); Property corresponding value (c.38.2)

1196. The MLA Law provides for the possibility to providessistance for temporary seizure of
objects (article 83) under the pre-condition thmet tequirements of the CPC are met and if there
are no criminal proceedings pending against theesperson before national courts for the
criminal offence being the subject of the requesteitial assistance.

1197. In addition, a broader scope of assistance candéded on the basis of the Law on Seizure
and Confiscation of the Proceeds from Crime fouests related to proceeds derived from the
specific forms of money laundering and terrorisnaficing.

1198. Based on the application of dual criminality, theoricomings identified with respect to the
FT offence may limit Serbia’s ability to providesastance, for example where a request relates to
an act of terrorism financing not covered by theba FT provision. Also, previously identified
shortcomings of the domestic confiscation regime capresent impediments in effective
provision of MLA in this area, in particular as eeds the possibility of value based confiscation.

1199. No requests were sent/received on the basis ofMbha& Law and Law on Seizure and
Confiscation of the Proceeds from Crime, as thexlnly recently entered into force.

258



Coordination of seizure and confiscation action8c3)

1200. The PPO of Serbia has 13 bilateral agreementsfarigign PPOY? in the area of MLA which
include co-operation on seizure and confiscatiomweler there are no specific arrangements for
co-ordinating seizure and confiscation actions has there been any action undertaken in
practice. .

Asset forfeiture fund (c. 38.4)

1201. Serbia has considered establishing an asset fodeitind. Under the Law on Seizure and
Confiscation of the Proceeds from Crime (articlg, 48sets and pecuniary funds obtained from
the sale of permanently seized assets are the rpropiethe Republic of Serbia. Permanently
seized objects of historical, artistic and sciéntfalue are assigned to the institutions competent
for safekeeping such goods based on a decisioheofMinistry of Science and/or Culture.
Furthermore, according to article 49, following detion of managing costs in respect of seized
assets and the payment of damages to injured phnties, pecuniary funds obtained through the
sale of permanently seized assets shall be paidtiv@ country’s budget and allocated in the
amount of 20% each to finance operations of copublic prosecutor’s offices, of the specialised
unit within the Ministry of Internal Affairs respsible for detecting the proceeds from crime and
of the Directorate for Management of Seized andfGomted Assets within the Ministry of
Justice. Remaining funds shall be used for finapcéocial, health, educational and other
institutions.

Sharing of confiscated assets (c. 38.5)

1202. The Serbian authorities indicated that they havesidered the possibility of sharing
confiscated assets and this would be possible plicapion of the Law on Seizure and
Confiscation of the Proceeds from Crime (articlg, &thich provides that permanently seized
assets shall be administered in accordance witprthasions of this law or otherwise determined
by an international agreement.

Additional element — Recognition of foreign nomgnal confiscation orders (c. 38.6)

1203. The evaluation team has not identified any prowisithat would allow for the recognition and
enforcement of foreign non-criminal confiscatiodens in Serbia.

International Co-operation under SR.V (applying 38— 38.5 in R.38, c.V.3)

1204. The provisions outlined under Recommendation 38yajgpany category of crime, including
offences of terrorism financing.

Recommendation 30 (Resources — Central authorityr feending/receiving mutual legal
assistance/extradition requests)

1205. The authorities competent for extending legal &ssce include:

a) Ministry of Justice (Department for Mutual Legalsistance within the Sector for
Legal Affairs and International Co-operation) as tiesignated central authority

b) courts and State prosecutor’s offices as judiaiharities,

c) the Republic Office of the Prosecutor

d) the Ministry of Interior.

182 MoUs have been signed with PPO’s from Italy, SloRepublic, United States of America, Spain, Paitug
Bulgaria, Ukraine, “the former Yugoslav Republic ®&lacedonia”, Bosnia and Herzegovina, Croatia,
Montenegro, Hungary, and a regional Western Ballk&old on organised crime co-operation.
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1206. The evaluation team has not received sufficierdrmftion enabling it to form a view as to
the adequacy of the structure, funding, staffind ahtechnical resources of the Department for
Mutual Legal Assistance of the Ministry of Justice.

1207. According to the Law on Seizure and Confiscationhaf Proceeds from Crime, the Ministry
of Interior's specialised organisational unit resgible for detecting the proceeds from criminal
offences may also handle urgent requests to tregetsy ban disposal and/or to temporarily seize
relevant assets (article 53). At the time of thesite visit, this channel was not available, given
that the Ministry of Interior had not issued théevant act on the internal organisation and job
classification of the Unit nor had it appointed thead of this Unit. Furthermore, the Directorate
for Management of Seized and Confiscated Asseatsnigpetent to participate in extending mutual
assistance (Article 9 Paragraph 5). At the timehef on-site visit, only the Director and deputy
had been appointed and it was indicated that rieeut procedures were on-going.

1208. Information gathered through meetings with competarthorities indicated that additional
technical resources would be required by courtsshatk prosecutor’s offices to enable them to
fully and effectively perform their functions.

1209. The persons met during the visit indicated thatytlied have sufficient operational
independence and autonomy to carry out their fansti

1210. Staff of the Ministry of Justice and Ministry oftérior are civil servants and are required to
maintain high professional standards, includingdsads concerning confidentiality.

1211. The authorities indicated that training on aspeetated to international co-operation in
criminal matters is organised by the Judicial Ceritg Professional Capacity Building and
Training of Judges and Prosecutors. Staff of thaidihy of Justice attended various trainings
organised by various international organisatiosydver the specifics of such trainings were not
provided. The National Strategy against ML and FEknawledges that there is a need for
Ministry of Justice staff to specialise in interioatl legal assistance tasks in the area of ML, FT
and confiscation of proceeds. The information nem@idoes not enable to form an assessment
regarding the scope of training available in Sefbiaall authorities responsible for international
cooperation in criminal matters, whether initialdacontinuous training is available, whether it
covers comprehensively the relevant aspects relatdde implementation of the international
conventions. Considering the recent entry into doo the new legislation, it is unlikely that
training on the implementation of these acts hazhlmarried out or that it was already introduced
in the training curricula.

Recommendation 32 (Statistics — c. 32.2)

1212. Records of incoming MLA requests received by botineign and national competent
authorities are kept within the Ministry of Justi@epartment for mutual legal assistance). The
authorities indicated that the largest part of esgsl relate to legal assistance in a narrow sense,
followed by transfer and assumption of criminal qggedings, extradition and enforcement of
foreign criminal judgements.

1213. The authorities were unable to provide detailedissies. They indicated that most of the
request were received from European countries asistance was provided based on relevant
European conventions or bilateral treaties.

1214. The effectiveness and efficiency of the system c¢awdt be assessed based on the statistics

provided above. Furthermore, it has to be pointadtioat both the MLA Law and the Law on
Seizure and Confiscation of the Proceeds from Ciiasg only recently entered into force, and
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there has been no practice in the implementatiaheif provisions as at the time of the on-site
Visit.

6.3.2 Recommendations and comments

Recommendation 36

* The Serbian authorities should put in place a systeabling them to monitor the quality and
speed of executing requests.

e Serbia should clarify whether the application o&lderiminality may limit its ability to provide
assistance in certain situations, particularlyhia tontext of identified deficiencies with respect
to the FT offence as outlined under Special Recamaiaion 11.

Recommendation 37

*  Serbia should consider lifting the dual criminalitgquirement for less intrusive and non
compulsory measures.

Recommendation 38

* The shortcomings identified with respect to praMmsl and confiscation measures should be
remedied as they may limit Serbia’s ability to takeeh measures based on foreign requests in
certain cases.

e Serbia should have arrangements in place for coatidg seizure and confiscation actions with
other countries.

Special Recommendation V

»  Serbian authorities should explicitly set out folrimeframes to enable that requests for MLA
relating to FT are dealt with by competent autlesitn a timely manner.

Recommendation 30

»  Serbian authorities should ensure that the competetiorities for sending/receiving mutual
legal assistance/extradition requests are adeguatalctured, funded, staffed to fully and
effectively perform their functions.

. Serbian authorities should review existing tecAhiesources available and take appropriate
measures to ensure that proper technical meansqnpment (e.g. ICT equipment, equipment
for video/telephone conference, technical meansired| for special investigative measures) are
available for competent authorities enabling thematlequately respond to mutual legal
assistance requests.

e Initial and continuous training should be organided all staff of competent authorities
responsible for sending/receiving mutual legal sdiaace/extradition requests on a regular basis
to ensure that they have an adequate understamdinge relevant conventions related to
international cooperation in criminal matters adl &s the application of the new provisions and
procedures for mutual assistance and extraditibowgdn the MLA Law and the Law on Seizure
and Confiscation of the Proceeds from Crime. Algoprder to enable direct communication
between judicial authorities, the Serbian authesitshould consider promoting trainings in
foreign languages for relevant professionals.
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*  The authorities should also develop general reterenaterials, models forms and circulars or
practical guidelines which cover practical aspeétmutual legal assistance in criminal matters
and commentaries of the existing legal provisions.

Recommendation 32

 The Serbian authorities should maintain comprekenannual statistics on all mutual legal
assistance and extradition requests - includinguests relating to freezing, seizing and
confiscation - that are made or received, relatinilL, the predicate offences and FT, including
the nature of the request, whether it was grantedfosed and the time required to respond.

6.3.3 Compliance with Recommendations 36 to 38 and SbReieommendation V
Rating Summary of factors relevant to s.6.3.

underlying overall rating

R.36 PC » The shortcomings identified with respect to prawisil and
confiscation measures available under Serbian Laay miso limit
Serbia’s ability to conduct such measures basddreign requests

* No formal timeframes which would enable to deteemiwhether
requests are being dealt with timely, construcyivid effectively

» The application of dual criminality may limit Seals ability to provide
assistance due to shortcomings identified in resjpethe scope of th
FT offence

4]

» Effectiveness cannot be demonstrated (recent émtoyforce of the
legislation, absence of statistics on MLA requestkting to ML,
predicate offences and FT on the basis of the pusvapplicable CP(
provisions)

)

R.37 LC * In practice, all forms of MLA, including for lessitrusive and nom
compulsory measures, — with the exception of assist on the basis of
the Law on Seizure and Confiscation of the Procéeas Crime - may
be rendered only under dual criminality

R.38 PC * The shortcomings identified with respect to the visional and
confiscation measures available under Serbian l&gis may also
limit Serbia’s ability to conduct such measures eda®n foreign
requests

* No formal timeframes which would enable to deteemiwhether
requests are being dealt with timely, construcyiveld effectively

» No arrangements for coordinating seizure and ceatfisn actions with
other countries

» Effectiveness cannot be demonstrated (absenceatiftists on MLA
requests relating to freezing, seizing and confignathat are mad
relating to ML, the predicate offences and FT readeon the basis ¢
the previous applicable CPC provisions)

D

—

SR.V LC * No formal timeframes which would enable to deteemiwhether
requests for MLA relating to FT would be dealt witimely,
constructively and effectively

* In practice, all forms of MLA, including for lessitrusive and non
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compulsory measures, — with the exception of as®ist on the basis of
the Law on Seizure and Confiscation of the Procéeas Crime - may
be rendered only under dual criminality

6.4 Extradition (R. 37, 39, SR.V)

6.4.1 Description and analysis

Legal framework

1215. Serbian legislation provides for extradition basadmultilateral or bilateral agreements, and
in the absence of an applicable treaty or whenttbaty does not regulate certain aspects,
extradition is conducted, as of March 2009, inoadance with the provisions of chapter Il of the
Law on Mutual Assistance in Criminal Matters — Bxiition of defendants or convicts183.

1216. Serbia ratified the European Convention on Extiaai{ETS No. 24) together with both
additional Protocols (ETS No. 86 and 98), and tlese/entions are in force in Serbia since the
29th of December 2002 for ETS No. 24 and respdgtihe 21st of September 2003 for ETS No.
86 and 98. Furthermore, Serbia has signed a nuaflisiateral treaties which include extradition
provisions with the following countries: Albania,lgkria, Austria, Belgium, Bulgaria, Czech
Republic, France, Greece, Germany, Netherlandk, Hangary, Mongolia, Poland, Romania,
Russian Federation, United States of America, &iayeSpain, Turkey, “the former Yugoslav
Republic of Macedonia” and United Kingdom.

Dual criminality and extradition (c.37.1 & 37.2)

1217. According to the MLA Law, one of the preconditiofty the execution of requests for
mutual assistance is that the criminal offenceespect of which legal assistance is requested
constitutes an offence under the legislation of Republic of Serbia (article 7). The authorities
indicated that this principle is not interpreted trictly. As regards the criminal offence, they
indicated that it does not need to correspond élégal title of the criminal offence in the
Republic of Serbia and it is sufficient that iigactual punishable act under Serbian criminal law

Money Laundering and Terrorist Financing as exitable offences (c.39.1 & SR.V.4)

1218. ML as set out in article 231 of the Criminal Codwl derrorist financing as set out in article
393 of the Criminal Code are extraditable offencdswever, as mentioned under Special
Recommendation Il, there are several shortcomintfsrespect to the scope of the FT offence (as
described above under Section 2.2, in particulganding the coverage of the financing of
terrorist organisations and of individual terras)stwhich may pose obstacles to executing
extradition requests related to such offences.

1219. Furthermore, the MLA law (article 13) sets out theneral rule for the provision of
extradition which applies to all types of crimimabceedings, including those dealing with ML or
FT. It provides that extradition of defendants onwcts to a foreign state may be granted:

a) by reason of criminal proceedings for a criminden€e that is punishable by imprisonment
for a maximum of more than one year under the Lath® Republic of Serbia and the law
of the requesting state

183 prior to this date, in the absence of an inteomai treaty or if the treaty did not regulate cer@spects, the
provisions applicable were set out in Chapter XXXIProceedings for extradition of defendants asttenced
persons (articles 539-555).
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b) by reason of the execution of a punishment of mimnduration of four months imposed by
a court of the requesting party for the crimindeote of paragraph 1 above
Should the extradition request relate to severahioal offences, some of which do not meet the
conditions set forth in paragraph 1 , extraditicayrbe granted for these criminal offences as well.

1220. MLA Law provides for a number of preconditions fextradition, in addition to those
related to the execution of requests for mutudbtsice set out in article 7 (pre-conditions fa th
execution of requests for mutual assistance). lrtic of the MLA Law provides for 5 pre-
conditions grounds upon which extradition may heated:

1) the criminal offence, in respect of which legalistssice is requested, constitutes the offence
under the legislation of the Republic of Serbia;

2) the proceedings on the same offence have not bdigrcompleted before the national court,
that is, a criminal sanction has not been fullycexed;

3) the criminal prosecution, that is, the executioraafriminal sanction is not excluded due to
the state of limitations, amnesty or an ordinamdpa;

4) the request for legal assistance does not refarplitical offence or an offence relating to a
political offence, that is, a criminal offence camspng solely violation of military duties;

5) the execution of requests for mutual assistanceldvoot infringe sovereignty, security,
public order or other interests of essential sigaifce for the Republic of Serbia.

1221. The pre-conditions under Article 16 are as follows:

1) the person in respect whom extradition is retpekss not a national of the Republic of Serbia;

the offence, in respect of which extradition isuested, was not committed in the territory of the
Republic of Serbia, and not committed against against its citizen;

2) the same person is not prosecuted in the RepoblBerbia for the offence in respect of which
extradition is requested;

3) in accordance with national legislation condificexist for reopening the criminal case for the
criminal offence in respect of which the extraditis requested,

4) proper identity of the person in respect of whextradition is requested is established,;

5) there is sufficient evidence to support the aable doubt or there is an enforceable court mecis
in place demonstrating that the person in respeathom extradition is requested has committed the
offence in respect of which extradition is requdste

6)the requesting party guarantees that in caserofiction in absentia the proceeding will be repdat
in presence of the extradited person;

7)the requesting party guarantees that the capffiahce provided for the criminal offence in redpec
of which extradition is requested will not be impdsthat is, executed.

1222. It is understood by the evaluation team that, ipliaption of article 1 of the MLA Law,
these preconditions shall only be looked up indtetext of an extradition request where there is
no applicable international or bilateral treatyvibetn Serbia and the requesting State. If there is
an applicable treaty setting out the aspects katenandatory (or optional) grounds for refusal,
the Serbian authorities would not apply the aboestinned grounds in addition to the ones set
out in the applicable treaty.

1223. The evaluation team considers that the approacbechby the Serbian authorities in setting
out the above-mentioned pre-conditions may be se@ncertain extent limiting the scope of co-
operation in the area of extradition with countnesich are not Parties to key international or
European conventions covering extradition mattéos.instance, the pre-condition under article 7
paragraph 5 (i.e. the execution of the request evmilinge the sovereignty, security, public order
or other interests of essential significance fer Republic of Serbia) is not a common ground for
refusal of an extradition request in any of the kegrnational conventions. Furthermore, it is to
note that the assessment of the grounds for refusdér article 7(4) and 7(5) are within the
competence of the Minister of Justice in Serbiajemtommon practice, particularly in European
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countries, leaves this matter within the competeofcéhe courts, in particular as regards the
examination of the fact whether the offence foralhéextradition is requested is not a political
offence or an offence of a political nature.

1224. Rogatory letters shall include the required infdiioraset out in Article 5 of the MLA Law,
together with the additional supporting documemiisaut in article 15 for extradition requests,
that is:

1. means to establish proper identity of an accuseslamnvicted person (an accurate description, a
photograph, finger prints, etc.);

2. a certificate or other data on the citizenshiprofacused or a convicted person;

3. a decision on the instigation of criminal procegdinthe indictment, the decision on detention or
the judgement;

4. evidence presented on the existence of the reasotaibt.

1225. The procedures applicable to extradition requestsletailed in the MLA law.

1226. For incoming requestshe Ministry of Justice shall send the letter togato the court in
the territory of which the person resides or isated. If the requirements of article 5 (Letters
rogatory) and 15 (Supporting documents) of theaasvfulfilled, the judge shall issue an order for
bringing the person whose extradition is requestgtich is executed by the police. The Pre-trial
Chamber of the court will decide upon:

- refusing the extradition request if the precondisioinder article 7 (Preconditions to the execution
of requests for mutual assistartlé&pnd 16 (Preconditions to extradition) of the Lame aot
fulfilled. In this case, the decision refusing extition shall be transmitted to the next higher
instance court without delay, and following heasirgf the public prosecutor and the defence
attorney of the person, the higher court shall iconfrevoke or revise the decision of the pre-trial
chamber.

- the fulfilment of the pre-conditions for grantingteadition.

- An enforceable decision on refusing detention halltransmitted to the Ministry of Justice which
shall notify the requesting state.

1227. The decision on the fulfilment of preconditionsextradition is transmitted to the Minister
of Justice who shall decide on granting or refusexdgradition, together with any related
conditiond® The Minister may also defer the enforcement of deeision until the criminal
proceedings for other offences conducted agairestptrson sought are finally completed in
Serbia or until the person sought has served tiserpsentence. The Ministry will communicate
the decision to the competent court, the persomgldoior extradition, the Ministry of Internal
Affairs and the requesting party. The Ministry nfdrnal Affairs enforced the extradition decision
and the surrender is due to be effected withind8& drom the Minister’s decision.

1228. OQutgoing requestare transmitted to foreign authorities through Mimistry of Justice.
Subject to reciprocity they may be transmitted atlyeto a foreign judicial authority with a copy
to the Ministry of Justice. Article 38 sets out theeconditions for extradition to Serbia. If
criminal proceedings are conducted before the nakicourt against a person resident in a foreign
state or if a national court has issued an enfbteedecision, the Ministry of Justice may submit
the letter rogatory upon request of the competenttc If extradition is granted by the foreign
country, the person may face criminal proceedingh® execution of the criminal sanction only
for the offence in respect of which extradition vgaanted.

184 As regards article 7 paragraphs 1 to 3 only (mafi@itizens, on-going proceedings on the samenoéfe
before national court, criminal prosecution notleded due to statute of limitations, amnesty oriread/
pardon).
185 The Minister of Justice is competent to decidemether or not the preconditions under article fageaphs
4 and 5 (political offence or infringements to sw@ignty, public order, of other interests of esgdnt
significance for Serbia) are fulfilled.
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Extradition of nationals (c.39.2 & c.V.4) & Co-opion for prosecution of nationals (applying ¢.39.2
(b), €.39.3)

1229. Serbia has entered a reservation to article 6 pgphdl(a) of the European Convention on
Extradition according to which it shall refuserexiition and transit of its nationals. Also, aricl
16 of the MLA law prohibits extradition of Serbiaitizens to foreign countries.

1230. Where extradition for ML or FT is denied on theesgiround of nationality, the Serbian
courts are competent to prosecute the person daalgstinder article 8 (applicability of criminal
legislation of Serbia to Serbian citizens commifticriminal offences abroad) and the
requirements set out in article 10 (special reequinets for criminal prosecution for offences
committed abroad) of the Criminal Code. Serbiaizeits are subject to domestic prosecution for
the crimes committed abroad provided that theyf@wmad on the territory of Serbia or if they are
extradited to Serbia. Prosecution may be undertakeBerbia with the authorisation of the
Republic Public Prosecutor.

1231. Should there have been criminal proceedings ieilidily the foreign authority against this
person, the transfer of proceedings is possibleutite conditions set out in Chapter Il of the
MLA Law and shall be implemented in compliance wtike Serbian legislation.

1232. Anecdotal evidence indicates that the issue of ditadenship is problematic in Serbia,
particularly in cases of defendants and accused as@lso nationals of neighbouring countries
(eg. Bosnia and Herzegovina, Croatia). Negotiatemesunderway with neighbouring countries to
sign extradition agreements relating to nationadsich would cover organised crimes and war
crimes cases.

1233. The evaluation team has not received any additismpporting information demonstrating
that in cases of non extradition of own nationaisernal criminal proceedings are instituted
efficiently and in a timely manner.

Efficiency of extradition process (c.39.4)

1234. The MLA law provides that incoming letters rogatavitich were not submitted in line with
the provisions of the law are returned to the semdistitution, with a deadline which cannot be
longer than 2 months (article 5). If the requestiigte has not provided the guarantees required
under article 16 (7) and (8), the judge shall ratjdieom it to do so within a timeline that can
exceed 30 days.

1235. The Ministry of Internal Affairs is competent toferce the decision granting extradition. It
shall agree with the competent authority of theuestjing state the place, time and manner of
surrender of the person, and the surrender shatfbeted within 30 days from the day of passing
the decision.

1236. The authorities indicated that the nature and Baarice of extradition related actions, time
limits specified under the national legislation anternational treaties require that extradition
cases be dealt with urgently, that is, be proceegd without delay. At the time of the on-site
visit, the provisions of the law had not been agaplyet.

Additional elements (R.39) — Existence of simpliffFrocedures relating to extradition (c.39.5),
Additional elements under SR.V (applying ¢.39.B.88, c.V.8)

1237. Domestic legislation envisages the possibility afimplified extradition procedure under
article 30 of the MLA law when a person consentthi extradition. The consent is recorded in
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the minutes before a competent court and is irraviec The decision on extradition is taken by
the pre-trial chamber and shall be transmittedhi¢oMinister of Justice to reach a final decision. |
the absence of any contradictory provisions, thepkfied procedure may also apply when the
crime for which a person is extradited is ML or FT.

Statistics

1238. The authorities provided after the visit the follogy data concerning statistics on
extradition. There is no statistical informationtasvhether any of these cases related to money
laundering. The evaluation team was advised thagxtiadition requests had ever been refused
simply on the grounds of dual criminality and thhé average time of executing extradition
requests was between 4 to 5 months.

Table 26. Statistics on extradition requests

Extradition

Requests sent Requests received

2006 2007 2008 2009 2006 2007 2008 2009
In total 51 69 90 98 35 52 71 76
Executed 38 50 65 36 26 40 56 33
Refused 6 8 3 2 3 7 6 5
Pending 2 7 15 55 1 3 7 35
Suspended 5 4 7 5 5 2 2 3
6.4.2 Recommendations and comments

1239. Money laundering and the financing of terrorism exéraditable offences. Compared with
the previous applicable legislation, the newly @ddpMLA Law sets out in a comprehensive
manner additional provisions and clarifies the egajple procedures in the context of extradition.

1240. There remain certain legal uncertainties which rmighterfere with the extradition
possibilities, as regardless of the wide intergi@taof dual criminality, the deficiencies in the
criminalisation of terrorist financing as descrihetler Section 2.2 might constitute an obstacle to
executing extradition requests related to suchno#e. This would require clarifications to avoid
any interpretation problems. Also, the lack of dethstatistical information makes it difficult to
ascertain how the system works, whether or nohiAML/CFT context.

1241. Thus the Serbian authorities should:

»  Clarify whether the application of dual criminalibtgay limit its ability to provide assistance in
certain situations, particularly in the contextidéntified deficiencies with respect to the FT
offence as outlined under Special Recommendation Il

» Eliminate the ground for refusal of an extraditrequest set out in article 7(5) of the MLA Law

. In cases of non-extradition of own citizens, theb&s authorities should ensure that internal
criminal proceedings are instituted efficiently anc timely manner.

»  Take steps to improve the overall effectiveneghefextradition framework and develop general

reference materials, models forms and circularpractical guidelines which cover practical
aspects of extradition and commentaries of theliagisegal provisions.
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6.4.3 Compliance with Recommendation 37 & 39 and Spd&tslommendation V

Rating Summary of factors relevant to s.6.5
underlying overall rating
R.39 LC * Recently enacted legislation and information predidiid not enabls

to assess fully the effectiveness of the extraditiprocedures
(absence of comprehensive statistics on extradiggpuests that ar
received or sent relating to ML, the predicate mdfs and FT an
information to determine whether in case of norraaition of own
nationals, internal criminal proceedings are ingd efficiently and
in a timely manner )

O @ P

R.37 LC » The application of dual criminality may limit Seals ability to provide
assistance due to shortcomings identified in resjpethe scope of the
FT offence

SR.V PC *  The shortcomings identified with respect to crintisetion of FT may

impact on Serbia’s ability to execute extraditi@guests related to
such offences in certain situations.

6.5 Other Forms of International Co-operation (R. 40 am SR.V)

6.5.1 Description and analysis

Legal framework

1242. The legal framework for cooperation is set outh@ AML/CFT Law, the Law on Police, the
Law on the Security Information Agency, the Law tbie National Bank of Serbia, the Law on
Banks, and the Law on the market of securitiesahdr financial instruments.

Recommendation 40

Wide range of international co-operation (c.40.Pypvision of assistance in timely, constructive and
effective manner (c.40.1.1); Clear and effectivéegays for exchange of information (c.40.2),
Spontaneous exchange of information (c. 40.3)

APML

1243. APML is a member of Egmont Group. It has signedMd@Js with the FIUs of Albania,
Belgium, Bosnia and Herzegovina, Bulgaria, CrodBaorgia, “the former Yugoslav Republic of
Macedonia”, Montenegro, Poland, Romania, Slovenid dkraine. In addition, it has signed a
Regional Protocol on combating Money Laundering @edrorism Financing in 2008 with the
FIUs of Slovenia, Croatia, Bosnia and Herzegoviiantenegro and Albania.

1244, International co-operation by the APML is conductedrsuant to Section 5.3 of the
AML/CFT Law which sets out the applicable framewddt handling requests from foreign
countries (article 61), disseminating data to tlengetent State bodies of foreign countries
(article 62), suspending transactions (article684B-Accordingly, the APML can cooperate with
foreign state bodies competent for the preventiwh detection of ML and FT upon receiving a
written and grounded request from them or out sfawn initiative, under the condition of
reciprocity.

1245. The APML is empowered to make requests to foreigmpetent bodies (article 61
paragraph 1 of the AML/CFT Law) and send data, rmfttion and documentation regarding
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transactions or persons with respect to whom thezereasons for suspicion of ML or FT both
spontaneously and upon request (article 62 parhgtagf the AML/CFT law). It has exchanged
information spontaneously in 2 cases as indicateda statistics below.

1246. Feedback received from other countries indicatasttte quality of requests was satisfactory
and that the APML'’s response was usually providétiwa reasonable timeframe (between 4- 8
weeks). The APML indicated that it has mechanigmyaace to ensure that a response is provided
usually within one month. The only issue which viagghlighted in this context by foreign FIUs
was related to cases where data on possible comdhatiminal offences had been requested, as
the time period for responding was longer than htmodue to the necessity for the APML to
make a written request to the competent authoritiethe absence of a direct access to the Police
databases. Some countries noted an improvemelm iquiality of responses and timeframe.

Supervisory authorities

1247. Article 11 of the Law on the National Bank estafidis that the NBS may be a member of an
international financial organisation and institusoand may represent Serbia in international
financial organisations and institutions and otfemms of international cooperation with the
consent of the Government. Article 65 provides ttieg NBS shall cooperate with foreign
institutions responsible for banking supervisionl @omestic bodies and institutions responsible
for supervision in the field of financial transacts, with an aim of promoting the supervisory
function of the NBS. The NSB may exchange dataegathin performance of the supervisory
function with foreign and domestic bodies andiingbns.

1248. Similarly, article 8 of the Law on Banks providést the NBS shall cooperate with foreign
regulatory authorities, with a view to performingdaimproving its supervisory function, as well
as performing other activities established by #ve &nd that it may share data obtained under its
supervisory functions with foreign regulatory autties.

1249. The National Bank of Serbia has signed MoUs in fieéd of supervision with the
supervisory authorities from the following coungtieCyprus (2001, 2006), Greece (2002), “the
former Yugoslav Republic of Macedonia” (2002), Memegro (2003), Slovenia (2004), Bosnia
and Herzegovina (2004), ltaly (2007), Hungary (20®ussia (2008), Belgium (2008), Austria
(2009). They all cover banking matters, exceptlier MoUs with Hungary, Belgium and Austria
which also cover insurance supervision aspectghéumore, two multilateral agreements were
signed in 2007 (Albania, Greece, “the former YugwsRepublic of Macedonia”, Romania,
Bulgaria, Cyprus) and in 2008 (Albania, Bosnia &tetzegovina, Greece, “the former Yugoslav
Republic of Macedonia”, Romania, Montenegro, Cypoasering banking supervision.

1250. Article 220 paragraph 15 of the Law on the markétsecurities and other financial
instruments provides that the Securities Commissi@m co-operate and conclude agreements
with international organisations, foreign regulat@nd other local and or foreign bodies and
organisations in order to provide legal assistargehange of information and in other cases as
needed, in compliance with the law. The Securfliemmission has bilateral agreements or MoUs
with counterpart authorities of the Russian Fedmma2001), Bosnia and Herzegovina (2001,
2004, 2008), Romania (2004), Croatia (2005), Moagea (2005), Greece (2005, 2007), Bulgaria
(2007), “the former Yugoslav Republic of Macedon{a008).

1251. The evaluation team has not been provided withiaformation on the legal basis upon
which other financial sector and non financial eecstupervisory authorities can cooperate
internationally and provide assistance and prdctioaperation. Hence, they were not able to
assess that these are able to provide the widegt raf international cooperation to their foreign
counterparts in rapid, constructive and effecthanner.
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1252. The evaluation team expresses reservations asetadbquacy of the legal provisions
regulating the international cooperation and exgbaof information for the financial sector and
non financial sector supervisory authorities. Thechanisms above appear to be applicable only
for prudential and supervisory purposes. Thus libai@s uncertain whether the exchange of
information would be possible in relation to infation related to both ML and the underlying
predicate offence. The evaluation team has not se®n provisions which would enable
supervisory authorities to exchange informatiomsgaeously.

Law enforcement authorities

1253. International police co-operation is regulated unttee Law on Police in article 19 as
follows:

International co-operation and engagement

1) The Ministry cooperates internationally through itdinisters and appointed
representatives, and organises such co-operatiothiBoneeds of the police.

2) The police co-operates at the operational levehwvidreign and international law
enforcement in accordance with international agreata and the principle of
reciprocity.

3) In co-operating pursuant to paragraph 2 of thisielg, the police may exchange data
and information, take joint measures against tesur, organised crime, illegal
migration and other forms of international crimedaborder violations, and perform
certain police functions abroad in co-operation lwiaw enforcement agencies of
other nations, as established by the law.

4) At the request of international organisations, ar accordance with international
treaties of which the Republic of Serbia is a membsignatory, the police may take
part in law enforcement activities or other peacwtitasks abroad.

5) The use of police to perform tasks pursuant to gaph 4 of this article shall be
decided by the Government of the Republic of Seshiaecommendation of the
Minister.

1254. Police and customs international co-operation i@viged under the umbrella of other
international and regional organisations and itntés to which Serbia is a member, such as
Interpol, the World Customs Organisation, the SB&hter (Southeast European Co-operative
Initiative Regional Center for Combating Trans-lrdCrimé®, the Police Cooperation
Convention for South-east Eurdpethe Black Sea Economic Cooperation (under theeagent
on co-operation in the fight against organised ejifi The Ministry of Interior police and
customs liaison officers based in the SECI CerRamf{ania). There are also up to 30 foreign
police liaison officers based in Belgrade.

18 SECI Center is an operational regional organisaggtablished in 1999 bringing together police amstams

authorities from 13 member countries in Southeasbfe (Albania, Bosnia and Herzegovina, Bulgariaatia,
Greece, Hungary, Moldova, Montenegro, Romania, i8erBlovenia, “the former Yugoslav Republic of
Macedonia, Turkey).

870n 5 May 2006 the Ministers of Interior from AlbaniBosnia and Herzegovina, , Moldova, Montenegro,
Romania, Serbia and “the former Yugoslav RepuHiidacedonia”, signed the Police Cooperation Coneant
for Southeast Europe. After ratification by all sewsignatory states, the Convention entered intcefon 10
October 2007. In addition, Bulgaria acceded to Glamvention on 25 September 2008. The provisionthef
Convention provide a legal framework for comprelengolice cooperation among the Contracting Psytie
including operational cooperation.

188 Black Sea Economic Cooperation (BSEC) was estaidy the signature in Istanbul on 25 June 199Bef
Summit Declaration and the Bosphorus StatemenhbyHeads of State and Government of eleven coantrie
Albania, Armenia, Azerbaijan, Bulgaria, Georgiag€ee, Moldova, Romania, Russia, Turkey and Ukraine.
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1255. Serbia has signed on 18 September 2008 the AgreéemneStrategic Cooperation with
Europol, which aims to enhance cooperation to fightious forms of international crime
including among others, drug trafficking, money ridaring and illegal immigration. The
agreement between the two parties makes it possiblexchange strategic and technical
information and provides the legal basis for anhexge of liaison officers. The agreement shall
enter into force on the date on which the Republi€erbia notifies Europol in writing through
diplomatic channels that it has ratified this agneat. Serbia also commenced preparations for
signing the Agreement on Operational Co-operatiith #uropol.

1256. The Ministry of Interior of Serbia has concludedtraaty with Slovenia, a trilateral
agreement with Romania and Bulgaria, and has a&g®d memorandum of understanding with
Austria, Romania, Bulgaria, Greece, Slovakia, fihrener Yugoslav Republic of Macedonia”.

1257. The Ministry of Interior indicated that according the provisions of the MoUs and
agreements signed, they can exchange informatitmdpontaneously or upon request.

1258. Customs officers are authorised to exchange ofnméition on importation, exportation and
transit of goods with foreign customs administnatfor the purpose of enforcing this law and
other regulations ( Customs Law, article 259).

1259. The Customs Administration indicated that it stéitecreasing its international co-operation
relations particularly in the past 2 years. Agrerts®n customs cooperation have been concluded
with the following countries: “the former Yugosld&Republic of Macedonia (1997), Bulgaria
(1998), Romania (2001), Czech Republic ( 2001), ddup (1999), Slovak Republic (2001),
Bosnia and Herzegovina (2004), Turkey (2003), 1{@l965, 2003 agreement not yet in force),
Montenegro (2003), Iran (2006, not yet in forceplahdd (1967, 1997 agreement in force),
Slovenia (2007, not yet in force), France (1971ysta (1979), Greece (1986), China (1989),
Germany (1975), United States (1990), Hungary amdat@a (2005). Agreements are a
prerequisite for cooperation, but if they are ratified, cooperation can be carried out via the
Ministry of Foreign Affairs. The Customs service@kooperates with other countries through the
liaison officers from SECI Centre. Within the Cus®administration, the Enforcement Division
is responsible for cooperation with other CustoBsforcement DivisionsCooperation between
customs administrations is based on the sent resjt@sadministrative assistance, and often the
gueries of foreign administrations refer to sugpisi financial transactions that followed the
clearance of goods.

1260. The Law on the Security Information Agency in ddie provides that the agency shall
cooperate with organisations and services fromrathantries and international organisations, in
compliance with the directives of the Governmenttled Republic of Serbia and the security
intelligence policy of the Republic of Serbia.

Making inquiries on behalf of foreign counterpafts40.4), FIU authorised to make inquiries on
behalf of foreign counterparts (c. 40.4.1), Condthgtof investigation on behalf of foreign
counterparts (c. 40.5)

APML

1261. The APML is authorised to make the relevant inggiron behalf of foreign counterparts as
provided under c. 40.4.1.

Supervisory authorities

1262. The evaluation team has not been made aware ofbasis upon which supervisory
authorities could conduct inquiries on behalf gieswisors from foreign countries.
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Law enforcement authorities

1263. The Criminal Procedure Code does not include litioitess concerning the competence of
domestic authorities to conduct inquiries on beloélthe foreign counterparts. The Ministry of
Interior is authorised to search its own and otfhetabases, including public databases, upon
request of foreign counterparts. This informatiaan doe exchanged without restrictions with
foreign counterparts who are equally obliged to pkdbe confidentiality on the basis of
reciprocity. The exchange of information with caigd who do not have equivalent standards is
possible with the permission of the supervisorharity.

1264. Law enforcement authorities can conduct invesigetion behalf of foreign counterparts
upon their request, based on reciprocity.

1265. Customs officers can also conduct inquiries on Betiaother customs administration upon
request in cases where the requesting authorityeltlasr initiated a criminal investigation or it
has established a fact related to a customs off@ntiele 259 Customs Law).

No unreasonable or unduly restrictive conditionsesichange of information (c.40.6)
APML

1266. According to article 62, the APML may refuse topesd to a request in two cases:
1) if it assesses, based on the facts and circaoesaspecified in the request, that there are no
reasons for suspicion of ML or FT
2) if the sending of such data would jeopardize ¢barse of criminal proceedings in the
Republic of Serbia.

1267. The APML will inform in writing the foreign authdsi of the refusal and the reasons on
which this is based.

1268. It was explained to the evaluators that there shtyé@l a substantiated explanation in the
request that there is a clear suspicion for ML.régards requests for suspension of transactions,
the level of suspicion is higher than for otheruesfs, equivalent to ‘reasonable grounds’ under
the CC requirements.

Law enforcement authorities & supervisory authesiti

1269. The evaluation team has received a copy of the R0818 between the NBS and the Central
Bank of the Russian Federation which covers exyliéiML/CFT co-operation and the exchange
of information on the following aspects:

- “the requirements in national legislation in theldi of banking supervision and countering the
legalisation of criminally obtained incomes and Rihich fall within the competence of the
banking supervisory authorities and any changesrmathem;

- violations of AML/CFT legislation committed by partecredit institutions and their cross-border
establishments and sanctions taken against them;

- the observance by credit institutions of AML/CFgikdation

- best practice procedures for identifying and stagyitustomers and beneficiaries and detecting
operations connected with the legalization of aniatly obtained incomes and FT

- typical schemes and methods used in legalisingimaliy obtained incomes and FT".

1270. The MoU provides that a request for assistance beagenied wholly or partially if the
requested banking supervisory authority believed the execution of the requests will run
counter to its national legislation or that it magrm national interests, or on grounds of public
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interest or when disclosure would interfere with amgoing supervision. Notification of the
refusal and the reasons is to be made in writithvaithin a reasonable time period.

1271. It remained unclear whether all the other MoUs ethrby the NBS contain similar
provisions. Based on the information received, ¢laluation team could not assess whether
exchanges of information by all supervisory and &viorcement authorities are made subject to
disproportionate or unduly restrictive conditions.

Provision of assistance regardless of possibleliraent of fiscal matters (c.40.7)

1272. Requests for co-operation cannot be refused orsthe ground that they involve fiscal
matters.

Provision of assistance regardless of existenaeofecy and confidentiality laws (c.40.8)

1273. As regards dissemination of data, information ar@tudnentation by the APML to
competent foreign State bodies shall not be corsidéenfringement of official secrecy, in
accordance with the AML/CFT Law (article 74(2)).

1274. Due to limited information received, it remainecti@ar whether secrecy and confidentiality
requirements on financial institutions and DNFBRsymprevent the provision of international co-
operation by law enforcement and supervisory aittbsr

Safeguards in use of exchanged information (c.40.9)

1275. The AML/CFT Law includes provisions aimed at egttbhg safeguards to ensure that the
information received by competent authorities iscuenly in an authorised manner. The APML
cannot disseminate the data, information and dootatien to other state bodies without the
consent of the State body of the foreign countay th competent for the prevention and detection
of ML and FT which has sent this data to the APMLti¢le 61(3)). Furthermore, the APML may
not use the data, information and documentatia@omntravention to the conditions and restrictions
imposed by the State body of the foreign countgt thas sent such data to the APML (article
61(4)).

1276. The APML can also set conditions and restrictiondewn which a body of a foreign country
can use the data, information and documentaticgived from the APML (article 61(4)).

1277. The MoU provided by the NBS includes several claupeoviding that “to the extent
permitted by its national legislation, each bankisgpervisory authority shall ensure the
confidentiality of information and documents re@svfrom other banking supervisory authority,
if they are classified as restricted or if the bHagksupervisory authority that grants the
information consider its disclosure undesirablenf@tentiality of supervisory information and
documents is determined by the banking supervisompority that provides the information”.
Such information may only be used for the purpddsaoking supervision established by law and
for the purpose it was requested and providedIfahe law does not enable disclosure of the
information, the information cannot be providedhod parties without preliminary consultations
and written consent by the banking supervisory@itghthat provided the information.
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Additional elements — Exchange of information wikbn counterparts (c.40.10 and c¢.40.40.1);

Exchange of information to FIU by other competantharities pursuant to request from foreign FIU
(c.40.11)

1278. There are certain mechanisms in place enabling asgds of information with non
counterparts. The APML provides its foreign coupdets with information as to what other state
authority has initiated the case and in what wayrdteived information will be used.

1279. The evaluators were not made aware of any mecharnismplace to permit a prompt and
constructive exchange of information with non-ca@uparts by supervisory authorities.

International co-operation under SR.V (applying 4840.9 in R.40, c.V.5)

1280. FT related co-operation is conducted by the APMLtlo& basis of the above-mentioned
provisions. As far as the Security Information Aggiis concerned, information was unavailable
due to the confidential nature of the agency’s work

1281. Based on the information received, the evaluatEant remains reserved on compliance
with the criteria in the context of internationa-aperation under SR.V by law enforcement and
supervisory authorities.

Additional element under SR.V — (applying 40.10-:4(n R.40, c.V.9)

Recommendation 32

APML

1282. The table below presents the statistics on formqliests — both granted and refused — made
or received by the APML relating to AML/CFT:

Table 27. Statistics on Formal Requests for Assigtae

Sent requests, Received requests, Total,
Year including including including
Refused Spontaneo Refused Spontaneous Refused Spontaneous
us referrals referrals referrals
2003-2004 _ 2|2 . _ |31 _ _ |53 _
59 58 117
2005
s [ - 1 - I
78 53 131
2006 9 | 1 2 | 0 11 | 1
62 69 131
2007 6 | - 1 | - = | -
65 73 138
2008 8 | 1 9 | - 17 | 1
2009 (up to 1 7 25 32
April S S S
TOTAL 293 309 602
1283. The authorities explained that the requests refussre in majority not related to Serbia, or

in one case as the APML needed more substantiafiguiiation to ground the suspicion.
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Law enforcement authorities

1284. The following data was provided by the Ministry lofterior on information exchanged
through the Interpol channels (24/7).

Table 28. Information exchanged through Interpol clannels

Year Financial Crimes ML
(number of cases) (number of cases)

2005 214 66

2006 249 111

2007 312 55

2008 314 59

2009 187 35

1285. Other law enforcement authorities and supervisotharities have not provided additional
data related to international co-operation andrimfdion exchange.

Effectiveness

1286. The FIU and law enforcement authorities appeardoable to provide a wide range of
international cooperation to their foreign coungetp. Only limited information was made
available to the evaluation team in relation t@inational co-operation provided by supervisory
authorities and certain law enforcement authoriteesd there are general concerns about the
effectiveness of the cooperation on the basisegtisting provisions.

6.5.2 Recommendation and comments

1287. Inthe light of the above:

e The authorities should undertake a thorough rewviéwhe legal framework which governs
international co-operation and information exchaagd amend the existing laws governing the
scope of action of all competent financial sectaal aon financial sector supervisory authorities
to ensure that they allow the widest range of ceration and that these bodies can exchange
information both spontaneously and upon requestine with the FATF standards under
Recommendation 40;

*  The authorities should ensure that exchanges ofrirdtion by supervisory and law enforcement
authorities are not made subject to disproport®eatinduly restrictive conditions;

»  The supervisory authorities should keep comprekenstatistical information on the exchange
of information with foreign counterparts, includirmp whether the requests were granted or

refused.
6.5.3 Compliance with Recommendation 40 and SR.V
Rating Summary of factors relevant to s.6.5
underlying overall rating
R.40 PC « Gaps in the framework enabling supervisory bodi@sexchange

information and co-operate with foreign counterpaspontaneously
or upon request;

* Information did not enable to assess whether exggmnof
information by supervisory and law enforcement aritles are made
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subject to disproportionate or unduly restrictiomditions.
»  Effectiveness of international co-operation coutd be assessed for
all law enforcement authorities and for supervisaughorities

SR.V LC * There is no information to suggest that co-openatetween law
enforcement and supervisory authorities in AML/CHRIatters is
effective and provided in line with the FATF stardia (in relation
with R. 40)

7 OTHER ISSUES
7.1 Resources and Statistics

1288. The text of the description, analysis and recomragads for improvement that relate to
Recommendations 30 and 32 is contained in allglevant sections of the report i.e. all of section
2, parts of sections 3 and 4, and in section 6.r&fie a single rating for each of these
Recommendations, even though the Recommendatiensdairessed in several sections. Section
7.1 of the report contains only the box showingrtitengs and the factors underlying the rating.

Rating Summary of factors underlying rating
R.30 PC | The APML
(C?Qag?te » Additional resources (staff, premises, training)uddbe required.

The prosecution authorities

o

* There remain concerns regarding the operationapeddence an
autonomy of the prosecution service, as well asrélggirements
related to professional standards, including higtegrity, and
required skills

» Heavy workload, insufficient human and technicabugces.

» Existing trainings are not adequate.

Law enforcement authorities

* There remain concerns regarding the operationapeddence an
autonomy of the prosecution service, as well asrélggirements
related to professional standards, including higtegrity, and
required skills.

* Financial Investigation Unit established within thinistry of
Interior pursuant to the Law on Seizure and Coafiso of the
Proceeds from Crime was not operational, and it medgpossible
to assess whether the plans underway would enalddeaquately
structure, fund and staff this new unit.

* Heavy workload, insufficient human and technicabwgces.

* Training available is insufficiently tailored to ising needs , no
all law enforcement authorities have received adeguand
relevant training.

Customs

* It was not possible to determine whether Custontiscaiies have
the necessary technical and resources, nor thahtinge sufficient
operational independence and autonomy.

Supervisory authorities
* Lack of requirements providing for professional nstards

o

—
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Policy makers

Competent authorities — MLA/Extradition

(including confidentiality and integrity requirentsjy and
expertise/skills of the staff of supervisory bodiegolved in the
supervision of the AML/CFT Law (for the Securiti€smmission,
the Bar Association, the Chamber of Certified Aord.

Lack of adequate, relevant, and regular trainimgctombating ML
and FT throughout all supervisory bodies involved the
supervision of the AML/CFT Law.

Information was not available to assess the alimcabf other
resources used to set up and maintain the AML/GfSTem on the
policy level and adequacy of training of policy reek

No demonstration that central authority for senfiimgiving
MLA/extradition requests is adequately structurédded, and
provided with sufficient technical and other resmg to fully and
effectively perform its functions and as regarde thewly
established organisational units (within the Minjigif interior and
the MOJ Directorate for Management of Seized andfi€oated
Assets), they were not fully operational.

Technical resources of competent authorities extendnutual
legal assistance appear to be insufficient.

Training programmes on the new procedures and ldtigis
covering MLA/ extradition not yet available.

R.32

PC
(composite
rating)

Insufficient risk assessment of the various segtorslation to ML
and FT risks.

There are no comprehensive and precise statistitiseonumber o
cases and the amounts of property frozen, seizddcanfiscated
relating to ML, FT and criminal proceeds

No demonstration that authorities keep comprehensianual
statistics on mutual legal assistance and extoaditiequests
(including requests relating to freezing, seizimgl &onfiscation
that are made or received, including the naturghef request
whether it was granted or refused and the timeiredjtio respond
No statistics are available on exchange of inforomabetween

i

D

supervisory authorities

7.2

N/A

7.3

N/A

Other Relevant AML/CFT Measures or Issues

General Framework for AML/CFT System (see also seitin 1.1)
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IV. TABLES

8 TABLE 1. RATINGS OF COMPLIANCE  WITH FATF
RECOMMENDATIONS

The rating of compliance vis-a-vis the FATF Recomdsions should be made according to the four
levels of compliance mentioned in the 2004 Methogdgl(Compliant (C), Largely Compliant (LC),
Partially Compliant (PC), Non-Compliant (NC)), oouid, in exceptional cases, be marked as not
applicable (NA).

Forty Recommendations Rating Summary of factors underlying rating

Legal systems

1. ML offence LC  Lack of clarity as to the scope of propéfty

* The list of predicate offences does not cover 2
out of 20 designated categories of offences
(insider trading, market manipulation)

* Low number of convictions and indictments for
ML compared to the number of ML criminal
investigations and investigations for serigus
offences that generate proceeds indicates an
issue of effectiveness

2. ML offence — mental LC « The effectiveness of the new sanctions regime
element and corporate could not be fully assessed as provisions| on
liability criminal liability of legal persons have not yet

been applied and the sanctions under the new
ML offence remained untested in practice

3. Confiscation and PC » Confiscation of instrumentalities is in mast
provisional measures cases only discretionary

* Value confiscation is not possible for
instrumentalities used in and intended for use in
the commission of ML, FT or other predicate
offences

* Due to the complexity of the system, provisional
measures and confiscation seem to be rarely
applied, absence of statistics to demonstrate
effective results

* No authority to take steps to prevent or vpid
actions where the persons involved knew| or
should have known that as a result, the
authorities would be prejudiced in their ability
to recover property subject to confiscation

» Effectiveness concerns (new provisions only
recently entered into force, information

189 The scope of property was clarified through ameemim to the definition of property which were admpt
after the visit.
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available does not enable to demonstrate'Lthe

effectiveness of application of the provisio
measures and confiscation provisions)

al

Preventive measures

4. Secrecy laws consistent
with the Recommendations

LC

Financial institutions are unable to shi
information with foreign financial institution
where required by R.7 and R.9 without violati
secrecy laws

Inconsistency in law enforcement bod
obtaining confidential data not specifica
related to accounts.

are

>

g

es
ly

5. Customer due diligence

PC

No guidance on the risk-based approach
been provided for financial institutiorn
regulated by the Securities Commission.

No explicit requirement for obligors to consid
making a suspicious transaction report wk
they have refused to establish a busin
relationship, carry out a transaction, or termin
an existing business relationship.

No adequate demonstration that all finan
institutions have implemented the standards
Recommendation 5, including the risk bas
approach.

has

er
nen
ess
ate

sial
5 of
sed

6. Politically exposed persons

LC

Scope issues: the definition of PEP-s does

include senior politicians, and important

political party officials, nor persons who hal
not held in the past year a public office 3
enhanced CDD applies only in cases where
public official presents high risks

Effectiveness  not  established  (uney

not
ve

nd
the

en

implementation across all financial institutions,

absence of guidelines issued by supervisors
internal procedures for determining whethe
customer/beneficial owner of a customer i
foreign official)

5 0N
I a
5 a

7. Correspondent banking

PC

Financial institutions are not required
document AML/CFT responsibilities betwe
correspondents.

Lack of implementation of controls by &
financial institutions, with the exception of tf
banking sector, which has implemented sg
controls.

to
eNn

il
ne
me

8. New technologies & non
face-to-face business

LC

Requirements to consider new technologies
not apply to all financial institutions.

Requirements have recently been introdu
and need further guidance and monitor
before being assessed as fully implemented

do

ced
ng

9. Third parties and
introducers

LC

The authorities have not yet determined

in

which countries the third party that meets

the
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conditions can be based.

10. Record keeping

LC

Lack of sectoral laws/regulations enabli
effective implementation of the recordkeepi
requirements by persons involved

ng
ng
in

intermediation in credit transactions and

provision of loans, factoring and forfeiting, a
provision of guarantees — should they s
operating in the Serbian financial sector.

nd
tart

Lack of effective implementation of the record-

keeping requirements by financial institutio
(including PTT Srbija currently not recognis
as a financial institution).

ns
ed

11. Unusual transactions

PC

Requirements of the Decision on KY
Procedure to pay special attention to
complex, unusual large transactions @
examine the background of the unus
transaction and set for the finding in writing,
not applicable to all financial institutions.

Uneven use of the list of indicators acrg
financial institutions, with some financi
institutions failing to use the list altogether.

C
all
and
ual
are

DSS
Al

12. DNFBP —-R.5, 6, 8-11

NC

Recommendation 5

Recommendation 6

Recommendations 8 and 9

The prohibition for economic entitir
conducting cash transazctions establiushed
Article 36 only covers transactions greater tf
EUR 15,000 and not those that are “equal’
EUR 15,000.

The casino is the only DNFBP to apply some
CDD measures in Recommendation 5.
demonstration that any other DNFBP |
implemented provisions of R.5.

No implementation of the risk-based appro:
or guidance provided by DNFBP supervisors.

No requirement for obligors to consider filir
an STR if they have refused to establisk
business relationship, carry out a transactiorn
terminate an existing business relationship.

No demonstrated implementation
Recommendation 6.

No requirement in law, regulation or oth
enforceable means for DNFBP-s to hg
policies and procedures in place to prev
misuse of technological developments in ML
FT schemes.

No demonstrated implementation
Recommendation 8.

by
nan
to

of
No
as

ach

19

Q

of

er

e

ent
or

of

No demonstrated implementation

of

280



Recommendation 10

Recommendation 11

Recommendation 9.

No demonstrated implementation
Recommendation 10.

No demonstrated implementation
Recommendation 11.

Requirements of the Decision on KY
Procedure to pay special attention to
complex, unusual large transactions @
examine the background of the unus
transaction and set forth the finding in writin
are not applicable to all financial institutions.

No list of indicators issued for DNFBP-s.

13. Suspicious transaction
reporting

LC

Not all financial institutions have lists ¢
indicators for recognising ML related suspicia
transactions.

The lists of indicators developed by finang
institutions are copied from those of the APN
and, in some cases, contain contradictions
applicable legislation.

The lists of indicators developed by the APN
are not complete, clearly identifiable, ne
revision in terms of contents.

Serious lack of understanding of the report
requirements among financial institutior
resulting in insufficient effectiveness of tt
reporting system; low level of STR reporting
non-bank financial institutions.

C

all
and
ual

gu

pf
us

ial
AL
with

AL
ed

ng
1S,
ne

by

14. Protection & no tipping-off

PC

Protection from criminal liability not extends
to financial institutions;

Issues with the scope of the tipping-
provision as it does not include cases wheré
STR and related information is in the process
being reported to the APML.

The AML/CFT Law does not provide for ar
sanctions when the no tipping off rule
breached by employees of obligors, includ
the members of the governing, supervisory
other managing bodies.

ng
and

15. Internal controls,
compliance & audit

PC

Not all financial institutions have intern
procedures, policies, and controls to prevent
and FT.

Some financial institutions’ training progran
lack components on CFT, new developme
and current ML and FT techniques, methg
and trends.

Law exempts financial institutions below

al
ML

ns
nts
ds,

employees to designate a compliance officer.
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Not all financial institutions conduct audits th
at least include an AML/CFT component.

No requirement for financial institutions to put

at

in place screening procedures to ensure high

standards when hiring employees.

16. DNFBP - R.13-15 & 21

NC

Applying Recommendation 13

No lists of indicators developed by obligor
DNFBP-s and lawyers for recognizing ML/FT-

Applying Recommendation 14

Applying Recommendation 15

Applying Recommendation 21

related suspicious transactions; no lists

indicators developed y the APML to guide thém

in recognizing such transactions.

Serious lack of proper understanding of the
reporting requirements among obligor DNFBP-s
and lawyers; no STR-s; effectiveness of the

reporting regime is not provided for.

Protection from criminal liability not extends
to obliged entities;

Issues with the scope of the tipping-off
provision as it may open up situations where

information can be disclosed without breach

the legislation and does not include cases where

an STR and related information is in the proc
of being reported to the APML.

The AML/CFT Law does not provide for ar
sanctions when the no tipping off rule
breached by employees of obligors, includ

the members of the governing, supervisory and

other managing bodies.

Lack of defined procedure for executing interpal

policies and controls aimed at prevention
ML/FT.

Lack of a legislative requirement to appo
compliance officers for those having less th
four employees.

Lack of adequate implementation of t
requirement to conduct an internal audit
AML/CFT compliance.

Lack of adequate implementation of t
requirement to provide regular professio
training for employees carrying out tasks
prevention and detection of ML/FT.

Outdated list of the countries which do 1
apply or insufficiently apply the FAT
Recommendations; lack of enforcea
procedures for that list to be recognized :

of

nt
1an

he
of

he
nal
of

ot

ble
and

duly applied by obligor DNFBP-s and lawyers.
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17.

Sanctions

PC

* Incomplete coverage of the requirements of|the
AML/CFT Law under the sanctioning
provisions.

* Uncertainty about applicability of pecuniary
sanctions under the AML/CFT Law and under
various sectoral laws.

* No full-scale applicability of administrative
sanctions available for prudential purposeg in
case of AML/CFT incompliance (particularly
revocation of licenses).

 Missing elements of legislatively defined
supervisory power for imposing sanctions with
respect to voluntary pension funds management
companies, as well as of the directors/senior
management of voluntary pension funds
management companies and broker-dealer
companies for AML/CFT incompliance.

* Lack of effective functioning of the AML/CFT
enforcement mechanism enabling application of
proportionate and dissuasive sanctions undef the
AML/CFT laws and respective sectoral laws.

18.

Shell banks

19.

Other forms of reporting

Uneven implementation of the over-threshold
reporting requirement by obligors, lack of proper
understanding of the CTR reporting obligation.

Lack of CTR reporting forms and instructions for
certain types of obligors (e.g. money transfer
services, casinos etc).

20.

Other DNFBP & secure
transaction techniques

LC

* No evidence of adequate consideration | of
applying Recommendations 5, 6, 8-11, 15,/17
and 21 to non-financial businesses and
professions (other than DNFBP-s) that are at
risk of being misused for money laundering|or
terrorist financing.

* No track record of successful supervision|of
prohibition of cash transactions above 15.000.

21.

Special attention for higher|
risk countries

LC

* Requirements for financial institutions o
examine as far as possible the background|and
purpose of transactions which have no apparent
economic or lawful purpose, and make written
findings available for authorities are not
applicable to all financial institutions.

 No demonstration of adequate implementation
of new requirements of the AML/CFT Law.

22.

Foreign branches &
subsidiaries

LC

e No demonstration that financial institutions
require branches and subsidiaries overseas to
observe AML/CFT measures consistent with fthe
home branch.

23.

Regulation, supervision an

PC

* Lack of licensing/registration procedures for
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monitoring

persons involved in money transfer serviges,
agents/third party transaction processors, (and
persons exercising professional activities | of
intermediation in credit transactions and

provision of loans, factoring and forfeiting, and
provision of guarantees; absence of supervision
mechanisms and tools for ensuring their
compliance to AML/CFT requirements.
Lack of definite requirement for banning market
entry — as owners and significant/controlling
interest holders of leasing companies —| of
persons with criminal background.

Lack of clearly defined legislativ
empowerment of the National Bank to regulate
and supervise for AML/CFT purposes activities
of wvoluntary pension fund management
companies.

Lack of clearly defined legislativ
empowerment of the respective bodies | to
regulate and supervise for AML/CFT purposes
activities of persons dealing with postal
communications, persons involved in
professional activities of intermediation in crefdit

transactions and provision of loans, factorjng
and forfeiting, provision of guarantees, and
provision of money transfer services.

With regard to all financial institutions (except

for banks), lack of risk-based supervision

methodologies; mechanisms and tools (for
effective, consistent, risk-based planning of the
supervision process, of systems for continuous
monitoring and follow-up of supervision results;

no consistency and harmonization |of
supervision methodologies and planning
procedures throughout supervisory bodies.
Insufficient coverage of inspections
incorporating elements or dedicated |to
examination of AML/CFT compliance.

(42

(4]

24. DNFBP - regulation,
supervision and monitoring

NC

Uncertainty about applicability of pecuniary
sanctions under the AML/CFT Law and the
Law on Games of Chance.
Inadequate range of sanctions in case| of
casinos’ incompliance with the national
AML/CFT requirements.
No legal or regulatory measures to prevent
individuals with criminal background from
acquiring or becoming the beneficial owner gf a
significant or controlling interest, holding |a
management function, in or being/becoming|an
operator of a casino.
Lack of an adequate and relevant supervisory
regime with regard to auditing companigs,
licensed auditors, lawyers and lawyer
partnerships, dealers in precious metals fand
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dealers in precious stones persons exerci
professional activities of intermediation in re
estate transactions, accounting, and tax advis
with the national AML/CFT requirements.

sing
al
5ing,

25. Guidelines & Feedback

PC
(composite
rating)

Lack of provision of adequate general feedb
(in terms of information on ML/FT technique
and trends (typologies) as well as saniti;
cases); available general feedback is
proactively disseminated.

No participatory approach to the provision
feedback (involvement of other competent sf
authorities besides the APML)

Lack of feedback is seen as a major hindrg
for effective implementation of the AML/CF

ack
BS

red
not

of
ate

nce
T

requirements in general, and of the reporting

obligation in particular.

Lack of guidance to financial institution
describing ML/FT techniques and methods.
Lack of revised, updated, and harmoniz
guidance papers provided by supervisors
financial institutions within the context of th
current AML/CFT Law.

No guidance to obligor DNFBP-s and lawysé
describing ML/FT techniques and methg
and/or providing any other measures ensu
effectiveness.

S

red
of
e

2r'S
ds
ring

Institutional and other
measures

26. The FIU

LC

Guidance for financial institutions and oth
reporting parties regarding the manner
reporting is based on previous leg
requirements, specification of reporting fort
and procedures do not cover all report
entities (only banks, insurance, securities).
Reports prepared by the FIU do not inclu
typologies and trends and they are released
upon specific request.

Effectiveness concerns (CFT requirem
remains untested as it has only been introdt
in March 2009, additional efforts required
improve quality of reports disseminated).

er
of
yal
ms
ng

de
only

ent
iced
to

27. Law enforcement
authorities

PC

The legal framework designating |4
enforcement authorities’ competences
powers raises a number of issues which imj

on the proper investigation of ML/FT offences.

Corruption impacts on the proper investigat
of ML/FT offences.

Effectiveness concerns (law enforcem
results, cooperation problems, new structure
operational).

W
and
pact

28. Powers of competent
authorities

LC

Limited effectiveness  (insufficiency @
resources impact on capacity to implem

ent
Aid

investigative powers, insufficient attention pa
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to ML aspects and financial investigatiof
concerns as regards the obtaining of neces
information for use in ML/FT investigations).

1S,
sary

29. Supervisors

LC

Lack of legislatively defined supervisor,
enforcement, and sanctioning powers of

National Bank with respect to voluntary pens
fund management companies for AML/CF
purposes.
Lack of legislatively defined powers of t
Securities Commission for application
sanctions with respect of directors/sen
management of broker-dealer compar
(including that for AML/CFT incompliance).
Lack of an adequate and relevant supervig
regime with regard to persons dealing w
postal communications (with respect
domestic and international payment operatig
and valuable mail), persons involved

professional activities of intermediation in cre
transactions and provision of loans, factor

yl
th

on
T

e
of
ior
ies

ory
ith
to
ns,
in
dit
ng

and forfeiting, provision of guarantees, and

provision of money transfer services.

30. Resources, integrity and
training

PC

(composite

rating)

The APML

The prosecution authorities

Law enforcement authorities

Additional resources (staff, premises, trainif
would be required.

There remain concerns regarding the operati
independence and autonomy of the prosecu
service, as well as the requirements relate
professional standards, including high integr
and required skills

Heavy workload, insufficient human and

technical resources.
Existing trainings are not adequate.

There remain concerns regarding the operati
independence and autonomy of the prosecu
service, as well as the requirements relate
professional standards, including high integr
and required skills.

Financial Investigation Unit established with
the Ministry of Interior pursuant to the Law (
Seizure and Confiscation of the Proceeds f
Crime was not operational, and it was
possible to assess whether the plans unde
would enable to adequately structure, fund
staff this new unit.

Heavy workload, insufficient human and

technical resources.

ng)

pnal
tion
d to
ty,

pnal
tion
d to
ty,

in

N
om
not
rway
and

Training available is insufficiently tailored t

o

existing needs, not all law enforcement
authorities have received adequate and relevant

training.
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Customs

Supervisory authorities
Lack of requirements providing for professiomal

Policy makers

Competent authorities — MLA/Extradition

It was not possible to determine whett
Customs authorities have the necess
technical and resources, nor that they h
sufficient  operational independence g
autonomy.

standards  (including confidentiality a
integrity requirements), and expertise/skills

ner
ary
ave
nd

d
of

the staff of supervisory bodies involved in the

supervision of the AML/CFT Law (for th
Securities Commission, the Bar Association,
Chamber of Certified Auditors).

Lack of adequate, relevant, and regular trairn
for combating ML and FT throughout 38
supervisory bodies involved in the supervis
of the AML/CFT Law.

Information was not available to assess
allocation of other resources used to set up
maintain the AML/CFT system on the poli
level and adequacy of training of policy make

No demonstration that central authority 1
sending/receiving MLA/extradition requests
adequately structured, funded, and provi
with sufficient technical and other resources
fully and effectively perform its functions ar
as regards the newly established organisati
units (within the Ministry of interior and th
MQOJ Directorate for Management of Seized 3
Confiscated Assets), they were not fu
operational.

Technical resources of competent authori
extending mutual legal assistance appear t
insufficient.

Training programmes on the new procedd
and legislation covering MLA/ extradition n
yet available.

a)
-

the

ing
|l
on

the
and
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or
S
led
to
d
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e
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31. National co-operation

LC

The existing operational co- operati
mechanisms need improving.

The effectiveness of the policy co-operat
under the Standing Coordination Group co
not be assessed given its recent establishme

DN

on
uld
Nnt.

32. Statistics

PC
(composite
rating)

Insufficient risk assessment of the varig
sectors in relation to ML and FT risks.

There are no comprehensive and pre
statistics on the number of cases and
amounts of property frozen, seized 4§
confiscated relating to ML, FT and crimin
proceeds.

No demonstration that authorities ke

us

cise
the
nd
al

ep

comprehensive annual statistics on mutual |g

xgal
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assistance and extradition requests (including
requests relating to freezing, seizing and
confiscation) that are made or received,

including the nature of the request, whethe

roit

was granted or refused and the time required to

respond.
No statistics are available on exchange
information between supervisory authorities

33. Legal persons — beneficial
owners

PC

The existing system does not achieve adeq
transparency regarding the beneficial owners
and control of all legal persons.

Relative ease with which fictitious compan
can be established hinders the authorit
AML/CFT efforts.

of

uate
hip

es
es’

It is not demonstrated that competent authorities

are able to obtain adequate, accurate and cu
information on the beneficial ownership a
control of non profit legal entities.

34. Legal arrangements —
beneficial owners

N/A

Recommendation 34 is not applicable

International Co-operation

35. Conventions

LC

Insufficiencies in the effective implementati
of the Conventions due to certain deficieng
(e.g. application of confiscation and provisiot
measures, training, preventive measures)
recent entry into force of a number of legal ag

rrent
nd

)|
ies
nal
and
ts.

36. Mutual legal assistance
(MLA)

PC

The shortcomings identified with respect
provisional and confiscation measures availz

to
\ble

under Serbian Law may also limit Serbia’s

ability to conduct such measures based
foreign requests.

No formal timeframes which would enable
determine whether requests are being dealt
timely, constructively and effectively.

The application of dual criminality may lim
Serbia’s ability to provide assistance due
shortcomings identified in respect to the sc
of the FT offence.

Effectiveness cannot be demonstrated (re
entry into force of the legislation, absence
statistics on MLA requests relating to M
predicate offences and FT on the basis of
previous applicable CPC provisions).

on

to
with

—

to
hpe

cent
of

L,
the

37. Dual criminality

LC
(composite
rating)

In practice, all forms of MLA, including for les
intrusive and non compulsory measures, — v
the exception of assistance on the basis of
Law on Seizure and Confiscation of t
Proceeds from Crime - may be rendered d@
under dual criminality.

The application of dual criminality may lim
Serbia’s ability to provide assistance due
shortcomings identified in respect to the sc
of the FT offence.

S
vith
the
he

nly

—

to
bpe
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38. MLA on confiscation and
freezing

PC

The shortcomings identified with respect to
provisional and confiscation measures availz
under Serbian legislation may also limit Serbi
ability to conduct such measures based
foreign requests.

No formal timeframes which would enable
determine whether requests are being dealt
timely, constructively and effectively.

No arrangements for coordinating seizure
confiscation actions with other countries.
Effectiveness cannot be demonstrated (abs
of statistics on MLA requests relating
freezing, seizing and confiscation that are m
relating to ML, the predicate offences and
rendered on the basis of the previous applic
CPC provisions).

he

\ble
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and
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to
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39. Extradition

LC

Recently enacted legislation and informat
provided did not enable to assess fully
effectiveness of the extradition procedure
absence of comprehensive statistics
extradition requests that are received or {
relating to ML, the predicate offences and
and information to determine in case of n
extradition of own nationals internal crimin
proceedings are instituted efficiently and in
timely manner)

on
the
5 (
on
sent
FT
on
al

a

40. Other forms of co-operatiof

PC

Gaps in the framework enabling supervisory bog
to exchange information and co-operate W
foreign counterparts, spontaneously or u
request;

Information did not enable to assess whet
exchanges of information by supervisory and
enforcement authorities are made subject
disproportionate or unduly restrictive conditions.
Effectiveness of international cooperation co

lies
ith
non
her
aw
to

uld

not be assessed for all law enforcement authorjities

and for supervisory authorities

Nine
Recommendations

Special

Rating

Summary of factors underlying rating

SR.1. Implement UN instrument

\°2

PC

FT not defined in line with the definition of th
offence contained in the FT Convention.
Serbia’s implementation of S/RES/1267(19
and successor resolutions
S/RES/1373(2001) is inadequate.

e

)9)

and

SRL.II.
financing

Criminalise terroris

[

PC

Article 393 does not criminalize the financing
a terrorist organisation or of an individu
terrorist.

The offence does not cover the whole rangg
activities envisaged by Article 2(1) (a) and

of
al

> of
b)

of the FT Convention (thus not all of them being

predicate offences to ML).
In the absence of a definition of funds, it

is

unclear that the offence encompasses the n

ption
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of funds as defined in the FT Convention.
The FT offence requires that funds are linkeg
a specific terrorist act.

] to

SR.Ill. Freeze and confisca
terrorist assets

fe NC

No effective laws and procedures in place
freezing of terrorist funds or other assets
designated persons and entities in accordi
with S/IRES/1267 and 1373 or under procedt
initiated by third countries and to ensure t
freezing actions extend to funds or asg
controlled by designated persons.

No designation authority in place f
S/RES/1373.

No effective systems for communicating actic
under the freezing mechanisms to the finan
sector immediately upon taking such action.

No practical guidance to financial institutio
and DNFBP-s.

Lack of effective and publicly know
procedures for considering de-listing reque
and for unfreezing funds or other assets
delisted persons or entities and persons
entities inadvertently affected by a freezi
mechanism.

No procedure for authorising access to fund
other assets frozen pursuant to S/IRES/126
accordance with S/RES/1452.

No procedures to challenge frozen meas
taken pursuant to the implementation

S/RES/1267 and 1373.

Shortcomings in the legal framework related
freezing, seizing and confiscating of terrof
related funds or other assets.

No measures which would enable to mon
effectively the compliance with implementati
of obligations under SR.III and to impo
sanctions.
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SR.IV. Suspicious transactig
reporting

n LC

Financial institutions do not have lists
indicators for recognising FT related suspicic
transactions.

The APML has not developed lists of indicat
for recognising FT related suspicio
transactions.

Serious lack of understanding of the report
requirements among financial institutior
resulting in insufficient effectiveness of tt
reporting regime.

of
DUS

DI'S
us

ng
S,
ne

SR.V. International co-operatior]

LC
(composite
rating)

No formal timeframes which would enable
determine whether requests for MLA relating
FT would be dealt with timely, constructive
and effectively.

In practice, all forms of MLA, including for les
intrusive and non compulsory measures, — v

the exception of assistance on the basis of
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Law on Seizure and Confiscation of t
Proceeds from Crime - may be rendered d@
under dual criminality.

The shortcomings identified with respect
criminalisation of FT may impact on Serbig
ability to execute extradition requests relateq
such offences in certain situations.

he
nly

to
'S
1 to

SR VI. AML requirements fo
money/value transfer
services

PC

The limitations identified unde
Recommendations 5-7, 9-11, 13-15, 21-23,
Special Recommendation VII also affeg

compliance with Special Recommendation VI,

Post Office branches are not subject
AML/CFT supervision.

No specific requirement for money trans
services to maintain a current list of agef
which must be made available to the design:
competent authority.

r
and
ct

to
fer

nts,
ated

SR VII. Wire transfer rules

PC

No requirement for financial institutions
adopt effective risk-based procedures
identifying and handling wire transfers n

(0]
for
ot

accompanied by complete originator

information.

Full originator information not obtained in tk
case domestic payment transactions and is
included in the message or payment or
accompanying the transfer.

No requirement to verify the identity of t
originator in accordance with Recommendat
5, at least for all wire transfers of EUR 1.0
and more.

Lack of legislatively provided sanctiof
applicable to money transfer businesses for {
failure to meet the requirements of SR VII.
Lack of effective mechanisms available 1
ensuring compliance of money trans
businesses (particularly, PTT “Srbija”) with t
requirements of SR VII.
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or
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SR.VIII Non-profit organisationg

NC

No review of adequacy of laws and regulatior
No outreach to the NPO sector.

No measures to promote effective supervisio
monitoring of NPO-s which account for
significant portion of financial resources ung
control of the sector and a substantial shar
the sector’s international activities.

NPO-s are not required to maintain informat
on the identity of persons who own, control
direct their activities.

Lack of appropriate measures in place
sanction violations of oversight measures
rules by NPO-s or persons acting on th
behalf.

No requirements to record necess

S.

nor

ler
b of

on
or

to
or
eir

ary

information on domestic and internatior

al
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transactions.
No implementation of measures to ensure

that

authorities can effectively investigate and gather

information on NPO-s.

Contact points and procedures to respond to

international requests for information regard
particular NPO-s have not been identified.

ng

SR.IX Cross Border Declaratig
& Disclosure

PC

Current declaration system does not ensure

that

all persons making a physical transportatior} of

currency and bearer negotiable instruments
value exceeding the prescribed threshold

of a
are

required to submit a declaration to the Customs

authorities.

The freezing requirements envisaged by SR.III

and UNSCR resolutions are not available in

the

case of persons who are carrying out a physical

cross-border transportation of currency or be
negotiable instrument that are related to FT.

arer

Statutory sanctions are low and it is not

demonstrated that they are effecti
proportionate or dissuasive.
Issues of effectiveness.

Ve,
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9 TABLE 2. RECOMMENDED ACTION PLAN TO

AML/CFT SYSTEM

IMPROVE THE

AML/CFT System

Recommended Action (listed in order of priority)

1. General

No text required

2. Legal System and Relatec
Institutional Measures

2.1  Criminalisation of

Laundering (R.1 & 2)

Money

Recommendation 1

Recommendation 2

Clarify that the offence of ML extends to any tyafe
property, regardless of its value, that directly
indirectly represents the proceeds of crime.
Criminalise insider trading and market manipulati
Develop comprehensive training materials :
strengthen training programmes in order to enha
the capacity of investigative judges and prosesu
to investigate and prosecute ML cases and of ju
to effectively apply the new ML offence as well
undertake appropriate initiatives to raise th
awareness on the importance of integrating finan
investigations into investigations of procee
generating offences.

or

DN
and
ance
tor
dges
as
eir
cia
2ds

Monitor in time the application of the exonerating

ground under article 19 of the Law on Liability
Legal Entities for Criminal Offences with a view
taking any corrective action, should it
demonstrated that it impacted negatively on
effective application of the criminal liabilit
provisions.

Raise awareness on the statutory requirements
newly adopted Law on Liability of Legal Entitiesrf
Criminal Offences through adequate training
competent authorities.

of
to
be
the

y

f th
o}
of

2.2 Criminalisation of Terroris

Financing (SR.II)

Extend the criminalisation of FT in all instanc
envisaged in SR.II with reference to the finanafg
terrorist organisations and the individual terrsris
Extend the criminalisation to the whole range
activities envisaged by Article 2(1) (a) and (b)tloé
FT convention.

Define “funds” so as to cover “assets of every ki
whether tangible or intangible, movable
immovable, however, acquired, and legal docum
or instruments in any form, including electronic
digital, evidencing title to, or interest in, suassets
including, but not limited to, bank credits, traees
cheques, bank cheques, money orders, sh
securities, bonds, drafts, letters of credit”.
Amend the FT offence as it should not require
funds are linked to a specific terrorist act.

es

of

or
ents
or

ares,

hat

2.3 Confiscation, freezing and seizi

To review the current regime and satisfy themse

ves
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of proceeds of crime (R.

that the competent authorities have necessarg
to clarify the application of the relevant provis
and regimes and ensure that they can make ful
of the existing legal framework.
To amend the legislation as necessary to:
Clarify the scope of property subject to confisoati
Ensure that value based confiscation can be appli¢
the case of instrumentalities used in and interfdec
use in the commission of ML, FT or other predic
offences;
Ensure that the legislation provides for the cawfi®n

of instrumentalities when it is held by a third fyar

(legal entity or natural person);

Remove the limitation to offences punishable bieast

4 years imprisonment under article 234.
Speed up the implementing measures require
relation to the Law on Seizure and confiscation
the proceeds from crime (appointment of reley
persons, adoption of internal acts, etc) and en
that competent authorities are adequately traine
the application of these new provisions.

tool

use

ate

d in
of
ant
sure
di

2.4 Freezing of funds used for terror
financing (SR.III)

ist

The evaluators strongly recommend that
authorities adopt a comprehensive set of r

(judicial or administrative) which would enable ting

to adequately implement the targeted finan
sanctions contained in the United Nations Secl

the
les
cial
Irity

Council Resolutions (UNSCRs) relating to the

prevention and suppression of the financing
terrorist acts — UNSCR 1267 and its succes
resolutions and UNSCR 1373 and any succe
resolutions related to the freezing, or, if appiater,
seizure of terrorist assets and address
requirements under the 13 criteria of SR.III.

The authorities could also consider implementirey
measures set out in the Best Practices Pape
SRL.IIL

2.5 The Financial Intelligence Un
and its functions (R.26)

—*

The authorities should:

Provide financial institutions and other reportiLng

entities with comprehensive and adequate wri
guidance, based on the new legislation, is intredy
in order to further support obligors in understaugd
better the reporting procedures and requiremeruts
undertake outreach measures to under-repo
sectors.

Develop reporting forms and procedures for
obligors and lawyers.

Clarify through relevant amendments, article 102

the Criminal Code.

The APML should also publicly release perio
reports which include in an adequate man
statistics, typologies and trends and information
its activities.

2.6 Law enforcement, prosecution 61

ﬁecommendation 27
n

of
5S0r
Ssor

all

th
r for

ten

IC

[
an

rting

all

of

|

Cc
ner

Analyse the current legal framework and ta
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other competent authorities (R.27
28)

&

Recommendation 28

legislative or other measures in order to estaldis
effective and functional cooperation, communication
and coordination mechanisms between competent
law enforcement and prosecution services
responsible for investigating and prosecuting ML,
FT and underlying predicate offences.

Review the current situation in the light of the
specific concerns raised in respect of practical
implementation problems related to potential
jurisdictional issues, to the gathering of evidence
ML/FT investigations and take necessary measures
to address these concerns and prevent risks of
unnecessary duplication of efforts.
Take measures to increase the numbers |and
effectiveness of ML investigations, such |as
establishing through inter-agency meetings | of
enforcement authorities a concerted programme for
increasing the focus on ML investigations, placing
an emphasis on a more systematic recourse to
financial investigations, providing guidance
particularly on procedures and requirements set out
under the newly adopted legislation.
Pursue and sustain current efforts to eliminate
corruption within the police and judiciary to ensur
that they do not impede law enforcement authotities
action.
Consideration should be given to amend the existing
provisions so as to provide competent authorities
with the legal basis to use a wide range of special
investigative techniques when conducting ML or [FT
and underlying predicate offences.
Consideration should be given to use mechanisms
such as permanent or temporary groups speci
in investigating the proceeds of crime.

authorities on a regular inter-agency basis
disseminating the results of such reviews.

of ML, TF and proceed-generating cases and tg the
full use of their powers in the context of such
investigations with a view to obtaining the necegsa
financial documents and information.

2.7 Cross Border Declaration
Disclosure

&

Ensure that the new requirements introduced in the
AML/CFT law are speedily implemented, that the
form and content of the new declaration procedure
are prescribed and that they are well disseminated
the border checkpoints.

Introduce freezing requirements envisaged by SR.III
and the UNSCR in the vase of persons who|are
carrying out a physical cross-border transportanio
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currency or bearer negotiable instruments that| are
related to FT.
Introduce requirements and procedures to ensure tha
in cases when the Customs discover an unysual
cross-border movement of gold, precious metals or
precious stones they should consider notifying| as
appropriate, the foreign competent authorities from
which these items originated and/or to which they
are destined, and to enable cooperation in such
cases;
Enhance domestic law enforcement co-operation
between the customs, immigration and other
competent authorities to respond to detectionstand
analyse the information collected under the legal
requirements implementing SR.IX to develop
AML/CFT intelligence.

Increase the level of sanctions to ensure that dne
dissuasive.

Strengthen the effectiveness of the sanction
encourage declarations.

Consider maintaining the reports in a computerised
database, available to competent authorities| for
AML/CFT purposes and establish strict safeguards
to ensure proper use of the information and data
which is reported and recorded.
Take measures as necessary to increase the tdchnica
resources of the Customs authorities and provide fo
further additional training on the newly introduced
requirements as well as to provide additional
specialised training on AML/CFT issues
Customs officials, including on detection
recognition of serious criminal activities and
movements of funds possibly related to ML/FT.
Poursue and strengthen efforts to prevent |and
eliminate  corruption  within  the  Customs
administration in order to ensure that they do |not
impede Custom’s efficiency

to

3. Preventive Measures — Financig

Institutions

3.1 Risk of money laundering or

terrorist financing

3.2 Customer due diligence, includi
enhanced or reduced measures (R.
8)

bto *

hdrecommendation 5

Serbian authorities should establish a difect
requirement in law, regulation or enforceable megans
for obligors to consider filing an STR if they hayve

refused to establish a business relationship, aart
a transaction, or terminate an existing business
relationship.
In the case of filing an STR where obligors have
refused to establish a business relationship, @arty
a transaction, or terminate an existing business
relationship, the indicators of suspicious trarisast
are strong enough to precipitate a financial
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Recommendation 6

Recommendation 7

Recommendation 8

institution filing an STR, however, there remaihe
possibility that a situation might not match thst |i
and a financial institution will not file an STR thi
the APML.

Issue guidelines on instructions for the manner of
identifying their clients in accordance with the
obligations under the AML/CFT Law.
As stated above, because of the newness of the
AML/CFT Law, financial institutions have not yet
applied the risk-based approach to clients. Serpian
should work with financial institutions to ensyre
they understand how to effectively implement|in
practice.

Serbian  authorities should issue additional
regulations and guidelines to ensure that Serpian
financial institutions clearly understand

uniformly apply their obligations under Article 39
the AML/CFT Law to monitor_with special care
(“posebna paznja transactions and other busingss
activities of a foreign official.
Serbian  authorities should assist financial
institutions outside of the banking sector on how t
identify foreign officials and apply enhanced que
diligence, per the new requirements of the
AML/CFT Law. This could include additional
training seminars and additional guidance on risk
assessment for investment fund management
companies, licensed bureaux de change, persons
dealing with postal communications, and broker-

dealer companies.

Serbian authorities should require finangial
institutions to document respective AML/CKT
responsibilities for each party in the correspomden
relationship so that there is no confusion betwtber
financial institution and respondent bank abput
which one will carry out AML/CFT requirements.
While use of payable-through accounts appearg not
to be common in Serbia, this practice should either
be prohibited by law or should have obligations

attached to it to ensure that appropriate CDD is
conducted and institutions share relevant inforomati
should the practice become established in thedutur

Serbian authorities should adopt requirements| for
licensed bureaux de change, investment fund
management companies, persons dealing with ppstal
communications, and broker-dealer companies to
develop policies and procedures to consider
technological developments in ML and FT when

conducting risk assessments.
The evaluation team was unable to assess| the
effectiveness of the new measures on technological
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developments, given the newness of the regulatig

ns.

3.3 Third parties and introduce
business (R.9)

2l 4

Until Serbian authorities have determined in wh
countries financial institutions are permitted &byr
on third parties, there can be no implementatio
this provision. Serbian authorities should work
issue the sub-law in preparation and the
mentioned in Article 24.

ich

n of
to
list

3.4 Financial institution secrecy
confidentiality (R.4)

While Serbian financial institutions are able t@ash
information with foreign financial institutions p¢
obligations under requirements of SR.VII, Serb
authorities should amend the AML/CFT Law
ensure that financial institutions are able to sk
information with other foreign financial institutis,
where it is required by R.7 and R.9.

Provisions of obtaining financial information |
LEA and investigative judge appear to
inconsistent and uncertain regarding the rangg
information that can be obtained from finang
obligors.

D1

ian
to
ar

Dy
be
> of
ial

3.5 Record keeping and wire trans
rules (R.10 & SR.VII)

rdRecommendation 10

Special Recommendation VII

Provide for sectoral laws/regulations enabl
effective implementation of the record-keep
requirements by persons involved in intermedia
in credit transactions and provision of loa
factoring and forfeiting, and provision of guaragge
should they start operating in the Serbian findn
sector.

Provide in legislation for obtaining full originat
information in the case domestic paym
transactions, and for including such information
the message or payment order accompanying
transfer.

Provide in legislation for verifying the identity the
originator in accordance with Recommendation §

least for all wire transfers of EUR 1.000 and more.

Define a requirement for financial institutions
adopt effective risk-based procedures for identiy
and handling wire transfers not accompanied
complete originator information.

Legislatively provide for sanctions applicable
money transfer businesses for their failure to n
the requirements of SR VII.

Provide effective mechanisms for ensur
compliance of money transfer busines
(particularly, PTT “Srbija”) with the requirement$
SR VIL.
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to
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3.6 Monitoring of transactions ar
relationships (R.11 & 21)

dRecommendation 11

Serbian authorities should ensure that capital atg
participants, bureaux de change, persons de
with postal communications, money remitters, i
foreign exchange operators are required to
special attention to unusual transactions, exaihieg

ark
aling
and
pay

C

=

background and purpose of transactions and sét

fort
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Recommendation 21

those findings in writing.
Serbian authorities should ensure that finan
institutions, particularly those outside of the kiag

cial

sector, are capable of adequately identifying ualisu

transactions, particularly through additional tiagn

and developing better lists of indicators that rhatc

the market activities of the financial institution.

Serbian authorities should extend the Decision
KYC Procedure requirements to examine
background and purpose of unusual transactions
set forth those finding in writing to capital matk
participants, bureaux de change, persons de
with postal communications, money remitters, i
foreign exchange operators.

Serbian authorities should ensure that the list
countries that do not sufficiently apply AML/CH
international standards are kept up to date and
financial institutions are aware of when changes
made. Serbian authorities should also issue
“white list” described above, as financial instituts
may have difficulties implementing provisions oét
AML/CFT Law without it.

3.7 Suspicious transaction reports g
other reporting (R.13-14, 19, 25

SR.IV)

uridecommendation 13 and Special Recommendation IV

Recommendation 14

Provide specific guidance on the legal definitidn
the reporting obligation, so as to prevent its fbes
restrictive interpretation, as well as to take Hert
measures to ensure that obligors understand litei
broadest meaning of the AML/CFT Law a
pertinent regulations/ guidelines.

on
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Provide for appropriate implementation of the

reporting requirement throughout the oblig
community, by means of ensuring that all finan
institutions have developed their own lists
indicators for recognising ML/FT related suspicid
transactions.

Revise the existing lists of the indicators develb
by the APML to guide obligors in recognisir
ML/FT related suspicious transactions; develop g
lists for all financial institutions and make suiis
clearly identifiable (by means of an official, pidhy
accessible reference number, or publication in
official source).

jor
cial
of
us

P
g
uch

an

Continue efforts aimed at developing 4and

introducing a well-structured coordinated outre
programme (for example by means of series
seminars, regular training sessions for complig
officers, etc) for the financial institutions tollfu
understand their reporting requirements, in paldic
the new FT reporting requirement.

It is recommended to the Serbian authorities toan
the necessary legal amendments to ensure that:

ach
of
nce

ak

m

(a) financial institutions are protected fro
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criminal liability for breach of any
restriction on disclosure of information |if
they report their suspicions in good faith|to
the APML;
(b) expand the tipping-off provisions to include
not only those cases where a STR or related
information has been reported but also when
it is in the process of being reported to the
APML.

* Serbian authorities should ensure that these
provisions are appropriately implemented, through
issuing adequate guidance to obligors concerning
tipping off so that financial institutions and thei
employees fully understand the scope of the safe
harbour and tipping off requirements and are aware
of and sensitive to these issues when conducting
CDD.

Recommendation 25 (c. 25.2 [financial institutioaad
DNFBP-s])

* Ensure implementation of the requirements of |the
AML/CFT Law concerning provision of genergl
feedback, i.e. information on ML/FT techniques and
trends (typologies), as well as sanitized cases fro
the practice of the APML and other competent state
bodies; share information with financial institute
either within the annual reporting framework, |or
through other communication.

* Proactively seek to make the APML’s annual repprts
available to the widest scope of stakeholders.

» Consider providing specific feedback (other tham|th
acknowledgment of the receipt of report) to enable
financial institutions to get an idea of the qualif
their reporting, and statistics on received STR-s
cross-referenced with the respective results s as
identify the areas, where ML/FT is being
successfully detected.

* Ensure participatory approach to the provision| of
feedback, by involving other competent state
authorities, for example, law enforcement agencies
to regularly provide and disseminate (possibly
through the APML) data on investigated cases,
convictions, confiscations, etc; participate in the
development of typologies and sanitized cases.

Recommendation 19

» Establish mechanisms for assessing: a) usefulrigss o
the CTR database, and b) efficiency of the us@®f t
CTR database by the APML.

3.8 Internal controls, complianceRecommendation 15
audit and foreign branches (R15 & ° Article 39 of the AML/CFT Law exempts ObligO'S

22) with less than four employees from designating an
AML/CFT compliance officer, imposing different
obligations on small and large obligors. Serhian
authorities should amend the law to remove this
exemption.

300



Recommendation 22

While there is no blanket requirement for finang

institutions to utilize a set procedure for scregni

employees to ensure a high standard, sectoral
have set specific requirements for hiring employ

within the sector. Serbian authorities should resi

a set procedure for all financial institutions tween

ial

laws
ees

employees to ensure a high standard across all

institutions.

Serbian authorities should issue detailed proced
for financial institutions to follow after reporgnto

the APML that a foreign jurisdiction does not permi
implementation of AML/CFT controls, including

measures to eliminate the risk of ML or FT.

3.9 Shell banks (R.18)

3.10 The supervisory and oversig

system - competent authorities and °

SROs. Role, functions, duties a
powers (including sanctions) (R.2
29, 17 & 25)

nd
31

HRecommendation 23

Amend the legislation to include a defin
requirement for banning market entry — as owr
and significant/controlling interest holders ofdewy

companies — of persons with criminal background.

Recognize the PTT “Srbija” as a money trans
business (and as such, a financial institution esuit
to all pertinent requirements).

Establish licensing/registration procedures
persons involved in money transfer services]
agents/third party transaction processors,
persons exercising professional activities
intermediation in credit transactions and provisibr
loans, factoring and forfeiting, and provision
guarantees; supervision mechanisms and toolg
ensuring their compliance to AML/CHF
requirements.

Define legislative provisions establishing the posw
of the National Bank to regulate and supervise
AML/CFT purposes activities of voluntary pensi
fund management companies.

Define legislative provisions establishing the posw
of the Ministry of Finance to regulate and super
for AML/CFT purposes activities of persons deal
with postal communications [with respect
domestic payment operations] and of pers
involved in professional activities of intermedaati
in credit transactions and provision of loa
factoring and forfeiting, provision of guaranteasd
provision of money transfer services.

Define legislative provisions establishing the posw
of the Ministry of Telecommunications ai
Information Society to regulate and supervise
AML/CFT purposes activities of persons deal
with postal communications [with respect

ure

ers

sfer
)]

for

90,

and
of
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valuable mail operations].

10 particularly, for the PTT “Srbija”
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Recommendation 17

Define legislative provisions establishing the posye

of Foreign Currency Inspectorate to regulate
supervise for AML/CFT purposes activities
persons involved in professional activities
factoring and forfeiting, and provision of mon

and
of
of

ey

transfer services [with respect to international

payment transactions]
Develop supervision methodologies based

consideration of risk profile of institutions and

enabling identification of inherent risks in finaalc

activities, determination of risk mitigants,

assessment of exposure of AML/CFT risk to vari
aspects of financial activities, assessment of riiatl

on

DUS

control and risk management systems, corpqrate
governance oversight, and integration of results of

off-site monitoring and surveillance.
Establish mechanisms and tools for effect

ve,

consistent, risk-based planning of the supervision

process — both off-site and on-site; introd
systems for continuous monitoring and follow-up
supervision results.

ice
of

Ensure consistency among and harmonization of

supervision methodologies and planning proced
throughout the bodies involved in supervision
financial institutions.

Lres
of

Ensure sufficient coverage of inspectigns

incorporating elements or dedicated to

examination of AML/CFT compliance, stemming

from an adequate planning of supervision
resulting in regular and in-depth analysis (disates

the

and

of underlying reasons for incompliance) and

assessment of compliance, with relevant follow
procedures provided for.

Ensure coverage of all requirements of
AML/CFT Law under the sanctioning provisions
least Articles 28.2, 40 and 73).

up

the
at

Eliminate the grounds for uncertainty and confusion

about applicability of pecuniary sanctions undex

th

AML/CFT Law and administrative sanctions under

various sectoral laws.

Provide for a full-scale applicability of

administrative sanctions available for pruden
purposes in case of AML/CFT incompliance (

tial
or

example, revocation of license of banks, pension

funds, broker/dealer companies, investment fund

Provide the missing elements of legislatively dedin

5).

supervisory power for application of sanctions with
respect to voluntary pension funds management

companies, as well as of the directors/se
management of voluntary  pension  fun
management  companies and  broker-de
companies for AML/CFT incompliance.

Provide for effective functioning of the AML/CF

nior
ds
aler

T
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Recommendation 25 (c. 25.1 [financial institutigns]

Recommendation 29

enforcement mechanism enabling application| of
proportionate and dissuasive sanctions under| the
AML/CFT Law and respective sectoral laws.

Provide guidance describing ML/FT techniques and
methods so as to assist financial institutionsetbel
understand the potential risks pertaining to MLAFT
and to strive for establishing appropriate
mechanisms in order to deal with those risks.

Revise and update the existing guidance p

such papers so as to provide a level “playing fi
for all obligors in the financial market.

Define legislative provisions establishing the p
of the National Bank to take the following measures
while supervising for AML/CFT purposes activities
of voluntary pension fund management companies —
conduct (on-site) inspections, obtain access tq all
records and information relevant to monitoring

compliance, enforce and sanction both [the
institutions/businesses and their directors/senior
management for incompliance with AML/CHT
requirements.
Provide for application of sanctions with respett o
directors/senior management of broker-dealer
companies for their failure to comply with the
legislative requirements (including those related t
the AML/CFT framework).
Establish an adequate and relevant supervisory
regime with regard to persons dealing with postal
communications (with respect to domestic and
international payment operations, and valuable
mail), persons involved in professional activitiefs
intermediation in credit transactions and provisibn
loans, factoring and forfeiting, provision pf
guarantees, and provision of money transfer
services; particularly provide for the ability diet
respective supervisory bodies to monitor and ensure
compliance of the respective obligors with

AML/CFT  requirements, conduct (on-sitg)
inspections, obtain access to all records jand
information relevant to monitoring compliange,
enforce and sanction both the institutions/busieess
and their directors/senior management |for
incompliance with AML/CFT requirements.

3.11 Money value transfer servic
(SR.VI)

As it is only banks, and in some cases the Post
Office, in Serbia that may conduct internatiopal
remittances, Serbia’s compliance with this
Recommendation is inextricably linked to |ts
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compliance with other Recommendations which
apply to financial institutions. The evaluationrtéa
recommendations, elsewhere in this repport,
particularly with respect to Recommendations 4411,
13-15, 17, 21-23, and Special Recommendation |VII,
are also relevant here.

Serbian authorities should take quick action| to
ensure that Post Office branches be subject to
AML/CFT supervision.

Requirements should be introduced for MVT seryice
operators to maintain a current list of agents t&n
make it available to the designated competent
authority.

Serbian authorities made no indication that they
were actively attempting to uncover illegal
remittance activity and there is little if any aien
being paid to this by relevant ministries and the
supervisory authorities. It is recommended that
supervisory authorities when inspecting businesses
for other matters also be alert to the possibilitgt
illegal remittance activity may be occurring. (In
addition, Serbian authorities could focus more
broadly at looking for signs of underground banking
as well as alternative remittance.

4. Preventive Measures — Non
Financial Businesses and
Professions

4.1 Customer due diligence a
record-keeping (R.12)

hniRecommendation 5

The new requirement in the AML/CFT Law
prohibiting any economic entity, including dealers
high value goods from conducting cash transactjons
in excess of EUr 15,000 should be amended to
extent the prohibition to transactions that area¢équ
to EUR 15,000.
Serbia should introduce into law or regulationthe
requirement for obligors to consider filing an SiFR
they have refused to establish a business
relationship, carry out a transaction, or termireate
existing business relationship.
Serbian authorities should establish a list | of
indicators for the various DNFBP-s in order to help
them identify unusual or suspicious transactions.
Authorities should also provide AML/CFT training
to create awareness and provide DNFBP-s with the
knowledge to be able to file STR-s.
Issue guidelines on instructions for the manner of
identifying their clients in accordance with the
obligations under the AML/CFT Law.
As stated above, because of the newness of the
AML/CFT Law, DNFBP-s have not yet applied the
risk-based approach to clients. Serbian authorjties
should issue DNFBP-specific guidance and should
work with DNFBP-s and their regulators to ensure
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they understand how to effectively implement
practice.
Recommendation 6
e Serbian authorities should assist DNFBP-s on

to identify foreign officials and apply enhancededu

diligence, per the new requirements of

AML/CFT Law. This could include additional

training seminars and additional instruction
assessing risk.
Recommendation 8
» Serbian authorites should adopt expl

n

now

the

on

cit

requirements for DNFBP-s to develop policies and
procedures to mitigate the use of technologjcal

developments for the purposes of ML and FT w
conducting risk assessments.
Recommendation 9

nen

e Until Serbian authorities have determined in which

countries financial institutions are permitted &byr
on third parties, there can be no implementatio
this provision. Serbian authorities should work
issue the sub-law in preparation and the
mentioned in Article 24.
Recommendation 10

e As many DNFBPs indicated that they were
aware of any requirements to maintain records a
their clients and in fact, did not keep such resp
the Serbian authorities should ensure that DNF

fully understand and comply with their recq

keeping obligations.

Recommendation 11
» As the AML/CFT Law only requires obligors to p
special attention to all complex, unusual la
transactions or unusual patters of transactions

have no apparent or visible economic or law

purpose when developing a list of indicators
Serbian authorities have not provided a list
indicators for DNFBP-s, the evaluation team
concerns about the sector’s ability to implemeset
requirements of Recommendation 11.

* While the evaluation team finds the list of indoat
to be insufficient to meet the requirements
Recommendation 11, the Decision on K
Procedure does meet the requirements
Recommendation 11 in regards to paying spe
attention to unusual transactions and examining
background and purpose of transactions and se
forth those finding in writing, however it is n
applicable to all financial institutions. Serbi
authorities should ensure that the provisions ef
Decision on KYC Procedure also apply to DNFBF

» Serbian authorities should ensure that DNFBP-s
capable of adequately identifying unus
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transactions, particularly through additional tmagn
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and developing better lists of indicators that rhatc
the market activities of the financial institution.

4.2 Suspicious transaction reporti
(R.16)

nigecommendation 13

Recommendation 14

Recommendation 15

» Provide specific guidance on the legal definitidn o
the reporting obligation, so as to prevent its fbes
restrictive interpretation, as well as to take Hert
measures to ensure that obligor DNFBP-s @nd
lawyers understand it in the broadest meaning @f th
AML/CFT Law and pertinent regulations/
guidelines.

* Provide for appropriate implementation of %he

reporting requirement by obligor DNFBP-s and
lawyers, by means of ensuring that they have their
own lists of indicators for recognizing ML/FT-
related suspicious transactions
» Ensure that for all obligor DNFBP-s and lawyers the
APML has developed lists of indicators to guide
obligors in recognizing ML/FT-related suspicious
transactions; make such lists clearly identifia(ig
means of an official, publicly accessible referepce
number, or publication in an official source).
 Continue efforts aimed at developing and
introducing a well-structured, coordinated outreach
program (for example, by means of series| of
seminars, regular training sessions for compliance
officers, etc) for obligor DNFBP-s and lawyers |to
fully understand their reporting requirements,| in
particular the new FT reporting requirement.

» Itis recommended to the Serbian authorities toamak
the necessary legal amendments to ensure that:
(a) DNFBPs are protected from criminal liability for
breach of any restricion on disclosure |of
information if they report their suspicions in gopd
faith to the APML;
(b) Expand the tipping-off provisions to include not
only those cases where a STR or related information
has been reported but also when it is in the psoces
of being reported to the APML.
» Serbian authorities should ensure that these
provisions are appropriately implemented, through
issuing adequate guidance to obligors concerning
tipping off, so that DNFBPs and their employees
fully understand the scope of the safe harbour|and
tipping off requirements and are aware of and
sensitive to these issues when conducting CDD.

» Specify the procedure for executing internal peka
and controls aimed at prevention of ML/FT, |as
defined by Articles 45 of the AML/CFT Law;
provide guidance and training for all obligor
DNFBP-s and lawyers to assist them in developing
adequate internal controls to prevent ML/ FT.

* Amend the AML/CFT Law to require obligors
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Recommendation 21

having less than four employees to appoinf a
compliance officer.
Provide for adequate implementation of the
requirement to conduct an internal audit |of
AML/CFT compliance.
Provide for adequate implementation of the
requirement to provide regular professional tragnin
for employees carrying out tasks of prevention and
detection of ML/FT.
Provide for screening procedures to ensure high
standards when hiring employees.

Revise and update the list of the countries whigh d
not apply or insufficiently apply the FATF
Recommendations; establish enforceable procedures
for that list to be recognized and duly applied|by

obligor DNFBP-s and lawyers.

4.3 Regulation, supervision
monitoring (R.24-25)

andrecommendation 24

Recommendation 25 (c. 25.1 [DNFBP])

Eliminate the grounds for uncertainty about
applicability of pecuniary sanctions under the
AML/CFT Law and the Law on Games of Chance.
Provide for administrative sanctions in case| of
casinos’ incompliance with the national AML/CKT
requirements (such as written warnings, orders to
comply with  specific instructions, barrirg
individuals from employment within the sector,
replacing or restricting powers of managers,
directors, or controlling owners, or withdrawal |of
license).
Take legal or regulatory measures to preyent
individuals with criminal background from acquiring

or becoming the beneficial owner of a significant o

controlling interest, holding a management function
in or being/becoming an operator of a casino.
Establish an adequate and relevant supervisory
regime with regard to auditing companies, licensed
auditors, lawyers and lawyer partnerships, deaters

precious metals and dealers in precious stones
persons exercising professional activities | of

intermediation in real estate transactions, acéogn
and tax advising, with the national AML/CRHT
requirements; particularly provide for the abily
the respective supervisory bodies to monitor
ensure compliance of the respective obligors
AML/CFT  requirements, conduct (on-sitg)

inspections, obtain access to all records jand
information relevant to monitoring compliange,

enforce and sanction both the institutions/busieess

and their directors/senior management |for
incompliance with AML/CFT requirements.

Establish guidelines that would assist obligor
DNFBP-s and lawyers to implement and comply
with their respective AML/CFT requirements. Sych
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guidelines would provide assistance on isg
covered under the relevant FATF Recommendati
including: (i) a description of ML and FT technigu
and methods; and (ii) any additional measures
obligor DNFBP-s and lawyers could take to eng
that their AML/CFT measures are effective.

ues
ons,

that
ure

4.4 Other non-financial businesses &
professions (R.20)

ind

The Serbian authorities should conduct seg
specific assessments of MT and FT risk posec
other non-financial businesses and professions,
based on those results, consider extending
requirements of the AML/CFT law to addition
obligors, such as on dealers in high value andriu
goods, pawnshops, auction houses, and invest
advisers.

Serbian authorities should also consider tak
measures to issue smaller denominations
banknotes and develop and utilize modern
secure techniques for conducting
transactions that are less vulnerable to mag
laundering.
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5. Legal Persons and Arrangement
& Non-Profit Organisations

5.1 Legal Persons - Access
beneficial ownership and contr
information (R.33)

to
o]

Review the existing registration mechanisms
place and take legislative and other measure
ensure that registered information includes acey
and up to date details on beneficial ownership
control, as defined under the
Recommendations, for all legal persons and

such information is available to competé
authorities in a timely fashion.

Strengthen preventative measures for deterring 1
the practice of setting up fictitious companies.

FAT
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5.2 Legal Arrangements — Access
beneficial ownership and contr
information (R.34)

Recommendation 34 does nhot appear to
applicable as trusts cannot be established in &€
Nevertheless, given the uncertainty of foreigntst
operating in Serbia, the Serbian authorities sh

consider satisfying themselves that foreign tralsts

not operate in the country having registe
themselves as branches of foreign institutions.

be
rbi
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ould

red

5.3 Non-profit organisations (SR.VIII

Conduct a review of the adequacy of domestic |
and regulations that relate to NPO-s for the puay

AWS
0s

of identifying the features and types of NPO-s that

are at risk of being misuses for FT and cong
periodic reassessments by reviewing 1
information on the’ sector’s potential vulneralidg
to terrorist activities.

Reach out to the NPO sector with a view
protecting the sector from terrorist financing afu
This outreach should include: i) raising awarenBs
the NPO sector about the risks of terrorist abumke
the available measures to protect against suclea
and i) promoting transparency, accountabil

uct
ew

to
S

a
bus

ty,

integrity, and public confidence in the administrat
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and management of all NPO-s.

Take measures to promote effective supervisio

monitoring of NPO-s which account for a significa

portion of financial resources under control of
sector and a substantial share of the sec
international activities.

Review the legal framework to ensure that:

a) NPO-s maintain information on purpose §
objective of their stated activities and on
identity of the persons who own, control
direct their activities, including senior officef
board members and trustees and that
information is publicly available;

b) all NPO-s are adequately registered and
information is available to compete
authorities;

c) record keeping requirements for NPO-s incly
records of domestic and internatior
transactions sufficiently detailed to verify th
funds have been spent consistently with
purpose and objectives of the organisation

keep such data for a period of at least 5 years;

N or
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d) there are measures in place to sanction violations

of oversight measures or rules by NPO-s
persons acting on behalf of NPO-s.
Implement measures to ensure that compe

or

tent

authorities can effectively investigate and gather

information on NPO-s as listed in criterion VIiI.4.

Identify appropriate points of contacts and

procedures to respond to international requests
information regarding particular NPO-s that
suspected of terrorist financing or other forms
terrorist support.

for
are
of

6. National and International Co-
operation

6.1 National co-operation an
coordination (R.31)

dRecommendation 31

The effective functioning of the Standir
Monitoring Group should be ensured and

implementation and improvements emanating fl
the work undertaken by this group should
measured.

The Serbian authorities should speedily implen
the recommendations under the National Stra

g

the
om
be

ent
egy

aimed at improving the operational co-operation

between competent state bodies and agencies.

The authorities should give more emphasis
consultations and feedback to the financial se
and consider establishing formal mechanismg
ensure an adequate consultation also with DNFB

to
ctor
to
P-s.

6.2 The Conventions and UN Spec
Resolutions (R.35 & SR.I)

igkecommendation 35

The Serbian authorities should take additia
measures to address the deficiencies identifie

nal
d in

sections 2 and 6 which are also relevant in

the
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Special Recommendation |

context of implementation of specific articles bét

Conventions as well as to ensure the effective

implementation of the newly adopted legislati
Additional measures are required in order
implement article 31 of the Palermo Convention.

DN.
to

The same recommendations on criminalisation of FT

offence as well as on further improvement
freezing and confiscation mechanisms are reiter,
in this context. In particular, Serbia should:

- Define the FT offense in line with the

definition of the offense in the F
Convention;
— Put in place adequate measures to f

of
ated

T

Lilly

address the requirements under S/RES 1267
(1999) and successor resolutions and S/RES

1373 (2001)

6.3 Mutual Legal Assistance (R.36-]
& SR.V)

sgecommendation 36

Recommendation 37

Recommendation 38

Special Recommendation V

The Serbian authorities should put in place a syste
enabling them to monitor the quality and speed of

executing requests.

Serbia should clarify whether the application ofldu

criminality may limit its ability to provide assastce
in certain situations, particularly in the conteft
identified deficiencies with respect to the FT offe
as outlined under Special Recommendation II.

Serbia should consider lifting the dual criminal
requirement for less intrusive and non compuls
measures.

The shortcomings identified with respect
provisional and confiscation measures should
remedied as they may limit Serbia’s ability to ta
such measures based on foreign requests in cé
cases.

Serbia should have arrangements in place
coordinating seizure and confiscation actions \
other countries.

Serbian authorities should explicitly set out foln
timeframes to enable that requests for MLA relat
to FT are dealt with by competent authorities i
timely manner.
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6.4 Extradition (R.39, 37 & SR.V)

Clarify whether the application of dual criminality

may limit its ability to provide assistance in @ant
situations, particularly in the context of iderdi
deficiencies with respect to the FT offence
outlined under Special Recommendation II.
Eliminate the ground for refusal of an extraditi
request set out in article 7(5) of the MLA Law

In cases of non-extradition of own citizens,
Serbian authorities should ensure that inte

as

on

he
rnal

criminal proceedings are instituted efficiently and
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a timely manner.
Take steps to improve the overall effectiveness of
the extradition framework and develop general
reference materials, models forms and circulars or
practical guidelines which cover practical aspedt
extradition and commentaries of the existing lggal
provisions.

U7

6.5 Other Forms of Co-operatic
(R.40 & SR.V)

"

The authorities should undertake a thorough reoéw
the legal framework which governs international co-
operation and information exchange and amend| the
existing laws governing the scope of action of |all
competent financial sector and non financial sector
supervisory authorities to ensure that they allbw |t
widest range of co-operation and that these borhes
exchange information both spontaneously and upon
request in line with the FATF standards under
Recommendation 40;
The authorities should ensure that exchanges of
information by supervisory and law enforcement
authorities are not made subject to disproportemat
unduly restrictive conditions;
The supervisory authorities should keep comprekensi
statistical information on the exchange of infornmat
with foreign counterparts, including on whether the
requests were granted or refused

7. Other Issues

7.1 Resources and statistics (R. 30
32)

gecommendation 30

FlU

Law

Additional measures should be taken by [the
authorities to adequately staff the APML as well as
provide to them with adequate offices, technical
resources and equipment.
Internal training programs would need to be tailiore
to ensure that APML staff, including newly recrdi
staff, receives specialised and on-going training
suited to their responsibilities. Such training Ido
include in particular analyst training, training pn
specialised products, trend and typologies, IT fand
software training.

enforcement and prosecution authorities

Review the existing legal framework and amend it,
in the light of the issues of concern highlighted| i

the report, to ensure that adequate requiremeats ar
set out clearly for law enforcement and prosecution
services, including specialised services, enahbling
them to maintain high professional standards,
including high integrity and that the staff are

appropriately skilled.
Review the Tax Police’s structure and adequacy of
financial, human and technical resources, as vegll a
the requirements regarding professional standards,
integrity and skills;
Take all necessary legislative and other measores t
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soon as possible;

etc) should be allocated to the over-worked pu
prosecutor and police services so that they cliy
and effectively performs their functions;

» Consistent with a more proactive approach to
detection and exposure of the various forms of |
take measures to ensure a greater specialisati
police officers, prosecutors and judges in finan
crime and ML cases and improve prosecutg
AML/CFT  expertise. The recommendatio
formulated in the National Strategy regard
training should be implemented speedily.

All supervisory authorities

» Establish requirements providing for professio
standards (including confidentiality and integr
requirements), and expertise/skills of the staff
supervisory bodies involved in the supervisionhaf
AML/CFT Law (for the Securities Commission19
the Bar Association, the Chamber of Certif
Auditors).

» Ensure adequate, relevant, and regular training
combating ML and FT throughout all supervisg
bodies involved in the supervision of the AML/CI
Law.

Policy makers

* The Serbian authorities should satisfy themse
that there are adequate resources allocated @ps
and maintain the AML/CFT system on the pol
level and that policy makers are appropriatelylasdi
and provided with relevant training.

MLA/extradition competent authorities

» Serbian authorities should ensure that the comp
authorities for sending/receiving mutual leg
assistance/extradition requests are adequ
structured, funded, staffed to fully and effectw
perform their functions.

e  Serbian authorities should review existing tecah
resources available and take appropriate measu
ensure that proper technical means and equip
(e.g. ICT equipment, equipment for video/teleph
conference, technical means required for spe
investigative measures) are available for compe
authorities enabling them to adequately respon
mutual legal assistance requests.

e Initial and continuous training should be organi
for all staff of competent authorities responsitie

ensure that the Financial Investigation Unit within
the Ministry of Interior is adequately structured,
funded and staffed in order to become operatiosial a

» Additional resources (human, premises, equipment,
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sending/receiving mutual legal assistance/exti@u

191 The Securities Commission has provided some irdtion on the requirements to professional standands

expertise/ skills of the staff, but not on thosedafidentiality and integrity.
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Recommendation 32

requests on a regular basis to ensure that they
an adequate understanding of the rele

conventions related to international cooperation in

criminal matters as well as the application oftlegv

provisions and procedures for mutual assistance and

extradition set out in the MLA Law and the Law
Seizure and Confiscation of the Proceeds f
Crime. Also, in order to enable dire
communication between judicial authorities,

om
ct
he

Serbian authorities should consider promoting

trainings in foreign languages for releva
professionals.
The authorities should also develop geng
reference materials, models forms and circular
practical guidelines which cover practical aspedt
mutual legal assistance in criminal matters

commentaries of the existing legal provisions.

Considering the various statistics presented to
evaluation team before the visit and afterwards,
evaluation team recommends the authorities
consider designating one single institut
responsible for keeping integrated statistics eel
to AML/CFT.

Also, the authorities may consider keeping recg
on the underlying predicate offences, on casese
there was an autonomous money launde
prosecution, cases which were tried in the s
indictment as the predicate offence, cases whiel
self laundering and sanctions applied, as this &
enable them to monitor the effectiveness
implementation of the ML provision.

Though there are no statistics due to the absein
relevant proceedings, Serbia should ensure theg
is a requirement for competent authorities
maintain comprehensive annual statistics on
investigations, prosecutions and convictions, gih
there be such cases.

The authorities should maintain comprehensive
precise annual statistics on the number of cases
the amounts of property frozen, seized
confiscated relating to ML, FT and crimin
proceeds.

Ensure maintenance of accurate, differentiated
types and number of obligors, types and numbe
irregularities, types and number of appl
supervisory  measures [including  pecuni
sanctions] etc), consistent statistics on on-
inspections conducted by supervisors relating t
including AML/CFT issues, throughout &
supervisory bodies involved in the supervisionhef
AML/CFT Law.

Ensure maintenance of accurate, differentiated
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types and number of requestors and requested
counterparties, number of refused and satisfied
requests, records on bases for refusals gtc),

consistent statistics on formal requests

for

assistance, throughout all supervisory bodies

involved in the supervision of the AML/CFT Law.

Undertake an on-going analysis of the risks
ML/FT (vulnerabilities, sectors at risk, trends;)db
streamline its AML/CFT strategy and efforts

necessary,

Pursue current efforts and develop the strategic

of

as

an

collective review of the performance of the

AML/CFT system as a whole.

The  Serbian authorites  should  maintain
comprehensive annual statistics on all mutual legal
assistance and extradition requests - including

requests relating to freezing, seizing and contiisna

- that are made or received, relating to ML, the
predicate offences and FT, including the nature of

the request, whether it was granted or refused
the time required to respond.

7.2 Other relevant AML/CF]
measures or issues

NA

7.3 General framework — structur
issues

NA
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10  TABLE 3: AUTHORITIES' RESPONSE TO THE EVALUATION (I F
NECESSARY)

RELEVANT COUNTRY COMMENTS
SECTIONS AND
PARAGRAPHS
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V. COMPLIANCE WITH THE 3 "° EU AML/CFT DIRECTIVE

Serbia is not a member country of the European mlnibis not directly obliged to implement
Directive 2005/60/EC of the European Parliament anaf the Council of 26 October 2005 on
the prevention of the use of the financial systenof the purpose of money laundering and
terrorist financing (hereinafter: “the Directive”) and tHeommission Directive 2006/70/E®f

1 August 2006 laying down implementing measures for Directive 20860/EC of the
European Parliament and of the Council as regardshe definition of ‘politically exposed
person’ and the technical criteria for simplified austomer due diligence procedures and for
exemption on grounds of a financial activity conduted on an occasional or very limited
basis

The following sections describe the major differenbetween the Directive and the relevant FATF
40 Recommendations plus 9 Special Recommendatt@rstelevant legal texts from the EU legal
standards see Appendix .

1 Corporate Liability

Art. 39 of the Directive | Member States shall ensure that natural and lesgabps covered by th
Directive can be held liable for infringements bé tnational provision
adopted pursuant to this Directive.

0]

[*2}

FATF R. 2 and 17 Criminal liability for money laundering should erteto legal persons.
Where that is not possible (i.e. due to fundamepriakiples of domestic
law), civil or administrative liability should appl

Key elements The Directive provides no exception for corporatability and
extends it beyond the ML offence even to infringaetsewhich are
based omational provisions adopted pursuant to the DivectiVhat is
the position in your jurisdiction?

Description and| Natural persons can be held liable for ML and pisgsaket out in the
Analysis legislation appear to be proportionate and dissealursuant to the Law
on Liability of Legal Entities for Criminal Offenselegal persons can be
held liable for criminal offences, including ML, wdm have been
committed for the benefit of the legal person byesponsible person or
when a lack of supervision or control by the respble person
allowed the commission of crime for the benefittbat legal person
by a natural person operating under the superviarah control of the
responsible persorParallel criminal and civil and administrative
procedures are possible in all cases when damagbden inflicted
upon a legal or natural person through the comuonissf a criminal
offence, regardless of whether the perpetrator iatral or lega
person.

As regards liability of natural and legal persoosihfringements of the
national AML/CFT provisions, these are set out fitickes 88-91 of the
AML/CFT Law. The sanctions available (fines) appetr be
proportionate and dissuasive. However, as detailedthe mutual
evaluation report, there are no sanctions stipdil&ie certain provisions
of the law. The range of administrative sanctiordirectly available for
AML/CFT incompliance is not adequate and there ar@aumber of
grounds for uncertainty and confusion about the liegmlity of
pecuniary sanctions under the AML/CFT law and adstiative
sanctions under various sectoral laws.

Conclusion Corporate liability is extended beyond the ML offen to
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infringements which are based on national AML/CFbvisions.
However, a number of deficiencies are to be natatlis context.

Recommendations an

dSerbia should review its legislation to ensure tlihere are

Comments proportionate and dissuasive sanctions applicatmeefgal entities’
infringements of all requirements under the AML/CE&Bw and
should also take measures to ensure that such@aere effectively
applied in practice by competent authorities.

2 Anonymous accounts |

Art. 6 of the Directive

Member States shall prohibit their credit and ficiah institutions
from keeping anonymous accounts or anonymous paksbo

FATF R. 5

Financial institutions should not keep anonymousoants or
accounts in obviously fictitious names.

Key elements

Both prohibit anonymous accounts but allow numbeaedounts
The Directive allows accounts or passbooks on tificts names
butalways subject to full CDD measures. What is thsitpm in your
jurisdiction regarding passbooks or accounts aitificis names?

Description and

Analysis

Article 34 of the AML/CFT Law prohibits obligors dm opening of
maintaining anonymous accounts for customers,ngscoded or bearg
savings bonds, or providing any other services divactly or indirectly
allow for concealing the customer identity.

Prior to the adoption of the AML/CFT Law, only banlere expressl

prohibited from opening or maintaining accounts daonymous clients.

While not covered in the previous AML Law, Secti®nof the NBS
Decision on KYC Procedure for Banks expressly griddd banks from
opening or keeping accounts for anonymous clients.

Financial institutions indicated that they did mogintain anonymou
accounts or maintain accounts for anonymous clientee NBS alsg
indicated that they found no evidence of the eristeof anonymou
accounts during on-site inspections of banks.

Conclusion

The AML/CFT Law meets the requirements set by Aeti6 of the
Directive in regards to anonymous accounts or amaug passbooks.

Recommendations
Comments

ar

d\/A

3

Threshold (CDD) |

Art. 7 b) of the Directive

The institutions and persons covered by the Divecshall apply
CDD measures when carrying out occasional trarmastamounting
to EUR 15 000 or more.

FATF R. 5

Financial institutions should undertake CDD measwvlen carrying
out occasional transactions abdkie applicable designated thresho

Key elements

Are transactions and linked transactions of EURQ8 covered?

Description and

Analysis

Article 9, Paragraph 1, Iltem 2 of the AML/CFT Laequires obligors tc
conduct CDD when carrying out a transaction amagnto the RSD
equivalent of EUR 15,000 or more, calculated by Kagional Bank of
Serbia median rate on the date of execution ofrthvesaction (hereinafte
referred to as: RSD equivalent), irrespective oéthibr the transaction
carried out in one or more than one connected tpes

If the transaction amounting to the RSD equivalehEUR 15,000 is
carried out based on a previously established basirrelationship
Article 9.2 requires the obligor to collect the gilgy CDD data.

192}
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Article 9 of the AML/CFT Law applies to all trandams, thereforsg
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would also cover occasional transactions.

Conclusion The AML/CFT Law meets the requirements set by Aeti¢ (b) of the
Directive on CDD threshold.
Recommendations and
Comments
4 Beneficial Owner |

Art. 3(6) of the Directive
(see Annex)

The definition of ‘Beneficial Owner’ establishes mmum criteria
(percentage shareholding) where a natural perstintie considere
as beneficial owner both in the case of legal pggsand in the cas
of legal arrangements

FATF R. 5 (Glossary)

‘Beneficial Owner’ refers to the natural persong@o ultimately
owns or controls a customer and/or the person oose/ltbehalf &
transaction is being conducted. It also incorparateose person
who exercise ultimate effective control over a lggerson or lega
arrangement.

Key elements

Which approach does your country follow in its défon of
“beneficial owner™? Please specify whether theecid in the EU
definition of “beneficial owner” are covered in yodegislation.

Description and Analysis

Article 3, Section 1, ltems 11 and 12 of the AML/CEaw defines 3
beneficial owner as a natural person who owns atrofs a customer.
The definition of a beneficial owner of a companyamy other legal
person includes:
natural person who owns, directly or indirectly%25r more of
the business share, shares, voting right or otpbtst based of
which they participate in the management of thallpgrson, of
who participates in the capital of the legal peragth 25% or
more of the share, or has a dominant position inagag the
assets of the legal person;
natural person who has provided or provides funasal
company in an indirect manner, which entitles hinnfluence
significantly the decisions made by the managindidm of the
company concerning its financing and business dpesa
Article 3 Item 13 of the AML/CFT Law defines theredicial owner of
a person under foreign law, which receives, manageallocates asse
for a specific purpose as:

a natural person using, indirectly or directly, méinan 25% of thg
assets that are the subject matter of managenrentded that the
future users have been designated;
a natural person or group of persons for the fuathee of whose
interests a person under foreign law is establishredperates
provided that such natural person or group of persare
identifiable;

a natural person who, indirectly or directly, utiriesedly manages
more than 25% of the property of the person unolieidgn law.
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Conclusion The definition of beneficial owner in the AML/CFTalv is consisten
with the definition in Article 3(6) of the Directiy
Recommendations and

Comments
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Financial activity on occasional or very limited bais |

Art. 2
Directive

of the

2

Member States may decide that legal and naturabpsrwho engag
in a financial activity on an occasional or venmyilied basis and wher
there is little risk of money laundering or finangi of terrorism
occurring do not fall within the scope of Art. 3(by (2) of the
Directive.

Art. 4 of Commission Directive 2006/70/EC furtheefies this
provision.

)

FATF R. concerning
financial institutions

When a financial activity is carried out by a persar entity on arn
occasional or very limited basis (having regardgt@antitative and
absolute criteria) such that there is little risk money laundering
activity occurring, a country may decide that thpplacation of anti-
money laundering measures is not necessary, ditligror partially
(2004 AML/CFT Methodology para 23; Glossary to B&ETF 40 plus
9 Special Recs.).

Key elements

Does your country implement Art. 4 of Commissionregtive
2006/70/EC?

Description and

Analysis

Article 4, Paragraphs 3 and 4 of the AML/CFT Lawoypdes the
following exemptions from Serbia’s AML/CFT controls

(3) legal or natural persons referred to in Pafglggal and 2 of thi
Article, which perform a business activity only asmnally or to g
limited extent and which represent low-risk withspect to money
laundering or terrorism financing, shall not beuiegd to carry out thg
actions and measures laid down in this Law, if tleget specially
stipulated requirements.

(4) The minister competent for finance (hereinafteferred to as: th
Minister), based on the proposal of the APML, magedfy the
conditions referred to in para.3 of this Article compliance with
technical criteria specified by the recognized rimétional standards ar
in the opinion of the body referred to in Articl 8f this Law, which is
competent to supervise the implementation of tlaa by such a legal g
natural person.

The previous AML Law did not contain this type ackision.
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Conclusion

Activities described in the AML/CFT Law are consist with the
requirements set in Article 2 (2) of the Directive.

Recommendations ar

dAt the time of the evaluation, Serbian authoritiasl yet to implemen

—t

)

Comments exemptions from the AML/CFT Law, however Serbiarthauities
have indicated that the Minister will prescribe lsweiteria describe
in Article 4(4) of the AML/CFT Law.

6 Simplified Customer Due Diligence (CDD) |

Art. 11 of the Directive

By way of derogation from the relevant Article tHa@irective
establishes instances where institutions and persaaly not apply
CDD measures. However the obligation to gatherigafit CDD
information remains.

FATF R. 5

Although the general rule is that customers shduddsubject to the

full range of CDD measures, there are instancesrevheduced or

simplified measures can be applied.

U

Key elements

Is there any implementation and application of Arbf Commission
Directive 2006/70/EC which goes beyond the AML/C
Methodology 2004 criterion 5.9?

FT

Description and

Analysis

In the previous AML Law, there were no reduced ionpdified CDD

measures; financial institutions were required pplya CDD controls
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evenly for all customers.

Under Article 32 of the AML/CFT Law, obligors mayaly simplified
customer due diligence measures, except where tmerageasons far
suspicion of ML or TF with respect to a customert@nsaction, if g
customer is:

1) the obligor referred to in Article 4, Paragraphltems 1 to 8 of this
Law (banks; licensed bureaux de change; compandes the
management of investment funds; companies for theagement of
voluntary pension funds; financial leasing prov&lelinsurance
companies, insurance brokerage companies, insuraagEncy|
companies and insurance agents with a licence téorpe life
insurance business; persons dealing with postalnugritations;
broker-dealer companies), except for insurancedysolaind insurance
agents;

2) person from Article 4, Paragraph 1, ltems 1 tof &his Law, except
for insurance brokers and agents, from a foreigmtrg listed as non
complying with international standards against nyola&ndering anc
terrorism financing at the European Union levehigher;

3) a State body, body of an autonomous provindsody of a local self
government unit, a public agency, public serviaghlic fund, public
institute or chamber;

4) a company whose issued securities are includedni organized
securities market located in the Republic of Sediian the state
where the international standards applied regartfiagsubmission of
reports and delivery of data to the competent eggty body are at
the European Union level or higher.

5) a person representing a low risk of money latingeor terrorism
financing as established in a regulation adoptetherbasis of Article
7, Paragraph 3 of this Law.

Article 32 of the AML/CFT Law also allows an auddi company o
licensed auditor, when establishing a businessioakhip of regarding
obligatory auditing of the annual financial statewseof a legal person
may apply simplified customer due diligence, unkbsse are reasons for
suspicion of money laundering or terrorism finagcimith respect to a
customer or the auditing circumstances.

Under Article 12, Section 1, Item 1 of the AML/CHIaw, insurance
providers are exempt from conducting CDD when oadiclg life
insurance contracts where an individual premiuntalngnt or the tota|
of more than one premium instalments, that arestpdd in one calendar
year, do not exceed the RSD equivalent of EUR 1@00 the single
premium does not exceed the RSD equivalent of ELBOR® The
insurance sector indicated that it did not condifietinsurance businesgs
with foreign countries.

Article 12, Section 1, Item 2 of the AML/CFT Lawasts that VPF
management companies are exempt from conducting Gifign
concluding contracts on the membership in voluntaysion funds o
contracts on pension plans under the condition éisatgnment of th
rights contained under the contracts to a thirdypar the use of suc
rights as a collateral for credits or loans, arepemitted. The Law o

5 o D =
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Pension Funds prohibits the transfer of the balaimce&r member’s
individual account in favor of a third party (withe exception in the case
of a death of a fund member) under Article 44, tBesbian authoritie
claim that VPFs are in a lower risk category.

UJ

Conclusion

Requirements for simplified due diligence descritbedhe AML/CFT
Law are consistent with Article 11 of the Directive

Recommendations
Comments

ar

dAs the ability of financial institutions to condu€DD on the basis of risk

is relatively new, the assessment team was unablgetermine how
obligors would apply simplified due diligence inaptice. The NBS
issued draft guidance for certain financial insitns to apply the riskt
based approach on its website and indicated thatténhded to issu
further guidance and trainings for financial ingiitns to be able to apply
these new regulations.

Serbian authorities should issue specific guidamecassist institution
and persons in identifying instances where it isnj&sible to apply
simplified due diligence.

D
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Politically Exposed Persons (PEPs) |

Art. 3 (8), 13 (4) of thg
Directive
(see Annex)

The Directive defines PEPs broadly in line with FAZ0 (Art. 3(8)).
It applies enhanced CDD to PEPs residing in and#teanber State of
third country (Art. 13(4)). Directive 2006/70/EC gqwides a widel
definition of PEPs (Art. 2) and removal of PEPsafine year of thg
PEP ceasing to be entrusted with prominent puhlitctions (Art.

2(4)).

1Y%

FATF R. 6 and Glossar)

Definition similar to Directive but applies to indduals entrusted
with prominent public functions in a foreign countr

Key elements

Does your country implement Art. 2 of Commissionrdgtive
2006/70/EC, in particular Art. 2(4), and does ipgpArt. 13(4) of the
Directive?

Description and

Analysis

There were no requirements under the previous AMly lfor financial
institutions to determine whether a client is a Rifi apply enhanced
measures. The Decision on KYC Procedure for Béistssas part of risk
factors: client discharging a public function argrt who is a publig
figure in Section 2, Paragraph 3. Per this decjdianks were required to
classify clients based on risk, determine the aed@ity of a client based
on that risk, and identify the client accordingBection 8, Paragraph |6
also required that when banks enter into a contghaibligation with a
new client, that it is previously approved by abde one managey.
Furthermore, Section 14 obliged banks to supervisssactions
conducted by risky clients through their accoumsn ongoing bases.

The AML/CFT law introduced new requirements. Itdiéle 3 defines a
foreign official as: a natural person who holdswdro held in the pas
year a public office in a foreign country or intational organisation),
which includes the office of:

—

head of State and/or head of government, membgowarnment

and their deputies or assistants;

» elected representative of legislative bodies;

* judge of the supreme and the constitutional coart®f other
high-level judicial bodies whose judgments are sobject to
further regular or extraordinary legal remedies,vesain
exceptional cases;

» member of courts of auditors or of the boards otreg banks;
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 ambassador, chargés d'affaires and high-rankingeofin the
armed forces;

* member of the managing or supervisory bodies ddllegtities
whose majority owner is the State;

Article 3 also defines close family members of aefgn official and
refers to them as a foreign official. It also definclose associates off a
foreign official, however there is an omission ihetlaw and set
requirements do not appear to be applicable to.them

Article 30 of the AML/CFT Law requires obligors testablish g
procedure for determining whether a customer oefigal owner of a
customer is a foreign official and that the progedshould be laid down
in an internal document of the obligor, which slibbk in line with the
guidelines issued by supervisors. At the time @ tn-site visit, nd
guidelines had been issued by supervisors ongbigi

The AML/CFT law refers to a one year timeframe:easpn who, by the
date of entry into a transaction, has not held Eipwffice in a foreign
country or foreign organisation in the past yeamd considered a
politically exposed person.

Article 30 requires the employee in the obligor wbarries out the
procedure for establishing a business relationgfiip a foreign official
shall, before establishing such relationship, @b&iwritten consent g
the responsible person. If the obligor establistiet a customer or
beneficial owner of a customer became a foreigiciaff during the
business relationship, the continuation of a th&irimss relationship wit
such person is subject to the a written consethefiesponsible perso
Financial institutions are thus required to obt#ire approval of &
‘responsible person’ for establishing a businesstiomship with a PER
or to continue such a relationship. The authorielvised that the
‘responsible person’ in such cases is to be int¢edras a member of the
executive board or other competent body or persah dgenior
management level). However the evaluation team iderss that the
requirement does not appear to be specific encoghthe responsibl
person should be at the senior management level.
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Financial institutions are also required to obtdata on the origin of
property which is or which will be the subject neatobf the business
relationship or transaction from the documents aiher documentation
which shall be submitted by the customer. If ini possible to obtain
such data as described, the obligor shall obtaimiteen statement on its
origin directly from the customer (Article 30 ot MAML/CFT Law).

Financial institutions are also required to moniteith due care
transactions and other business activities of aidar official for the
period of duration of the business relationshiptitde 30 Paragraph 2
Item 3), including in cases where a person hasrbheca PEP in thg
course of a business relationship. This obligati@s explained by th
authorities as additional efforts which should badm by obligors in
monitoring business activities and transactionsthef PEP, compare
with other customers considered less risky than-£ERowever, this
interpretation was not supported by any applicabdgilation or guidanc
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and thus could be interpreted by obligors at tbein discretion. Overall
the evaluators had doubts that Article 30 Paragrapitem 3 would
amount to an ‘enhanced on-going monitoring’ on hess relationshiy
with PEP-s.

=)

Conclusion

The definition of a PEP in the AML/CFT Law does noieet the
requirement set out in Articleé3 (8) and 13 (4) of the Directive as
lacks the explicit inclusion of a provision for seassociates of a foreig
official, despite including close associates in diedinition in Article 3,
Item 26.

t
gl

Recommendations

Comments

ar

drhe evaluation team was satisfied that the bankictor adequatel
determined whether a potential customer was a Ri&d, internal
procedures for screening clients, and screenedfatheir clients using
commercial databases and other public data to detigrmine if a clien
is a PEP. Banks did not, however, seem to takensgsures to establig
the source of wealth or funds for customers idetifvith PEP-s. Othe
financial institutions, while not required to iddéwtor apply enhance
measures to PEP-s under the previous AML Law, atdit that they dic
identify PEP-s, which they considered to be riskgnts. Due to the
nature of their business, however, they indicated ¢nhanced measur
were not necessary.
Serbian authorities should issue guidance for fir@mnstitutions on how
to identify foreign officials and apply enhancededdiligence, per the
new requirements of the AML/CFT Law.
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Correspondent banking |

Art. 13 (3)
Directive

of

the

For correspondent banking, Art. 13(3) limits theplégation of
Enhanced Customer Due Diligence (ECDD) to corredpahbanking
relationships with institutions from non-EU memlgeuntries.

FATF R. 7

Recommendation 7 includes all jurisdictions.

Key elements

Does your country apply Art. 13(3) of the Directive

Description
Analysis

and

The previous AML Law had no express requirementsalb financial
institutions to understand fully the nature of ap@ndent institution’s
business or to determine the reputation of thetinistn and quality of
supervision, including whether it has been subjecta ML or TF
investigation or regulatory action. The insuraneetar is not permitted t
provide life insurance, which is the insurance piaidthat has bee
identified as having the highest ML risk, to foneigntities.

Prior to the AML/CFT Law, only banks were obliged ¢onsider the
AML/CFT regime of correspondents. When establishiogresponden
relations with other banks, especially foreign tsmrke banking sectq
was required, through Section 18 of the DecisiorK¥ME for Banks, to
cooperate exclusively with correspondent banks kwhimplement
regulations governing the prevention of money lauimd)y and financing
of terrorism, as well as the Procedure, as straslyhe bank.

Article 29, Paragraph 1 of the AML/CFT Law addedvnequirements
for all financial institutions, stating that wherstablishing a LORQ
correspondent relationship (defined in Article 3aa®lationship betwee
a domestic bank and a foreign bank or any otheitaiinstitution, which
commences by the opening of an account by a foreégrk or anothe
similar institution with a domestic bank in orderdarry out internationd
payment operations) with a bank or any other smiiatitution having

D
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its seat in a foreign country which is not listesl @mplying with the
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international standards against money launderingtamorism financing
at the European Union level or higher, the obligioall also obtain, apa
from the actions and measures laid down in Ari&;l@aragraph 1 of thi
Law (CDD Measures), a number of additional datégrmation and of
documentation. Article 12 of the Decision on KYCo&edure furthe
requires that if an obligor is a bank, it shall @pein its Procedure th¢
activities it shall take when establishing correxpent relations with
other banks, in particular the foreign ones, andavben refusing tg
establish these relations with banks which do mmhmy with the
international standards or to at least the EU staiy] regarding
prevention of money laundering and financing ofdgsm.

Serbian officials informed the evaluation team thatording to the
current legal framework and practice, correspondelationships do ng
involve the maintenance of “payable through accgfut/hile there arg
currently no payable-through accounts in Serbia,avaluation team hg
concerns that because they are not expressly prexhilthe fact that i
has not happened in practice does not mean tleahitot happen in th
future.
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Conclusion

Serbia does not limit the application of enhances dliligence tg
correspondent banking relationships with institasiofrom non-EU
countries.

Recommendations

andserbia does not apply the limitation of article 3)3¢f the Directive anc

)

1)

Comments makes no exception for EU member countridse obligation under th
EU directive is only applicable to Member States.
9. Enhanced Customer Due Diligence (ECDD) and anonynyit |
Art. 13 (6) of the The Directive requires ECDD in case of ML or TFeats that may
Directive arise from producter transactionghat might favour anonymity.
FATF R. 8 Financial institutions should pay special attentitmn any money

laundering threats that may arise from new or dgiah
technologieghat might favour anonymity [...].

Key elements

The scope of Art. 13(6) of the Directive is broatwan that of FATH
R. 8, because the Directive focuses on productdramsactiong
regardless of the use of technology. How are tliesees covered i
your legislation?

Description
Analysis

and

In the previous AML Law, there were no requiremeotsenhanced du
diligence; obligors were required to apply the sameasures in a
situations. Under Article 7, Paragraph 7 of thevimnes AML Law,

financial institutions were only allowed to maimanhon face-to-face

customers if they were non-residents, a state @tyhor organization
with public authorities, or a fellow obligor defihén Article 4 of the
Law. Article 7 established that when opening aroaat or establishing
business cooperation, the obligor could perform ittentification of a
non face-to-face customer but when doing so, it thaglstablish beyon
doubt the identity of the customer by establistaiighe data pursuant

this Law and the regulation passed on the badistafie 13, Paragraph 2

of this Law. The NBS Decision on KYC Procedure fanks further

stipulates that: in performing transactions of &ntl who has already

been identified, and by using technologies thatndb include direct
contact (e-banking), the banks shall adopt andygmuicedures enablin
prior authenticity and accuracy check up of thengeation orders an
identity of the person that submitted them.
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Article 28 of the AML/CFT Law requires that enhadccustomer du
diligence actions and measures shall be appliedh& following
circumstances:

1) when establishing a LORO correspondent relatignaith a bank or a

similar institution having its seat in a foreignuatry which is not listeg

as complying with the international standards agfamoney laundering

and terrorism financing that are at the level ofdpean Union standarg
or higher. This list shall be established by thieiMer, at the proposal ¢
the APML and based on the data held by internatiomanisations;

2) when establishing a business relationship awyicey out a transactio
referred to in Article 9, Paragraph 1, ltem 2 aéthaw with a custome
who is a foreign official;

3) when the customer is not physically presenhatitientification andg
verification of the identity.

The AML/CFT Law, in Article 31, requires obligors &pply one or moré
of the following additional measures, apart frone thormal CDD,
measures, when a customer is not physically presettie course o
identification and verification of identity:

1) obtaining additional documents, data, or infdiorabased on which i
shall identify a customer;

2) conducting additional inspection of submitteeéritity documents o
additional verification of customer data obtainewni the obligor
referred to in Article 4, Paragraph 1, ltems 1 t@%g well as 6 and 8 ar
Article 4, Paragraph 2, ltems 5 to 7 and 9 of Liaw;

3) ensuring that, before the execution of othetaruer transactions i
the obligor, the first payment shall be carried fooin an account opene
by the customer in its own name or which the custonolds with a ban
or a similar institution in accordance with Articd®, Paragraphs 1 and
of this Law;

4) other measures laid down by the body referredntdrticle 82
(regulatory authorities) of this Law.

Regulatory authorities have not yet issued addiliomplementing
measures on this issue.

Article 34 of the AML/CFT Law also prohibits obligefrom opening or

maintaining anonymous accounts for customers,ngscoded or bearg
savings bonds, or providing any other services divaictly or indirectly
allow for concealing the customer identity.
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Conclusion

The AML/CFT Law meets the requirements set out fticke 13 (6) of
the Directive.

Recommendations an

Comments

d

10.

Third Party Reliance |

Art. 15 of the Directive

The Directive permits reliance on professional, lifjea third parties
from EU Member States or third countries for thef@enance of
CDD, under certain conditions.

FATFR. 9

Allows reliance for CDD performance by third pastibut does nri)/ll

specify particular obliged entities and professiartich can quali
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as third parties.

Key elements

What are the rules and procedures for reliance hond tparties?
Are there special conditions or categories of pgsswho can qualify
as third parties?

Description
Analysis

and

The previous AML Law had no provisions on relying @ third party tg
perform some elements of the CDD process or todioire business.

The legal basis allowing financial institutionsriy on third parties to

perform CDD was introduced in Article 23 of the AKQFT Law.

Under the law, a third party is defined as:

1) the obligor referred to in Article 4, ParagrapHtems 1, 3, 4 and 8 of

this Law (that is: banks, companies for the managgmof
investment funds, companies for the management BFsy and
broker-dealer companies);

2) insurance companies licensed to perform lifenasce business;

3) the person referred to in Article 4, Paragraplieins 1, 3, 4 and 8 of

this Law and the insurance company licensed tcopmrbusiness o
life insurance in a foreign country if it is subjeim a statutory

requirement to register its business, if it appl@sstomer due
diligence, keeps records in an equal or similarmeamas specified in

this Law, and if it is supervised in the executadrits business in a
adequate manner.

In relying on such a third party, obligors shallt @ exempt from thg
responsibility for a proper application of CDD. ite 23 further
stipulates that the obligor may not rely on a tigedty to perform certai
customer due diligence actions and measures if peidon has identifie
and verified the identity of a customer without thestomer’s presenc
The third party is responsible for meeting the mesguents laid down ir
this Law, including the keeping of data and docutaiéon.

The AML/CFT Law does not specifically require thtte financial
institution must immediately obtain CDD informatitmom a third party.

Nevertheless, Article 25 of the AML/CFT Law requirae third party td
submit to the obligor the data held about the custothat the obligo
requires for establishing a business relationshiteuthis Law.

At the request of the obligor, the third party sldodeliver without delay
copies of identity papers and other documentatiasetd on which i
applied the customer due diligence actions and mmeasnd obtained th
requested data about a customer (Article 25).

The obtained copies of the identity papers and mecdation shall be
kept by the obligor in accordance with this Lawthié obligor doubts th
credibility of the applied customer due diligenaeod the identification
documentation, or the veracity of data obtainedutilbocustomer, it sha
request from the third party to submit a writtemtsment on the
credibility of the applied customer due diligenai@n or measure an
the veracity of the data held about a customer.

Obligors may rely on third parties — banks, companifor the
management of investment funds, companies for theagement o
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VPFs, and broker-dealer companies and the insaeremmpany license
to perform business of life insurance in a foreguntry - if they are
subject to business registry requirements, CDD eswbrd keeping
requirements equal or similar as stated in the ABHY Law and if they,
are supervised in the execution of their businesani adequate mann
and if they are supervised in the execution of rthrisiness in af
adequate manner.

Obligors are required to ensure beforehand thathiné party meets al
the conditions laid down in the law (Article 23).3)

Article 24 of the AML/CFT Law sets out stipulatiotisat prohibit an
obligor from relying on a third party to performrtaan CDD measure
and reads as follows:

1) the obligor shall not rely on a third party terform certain custome

due diligence measures if the customer is an affeskegal person or an

anonymous company;
2) The obligor may not rely on a third party tofpem certain custome
due diligence measures if the third party is froooantry which is listed
as not complying with the standards against morandering ang
terrorism financing. This list shall be developedthe Minister, at the
proposal of the APML and based on the data heldinbgrnational
organisations; and

3) Under no circumstances shall the third partyaheoff-shore legal
person or a shell bank.

The Minister has not yet developed the list refiri@ under Article 24
Paragraph 2.

The AML/CFT Law set out monetary fines to ensuratthinancial
institutions are ultimately held responsible forsttumer identification
and verification and not the third party. Articlé 8f the AML/CFT Law
requires that a legal person shall be punishedafioeconomic offenc
with a fine amounting from RSD 50,000 to RSD 1,800, if it...rel[ies]
on a third party to perform customer due diligenwithout having
checked whether such third person meets the regents laid down irj
this Law or if such third person established andfieel the identity of g

customer without its presence or if the customearisoff-shore legal

person or anonymous company.

er
h

r

r

(U

Conclusion

The AML/CFT Law meets the requirement set out iticke 15 of the
Directive.

Recommendations
Comments

an

dAs noted in other sections of the report, the eatédn team was unab
to assess the effectiveness of Serbia’'s implementatof
Recommendation 9 because of the newness of the BMLLaw. At the
time of the evaluation, Serbian authorities had isstied guidance t
financial institutions on how to implement thesevn@ovisions as unde
the previous AML Law, financial institutions weretrpermitted to rely
on a third party.

Serbian authorities should issue guidance to fil@hmastitutions to aid
them in effectively implementing the new measures sut in the|
AML/CFT Law on relying on third parties for someelents of CDD.

= O
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11.

Auditors, accountants and tax advisors |

Art. 2 (1)(3)(@) of the
Directive

CDD and record keeping obligations are applicalde atiditors,
external accountants and tax advisors acting inettexcise of thei
professional activities.

FATF R. 12

CDD and record keeping obligations

1. do not apply to auditors and tax advisors;

2. apply to accountants when they prepare for or caout
transactions for their client concerning the foliogvactivities:

buying and selling of real estate;

managing of client money, securities or other &sset

management of bank, savings or securities accounts;

organisation of contributions for the creation, i@ie®n or

management of companies;

creation, operation or management of legal persons

arrangements, and buying and selling of businedgiesn

(2004 AML/CFT Methodology criterion 12.1(d)).

"4}

Key elements

The scope of the Directive is wider than that af #ATF standard
but does not necessarily cover all the activitiésaccountants a
described by criterion 12.1(d). Please explaingkint of the scop
of CDD and reporting obligations for auditors, ertd accountant
and tax advisors.

v O

Description and| Auditors, external accountants, and tax advisorsewmt included as

Analysis obligors under the previous AML Law.
Article 4 of the AML/CFT Law lists as obligors:
1. (11) auditing companies;
2. entrepreneurs and legal persons exercisingdif@ving professional
activities:
(2) provision of accounting services
(3) tax advising
Legal and natural persons which perform a busiredsvity only
occasionally or to a limited extent and which reprds low risk with
respect to ML or TF shall not be required to cavyy the actions and
measures laid down in the law if they meet the irequents.
Please see Sections 3.2 and 3.5 for a detailediplést of the CDD and
record keeping requirements and identified defitien

Conclusion While the AML/CFT Law meets the scope of Artide(1)(3)(a)of the
Directive forauditors, external accountants, and tax advisobigors,
the CDD requirements for these entities have thmesaeficiencies
identified for financial institutions.

Recommendations andverall, the DNFBP sector demonstrated little awess ang

Comments understanding of obligations under the AML/CFT Law.
Serbian authorities should work with DNFBP-s tsuee that they are both
aware of AML/CFT obligations and are adequatelyhapg controls.
Serbian authorities should issue guidance and geavaining so that each
sector has the tools to comply.

12. High Value Dealers |

Art. 2(1)(3)e) of the
Directive

The Directive applies to natural and legal perstading in goods
where payments are made in cash in an amount of E3JBO0 or
more.
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FATF R. 12

The application is limited to those dealing in poes metals and

precious stones.

Key elements

The scope of the Directive is broader. Is the beoagproach adopte

in your jurisdiction?

Description and

Analysis

Dealers in high value goods such as metals or stewaee subject to th

controls set out in the previous AML Law, howeubey were excluded 3
obligors from the AML/CFT Law and are thus no longabject to CDD

requirements.

Article 36 of the AML/CFT Law provides that

(1) A person selling goods or rendering a servitdhie Republic of

Serbia may not accept cash payments from a customiird party in
the amount greater than EUR 15,000 in its RSD edgint; and

(2) The restriction laid down in Paragraph 1 ste#io apply if the
payment of goods or a service is carried out inariban one connects
cash transactions which in total exceed the RSDvalgnt of EUR
15,000.

Serbian authorities indicated that since high valealers in goods wel
no longer permitted to receive cash for goods waonthre than EUR
15,000, they should not be subject to AML/CFT colstr

[¢)

d

Conclusion

The requirements set out in the AML/CFT Law are sistent with
Article 2 (1) (3) (e) of the Directive.

Recommendations
Comments

andrhe evaluation team recognises that the new regemé in the

AML/CFT Law preventing dealers in high value goddsm conducting
cash transaction in excess of EUR 15000 does reatiecesk of ML and
TF.

However, these DNFBP-s should remain subject toother AML/CFT
controls laid out in the AML/CFT Law, particularlgequirements tg
undertake CDD when there is a suspicion of ML oy tbRdetermine if 3
customer is a PEP, and to maintain records ondchioss.

|

13.

Casinos |

Art. 10 of the Directive

Member States shall require that all casino custsenbe identified
and their identity verified if they purchase or Bange gambling
chips with a value of EUR 2 000 or more. This is$ regjuired if they
are identified at entry.

FATF R. 16

The identity of a customer has to be establishetdvanified when he
or she engages in financial transactions equal &iove EUR 3 000.

Key elements

In what situations do customers of casinos havéedoidentified?
What is the applicable transaction threshold inrypuisdiction for
identification of financial transactions by casitgstomers?

Description and

Analysis

Article 5 of the previous AML Law required casints identify their
customers when paying to or withdrawing money frti® organizers o
classical games of chance and other games of ciatite sum amountin

to or exceeding EUR 1.000 in Dinar counter valugga@izers of special
games of chance were bound to establish the ideotitthe customef

immediately upon entering the gaming place.

Under the current AML/CFT Law, while there is ngueéement for casinos

to perform CDD measures when their customers engaginancial
transactions equal to or above a EUR 2.000, Arti®ef the AML/CFT

Law provides for further requirements in speciadesa It requires that

whenever a customer enters a casino or whenewstancer or his legg

representative or empowered representative hassatoea safe-deposi
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box, the organizer of a special game of chancedasino, or an obligg
that provides safe deposit box services, shallbéskaand verify the
identity of the customer and obtain, from the cosp or its lega
representative or empowered representative, tlzerdédrred to in Article
81, Paragraph 1, Items 5 and 7 of the Law, that is:

a) name and surname, date and place of birth, ande ptdc

permanent or temporary residence of a natural pezatering g
casino or accessing a safe-deposit box

b) date of establishing of a business relationshipdate and time

of entrance into a casino or access to a safe-ddyms

All customers that enter the casino are requirei¢mtify themselves

using a valid identification.

There is one licensed casino operating in Serbih.cAstomers are

required to identify themselves using a valid idfergttion document ang
the casino appeared to have a sound method forhimgtcacasino
membership cards with customers as there was agtamh tied to eac
card that is checked upon a customer’s entrance.

Conclusion The provisions of the AML/CFT Law meet the requisshset by Article
10 of the Directive.
Recommendations and
Comments
14. Reporting by accountants, auditors, tax advisors, otaries and other independent

legal professionals via a self-regulatory body tae FIU
Art. 23 (1) of the This article provides an option for accountantsdimus and tax
Directive advisors, and for notaries and other independeat lerofessionals t

report through a self-regulatory body, which sHaliward STRs ta
the FIU promptly and unfiltered.

FATF Recommendation

The FATF Recommendations do not provide for sucbgion.

Key elements

Does the country make use of the option as providedby Art. 23
(1) of the Directive?

=

D

h)

Description and| Serbia did not opt for a reporting regime througlsedf-regulatory
Analysis body for this particular category of reporting &ies.
Conclusion No remarks.
Recommendations and
Comments
15 Reporting obligations

Arts. 22 and 24 of th
Directive

The Directiverequires reporting where an institution knows, gasp or
has reasonable grounds to suspect money laundariegrorist financing
(Art. 22). Obliged persons should refrain from garg out a
transaction knowing or suspecting it to be reldtethoney laundering
or terrorist financing and to report it to the FlWhich can stog
the transaction. If to refrain is impossible or kbufrustrate an
investigation, obliged persons are required to mepo the FIU
immediately afterwards (Art. 24).

)

FATF R. 13

Imposes a reporting obligation where there is suigpithat funds aré
the proceeds of a criminal activity or relateddorarist financing.

U

Key elements

What triggers a reporting obligation? Does the llefyjamework
addres®x antereporting (Art. 24 of the Directive)?

Description and

Analysis

Pursuant to the AML/CFT Law, the reporting obligatiis triggered
“whenever there are reasons for suspicion of molaeydering or

terrorism financing with respect to a transactioncostomer” (Articles
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37.2, 48.1) and “shall also apply to a plannedefapted) transactiorn
irrespective of whether or not it has been caroed’ (Articles 37.3,
48.2). In all cases, reporting should take placefdte the transaction,
and shall indicate, in the report, the time whea titansaction is to b
carried out. In a case of urgency, such report beylelivered also b
telephone, in which case it shall consequently drg $ the APML in
writing, but no later than the next business day”.

<0

In cases when the reporting requirement is notbmaeause the obligor ¢
the lawyer is unable to act “either due to the reatf a transaction, @
because a transaction has not been carried ofdr any other justified
reasons, it shall send the data to the APML as smopossible but n
later than immediately after he has learned ofélasons for suspicion ¢
money laundering or terrorism financing” (Articl83 paragraph 5, 4
paragraph 3).

= =

O

(CSl=A

=

Article 56 paragraph 1 provides that the APML mssue a written orde
to the obligor for a temporary suspension of adaation for a maximun
of 72 hours if it assesses that there are reasemgmblinds for suspicio
of ML/TF with respect to a transaction or personrygag out the
transaction.

= =

Pursuant to paragraph 8 of Article 56, obligors may their own
initiative, temporarily suspend a transaction fonaximum of 72 hours if
they have reasonable grounds to suspect ML/TRriangaction or person
which carries out the transaction or for which thensaction is being
carried out, and if that is required for a timekeeution of obligationg
laid down in the law.

However, the Article does not provide for eithez tbligation of lawyers
to suspend execution of transactions, when theyoadered by the
APML to do so, or for the lawyers right to suspesxkcution of g
transactions, when they wish to do so.

Conclusion The AML/CFT Law meets the requirement of Article 24 the
Directive to refrain from carrying out transactionghich they know
or suspect to be related to ML/TF until they havenmptly informed

the FIU.
Recommendations and
Comments
16. Tipping off (1)

Art. 27 of the Directive | Art. 27 provides for an obligation for Member States to tgco
employees of reporting institutions from being esgub to threats o
hostile actions.

FATF R. 14 No corresponding requirement (directors, officersd a&employees
shall be protected by legal provisions from crinhiand civil liability
for “tipping off”, which is reflected in Art. 26 afhe Directive)

Key elements Is Art. 27 of the Directive implemented in yourigdiction?
Description and Analys | Serbian legislation does not provide for any speaifeasures to be taken
in order to protect employees of the institutionpersons covered by the
Directive and reporting STR-s either internallytorthe FIU from being
exposed to threats or hostile actions. There atainegeneral provision
in the Criminal Code which would apply, howeverstihequires that th
threats or hostile actions meet the requirementhefspecific crimina
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offence, which would as such be regarded as irseffi to meet the
obligation under Article 27.

Conclusiol

The obligation foreseen under Article 27 of thedotive do not appear to
be implemented in Serbia.

Recommendations  ai| Serbia should introduce appropriate requirementgdislation or other
Comments enforceable means in order to protect employedkenfeporting entitie
Directive who report suspicions of money laundering terrorist
financing either internally or to the FIU from bgiexposed to threats or
hostile action.
17. Tipping off (2)

Art. 28 of the Directive

The prohibition on tipping off is extended to whese money
laundering or terrorist financing investigation bheing or may be
carried out. The Directive lays down instances whiée prohibition
is lifted.

FATF R. 14

The obligation under R. 14 covers the fact thatSrR or related
information is reported or provided to the FIU.

Key elements

Under what circumstances are the tipping off ohiayes applied?
Are there exceptions?

Description and Analys

Article 73.1 of the AML/CFT Law defines that theligior, lawyer, and
their employees, including the members of the guwer, supervisory of
other managing bodies, or any other person havitgss to custome
and transaction data shall not disclose to theooust or any other persan
the following:

1)That the APML was sent data, information and docuatéon on a

customer or transaction with respect to which thersuspicion of
money laundering or terrorism financing;

2)That the APML has issued, based on Articles 56 @haf this Law,

an order for a temporary suspension of transaction;

3) That the APML has issued, based on Article 57 of taw, an orde

to monitor financial operations of the customer;

4)That proceedings against a customer or a thirdyphaive beer

initiated or may be initiated in relation to mondégundering or
terrorism financing.

Paragraph 2 of the same article defines that thhilgition stated abov

is lifted in cases where:

a. the data, information and documentation obtainetiraaintained by
the obligor are required to establish facts in orah proceedings)
and if such data is required by the competent court

b. if the data is requested by the supervisory bodyha context of
supervision of the implementation of the provisiofishe law;

c. if the lawyer, auditing company, licensed auditegal or natura
person offering accounting services or tax serviegempt to
dissuade the customer from illegal activities.

The coverage is extended in cases where proceedagsbeen or may

be initiated, however the Directive requires masataefers only to ML

or TF investigations.

=

11

Conclusiol

The requirements of art 28. 1 of the Directive as$ fully complied with,
as the tipping off prohibition does not extendhe fact that ML or TH
investigations are being carried out or may bei@dwut.

Recommendations
Comments

al

The Law should extend the tipping off prohibitiantiring it fully in line
with Article 28.1 of the Directive and include casehere a mone
laundering or terrorist financing investigationbising or may be carrig
out.

o<
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18. Branches and subsidiaries (1)
Art. 34 (2) of the The Directive requires credit and financial indtdns to communicats
Directive the relevant internal policies and procedures wiag@icable on CDD

reporting, record keeping, internal control, rislssessment, ris
management, compliance management and communidatibnanches
and majority owned subsidiaries in third (non ED)atries.

11%4

FATF R. 15 and 22

The obligations under the FATF 40 require a broaaher higher standar
but do not provide for the obligations contemplabgdArt. 34 (2) of the
EU Directive.

o

Key elements

Is there an obligation as provided for by Art. 23 ¢f the Directive?

Description
Analysis

and

The previous AML Law did not include provisions fdimancial
institutions to ensure that their foreign branched subsidiaries obser
AML/CFT Controls consistent with Serbian controlSection 18, ltem 2
of the Decision on KYC Procedure for Banks, howevequired banks t
ensure that the persons to which the bank is anpam@mpany shoulg
apply the Procedure as strictly as the bank, unhessegulations of suc
persons’ home countries does not allow it, and khebether such
persons apply the Procedure.

Article 38 of the AML/CFT Law requires obligors amsure that action

and measures for the prevention of ML and TF bdieghpo the same

extent in its branches and majority-owned subsiekan foreign country
unless this is explicitly contrary to the regulasoof such country. Th
obligor is also required to send its branches orjoritg-owned
subsidiaries in a foreign country updated informaton the procedure
concerning the prevention and detection of ML aifid 8nd particularly
concerning CDD, reporting to the APML, record keepi internal
control, and other circumstances related to thegm@on and detectio
of ML or TF.

Conclusion

The provisions of the AML/CFT Law meet the requiemnts set by
Article 34 (2) of the Directive.

Recommendations andecause of the newness of the law, the assesse@ntwas unable t

Comments assess the effectiveness of Article 38 on finaniciglitutions. Serbia
authorities should issue guidance to financialitusbns requiring tha
branches and subsidiaries overseas should apphhitieest level o
control, whether Serbian law or the host governmand detail
procedures financial institutions should follow eaftreporting to th
APML that a foreign jurisdiction does not permitglementation o
AML/CFT controls, including measures to eliminake trisk of ML or
TF.

19. Branches and subsidiaries (2)

Art.  31(3) of the The Directive requires that where legislation dhed country does ng

Directive permit the application of equivalent AML/CFT meassr credit anc

financial institutions should take additional measuto effectively
handle the risk of money laundering and terrofisricing.

—

FATF R. 22 and 21

Requires financial institutions to inform their cpetent authorities ir
such circumstances.

Key elements

What, if any, additional measures are your finanamestitutions
obliged to take in circumstances where the ledmtabf a third
country does not permit the application of equinbl&ML/CFT
measures by foreign branches of your financialtunsbns?

Description

and

N

Article 38 of the AML/CFT Law states that if thegrdations of a foreigr
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Analysis

country do not permit the application of AML/CFTntmls laid down in
the AML/CFT Law, the obligor shall immediately imfo the APML
thereof, and adopt appropriate measures to elimitia risk of ML or
TF.

There is no specific consideration in the law thequires financia
institutions to pay particular attention to brancher subsidiaries if
countries that have insufficient AML/CFT controBerbian authoritieg
however, indicated that they would not approve éséablishment o
branches or subsidiaries in such jurisdictions.

Conclusion

The AML/CFT is consistent with the requirements et by Article 31
(3) of the Directive.

Recommendations
Comments

an

drhe AML/CFT Law does not specify which additionatasures financia

institutions should take to handle the risk of MLTd-.

20.

Supervisory Bodies

Art. 25
Directive

of the

(1)

The Directive imposes an obligation on supervidoogdies to inform
the FIU where, in the course of their work, theg@mter facts that
could contribute evidence afoney laundering or terrorist financing.

FATF R.

No corresponding obligation.

Key elements

Is Art. 25(1) of the Directive implemented in yqurisdiction?

Description and

Analysis

Article 82 of the AML/CFT Law defines that supenais of the
implementation of the Law shall be conducted by ftiilowing bodies,
within their respective competences: 1) APML; 2)tibiaal Bank of
Serbia; 3) Securities Commission; 4) Tax Administrg 5) Ministry of
Trade and Services; 6) Foreign Currency Inspe@pi@gtAdministration
for Games of Chance; 8) Ministry of Finance; 9) Miry of
Telecommunications and Information Society; 10) Basociation; ang
11) Chamber of Certified Auditors.
Article 86 establishes that all supervisory bodiesler the Law shall
inform the APML in writing where they establish aentify, while
executing tasks within their competence, facts #mator may be linke
to money laundering or terrorism financing.

Article 70"°? further defines that the competent customs boayl skend
data to the APML regarding declared or non-declacedss-border
transportation of physically transferable paymemstruments, within
three days from the date of such transfer, and evtiere are reasons f
suspicion of money laundering or terrorism finagcih shall also stats
the reasons thereof.

And finally, pursuant to Article 71.1, the orgamzef the market
pursuant to the law governing the securities masgkat the securitie
Central Register, securities depository and clgashall inform the
APML in writing where they establish or identify yarfacts, when
performing tasks within their remit, that are orynige linked to money
laundering or terrorism financing.

)

1%

Conclusion

Serbia meets the requirements of Article 25 oDhective.

Recommendations
Comments

an

d

21.

Systems to respond to competent authorities

Art. 32 of the Directive

The Directive requires credit and financial ingt@ns to have systems
place that enable them to respond fully and proyriptenquires from the

FIU or other authorities as to whether they maimtar whether during

192 This Article enters into fo

rce in late Septeml2a09.
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the previous five years they have maintained, @nlbas relationship with
a specified natural or legal person.

FATF R.

There is no explicit corresponding requirementdugh a requiremer
can be broadly inferred from Recommendations 232htb 32.

Key elements

Are credit and financial institutioneequired to have such systems
place and effectively applied?

Description
Analysis

and

According to Article 53 of the AML/CFT Law, the pewof the APML
to request data is limited to those persons (amilt #ssociates) that a
suspected to be laundering money or financing ismo On the othe
hand, various sectoral laws entitle supervisorBnaincial institutions to
compel production of records, documents or inforomatrelevant to
monitoring compliance with applicable legislatiomhis includes all
documents or information related to accounts oretibusiness
relationships, or transactions (for a detailed ysial of powers of
supervisory bodies see the text under Criteriod)29.

r

Article 77 Paragraph 1 of the AML/CFT Law estabéishthat obligors
and financial institutions among them, should kedye data and
documentation that are obtained under the law cairag a customer,
established business relationships with a custormed executed
transactions, for a period of 10 years from thes ddtthe termination o
the business relationship or executed transaction.

Hence, the requirement the Directive that data stabished busines
relationships are maintained for at least five géaimet.

Conclusion

Serbian legislation meets the requirements of lr82 of the Directive.

Recommendations
Comments

ar

d

22.

Extension to other professions and undertakings

Art. 4 of the Directive

The Directive imposes mandatoryobligation on Member States
extend its provisions to other professionals andegmies of
undertakings other than those referred to in A.2(fl)he Directive,
which engage in activities which are particulaikely to be used for
money laundering or terrorist financing purposes.

FATF R. 20

Requires countries only to consider such extensions

Key elements

Has your country implemented the mandatory requérgnn Art. 4 of
the Directive to extend AML/CFT obligations to othgrofessionals
and categories of undertaking which are likely eoused for mone

~

laundering or terrorist financing purposes? Haslaassessment been

undertaken in this regard?

Description and| Under the previous AML Law, additional non finarickasinesses an

Analysis professions were covered such as pawnshops, deakdgh value good
as well as entrepreneurs, legal entities and iddals doing busineg
related to organisation of travel. This exclusioaswnot based on
specific risk analysis in Serbia.

Conclusion Without conducting a thorough risk assessment tabésh which othe

professionals and undertakings could likely be dsedL and TF, it is
impossible to conclude that the requirement undticlea 4 of the
Directive has been adequately implemented.

Recommendations
Comments

an

dSerbia should conduct a risk assessment estalgisivinich other|
professionals and undertakings could likely be u$ed money

laundering or terrorist financing, and based ort, thenend as relevant

its AML/CFT Law.
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23.

Specific provisions concerning equivalent third contries?

Art. 11, 16(1)(b), The Directive provides specific provisions concegicountries
28(4),(5) of the which impose requirements equivalent to those lkdidvn in the
Directive Directive (e.g. simplified CDD).

FATF R. There is no explicit corresponding provision in tRATF 40 plus

9 Recommendations.

Key elements

How, if at all, does your country address the issuequivalent third
countries?

Description
Analysis

and

The previous AML Law did not allow for any reducadsimplified CDD
measures; financial institutions were required pplya CDD measure
evenly for all customers, such requirements wetediiced only as o
March 2009.

UJ

—h

Under Article 32 of the AML/CFT Law, obligors mayjaly simplified
customer due diligence measures when establishingouainess
relationship with a customer or when carrying autansaction equal ¢
above EUR 15.000, except where there are reasorsugpicion of ML
or TF with respect to a customer or transactioa,dfistomer is:

1) the obligor referred to in Article 4, Paragrdphtems 1 to 8 o
this Law (banks; licensed bureaux de change; compdor
the management of investment funds; companies tier
management of voluntary pension funds; financialsileg

=

providers; insurance companies, insurance brokerage

companies, insurance agency companies and insuageces
with a licence to perform life insurance businegersons

dealing with postal communications; broker-dealer

companies), except for insurance brokers and insera
agents;

2) a person from Article 4, Paragraph 1, Items & ad this Law
(see list above), except for insurance brokersaaygohts, from
a foreign country listed as non complying with mtational
standards against money laundering and terrorisamfiing at
the European Union level or higher;

3) a State body, body of an autonomous provincbooly of a
local self-government unit, a public agency, puldarvice,
public fund, public institute or chamber;

4) a company whose issued securities are inclugedan
organized securities market located in the Repudfli§erbia
or in the state where the international standarnoglied
regarding the submission of reports and delivergiada to the
competent regulatory body are at the European Uleiasl or
higher.

5) a person representing a low risk of money latindeor
terrorism financing as established in a regulaadopted on
the basis of Article 7, Paragraph 3 of the law Iy Minister
of Finance (upon proposal of the APML).

Article 32 of the AML/CFT Law also allows an audig company o
licensed auditor, when establishing a businesdioakhip of regarding
obligatory auditing of the annual financial statenseof a legal person, to
apply simplified customer due diligence, unlessrghare reasons fg
suspicion of money laundering or terrorism finagcimith respect to

customer or the auditing circumstances. T

=
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Under Article 12, Paragraph 1, Item 1 of the AMLICEaw, insurance
providers are exempt from conducting CDD when aaticlg life
insurance contracts where an individual premiuntaingent or the tota|
of more than one premium instalments, that arestpaid in one calendar
year, do not exceed the RSD equivalent of EUR 1@00 the single
premium does not exceed the RSD equivalent of EUBO® The
insurance sector indicated that it did not condi@etinsurance business
with foreign countries.

Article 12, Paragraph 1, Iltem 2 of the AML/CFT Latates that VPF
management companies are exempt from conducting Gidign
concluding contracts on the membership in volunapsion funds o
contracts on pension plans under the condition éisatgnment of th
rights contained under the contracts to a thirdypar the use of suc
rights as a collateral for credits or loans, arepemitted. The Law ot
Pension Funds prohibits the transfer of the balaimcea member’s
individual account in favour of a third party (withe exception in thg
case of a death of a fund member) under Article #dis Serbiarn
authorities claim that VPF-s are in a lower ristegary.

S S5

1Y%

The AML/CFT Law or implementing acts do not defieguivalent
third countries.

Conclusion The reduced CDD measures of the AML/CFT Law are quohpletely
consistent with the requirements set out by Arsiclel, 16(1)(b),
28(4),(5) of the Directive. Exemptions listed intigle 11 are nof
accounted for in the AML/CFT Law.

Recommendations andAs the ability of financial institutions to condu€DD on the basis of ris
Comments is relatively new, the assessment team was unaldetermine how thi
would work in practice. The NBS issued guidanceeJdf09 and ha
plans to issue further guidance and trainings ifearfcial institutions tg
be able to apply these new regulations.

o X

APPENDIX | — Relevant EU texts

Excerpt from Directive 2005/60/EC of the European Brliament and of the Council, formally
adopted 20 September 2005, on the prevention of thise of the financial system for the purpose
of money laundering and terrorist financing

Article 3 (6) of EU AML/CFT Directive 2005/60/EC @ Directive):

(6) "beneficial owner" means the natural persom(p ultimately owns or controls the customer
and/or the natural person on whose behalf a tréiogagr activity is being conducted. The beneficial
owner shall at least include:

(a) in the case of corporate entities:

(i) the natural person(s) who ultimately owns ontcols a legal entity through direct or indirect
ownership or control over a sufficient percentaji¢he shares or voting rights in that legal entity,
including through bearer share holdings, other thasompany listed on a regulated market that is
subject to disclosure requirements consistent Witmmunity legislation or subject to equivalent
international standards; a percentage of 25 % @hgsshare shall be deemed sufficient to meet this
criterion;
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(i) the natural person(s) who otherwise exercig®drol over the management of a legal entity:

(b) in the case of legal entities, such as fouwdati and legal arrangements, such as trusts, which
administer and distribute funds:

(i) where the future beneficiaries have alreadynbdetermined, the natural person(s) who is the
beneficiary of 25 % or more of the property of gdkearrangement or entity;

(i) where the individuals that benefit from thgé arrangement or entity have yet to be determined
the class of persons in whose main interest thed EEgangement or entity is set up or operates;

(i) the natural person(s) who exercises contreero25 % or more of the property of a legal
arrangement or entity;

Article 3 (8) of the EU AML/CFT Directive 2005/60EC (3 Directive):

(8) "politically exposed persons" means naturalspes who are or have been entrusted with
prominent public functions and immediate family niers, or persons known to be close associates,
of such persons;

Excerpt from Commission directive 2006/70/EC of 1 Agust 2006 laying down implementing
measures for Directive 2005/60/EC of the Europeanafiament and of the Council as regards
the definition of ‘politically exposed person’ andthe technical criteria for simplified customer
due diligence procedures and for exemption on grows of a financial activity conducted on an
occasional or very limited basis.

Article 2 of Commission Directive 2006/70/EC (Implmentation Directive):

Article 2
Politically exposed persons

1. For the purposes of Article 3(8) of DirectiveO360/EC, "natural persons who are or have been
entrusted with prominent public functions" shatilirde the following:

(a) heads of State, heads of government, miniatedgeputy or assistant ministers;

(b) members of parliaments;

(c) members of supreme courts, of constitutionairisoor of other high-level judicial bodies whose
decisions are not subject to further appeal, exicegtceptional circumstances;

(d) members of courts of auditors or of the boafdsentral banks;

(e) ambassadors, chargés d'affaires and high-rquakiicers in the armed forces;

(f) members of the administrative, management pesusory bodies of State-owned enterprises.
None of the categories set out in points (a) tooffthe first subparagraph shall be understood as
covering middle ranking or more junior officials.

The categories set out in points (a) to (e) offtret subparagraph shall, where applicable, include
positions at Community and international level.

2. For the purposes of Article 3(8) of DirectiveO3060/EC, "immediate family members" shall
include the following:

(a) the spouse;

(b) any partner considered by national law as edent to the spouse;

(c) the children and their spouses or partners;

(d) the parents.

3. For the purposes of Article 3(8) of DirectiveOB060/EC, "persons known to be close associates"
shall include the following:

(a) any natural person who is known to have joiahddicial ownership of legal entities or legal
arrangements, or any other close business relatiotisa person referred to in paragraph 1;
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(b) any natural person who has sole beneficial oship of a legal entity or legal arrangement which
is known to have been set up for the benefit dfatthe person referred to in paragraph 1.

4. Without prejudice to the application, on a r&gasitive basis, of enhanced customer due diligence
measures, where a person has ceased to be entwitited prominent public function within the
meaning of paragraph 1 of this Article for a perimidat least one year, institutions and persons

referred to in Article 2(1) of Directive 2005/60/E<ball not be obliged to consider such a person as
politically exposed.

VI. LIST OF ANNEXES

See MONEYVAL (2009) 29 ANN 1 & ANN 2
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