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l. Introduction

Article 28, Paragraph 3 of the Law on Foreign Trade in Weapons, Military Equipment and Dual-Use Goods*
(hereafter the Law) forms a legal basis for the Annual Report on the Realization of Foreign Trade Transfer of
Controlled goods? for 2005 and 2006 (hereafter the ‘Report’). The Report was prepared within the Ministry
of Economy and Regional Development of the Republic of Serbia, and submitted to the body in charge of the
implementation of the Law and accompanying regulations relating to export and import control of controlled
goods.

Since the inception of the State Union of Serbia and Montenegro on March 31, 2005, this is the first national
report in this area providing an overview of export and import control of weapons, military equipment and dual-
use goods in line with recommendations, standards and codes of conduct of the European Union.

In 2005, the Law provided for the harmonization of the national legislation with international regulations and
standards in the area. The jurisdiction over export control was transferred from a military authority (the Ministry
of Defense of Serbia and Montenegro) to a civil body (the Ministry of International Economic Relations of Serbia
and Montenegro). Another novelty was the introduction of foreign trade control of dual-use goods and the concept
of internationally widely accepted “Catch All” clause, as well as the principle of transparency in the area.

Export control system?3, established by the Law and accompanying regulations, represents a step towards the
European Union. This is especially important considering that in 2007 the Republic of Serbia is preparing to
sign the Agreement on Stabilization and Accession. Since Serbia (as was the former Yugoslavia) is a traditional
manufacturer and exporter of weapons, the adoption of relevant national legislation is a further step towards
the establishment of state control aiming to protect foreign policy, security and defense-related interests of the
country, its international credibility and integrity as well as observance of international commitments undertaken
by Serbia. The EU Code of Conduct on Arms Exports*, was adopted, and, for the first time in our country, export
and import control of dual use goods® was introduced. National control lists of goods for which a license is
required have been defined, in full compliance with the EU lists of the year 2000.

The objective of the control of foreign trade transfer of dual-use goods is to limit proliferation of weapons of mass
destruction. In 2004, the UN Security Council adopted the Resolution on Non-proliferation of Weapons of Mass
Destruction (Resolution SC 1540) pronouncing the proliferation of nuclear, biological and chemical weapons to
be the principal threat to international peace and security. By this document, the Security Council calls on all UN
Member States to fulfill their commitments related to arms control and /or disarmament and prevent proliferation
of all types of weapons of mass destruction. The Resolution emphasizes the obligation of all signatory states
to adopt and enforce effective laws and put them in practice through the establishment of national controls
and measures for their implementation, such as export control and control mechanisms at national borders.
Our country set the introduction of an effective control system of weapons, military equipment and double-use
goods as one of its priorities. The main incentive for this is the necessity to fight terrorism, which, unfortunately,
became more than a threat. In addition, taking into account the geographical position of our country, as well
as the existing lack of stability in the region, the Republic of Serbia is fully committed to the advancement of
current legislation and the establishment of an effective control system aiming to prevent undesirable export of
such goods. We could say that this task has been progressing successfully, although the enforcement process is
complicated and demanding.

1 The Law was adopted in 2005 in the State Union of Serbia and Montenegro and promulgated in the “Official Gazette of Serbia and
Montenegro”, No. 7/05 and 8/05-correction, and is still in force. Following the formation of the Government of the Republic of Serbia on May
15, 2007 and the adoption of the Law on Ministries, the jurisdiction over foreign trade in weapons, military equipment and dual-use goods
was given to the Ministry of Economics and Regional Development.

2 Controlled goods comprise weapons, military equipment and related technologies as well as dual-use goods, including software and
technologies that can have both civil and military purpose.

3 Export Control - the term is widely accepted in the international community.

4 See the Decision on Criteria for Licensing for Export of Weapons, Military Equipment and dual-use Goods, “Official Gazette of Serbia and
Montenegro”, No. 11/05/.

5 Dual-use goods include a wide range of materials, equipment and technologies that can be used both for the development of Weapons of
Mass Destruction (WMD) and for civil purposes, and which are therefore very difficult to put under effective control. The efficiency of export
control of a given state involves detection, obstructing and stopping illegal transfers and re-directing controlled goods under.



The Report was prepared on the basis of data collected since the beginning of the activity: in the Ministry
of International Economic Relations of Serbia and Montenegro (2005), then in the Ministry of International
Economic Relations of the Republic of Serbia (2006), and, finally, in the Ministry of Economy and Regional
Development of the Republic of Serbia (2007). The fact that in the last two years our state saw changes in status
gave us the idea to cover the whole period in a single Report. Thus, the Report covers the year 2005 (January 1,
2005 - December 31, 2005) and the year 2006 (January 1, 2006 - December 31, 2006)

The main part of the Report deals with information on export import control policy, national legislation, national
control lists, licensing criteria, competent institutions in the licensing process, international commitments,
experience gained by our country concerning export control, active participation in seminars and further
advancement of the control system, as well as the analysis of statistical data given in Annexes.

The Annexes give data for the years 2005 and 2006, in the same form, allowing comparison and analysis. They
contain tables showing foreign trade transfer of goods under control, issued and refused licenses for import
and export of weapons, military equipment and dual -use goods, as well as the data on companies allowed to
engage in such transfer (according to the data kept by the competent ministry, and in line with the obligation
of business enterprises to be entered in the Register of Entities Licensed to Perform International Trade in
Controlled Goods®).

The Report does not contain information on the production and trade in weapons and military equipment within
the state, which is under the jurisdiction of the Ministry of Defense of the RS.

The Report was prepared in accordance with the recommendations of the European Union” concerning the form
and the content of national reports in order for them to be compatible with the EU Report® and comparable with
national reports of neighbouring states and further afield.

The main aim of the efforts by the international community in this area is to introduce a global norm of transparency
in foreign trade in weapons, and since 2000, the dual-use goods.

In accordance with international recommendations, the Ministry of Economy and Regional Development of the
Republic of Serbia, and other competent ministries of the Government are obliged to improve transparency in
the area of foreign trade in controlled goods. To that end, this Report, having been presented to the Government
of the Republic of Serbia, adopted and presented to the National Assembly of the Republic of Serbia, is to be
published in the Official Gazette of the Republic of Serbia and on the internet address of the Ministry of Economy
and Regional Development. Since the approved Report is made public, together with all aspects of the national
policy on import-export control of weapons, military equipment and dual-use goods as well as information
concerning foreign transfers of such goods, a certain level of transparency has been established, striking a
compromise between the obligation to publish and the protection of commercial interests of companies. All
data are presented in aggregate form so as not to jeopardize their confidentiality (licensing for import-export of
military equipment bears the mark “confidential”)

The Ministry of Economy and Regional Development collected data on foreign transfers of controlled goods
and on realized licensed arms exports by companies engaging in such trade, at the presentation of licensing
applications as well as on the basis of the report by a competent body upon the expiry of a license. Article 27
of the Law obliges the enterprise to submit information on the completed import and export transfer of goods

8 Articles 11 and 12 of the Law.

7 In February 2006, under the auspices of the South Eastern and Eastern Europe Clearinghouse for the Control of Small Arms and Light
Weapons (SEESAC), and the Embassy of the United States of America in Belgrade, Export Control and Border Security,a regional seminar was
held on: “Annual Reporting of the Western Balkan States in the Area of Arms Trade”, aiming to reach an agreement about the common form
for national reports and further support to the Western Balkan States concerning the preparation of reports.

8 The EU Annual Report is based on contributions from all member states, submitted to the Council and published in the “C” series of the
Official Journal of the European Union. In addition, all member states which export equipment according to the Common List of Military
Equipment publish a national report on their exports of military equipment, prepared in accordance with relevant national regulations,
containing information for the Annual Report of the EU on the Implementation of the Code of Conduct, as prescribed by in the User Manual
and in line with operative provision 8 of the EU Code of Conduct on Arms Export. The Member states set as one of the priorities in the near
future continuous harmonization of national reports, including statistical data, in order to homogenize data that needs to be included in the
Annual Report. The 8th EU Annual Report for the year 2005 has been completed.



under control, within 15 days upon the expiry of the license, and to return the original of the unused license to
the competent ministry. It is possible that data are not entirely precise taking into account the discrepancies in
reports by the enterprise and the Customs Administration, due to the fact that enterprises give the information on
the realization of exports and imports according to the numbers from national control lists®, while the Customs
Administration uses tariff numbers according to the Law on Customs Tariff. There is no direct link between tariff
numbers and the numbers in national control lists®®.

Importers and exporters submit data on the category from the control list (the number from the national control
list), number of items, description, end use, financial value, exporting or importing state, final destination country
or the country of origin. Monetary values are given in $ USA, according to the average rate of exchange on
December 31, 2005, that is, December 31, 2006.

9 National control lists of weapons, military equipment and dual-use goods, established by the Council of Ministers of Serbia and Montenegro,
discussed later (“Official Gazette of Serbia and Montenegro”, No. 11/2005).

10 The EU also faces the problem of monitoring, especially of dual-use goods according to tariff numbers, that is, the numbers in national
lists of dual-use goods do not correspond to tariff numbers in the Customs Tariffs.



Il National legislation

National legislation relating to foreign trade in controlled goods comprises:
1. The Law on Foreign Trade in Weapons, Military Equipment and Dual-use Goods;
2. Secondary regulations;
3. Other regulations relevant to the area; and

4. Ratified international conventions and treaties.

1. The Law on Foreign Trade in Weapons, Military Equipment and Dual-use Goods

Foreign trade in weapons, military equipment and dual-use goods, that is, the manner and conditions under
which it can be conducted, jurisdiction for issuing the required licenses for export and import, transport, transit,
possession and provision of services in foreign trade transfer, oversight and control, prohibitions, penalties as
well as powers for the adoption of secondary regulations are regulated by the Law, which was passed by the
National Assembly of Serbia and Montenegro on February 17, 2007, came into effect on March 31 of the same
year, and is still in force.

The objective of the Law is to assume state control for the protection of security, foreign policy and economic
interests, international credibility and integrity as well as to fulfill international commitments undertaken by the
Republic of Serbia.

The Law forms the basis for comprehensive control of export and import of weapons, military equipment, dual-
use goods and related technologies and includes sanctions for its violation, provides for obligatory registration
of business entities for conducting foreign trade in controlled goods and the licensing procedure, as well as
the terms under which a license may be issued and used, specifies tasks and roles of competent government
bodies relating to requested administrative procedure and explicitly forbids foreign trade, transport, transit
and possession of nuclear, chemical and biological weapons and devices for their delivery, in accordance
with the UN SC Resolution 1540.

Prior to the adoption of the Law, trade and production of weapons and military equipment was regulated by a
single law the implementation of which was in the jurisdiction of the military. The two areas are now separate,
and the jurisdiction over foreign trade of weapons and military equipment was transferred to civil bodies.

The principal reasons for the adoption of the Law were:

m  the need to create a legal framework for controlling and eliminating undesirable export and trade in
these goods;

m  prevention of activity which poses an ever rising threat to the international community at large;
m  bringing relevant national legislation in line with that of the EU; and

®  incorporation of commitments, rules and procedures stemming from international agreements,
conventions and regimes.

It should be emphasized that the adoption of legal regulations in line with international standards is a precondition
for the realization of exports of our defense industry, whose survival depends on the process of its transformation
and the export of its products.



2. Secondary regulations

Secondary regulations further specify certain issues from the contents of the Law. The following regulations
serve this purpose:

1. The Decision on the Establishment of the National Control List of Weapons and Military Equipment®*
(brought in line with the Common EU Military List*? and the EU Code of Conduct on Arms Export);

2. The Decision on the Establishment of the National Control List of Dual-use Goods*® (brought in line with
the EU List of Dual-use Goods and Technologies);

3. The Decision on Licensing Criteria for Export of Weapons, Military Equipment And Dual-use Goods#;
and

4. The Rulebook on the Manner of Keeping the Register of Entities Licensed to Perform International Trade
in Controlled Goods*®.

2.1. National Control Lists

The above secondary regulations, adopted under Article 3, Paragraph 2 of the Law specify two national control
lists, namely:

m  The National Control list of Arms and Military Equipment and
m  The National Control List of Dual-use Goods.

The Law allows the Government to draw up other lists in meeting its commitments under international
agreements.

The main purpose of national control lists and control of marketing of controlled goods is the advancement
of regional and international security, the establishment of transparency, exchange of information and raised
accountability in the area of transfer of conventional arms and technologies, as well as technologies of dual-
use, and preventing the proliferation of weapons of mass destruction, launching systems and accompanying
materials and technologies, that is, preventing, through all measures and actions available, the controlled goods
from falling into terrorists’ hands, for the purposes of the advancement of global security. The National Control
list of Arms and Military Equipment (weapons, military equipment and related technologies) is in line with the EU
Common List of Military Equipment covered by the EU Code of Conduct on Arms Export?®.

Under the Declaration of the EU Council, issued on the adoption of the above Common List, this list is politically
binding, as well as the EU Code of Conduct on Arms Export, within common foreign and security policy of the
EU. In this regard, all member states undertook a political commitment to secure through national legislations
the control of export of goods on the Common List of Military Equipment - it should form the basis for the
establishment of national control lists of member states, rather than serve as their replacement. The EU list is
continuously updated®’.

11 “Official Gazette of Serbia and Montenegro” No. 11/05.
12 Common EU Military list is a politically binding document within Common Foreign and Security Policy.

13 Official Gazette of Serbia and Montenegro” No. 11/05.

14 Official Gazette of Serbia and Montenegro” No.11/05, brought in line with EU Code of Conduct on Arms Export.

In the course of the excersising his powers under Articles 12 and 18 of the Law, the minister of the competent ministry adopts the
Rulebook. See Official Gazette of Serbia and Montenegro” No. 12/05 and Official Gazette of the Republic of Serbia” No.73/06.

16 5ee Common List of Military Equipment covered by the EU Code of Conduct on Arms Export -Official Journal of the European Union C191,
08.07.2000.

17 see updated Common List of Military Equipment in Official Journal of the European Union C314, 23 December.200.; Official Journal of
the European Union C127, 23 May 2005 and the last one in Official Journal of the European Union C66, 17 March 2006 - available on EU
site, at: www.consilium.europa.eu/export-controls.



The goods in the National Control list of Arms and Military Equipment (NCL AME) include both new and used
arms and military equipment, that is, goods designed or modified for military use. A Short survey of the List
(items 1 to 23) is given in Appendix 1 - Partial National Control List of Arms and Military Equipment with this
Report.

The National Control List of Dual-use Goods (including software and technologies), which apart from civilian
can also have military purpose, has been in line with the List of Dual-use Goods and Technologies of EU*8. EU
member states harmonized the policy of export control of dual-use goods. The main instrument of control of such
goods in EU is the EC Regulation 1334,/2000%°, which is binding on all EU member states. The list of controlled
goods is annexed to this Regulation and is regularly updated2° in accordance with the developments in respective
international control regimes, since it originated from them.

The List of Dual-use Goods and Technologies of EU brings together all lists of various international control regimes
including the Wassenaar Arrangement - WA, Missile Technology Control Regime-MTCR, Nuclear Suppliers Group
-NSG, The Australia Group-AG and Chemical Weapons Convention-CWC?. The list is flexible, allowing for the
integration of various new international controls (See Annex 2 - Structure of the List of Dual-goods, with this
Report).

Determining the number from the national control list is not a simple task and requires substantial knowledge
of national lists of controlled goods , especially of dual-use goods lists (Categories O - 9) as well as of the
characteristics of controlled goods themselves. It is necessary to identify products that fall within weapons of
mass destruction (nuclear, chemical, biological and rocket), which covers a broad range of products (from the
production cycle of nuclear fuel to the development of weapons, the development of a missile system, chemical
and biological weapons to electronic, industrial and rocket equipment, nuclear and radioactive material, with the
focus on the components for weapons of mass destruction.

In some instances these lists are linked, so that, depending on the end use/user and the characteristics of the
product in question, it can be found both in the military and in the dual-use and related technologies goods list.

The National Control List of Arms and Military Equipment and the National Control List of Dual-use Goods are
published on the site of the Ministry of Economy and Regional Development??, where the Law and accompanying
regulations in the area can be found as well.

The Law has been amended with the first introduction of the provision internationally known as the “Catch All”
- “comprehensive control”. Under Article 4 of the Law it allows the control of goods not included in the existing
national control lists, falling within controlled goods when the individual intending to perform foreign trade is
notified by the relevant body, or has a reasonable cause to believe that goods in question are, or can be, in whole
or in part, used for the development, production, manipulation, disposal, maintenance, stockpiling, uncovering,
detection, identification or spread of chemical, biological or nuclear weaponry or other nuclear-explosive devices,
or for the development, production, maintenance or stockpiling rockets capable of carrying such substances.
This article needs to be more precisely defined?? to ensure its consistent enforcement. The Government of the
Republic of Serbia can establish the list of goods and/or destinations for the performance of obligations under
international agreements, and in this manner address the matter.

18 |ist of Dual-use Goods and Technologies of EU - published in Annex | and IV of the regulation binding to all EU member states: EC
Regulation No.1334,/2000 - Official Journal of the European Union L159, 22.06.2000.

19 EC Regulation No.1334,/2000.

20 | ast update of the List of Dual-use Goods and Technologies of EU on the basis of the EC Regulative n0.394/2006 of 27 February 2006
in Official Journal of the European Union L74, 13 March 2006.
21 On these regimes more later.

22 WWWw.merr.sr.gov.yu.

23 The Ministry of Economy and Regional Development prepares the Draft Amended Law, which, inter alia, envisages the elaboration of this
article of the Law.



In Serbia, the National Control List of Arms and Military Equipment and the National Control List of Dual-use
Goods are at present being updated and brought in line with new, current European Union?* lists, which are
regularly brought up to date in accordance with international agreements, conventions and regulations of the
European Union.

3. Other regulations relevant for the area

Apart from the Law, positive legislation of Serbia on international trade in controlled goods includes other
regulations, which, in line with their legislative purpose, directly govern other issues of importance and relevance
for the conduct of international trade in arms. This set includes the following:

1. The Law on Production and Trade of Arms and Military Equipment (“Official Gazette of the Republic of
Serbia”, No. 41/96);

2. The Law on International Trade Activities (“Official Gazette of the Republic of Serbia”, No. 101/05);
3. The Customs Law (“Official Gazette of the Republic of Serbia”, No. 73/03, 61/05, 85/05 and 62/06);
4. The Law on Arms and Ammunition (“Official Gazette of the Republic of Serbia”, No. 9/92);

5. The Law on the Prohibition of Development, Production, Stockpiling and Use of Chemical Weapons
and Their Destruction (“Official Gazette of the Republic of Serbia and Montenegro”, No. 44/05);

6. The Law on the Transport of Hazardous Substances (“Official Gazette of the SFRY”, No. 27/90 and
“Official Gazette of the FRY”, No. 28/96); and

7. The Law on Crossing the State Border and Movement in Border Region (“Official Gazette of the SFRY”,
No. 34/79 and the “Official Gazette of the FRY”, No. 24/94 and 28/96).

In addition to this set of laws, also applicable are: The Law on Explosive Substances, Inflammable Liquids and
Gases (“Official Gazette of the Republic of Serbia”, No 44/77, 45/85, 18/89, 53/93, 67/93, 48/94, 101/05);
The Law on Production and Marketing of Poisonous Substances (“Official Gazette of the FRY”, No. 15/95,
28/96 and the “Official Gazette of the Republic of Serbia”, No. 37/02,101/05); The Law on Protection against
lonizing Radiation (“Official Gazette of the FRY”, No. 46/96 and the “Official Gazette of the Republic of Serbia”,
No. 85/05,101/05); The Law on Production and Marketing of Designer Drugs (“Official Gazette of the FRY”,
No. 46/96, 37/02 and the “Official Gazette of the Republic of Serbia”, No. 101/05), as well as other related
regulations.

4. Ratified international conventions and agreements

As a part of the national legislation, the Republic of Serbia enforces principal international agreements and
conventions on arms, arms control and strengthening security measures, namely:

1. Convention on Prohibitions or Restrictions on the Use of Certain Conventional Weapons Which May
Be Deemed to Be Excessively Injurious or to Have Indiscriminate Effects - the so-called Convention
on Certain Conventional Weapons (CCW) - (SFRY ratified in 1970, FRY approved in 2002);

2. Treaty on Non-proliferation of Nuclear Weapons (NPT) (SFRY ratified in 1970, FRY approved in 2002);
3. Convention on the Prohibition of the Development, Production and Stockpiling of Bacteriological

(Biological) and Toxin Weapons and on Their Destruction (BWC) - (SFRY ratified in 1973, FRY approved
in 2001);

24 gee updated EU lists in footnotes 17 and 20.



Convention on the Prohibition of the Development, Production, Stockpiling and Use of Chemical
Weapons and on Their Destruction (CWC) - (FRY ratified in 2000);

Missile Technology Control Regime (MTCR) (In February 2004 Serbia and Montenegro unilaterally
agreed to comply with the MTCR document “Equipment, Software and Technology”, as of May 30, 2003,
as well as the Guidelines for Significant Transfer of Sensitive projectiles of January 7, 1993);

The Comprehensive Nuclear-Test-Ban Treaty (Serbia and Montenegro ratified this agreement in
2004);

Convention on the Prohibition of the Use, Stockpiling, Production and Transfer of Antipersonnel
Mines and on Their Destruction - the Ottawa Treaty or the Mine Ban Treaty (Serbia and Montenegro
submitted the ratification instruments to the UN Secretary General in September 2003, while the
obligations under the Convention commenced on March 1, 2004); and

Measures and Instruments on Small Arms and Light Weapons (SALW)- 2000 OSCE Document on
Small Arms and Light Weapons; 2003 OSCE Document on Stockpiles of Conventional Ammunition; 2004
OSCE Document on End User Certificates; 2004 OSCE Document on Brokering; 2003 OSCE Document
on Portable Launchers of Anti Aircraft Missile Systems (MANPADS); 2001 Regional Implementation Plan
of the Stability Pact; United Nations Programme of Action to Prevent, Combat and Eradicate the lllicit
Trade in Small Arms and Light Weapons in All its Aspects (UN PoA SALW); UN Firearms Protocol against
the lllicit Manufacturing of and Trafficking in Firearms, their Parts and Components and Ammunition,
a supplementary protocol to the United Nations Convention against Transnational Organized Crime
(UN FP) of 2006.



lll. The basis of the import-export control system

International trade in weapons, military equipment and dual-use goods comprises three stages:
1. Registration of (natural and legal) entities for the performance of international trade;
2. Issuing individual licenses for every business deal; and

3. Monitoring and control of international trade deals

1. Registration

International trade in controlled goods can be performed by a natural or a legal person who has been issued
the license for engaging in this activity by the competent ministry, in accordance with Article 11 and 12 of the
Law. The right for the performance of international trade is acquired as of the day the person in entered in the
Register, kept by the competent ministry?®, which issues the Decision on such right, valid for five years.

The manner of keeping the Register of Entities Licensed to Perform International Trade in Controlled Goods, the
registration procedure, documentation requirements as well as the contents of the Register is detailed in the
Rulebook on the Manner of Keeping the Register of Entities Licensed to Perform International Trade in Controlled
Goods 26,

2. Issuing licenses

The license for engaging in foreign trade in controlled goods is a written document of a competent ministry, by
which, on the basis of set criteria, a person is permitted to perform a single deal of foreign trade business
involving a specified amount and type of controlled goods, under conditions specified under the contract with a
foreign partner, and in accordance with previously performed, legally determined procedure and the presentation
of all legally required documentation.

The Rulebook on the form of the application for license, the license form and forms of other documents required
for the international trade in controlled goods?” specifies a unified form for licensing application and other forms,
as well as the list of documents to be submitted with the application.

Before making a decision on a specific application, the competent ministry obtains an approval from the Ministry
of Foreign Affairs and the Ministry of Defense, as well as the opinion from the Ministry of Internal Affairs?8. In the
cours of decision-making process, the line ministries of defense and foreign affairs (giving the relevant approval)
have the right to veto the issuing of the licence. If both ministries withhold their approval, the competent ministry
cannot issue the license; if only one ministry refuses application, the final decision on the issuing of the license
is made by the Government?®,

The Law provides for the issuing of licenses for import, export, re-export and brokering. Catch-all control was
introduced for all goods that can be connected with weapons of mass destruction.

25 The Ministry of Economy and Regional Development.

26 |n the course of the performance of its legal powers under Articles 12 and 18 of the Law, the minister of the competent ministry adopts
the Rulebook. See “Official Gazette of Serbia and Montenegro”, No. 12/05 and the “Official Gazette of the RS”, No. 73/06).

27 The minister of the competent ministry adopts this Rulebook. See “Official Gazette of Serbia and Montenegro”, No. 12/05 and the “Official
Gazette of the RS”, No. 73/06).

28 During the existence of the State Union of Serbia and Montenegro (March 31, 2005 to June 5, 2006), opinions were obtained by the
Ministry of International Affairs of Serbia, that is, Montenegro, depending on the principal place of business of the enterprise, the applicant
for the license.

29 During the existence of the State Union of Serbia and Montenegro (March 31, 2005 to June 5, 20086), the final decision on the issue of a
license lay with the Counsel of Ministers.



The competent ministry shall refuse the license if the exporter or the importer fails to comply with provisions of
Article 26 of the Law.

The issued license can be revoked if the competent ministry becomes aware that the license was issued on the
basis of false information; in case of substantial changes relating to the issuance of licenses; when the person in
question, or the international trade deal compromise security, foreign policy or economic interests of the state;
when the person does not comply with or breaches the terms of the license. The Government of Serbia does not
bear any responsibility and undertakes no commitments for possible damages caused by the withdrawal of the
license (Article 26 of the Law).

The competent ministry also issues the End User Certificate for the imports and verifies the “End User Certificate”
which is one of the documentary requirements for the export.

Licenses for Transport and Transit of weapons and military equipment by land and by water are issued by the
Ministry of Internal Affairs, while licenses for transport and transit by air are approved by the Directorate of Civil
Aviation, on the basis of previously issued license by the competent ministry for the performance of the foreign
trade business deal, and the approval by the Serbian ministries in charge of foreign affairs and defense, for the
transport and the transit of weapons and military equipment.

2.1. Licensing criteria

The decision on the criteria for licensing export of weapons, military equipment and dual-use goods*° is in
line with EU Code of Conduct on Arms Exports.

The Decision sets the criteria according to which the competent ministry3! issues licenses for export of weapons
and military equipment listed in the Decision on the Establishment of the National Control List of Arms and
Military Equipment, and the license for export of dual-use goods listed in the Decision on the Establishment of
the National Control List of Dual-use goods.

The criteria for the issuance of the license for exporting weapons, military equipment and dual-use goods are
the following;:

1. Compliance with international commitments, especially sanctions imposed by the UN SC, international
treaties on non-proliferation of weapons and other international obligations;

2. Respect for human rights in the country of final destination;

3. Internal situation in the country of final destination, in terms of existing tensions or armed conflicts;
4. HKeeping regional peace, security and stability;

5. National security as well as security of friendly states;

6. Behaviour of the buyer state in relation to the international community, especially its position on
terrorism, the nature of its alliances and its compliance with the international law;

7. Possible risk that the subject of exports will fall into the hands of somebody else in the buyer state or
be re-exported under undesirable terms; and

8. Compatibility of export of weapons with technical and economic capacities of the consignee, taking into
account that it is desirable that states should exercise their legitimate security and defensive needs with
the least possible mobilisation of human and economic resources for purchase of arms.

30 The decision was made under Article 3, paragraph 2 of the Law and published in the ,Official Gazette of the Serbia and Montenegro,
No.11/05.

31 The Ministry of Economic Relations of Serbia and Montenegro, in the period from when it began working on the Law till June 5, 2006, the
Ministry of Economic Relations of the Republic of Serbia, in the period from June 5, 20086 till May 14, 2007 and the Ministry of Economics
and Regional Development of the RS in the period from May 15, 2007.

10



According to the UN Code of Conduct on Arms Exports®?, and User Guide (originally designed to improve the
efficiency of consultations of the Member States in relation to the denial of export applications, and now
further developed in order to establish ‘the best practice’ in the consideration and a common position on the
interpretation of the Code when making decisions on export applications), if the application contains elements
and information that violate the first four criteria, the export application is refused and the EU member states are
notified of the fact, while in the case of violation of the criteria 5-8 the competent national institutions make the
assessment. The Code is politically binding for the EU Member States. Their incorporation into national legislation
and consistent appliance in the licensing procedure, demonstrate that Serbia, although not a member of the
EU, complies with this regulation, and opens at the same time the door for membership in international control
regimes, with the opportunity for using all the advantages they provide.

When considering the export license applications, in addition to the above criteria, the following are taken
into account:

a) Potential effects on economic, financial and commercial interests of the state, including the long-term
interest of establishing stable and democratic relations with business partners;

b) Potential effects on state relations with the importing country;
c) Potential effects on transformation and revival of defense industry; and
d) Potential effects on overall economic development of the state.

Compliance with the criteria is assessed by the ministries involved with the administrative procedure, each
in accordance with their field of responsibility, based on which they approve or give opinion whether a license
should be issued.

2.2. Competent institutions in the licensing process

Under Article 9 of the Law, foreign trade in controlled goods is conducted in accordance with the license issued
by a competent ministry. As of entry into force of this Law, that is, in the period from March 31, 2005 to the
cessation of the State Union of Serbia and Montenegro on June 5, 2006, the Ministry for International Economic
Relations of the Serbia and Montenegro was appointde as a competent body for issuing licenses for the conduct
of international trade in controlled goods listed in Article 3 and 4 of the Law, except when provided otherwise by
the Law.

On the dissolution of the State Union of Serbia and Montenegro, the Republic of Serbia undertook powers under
the Law, and thus, licensing arms, military equipment and dual-use goods passed to the Ministry for International
Economic Relations®3. After Parliamentary elections and the reorganization of the Government of the Republic of
Serbia on May 15, 2007, by the adoption of the Law on Ministries®*, the jurisdiction was assumed by the Ministry
of Economy and Regional Development.

Starting from the above legal sources, the following institutions participate in the licensing procedure: the
Ministry of Defense and the Ministry of Internal Affairs, which, within their respective jurisdictions, relating
to the procedure of licensing for foreign trade in controlled goods, consider the application, verify information
contained in it and give approval or an opinion whether a license should be issued.

32 These Rules (or the Code) were adopted in June 1998, and comprise a set of 8 criteria. All EU member states agreed to comply with the
Code of Conduct on Arms Exports when considering applications for export of goods in the adopted EU Common List of Military Equipment.
The Code also aims to improve the exchange of information between Member States and contribute to better understanding of their policies
on foreign export control. In June 2000, these rules were extended to dual-use goods (Regulation EC 1334), when it is known, or suspected
that the end user or the end use of the goods in question is for military purposes.

33 Under Article 2 of the Decision on Financing Powers transferred from former Serbia and Montenegro to the Republic of Serbia (“Official
Gazette of the Republic of Serbia”, No.49/06).

34 “Official Gazette of the Republic of Serbia”, No. 43/07.
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Prior to decision-making on the licensing application for the conduct of foreign trade in controlled goods, in terms
of the provisions of the Law, the competent ministry considers the credibility of the applicant as well as economic
and technological aspects of the licensing application and obtains the approval by the Ministry of Defence of
Republic of Serbia, as well as the opinion from the Ministry of Internal Affairs. The role of each ministry is
specified under Articles 21, 22 and 23 of the Law.

When considering the approval of foreign trade transfer of controlled goods, the Ministry of Foreign Affairs of the
Republic of Serbia takes into account:

m  Sanctions imposed by the UN Security Council and the recommendations of the Organization for
European Security and Cooperation;

® International commitments undertaken and foreign policy interests of Serbia;
m  EU Code of Conduct on Arms and Military Equipment Export; and
m  The level of observance, that is, the status of human rights and freedoms in the final destination state.

In giving its approval to foreign trade transfer of controlled goods, the Ministry of Defense of the Republic of
Serbia takes into account:

m  Effects on the security of Serbia;

m  Whether the weapons and military equipment designated for export are in the export list of arms and
military equipment;

m  Whether there is a decision by the Ministry of Defense of Serbia concerning arms and military equipment
from stockpiles of the Serbian Army; and

m  Whether Serbia, on the basis of the transfer of technology by the Ministry of Defense and the Army
participates in the ownership over technology in question.

When deciding on giving its approval to foreign trade transfer of controlled goods, the Ministry of Internal Affairs
of the Republic of Serbia takes into account:

m  Effects on national internal safety;
m  Effects on traffic safety; and

m  Effects on safety of life, person and property of the public.

3. Oversight and control

The competent ministry performs oversight and control of foreign trade in controlled goods in accordance with
the Law, in cooperation with the Ministry of Defense, the Ministry of Foreign Affairs, the Ministry of Internal
Affairs, the Customs Administration, bodies of security-intelligence services and other. Customs authorities ,
security-intelligence bodies and inspection bodies conduct continuous control within their legal jurisdiction and
report on it to the competent ministry.

Customs Administration performs customs control and submits quarterly reports to the competent ministry
on the realization of licenses issued.

Under Article 38 of the Law, during customs inspection of controlled goods, which are the subject of foreign

trade, the customs authorities can, within their area of responsibility, stop, seize or cancel the transport of goods
under control, and notify the competent ministry.
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The obligations of customs authorities in the course of the implementation of the provisions of the Law, are
governed by the Rulebook on the Obligations of Customs Authorities in Foreign Trade in Arms, Military Equipment
and Dual-use goods®.

According to this rulebook, when granting permission for the application of a relevant customs procedure of
controlled goods, the customs authorities are obliged to verify whether an original customs document (OCD) is
accompanied with a license by the competent ministry, and whether information contained in the license for the
conduct of foreign trade in controlled goods matches that in the OCD, and the actual condition of the goods.

Moreover, when granting a permission for placing the goods into customs procedure for the transit of controlled
goods by land and by water, the customs authorities are obliged to verify whether the OCD is accompanied with
an approval by the Ministry of Internal Affairs. When goods under control are transported by air, the approval of
the body in charge of air traffic is requested.

In accordance with Article 4 of the above Rulebook, the customs authorities shall temporarily seize controlled
goods if they establish that:

m  OCD is not accompanied by an appropriate license or approval;

m  That information in the OCD does not match that in the license or the approval; and

m  That actual condition of the goods does not match the data quoted in the license or the approval.
The customs authority is obliged to promptly inform the competent ministry about the stoppage of the customs
procedure and temporary seizure of goods, quoting the reasons for this. However, the inspection itself of the
foreign trade transfer, transit and stockpiling follows the provisions of the Rulebook on the Manner of Performance
of Actions and Measures in the Control Procedure of Accepted Declaration3S.
The Ministry of Internal Affairs performs the control and oversight of transport and transit of weapons and
military equipment, arms and ammunition and explosive substances, across the state border and in the territory

of the Republic of Serbia, in road and railway traffic, an in accordance with the following regulations:

®  The Law on Crossing the State Boarder and Movement in the Border Region®7;

The Law on Transport of Dangerous Substances®;

®  The Law on Arms and Ammunition3?;

® The Law on Explosive Substances, Inflammable Liquids and Gases*?;

® The Decision on the Transport of Weapons and Military Equipment**; and

m  The Decision on the Transport of Hazardous Substances in Road and Railway Traffic*2. The transport of

weapons and military equipment is performed with armed escort, under Article 31 of the Law and Article
9 of the Decision on the Transport of Weapons and Military Equipment.

35 «Official Gazette of the Republic of Serbia”, No. 67/05.

36 “Official Gazette of the RS” No. 53/04.

37 “Official Gazette of the SFRY” No. 34/79, 56/80, 53/85, “Official Gazette of the FRY” No. 24/94, 28/96, 68/02.

38 «Official Gazette of the SFRY” No. 27/90, 45,/90; “Official Gazette of the FRY” No. 24/94, 28/96, 21/99, 44/99, 68/02.
39 “Official Gazette of the RS” No. 9/92, 53/93, 67/93, 48/94, 44/98, 39/03.

40 «Official Gazette of the RS” No. 44/77, 45/85, 18/89, “Official Gazette of the RS” No. 53/93, 67/93, 48/94.

4 «Official Gazette of the FRY” No. 54/97.

42 “Official Gazette of the RS” No. 53/02.
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It should be noted that entities (natural and legal) who engage in foreign trade, transport or transit of controlled
goods, are legally bound to allow the bodies in charge of oversight and control to conduct inspection (for the
purposes of oversight and control), during all stages of transfer, transport, transit and stockpiling. In the case of
disappearance or damage of controlled goods while in the care of a person who participates in foreign trade in
controlled goods, or who acquires and stockpiles such goods, the damage or the disappearance must be reported
to the competent ministry within 24 hours of the damage or disappearance. The person engaging in foreign trade
of controlled goods (importer, exporter, broker, owner or other user) is obliged to keep documentation on the
transfer of such goods for the period of at least ten years.

In accordance with the Law, the competent ministry has created its own database, containing information on

licenses issued, denied and revoked, the data on entities registered for the conduct of foreign trade transfer of
controlled goods, as well as on visits of inspection conducted in registered business entities.
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IV. International agreements in the area of export control

1. International Control Regimes

There are five International Control Regimes in the international community: Wassenaar Arrangement - WA,
Missile Technology Control Regime - MTCR, Australia Group - AG, Nuclear Suppliers Group - NSG and The
Zangger Committee - ZC. Their aim is to identify goods and technologies that should be subject to international
control, exchange information on the risks of proliferation and promote non-proliferation of weapons of mass
destruction in contacts with the states that do not belong to the regimes.

The Republic of Serbia is not a member of any international control regimes*®* concerning trade in weapons,
military equipment or dual-use goods.

Considering that the Law is in line with international standards in the area, and that national control lists of
weapons, military equipment and dual-use goods are practically identical to those of the EU, which comply with
internationally accepted goods control regimes*4, including the Wassenaar Agreement - WA, Missile Technology
Control Regime - MTCR, Australia Group - AG, Nuclear Suppliers Group - NSG and the Chemical Weapons
Convention - CWC, and that Serbia is a manufacturer of weapons, military equipment and dual-use goods,
activities of our country in this respect should be increased and the membership in these regimes should be
sought.

1.1. WASSENAAR ARRANGEMENT - WA* on the control of export of conventional weapons and
dual-use products and technologies

The agreement was concluded in December 1995 by 33 states, as a contribution to the advancement of
regional and international security, for the introduction of transparency, exchange of information and increased
accountability in the area of the transfer of conventional weapons and dual-use goods and technologies.

This arrangement is a supplement to other regimes ensuring that no control evasion activities, that is, proliferation
activities, are allowed to slip through the loopholes in the existing transfer control procedures concerning
conventional and weapons of mass destruction and their delivery systems. Simultaneously, the signatories to
the Wassenaar Arrangement act preventively reducing the opportunity for terrorist groups and organizations
to acquire such weapons. In addition, the arrangement provides incentives for other non signatory states to
adopt national policies consistent with the objectives of improved transparency and accountability relating to the
transfer of conventional weapons and dual-use goods and technologies.

The conditions for the accession of a state to the Wassenaar Arrangement are the following: that the applicant has
the status of a manufacturer or an exporter of conventional weapons or industrial equipment, that it consistently
conducts the policy of non-proliferation and complies with relevant national principles, including the compliance
with the existing non-proliferation regimes and treaties; in addition, the applicant is required to have an effective
system of export control. Decisions on the accession are reached by consensus of member parties at annual
plenary sessions (usually two - spring and autumn).

States signatories to the Wassenaar Arrangement are: Argentina, Australia, Belgium, Bulgaria, Great Britain,
Greece, Denmark, Estonia, Ireland, Italy, Japan, South Africa, Canada, Latvia, Lithuania, Luxembourg, Malta,
Hungary, Germany, New Zealand, Norway, Poland, Portugal, the Republic of Korea, the Czech Republic, Rumania,

43 Nor did the FRY, or Serbia and Montenegro. At the 25th session of August 27, 2003, the Council of Ministers of Serbia and Montenegro
entrusted to the Ministry of International Affairs, in cooperation with the Ministry of International Economic Relations and the Ministry of
Defense, to propose to the Council of Ministers to initiate the procedure for the accession of the State Union of Serbia and Montenegro
to international conventions, treaties and regimes in the area of export control of weapons, military equipment and dual-use goods. The
adoption of the Law allowed for the initiation of the procedure. The procedure was set in motion in Serbia and Montenegro, but, unfortunately,
was not completed.

44 gee the structure of the List of Dual-use Goods and Technologies in the Appendix of the Report.

45 www.wassenaar.org.
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Russian Federation, the United States of America, Slovakia, Slovenia, Turkey, Ukraine, Finland, The Netherlands,
Croatia, Spain, Sweden and Switzerland (40 states in all in 2006).

1.2. MISSILE TECHNOLOGY CONTROL REGIME - MTCR*¢

Founded in 1987 as an informal group of developed states of the Group 7, aiming to limit the proliferation of
projectiles, unmanned aircrafts and other technologies for systems carrying up to 500 kg to distances of at least
300 km, as well as systems capable of carrying weapons of mass destruction, in order to secure transparency
and intense exchange of information.

MTCR is a voluntary international association (not a treaty), controlling transfer of technologies and equipment
for ballistic and cruising projectiles, space launching aircrafts and other unmanned delivery systems open to all
comers, of global character, non discriminatory and with members of equal status.

The decision on the acceptance of a state into MTCR is reached by consensus taking into account whether the
candidate can contribute to international efforts towards non-proliferation, whether it demonstrates sustainable
and consistent commitment to the policy of non-proliferation as well as whether it possesses an effective export
control system.

MTCR does not have a secretariat and negotiations with prospective partners are conducted through the
president of the MTCR, team visits to capital cities by representatives of four MTCR partners, as well as through
bilateral exchanges. MTCR delegations visited Belgrade in 2003 headed by the chairman from Poland, and in
2004 headed by the then chairman from Argentina. In 2005 the chairman was from Spain and in 2006 from
Denmark.

Member states of the Missile Technology Control Regime are: Argentina, Australia, Belgium, Bulgaria, Brazil, Great
Britain, Greece, Denmark, Iceland, Ireland, Italy, Japan, South Africa, Canada, Luxembourg, Hungary, Germany,
New Zealand, Norway, Poland, Portugal, the Republic of Korea, the Czech Republic, Russian Federation, the
United States of America, Turkey, Ukraine, Finland, France, The Netherlands, Spain, Sweden and Switzerland (34
states in all).

Although not a member of the MTCR, in February 2004, Serbia and Montenegro unilaterally decided to comply
with “the MTCR documents”: equipment, software and technology as of May 30, 2003 and the guidelines for
important transfers of sensitive projectiles as of January 7, 1993.

1.3. AUSTRALIA GROUP - AG#

Australian Group (AG) was established in 1985 as an informal organization bringing together 15 states aiming
to limit the proliferation of chemical and biological weapons, production capacities and equipment as well as
related technologies, through the improvement of the effectiveness of export control.

Documents for control include guidelines and a common control list specifying what needs to be incorporated into
national legislation and kept under control. Common control lists mostly include live agents, toxins, precursors
to chemical weapons and dual-use technology. Australian group supports the objectives of International
Conventions on Chemical Weapons (CWC) and Biological and Toxic Weapons Convention (BTWC) that we are
a signatory of. All member states of the Australian Group are signatories to these Conventions. The group acts in
support of the Chemical Weapons Convention and focuses on the control of chemical weapons, precursors and
biological agents, as well as related equipment and production technology.

The Chemical Weapons Convention - CWC is a binding international treaty controlling chemicals and chemical
weapons, with the focus on chemical weapons and precursors.

46 www.mtcr.info.

4 www.australiagroup.net.
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The Australian Group operates through annual meetings held in Paris; all decisions are reached by consensus of
members.

For a state to gain membership in the Australian Group, it must demonstrate its commitment to non-proliferation
of chemical and biological weapons, that is, prove that it has effective measures of export control at the national
level, which must be effective in the prevention of the production of chemical and biological weapons, simple for
implementation and practical use without hindering regular trade in materials and equipment used for legitimate
purposes.

Member states of the Australian Group are: Argentina, Australia, Austria, Belgium, Bulgaria, Great Britain, Greece,
Denmark, Estonia, Iceland, Ireland, Italy, Japan, South Africa, Canada, Cyprus, Latvia, Lithuania, Luxembourg, Malta,
Hungary, Germany, New Zealand, Norway, Poland, Portugal, the Republic of Korea, the Czech Republic, Romania,
the United States of America, Slovakia, Slovenia, Turkey, Ukraine, Finland, France,The Netherlands, Spain, Sweden
and Switzerland (40 states in all). The European Commission participates as an observer.

1.4. NUCLEAR SUPPLIERS GROUP - NSG“®

Nuclear Suppliers Group is not an internationally binding treaty, but a collective political agreement of the member
states with the aim to ensure through NSG guidelines that trade in nuclear material for civil purposes does not
contribute to the proliferation of nuclear weapons or other nuclear devices. It controls export of dual-use equipment
that can be applied as nuclear weapons.

Although the Nuclear Suppliers Group is not directly connected with the International Atomic Energy Agency (IAEA), it
publishes NSG guidelines and applies the so called “Trigger” list. The List comprises products “especially designed or
prepared” for processing, use or production of special materials capable of fission and includes: processing plants,
equipment, components and materials. The guidelines are also applied to relevant technology for the development,
production or use of the above products or plants.

Guidelines are set by consensus of member states at annual plenary conferences held in Vienna.

The Nuclear Suppliers Group member states are: Argentina, Australia, Austria, Belgium, Bulgaria, Brazil, Canada,
Kazakhstan, China, Cyprus, Croatia, the Czech Republic, Denmark, Estonia, Finland, France, Greece, Hungary,
Iceland, Ireland, Italy, Japan, the Republic of Korea, Latvia, Lithuania, Luxembourg, Malta, The Netherlands, New
Zealand, Norway, Poland, Portugal, Romania, Russian Federation, Slovakia, Slovenia, South Africa, Sweden,
Switzerland, Turkey, Ukraine, Great Britain and the United States of America (45 in all). The European Commission
participates as an observer.

In 2005/2006 the presiding state of the Nuclear Suppliers Group is Norway, and Brazil in 2006/2007.

1.5. THE ZANGGER COMMITTEE - ZG*®

The Zangger Committee was established as an informal agreement without legal and political binding force for the
member states. Its objective is to harmonize the application of the Non-proliferation of Nuclear Weapons Treaty
(NPT), which the SFRY ratified in 1970 and the FRY approved in 2000, as well as the demands of the International
Atomic Energy Agency (IAEA) concerning precautions to be taken when exporting nuclear goods. They create and
update the list of materials that can be exported only if security measures have been taken.

Each member state is free to define the range of activity. Decisions are reached by consensus.

The following states are members of the Zangger Committee: Argentina, Australia, Austria, Belgium, Bulgaria, Great
Britain, Greece, Denmark, Ireland, Italy, Japan, South Africa, Canada, China, Luxembourg, Hungary, Germany,
Norway, Poland, Portugal, the Republic of Korea, the Czech Republic, Romania, Russian Federation, the United
States of America, Slovakia, Slovenia, Turkey, Finland, France, The Netherlands, Croatia (joined on June 30, 2006),
Spain, Sweden and Switzerland (36 states in all). The European Commission participates as an observer.

48 www.nuclearsu ppliersgroup.org.

49 www.zanggercommittee.org.
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The advantages to Members States of international treaties and regimes relating to export control of weapons,
military equipment and dual-use goods are numerous, including:

m  Exchange of information between member states; and

m  Amember state can put proposals or influence decision-making concerning guidelines or changes in the
control lists,

m  Since all decisions are reached by consensus, it could be taken that export into member states is safer
as the country in question conducts adequate export control, and so forth.

In line with its foreign policy objectives, and for improving its international position, Serbia should as soon
as possible join all international control regimes, especially because it fulfills all formal preconditions for
membership: to be a manufacturer or a supplier of weapons, military equipment and dual-use goods, and to
have all principal international regulations incorporated in its national legislation.

2. Arms Trade Treaty - ATT

On October 27, 2006, the United Nations Committee decided, with a majority of votes on the beginning of work
on the creation of the Arms Trade Treaty. The Republic of Serbia is one of 139 states that voted for the first step
to be taken towards this international agreement for the prevention of illegal and irresponsible trade in weapons,
which causes conflict, poverty and serious violations of human rights (only the United States of America voted
against).

The principal idea was to institute certain measures which would rectify the existing legal inadequacies allowing

weapons to reach conflict zones in spite of sanctions and export control. In addition, it aims to prevent supply of
weapons to states whose development is halted due to spending on weapons and military equipment.
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V. Inclusion of Serbia into International Export Control System

Accepting standards in the area of control of international transfers of weapons, military equipment and dual-
use goods, observed by all states united in the fight against international terrorism and proliferation of weapons
of mass-destruction, is important for Serbia’s image and its inclusion in the international export control system
as well as relevant international control regimes and treaties.

The need for cooperation and the establishment of international control regimes in the transfer of such goods
emerged as far back as the [l World War, with the risks from uncontrolled development, trade and use of chemical,
biological and nuclear weapons - in short, weapons of mass destruction.

To the existing control of the transfer of traditional weapons an equally important control of transfer of dual-use
goods was added - originally designed for civil purposes but later put to military use.

This process assumed greater importance after the dissolution of the former Soviet Union, when a large number
of incidents were reported involving attempted smuggling of conventional weapons of mass destruction, primarily
in the territory of the former Soviet Union, Baltic and East European states.

The efforts towards eliminating the threat from terrorism and proliferation of weapons of mass destruction
intensified after September 11, 2001 and the terrorist attacks against the United States. The need for effective
export control sharpens with the later spread of terrorist attacks in other countries.

Interms of its international position, Serbia is especially interesting due to its geo-strategic position, its respectable
potential in the area of defense industry (despite damage caused by the bombing), as well as surplus weapons
made available due to the assumed committment to reduce military potential at its disposal.

In the initial period of the introduction of relevant legislation (after 2001), significant contribution was made by
the United States of America, Great Britain and Canada, and later the EU, towards the successful implementation
of the Law which came in force on March 31, 2005.

Special interest of the US State Department in the inclusion of our region in export control processes was
demonstrated by the decision to attach to the USA Embassy in Belgrade a permanent representative of
the Programme of Export Control and Border Security®® in charge of Serbia, Montenegro and Bosnia and
Herzegovina.

In 2005 and 2006, the EU offered full support to the development of an effective export control in Serbia and
the region at large, principally of dual-use goods. The 2004 EU Pilot Project for strengthening of export control
systems in South Eastern Europe states, was conducted by the Stockholm International Peace Research Institute
SIPRI5 while the German Agency for Economics and Export Control - BAFA %2 was designated for the conduct of
the Pilot Project 2005/2006 - Cooperation with third countries in the area of export control (apart from Serbia
and Montenegro, the project included China, Ukraine and the United Arab Emirates).

1. International Cooperation

Over the last few years, during the process of building the capacities of the state, institutions and people who
carried it out, from the adoption of a whole set of regulations to their full implementation, strong and successful
international cooperation was maintained. The following should be noted:

m As of 2002, participation by our representatives at regular annual Conferences on Export Control,
bringing together over 100 states;

50 EXBS - Export Control and Border Security.
51 gtocholm International Peace Research Institute - SIPRI; www.sipri.org.

52 Federal Office of Economics and Export Control - BAFA; www.bafa.bund.de.
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m  As of 2002, participation of all our representatives at regular annual professional gatherings in Oxford,
UK, dealing with the improvement of the TRACKER - software programme for automatic licensing,
developed by the State Department of the USA, which also finances its application in about 20 countries
in the world.

In the organization and with the financial support of several ministries of the USA Government (Departments of
the Interior, Departments of Defense, Departments of Commerce, Departments of Energy), Great Britain (Foreign
Office), Germany (BAFA), UNDP, EU, SIPRI, numerous seminars and workshops in the country and abroad were
held recently, bringing together representatives from all competent institutions.

1.

10.

11.

12.

13.

14.

15.

16.

17.
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Workshop on regulating the area of export control and practices in the USA; organized by the State
Department, the USA, February 2004, Belgrade.

Workshop on international control regimes and classification of goods by National Control Lists; organized by
the State Department, the USA, April 2004, Belgrade.

Consultations on the creation of the national strategy in the area of reduction of small arms and light weapons
(SALW); organized by the UNDP - September 2004, Budva.

Regional seminar on the role of economy in the prevention of unwanted export of weapons and dual-use
goods in practice in Romania; organized by the US State Department, May 2005, Bucharest.

Seminar on weapons of mass destruction; organized by the Department of Defense, DTRA, FBI, USA, June
2005, Budapest.

Seminar on the implementation of export control of dual-use goods in South-Eastern Europe countries;
organized by RACVIAV - October 2005, Rakitje, Zagreb.

Seminar on the identification of dual-use goods; organized by the Department of Defense, DTRA, USA,
October 2005, Belgrade.

Workshop on licensing procedures and practices (Licensing | Course); organized by the Department of
Commerce, USA, December 2005, Washington.

Regional conference of the Western Balkan states on the creation of annual reports on export of weapons;
UNDP - SEESAC (South Eastern and Eastern Europe Clearinghouse for the Control of Small Arms and Light
Weapons) - February 2006, Belgrade.

Seminar on the harmonization of regulations in the area of protection from nuclear danger, organized by: the
Department of Energy of the USA - Administration for National Security from Nuclear Hazard - February/
March 2006, Institute “Vinca”, Belgrade.

Regional seminar on the implementation of export control of dual-use goods in South-eastern Europe states;
organized by RACVIAC - March 2006, Rakitje, Zagreb.

Training Course on investigative actions in caces of trafficking of weapons of mass destruction; organized by
the US Department of Defense, DTRA, March 2006, Belgrade.

Training Course on TRACKER software implementation for staff working on licensing and system
administrators; organized by the US State Department, April 2006, Belgrade.

Initial visit for the implementation of the Pilot Project EU - Serbia and Montenegro; organized by EU
Commission, & BAFA (German Export Control Agency) - April 2006, Belgrade.

Workshop on licensing procedures and practices (Licensing Il Course); organized by the Department of
Commerce and EXBS, USA, April 2006, Belgrade.

Pilot Project EU - Serbia and Montenegro: Training course on licensing procedures and practices of the EU
states on the example of Germany; organized by EU Commission, & BAFA Germany - May 2006, Ashburn,
Germany.

Regional conference on advancements of industry in export control of dual-use goods and weapons:
organized by the Ministry of Foreign Affairs of Bulgaria and the Ministry of Foreign Affairs of Hungary - May
2006, Sofia.



18. Regional conference of the Western Balkan states on strengthening cooperation in export control; organized
by: Presiding EU Member State, Austria and the Stockholm Peace Research Institute from Sweden (SIPRI)
- May 2006, Vienna.

19. Practice relating to export control and the Internal Control Programme in Polish enterprises; organized by: the
UNDP for Serbia and Montenegro - May 2006, Warsaw.

20. Expert mission in export control of weapons and dual-use goods; organized by TAIEX, Instrument of EC in
cooperation with the Ministry of Economy of Poland - June 2006, Belgrade.

21. International seminar on export control and electronic management of the licensing process; organized by
the Ministry of Foreign Affairs of Bulgaria and the Ministry of Foreign Affairs of Hungary - September 2006,
Budapest.

22. Regional seminar “Cooperating to meet Common Arms Export Control Standards”; organized by the
Ministry of Foreign Affairs of Finland, as a presiding EU Member State and the Government of Bosnia and
Herzegovina in cooperation with the Stockholm Peace Research Institute from Sweden (SIPRI) - October
2006, Sarajevo.

23. Study visit, in accordance with the best practice principle, to the German Office for Export Control - organized
for the purpose of advancement of the system of export control of weapons and military goods in Serbia;
organized by the UNDP Serbia - October 2006, BAFA Ashburn, Germany.

24. Commodity ldentification Training for dual-use goods, within the programme for non-proliferation of the
weapons of mass destruction; organized by the programme EXBS of the American Embassy in Belgrade
- November 2006, Belgrade

25. Seminar for Serbian Customs “The Role of Customs in Enforcing Dual-use Export Control”; organized by
the Stockholm Peace Research Institute from Sweden (SIPRI) - November 2006, Belgrade.

2. Cooperation with Industry

In addition to a comprehensive training of the staff in competent institutions, with the financial support from the
UNDP, SIPRI, and the USA (the Departments of Defense and Commerce), we have organized four seminars for
representatives of local institutions and enterprises, engaging in manufacture or foreign trade in controlled
goods.

At the first seminar in June 2005, there were 25 participants, at the second, in October 2005, there were over
50. In February 2006, at the third seminar, there were 34 representatives of local companies, while the last, two-
day forum held in June 2006, gathered together over 120 participants from all walks of industrial organizations,
scientific and government institutions.

This type of industry education®® is considered to be very important, since there are many private companies,
and even state institutions that do not possess adequate knowledge of legal regulations in the area of foreign
trade, especially concerning dual-use goods. This is why we believe that such interactive processes should be
continued for the advancement of regulations and practice in their implementation.

3. Proposed further activities

The activities of the Ministry on sustained improvement of export control in our country need to be continued, and
include enforcement activities. For this, we still need the assistance of international community, and, naturally,
the cooperation of all relevant institutions in the implementation of regulations in this sensitive area, as well as
industrial outreach.

For further improvement of the import-export control, the following is necessary:

m  Political support to the commitment of the Republic of Serbia to continue the process of development and
full implementation of legal regulations as well as of the existing system of export control of weapons, military

53 Internationally recognizable term: Industry Outreach or Industry-Government Relations.
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equipment and dual-use goods. Considering the importance attached to this issue by the international
community, our Government is expected to express strong commitment to its resolution;

Elaboration of existing regulations and amendment of those that had been affected by the limited powers of
the State Union of Serbia and Montenegro;

The initiation of formal procedures for the accession of Serbia to international treaties and control regimes
as a full member of the Wassenaar Arrangement (WA), the Australia Group (AG), the Missile Technology
Control Regime (MTCR), Nuclear Suppliers Group (NSG), and the Zangger Committee (ZC);

The establishment of new National Control Lists, that is, bringing them in line with the last ones adopted in
the EU in 2006;

Fulfilling all commitments related to Serbia’s membership in the UN, as well as to numerous international
resolutions, recommendations and other documents concerning prevention of the proliferation of weapons
of mass destruction and suppression of terrorism;

Building up regional cooperation in the area of export control;
Continued participation in the EU Pilot Project;

Continued seminars and education of domestic industry and the government sector on export control of
controlled goods;

Establishing a working group for the identification of dual-use goods;
Continued cooperation with the EU within the TAIEX Programme;

Improvement of the technical background and training of customs authorities in suppression of trafficking
of controlled goods;

Implementation of the TRACKER software;

Continued work on the introduction of the Programme of Internal Control in domestic companies with the
support of the Department of Commerce of the USA (ICP Programme); and

Promotion of the idea and continuation of initiated activities aiming to promote Belgrade as a regional
centre of the Western Balkan states for the provision of technical and scientific-research services relating to
education and identification of weapons of mass destruction (chemical, biological, nuclear).



VI. Statistical overview

As it has already been said, the year 2005 represents a milestone in the control of foreign trade in weapons and
dual-use goods.

The year 2006 was also significant, for, in terms of calendar, this was the first whole year of the implementation
of the new legal regulations; it was also filled with activities, especially at the international level. The introduction
of civil control of foreign trade in weapons and military equipment and for the first time assumed control of goods
that can be used for both civil and military purpose, brought us up to the EU standards in this sensitive area.

Import and export in weapons, military equipment and dual-use goods are presented in the Annexes with tables
showing all relevant data. This part of the Report gives an overview of issued export and import licenses for
weapons, military equipment and dual-use goods and the realized exports and imports of controlled goods
broken down by issued licenses, by destinations, and by categories in National Control Lists.

Data are separated for 2005 and 2006, with the data for the year 2005, for the period March 31 to December
31, 2005 in the same in form as those for the year 2006. The period from January 1, to March 31, 2005 when
foreign trade in weapons and military equipment was the responsibility of the Ministry of Defense of Serbia
and Montenegro, was covered by the overview of issued export and import licenses for weapons and military
equipment, broken down by destinations, but without the data on exports and imports of such goods.

As already discussed, control of dual-use goods was introduced as of March 31, 2005. The fact that in
2005 there were 10 and in 2006 nine licenses issued for import and one (in 2006) for export of goods of
dual use, demonstrates that legal regulations on dual-use goods are still unknown to the wider circle of our
businessmen.

Information on foreign trade in controlled goods for 2005 is related to the State Union of Serbia and Montenegro,
and was obtained from the Ministry of Defense of Serbia and Montenegro for the period of January 1, 2005 to
March 31, 2005. It should be added that the data on realized exports and imports were collected from business
enterprises that in 2005 were registered for this activity with the Ministry of International Economic Relations of
Serbia and Montenegro.

Information on foreign trade in controlled goods for 2006 is related to the State Union of Serbia and Montenegro
in the first half of the year, and from June to December 2006 to Serbia. We decided on such approach, since in
the Register of Entities Licensed to Perform International Trade in Controlled Goods (hereafter the Register) the
proportion of Montenegrin companies in the total number of registrations®* is 2.5% for the year 2005 and 2.1%
in 2006, and even lower for the number of licenses issued to Montenegrin enterprises, that is, in terms of value,
the proportion of total number and total value of licenses issued. The data on realized exports was collected
from business enterprises that engaged in this activity during 2006 and are entered in the Register.

It should be noted that the value of exports and imports considerably differs from the value of export and import
licenses issued due to the fact that licenses are valid for the period of one year which does not correspond to
the calendar year.

The following 13 Annexes give a detailed overview of the functioning of the system of import export control of
weapons, military equipment and dual-use goods in the years 2005 and 2006.

54 Out of the total of 80 in 2005, that is, 95 in 2006, only two subjects of registration headquartered in Montenegro were entered in the
Register - see Table 1.
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Annex 1/05 and Annex 1/06:

List of entities entered in the Register

In the year 2005, there were 80 enterprises entered in the Register of Entities Licensed to Perform International
Trade in Controlled Goods with the Ministry of International Economic Relations of Serbia and Montenegro.

In 2006, another 15 entries were made in the Register of the competent ministry. %°

With the view to maintaining confidentiality of entities engaged in foreign trade in controlled goods, destinations
and products are not indicated, nor the amount of their foreign transactions.

According to the type of ownership, on December 31, 2006, private ownership predominated with 78%, followed
by social ownership 13.68%, mixed ownership with 7.37% and government property with 1%.

According to the origin of the founding capital of the registered entities on December 31, 2006, domestic capital
prevails with 89.48%, followed by mixed capital 7.37 %, and foreign capital 3.15%.

According to size, on December 31, 2006, in the Register: 10 large, 4 medium and 81 small legal entities were
entered. In percentages, this is 10.53%, 4.21%, and 85.26 %, respectively, out of the total number of registries.

The issued decisions on registration broken down by the type of controlled goods for which entities are registered
are shown in the following table.

Table 1: Decisions on registration broken down by type of controlled goods

N ALLTOGETHER ON
DECISIONS DEC. 31. 2006
TYPE OF CONTROLLED GOODS ISSUED S
NUMBER
Weapons and military equipment 22 1 27.50 6.67 23 24.21
Dual use goods 7 3 8.75 20.00 10 10.53
Weapons and military equipment and dual use goods 51 11 63.75 73.33 62 65.26
Total 80 15 100.00 | 100.00 95 100.00

Source: the Register of Entities Licensed to Perform International Trade in Controlled Goods

55 From January 1, to June 5, 2006 the Register was kept by the Ministry of International Economic Relations of Serbia and Montenegro and
from June 6, to December 31 by the Ministry of International Economic Relations of the Republic of Serbia.
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Annex 2a/05:

Data on issued export licenses for weapons and military equipment, broken down by
destinations for | quarter of 2005

In order to provide as full as possible summary on export licenses issued in 2005, the data collected in this period
by the Ministry of Defense of Serbia and Montenegro are given separately, since they do not contain numbers
from National Control Lists of Weapons and Military Equipment. Data is not available for this period on realized
imports and exports of weapons and military equipment. Namely, at the time, companies engaged in import and
export of weapons and military equipment were not obliged to inform the competent ministry on the realization
of a foreign trade transaction; on the other hand, statistical data submitted by the Customs Administration could
not be obtained for this purpose.

In the period from January 1, 2005 to March 31, 2005, 68 licenses for export of weapons and military
equipment were issued, for 34 destinations, in the total value of USA$ 113.10 million.

Most licenses were issued for the following destinations: Indonesia (9), Bosnia and Herzegovina (8), USA
(6), Israel (4) and Iraq (3). These five destinations account for 30 export licenses, making up 44% of the total
number of licenses issued in this period.

In terms of value, principal export destinations in this period were: USA (USA$ 32.82 mil.), Libya (USA$ 25.21
mil.), Myanmar (USA$ 16.86 mil.), Egypt (USA$ 14.86 mil.), Kuwait (USA$ 7.67 mil.), Israel (USA$ 2.95 mil.),
Uganda (USA$ 2.69 mil ), Iraq (USA$ 2.34 mil.), Slovakia (USA$ 1.95 mil. ) and Indonesia (USA$ 1.83 mil.).
These ten markets account for licenses in the amount of USA$ 109.18 mil, or 96.5 % of all licenses issued in
this period.
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Annex 2/05 and Annex 2/06

Data on issued export licenses for weapons and military equipment, broken down by
destinations %, in accordance with the National Control List of Weapons and Military
Equipment®”

In the period from March 31 to December 31, 2005, when the responsibility for licensing was transferred
from the ministry in charge of the military to the Ministry of International Economic Relations of Serbia and
Montenegro, 206 export licenses were issued for 46 destinations, in the total amount of USA$ 63.35 million.

Most licenses were issued for the following destinations: USA (36), Israel (18), Great Britain (15), Bosnia and
Herzegovina (11), Germany (10), Bulgaria (8), France (8), Slovenia (8), Jordan (7) and India (7). These ten
destinations account for 128 licenses, making up 62.13% of the total number of licenses issued in this period.

In terms of value, principal export destinations in this period were: USA (USA$ 11.29 mil), Israel (USA$ 8.75
mil), Seychelles (USA$ 6.65 mil), Cyprus (USA$ 6.18 mil), Great Britain (USA$ 4.93 mil), Bosnia and Herzegovina
(USA$ 3.78 mil), Jordan (USA$ 3.37 mil), Myanmar (USA$ 3.27 mil), Italy (USA$ 3.21 mil) and India (USA$ 2.74
mil). These ten markets account for licenses in the amount of USA$ 54.71 mil, or 86.34% of all licenses issued
in this period.

In 2005, 274 export licenses were issued, in the total amount of about USA$ 176.45 mil. (including the above
data from Annex 2A/05).

In 2006, 300 export licenses were issued for 60 destinations, in the total amount of USA$ 346.33 mil. In
comparison with 2005, the number of licenses issued rose by about 9%, while their total value doubled.

Most licenses were issued for the following destinations: USA (32), Israel (20), Great Britain (19), Bosnia and
Herzegovina (14), Bulgaria (12), France (10), Macedonia (10), India (9), Germany (9) and Panama (9). These
ten destinations account for 144 export licenses, making up about 48% of the total number of licenses issued in
this period. The order of the first four export destinations by the number of licenses issued remained the same
in 2006 as in 2005.

In terms of value, principal export destinations in this period were: USA (USA$ 263.64 mil.), Myanmar (USA$
13.85 mil.),Libya (USA$ 11.5 mil.), Belgium (USA$ 11.80 mil.), Cyprus (USA$ 5.44 mil.), Jordan (USA$ 5.23
mil.), Bulgaria (USA$ 42.69 muna ), Israel (USA$ 3.81mil.), India (USA$ 2.68mil. ) Italia (USA$ 2.52 mil.), France
(USA$ 2.44 mil.) and Bosnia and Herzegovina (USA$ 1.96 mil.). These twelve markets account for licenses in
the amount of USA$ 328.5 mil, or 94.85 % of all licenses issued in this period.

Considering the number of export licenses issued and their value, we can draw the conclusion that our largest
and most important foreign trade partner in the export of weapons and military equipment is the United States
of America, with about 76% of the total value of our exports.

In comparison with 2005, the data for the year 2006 show considerable rise in the value of export licenses for
weapons and military equipment issued, especially those for export to the USA - about six times (from approx.
USA$ 44.11mil. in 2005 to approx. USA$ 263.64 mil. In 2006)

%6 Export destination is a buyer country with which the exporter has concluded a foreign trade transaction.

57 See Annex 1 with the Report - Section of the National Control List of Weapons and Military Equipment and the Decision on the Establishment
of the National Control List of Weapons and Military Equipment, published in the “Official Gazette of Serbia and Montenegro”, No.11/05.
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Annex 3a/05:

Data on issued import licenses for weapons and military equipment, broken down by
destinations for | quarter of 2005

It was already noted that in Annex 2, data concerning exports of weapons and military equipment, collected by
the Ministry of Defense of Serbia and Montenegro are given separately, since they do not contain numbers from
National Control Lists of Weapons and Military Equipment, while the data on realized import of weapons and
military equipment were not available for reasons already discussed.

In the period from Jan. 1, 2005 to March 31, 2005, 16 licenses for import of weapons and military equipment
were issued, from 8 destinations, in the total value of USA$ 0.93 million.

Most licenses were issued for the following destinations: Bosnia and Herzegovina (6), Great Britain (3) and
Slovenia (2). These three destinations account for 11 import licenses, making up 73% of the total number of
licenses issued in this period.

In terms of value, the most important destination in this period was Bosnia and Herzegovina, (USA$ 0.46mil.),
accounting for about 22% of the total value of licenses issued in this period.
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Annex 3/05 and Annex 3/06

Data on issued import licenses for weapons and military equipment, broken down by
destinations®, in accordance with the National Control List of Weapons and Military
Equipment®®

As opposed to other states that control only the export of weapons and military equipment, our country regulated
the import of controlled goods as well, through positive legislation.

In the period from March 31 to December 31, 2005, when the responsibility for licensing was transferred
from the ministry in charge of the military to the Ministry of International Economic Relations of Serbia and
Montenegro, 43 export licenses were issued, from 18 destinations, in the total amount of USA$ 4 million.

Most licenses were issued for the following destinations: Bosnia and Hercegovina (11), Italy (5), Austria (5),
Slovenia (3), the Czech Republic (3) and Switzerland (3). These six destinations account for 30 licenses, making
up 70% of the total number of licenses issued in this period

In terms of value, principal export destinations in this period were: Bosnia and Hercegovina (USA$ 2.79 million),
the Czech Republic (USA$ 0.55 million) and France (USA$ 0.27 million). These three markets account for
licenses in the amount of USA$ 3.61 mil, or 90% of all licenses issued in this period.

In 2005, 59 import licenses were issued, in the total amount of about USA$ 4.93 mil. (including the above
data from Annex 3A/05).

In 2006, 100 import licenses were issued from 21destinations, in the total amount of USA$ 12.52 mil. In
comparison with 2005, the number of licenses issued rose by about 69%, and about 2.5 times in the total
value.

Most licenses were issued for the following destinations: Bosnia and Hercegovina (28), Austria (12), Germany
(11), Italy (9), the Czech Republic (6), Switzerland (5) and Belgium (4). These seven destinations account for
75 import licenses, making up about 75% of the total number of licenses issued in this period.

In terms of value, principal export destinations in this period were: Bosnia and Hercegovina (USA$ 8.93 million),
Belgium (USA$ 1.19million), The Czech Republic (USA$ 0.4 million), Austria (USA$ 0.36 million) and France
(USA$ 0.2 million). These five markets account for licenses in the amount of USA$ 11.08 mil, or 88.5 % of all
licenses issued in this period.

In comparison with 2005, the data show a rise in the number and value of import licenses issued.

Considering the number of export licenses issued and their value, we can draw the conclusion that our largest

and most important foreign trade partner in the import of weapons and military equipment is Bosnia and
Herzegovina, with about 71% of the total value of our exports. With this country there is production cooperation
and long-term business relations.

58 Import destination is a seller country with which the exporter has concluded a foreign trade transaction.

59 See Annex 1 with the Report - Section of the National Control List of Weapons and Military Equipment and the Decision on the Establishment
of the National Control List of Weapons and Military Equipment, published in the “Official Gazette of Serbia and Montenegro”, No.11/05.
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Annex 4/05 and Annex 4/06

Data on issued export licenses for dual-use goods, broken dwon by destinationsof exports,
in accordance with the National Control List of Dual-use Goods ¢°

In 2005 no export licenses were issued.
In 2006 only 1 export license for Macedonia was issued for USA$ 92,093.00.

No significant changes occurred in the second year of control of dual-use goods. The main problem is still lack
of information on the part of producers and exporters, as well as on the part of customs authorities as regards
what are dual-use goods, and whether a specific merchandise has dual-use or not. This is a positive sign that
the control of foreign transfer of such goods must become more efficient .

More developed states also face this problem, especially due to the fact that the list of dual-use goods is being
continuously extended, due to the invention of new products, the development of technology and technical
possibilities for the use of existing products.

80 see the Decision on the Establishment of the National Control List of Dual-use Goods published in the “Official Gazette of Serbia and
Montenegro”, No.11/05.
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Annex 5/05 and Annex 5/06

Data on issued import licenses for dual-use goods, broken down by destination of exports,
in accordance with the National Control List of Dual-use Goods

In 2005, when licensing and control of foreign trade in dual-use goods were introduced®?, 10 licenses altogether
were issued, from 8 destinations, in the total amount of USA$ 223,713.44.

Most licenses in this period were for import from Austria (3)

In terms of value, the largest was the import of chemicals from the Czech Republic in the amount of
USAS 110,448.00, which is about 49% if licenses issued in the period in question.

In 2006, were issued 9 licenses for import from 7 destinations, in the total amount of USA$ 288,464.57.
Most licenses in this period were for import from Slovenia (3)

In terms of value, as well, the largest was the import of aluminium rods from Slovenia, worth USA$ 91,837.55,
which is about 32% of the value of licenses issued in the period under observation.

No significant change occurred in the second year of control of dual-use goods. Similar to export, the main
problem concerning dual-use goods is still lack of information on the part of importers, as well as the lack of
training for customs officials relating to identification of dual-use goods

%1 The Law on Foreign Trade in Weapons, Military Equipment and Dual-use Goods came into force on March 31, 2005.
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Annex 6/05 and Annex 6/06

Data on the realization of exports, on issued export licenses for weapons and military
equipment, broken down by destination of exports, in accordance with the National Control
List of Weapons and Military Equipment

For the first quarter 2005 no data are available on the realized export of weapons and military equipment.
Namely, at the time, companies engaged in export of weapons and military equipment were not obliged to inform
the competent ministry on the realization of a foreign trade transaction; on the other hand, statistical data could
not be obtained for this purpose.

In the period from March 31, 2005 to December 31, 2005, realized exports of weapons and military equipment
amounted to USA$ 31.42mil. which is about 50% of the approved export in the amount of USA$ 63.35mil.

The highest value for the export of weapons and military equipment was for: Israel (USA$ 5.9 mil.), Great Britain
(USA$ 4.2 mil.), USA (USA$ 4.1 mil.), Bosnia and Hercegovina (USA$ 2.3 mil.) and Seychelles (USA$ 2.1 mil.).
Export to first five markets by value of weapons and military equipment makes 59% of the total export in this
period.

In 20086, realized export of weapons and military equipment was USA$ 71.25 mil, which is only about 21% of
the approved export in the amount of USA$ 346.33 mil.

The highest value for the export of weapons and military equipment was for: Libya (USA$ 11.4 mil.), USA (9.75
mil.), Myanmar (8.37 mil.), Israel (3.2 mil.), France (2.4 mil.), India (2.1 mil.), Cyprus (USA$2.01 mil.) and Belgium
(1.97 mil.). Export to first eight markets amounts to 41.15 million, making 58% of the total export in 2006.

In comparison with the year 2005, exports rose in 2006, but there is a considerable discrepancy between
the value of exports realized and the value of exports approved. There are several reasons for the difference
between the value of licenses issued and the realization of exports by the licenses approved. One of the reasons
is that the licenses are valid for the period of one year, which does not correspond to the calendar year.

The analysis of the data on the realization of exports by licenses issued lead us to the conclusion that in 2006
long-term business deals were concluded which could not be realized during the same year.

In addition, it should be noted that theoretically , our largest and most important foreign trade partner for
the export of weapons and military equipment is the USA (by contracts concluded and licenses approved),
regardless of the fact that the data for 2006 show that only 14% of the contractual value of our exports was
actually realized. Continuity and rise in exports (although only two incomplete years are under observation), can
be clearly seen from exports to the American market.
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Annex 7/05 and Annex 7/06

Data on the realization of imports, on issued import licenses for weapons and military
equipment, broken down by destination of imports, in accordance with the National
Control List of Weapons and Military Equipment

For the first quarter 2005 no data are available on the realized import of weapons and military equipment®?

In the period from March 31, 2005 to December 31, 2005, realized imports of weapons and military equipment
amounted to USAS 1.78 mil, which is about 44% of the approved amount of USAS$ 4.05 mil.

Most imports of weapons and military equipment came from Bosnia and Herzegovina (1.2 million), or about
68% of the total import in this period.

In 2006, realized import of weapons and military equipment was USA$ 7.1 mil. which is about 57% of the
approved import in this period.

Most imports of weapons and military equipment came from Bosnia and Herzegovina (5.2 million), or about
73% of the total import in this period.

In comparison with 2005, imports rose considerably in 2006.
Considering the number of import licenses issued, their value and realization, it can be concluded that our

largest and most important foreign trade partner for the import of weapons and military equipment is Bosnia
and Herzegovina. This is the case of a revived long-standing business cooperation.

82 For the same reasons as in exports, see comment with Annex 6/05 and 6/06.
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Annex 8/05 and Annex 8/06

Data on the realization of exports, on issued import licenses for dual-use goods, broken
down by destination of exports, in accordance with the National Control List of Dual-use
Goods

In 2005 there were no applications and no export licenses were issued.

In 2006 only 1 export license for Macedonia was realized for USA$ 92,093.00.

As already discussed, no significant changes occurred in the second year of control of dual-use goods.

In order for it to be more efficient, it is necessary to inform our wider business community about the need for

control, its aims and relevant legal regulations. In addition, customs authorities need to undergo training for
efficient use of these regulations.
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Annex 9/05 and Annex 9/06

Data on the realization of imports, on issued import licenses for dual-use goods, broken
down by destination of imports, in accordance with the National Control List of dual-use
goods

In 2005, realized imports of dual-use goods amounted to USA$ 148,029.44, which is about 66% of the approved
amount of USAS 223,713.44

Most imports of dual-use goods came from Great Britain (USA$ 73,870.00) and the Czech Republic
(USA$ 44,309.00) or about 80% of the total import in this period.

In 20086, realized imports of dual-use goods was USA$ 282,223.97 which is about 98% of the approved import
of USAS 288,464.57 in this period.

Most imports of dual-use goods came from Slovenia (USA$86,633.24) and Slovakia (USA$ 82,923.00) or about
60% of the total import in this period.

In comparison with 2005, imports of dual-use goods rose almost twofold in 2006.
In light of the number of import licenses issued, their value and realization, it can be concluded that importers
are better informed than exporters, since it concerns goods under export control in the European Union, principal

foreign trade partner of Serbia in the area.

The problem needs to be addressed in the following period in cooperation with government institutions and the
business sector.
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Annex 10/05 and Annex 10/06

Data on denied applications for licenses for exports of weapons and military equipment
broken down by destination of exports, in accordance wiht the National Control List of
Weapons and Military Equipment

In the period from March 31 to December 31, 2005, 9 applications for export of weapons and military equipment
were denied, in the total amount of USA$ 269,874.59.

The most frequent reason for denial was incomplete documentation.

In 2006, 18 applications for export of weapons and military equipment were denied, in the total amount of
USAS$ 16 million.

Eighty seven percent of applications refused concern the export of weapons and military equipment into Georgia
and Armenia via the Seychelles.

The most frequent reason for the refusal was non-compliance with the criteria®® (destinations under the
embargo of the UN or under threat from conflict - Armenia, Georgia, Rwanda). In addition, in licensing exports
more attention has been paid to recommendations and the EU Code of Conduct on Arms Export®*

83 See the Decision on the Licensing Criteria for Export of Weapons, Military Equipment and Dual-use Goods (“Official Gazette of Serbia and
Montenegro”, No, 11/2005) applied by the competent Republic ministry.

84 See EU Code of Conduct on Arms Export and User’s Guide to the EU Code of Conduct on Arms Exports at www.consilium.europa.eu/
export-controls.
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Annex 11/05 and Annex 11/06

Data on denied applications for licenses for imports of weapons and military equipment
broken down by destination of imports, in accordance with the National Control List of
Weapons and Military Equipment

In the period from March 31 to December 31, 2005, 1 application for import of weapons and military equipment
was denied, in the total amount of USA$ 48,007.26

In 2006, 4 applications for export of weapons and military equipment were denied, in the total amount of
USAS 61,663.58.

The reason for denial was incomplete documentation.
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Annex 12/05 and Annex 12/06

Data on denied applications for licenses for exports of dual-use goods broken down by
destination of exports, in accordance with the National Control List of Dual-use Goods

In the period from March 31 to December 31, 2005, as well as in 2006 there were no denials for the export of
dual-use goods.
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Annex 13/05 and Annex 13/06

Data on denied applications for licenses for imports of dual-use goods broken down by
destination of imports, in accordance with the National Control List of Dual-use Goods

In the period from March 31 to December 31, 2005, as well as in 2006 there were no denials for the import of
dual-use goods.
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Graph 1: The number of licenses issued for weapons and military equipment in 2005 and 2006
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Graph 2: The value of licenses issued for weapons and military equipment in 2005 and 2006 (in mil. USD)
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Graph no. 3: Number of issued Dual Use licenses in 2005 and 2006
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Graph no. 4: Value of issued Dual-Use licenses in 2005 and 2006 (in 000 USD)
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Enclosure 1

Extract from the NATIONAL CONTROL LIST OF ARMS AND MILITARY EQUIPMENT

1.

© ©o N o

11.

12.

13.
14.

15.

16.

17.
18.
19.

20.

21.
22.

23.

Arms and automatic weapons of 12.7 mm caliber (caliber - 0.5 inches) or less, additional equipment and
their specially constructed components.

Arms or weapons of caliber over 12.7 mm (caliber 0.50 inches), launchers, equipment and their specially
constructed components.

Ammunition and specially constructed components for weapons regulated under items 1.2 or 12.

Bombs, torpedoes, rockets, missiles and the related equipments and additional components specially
constructed for military purposes and their specially constructed components.

Fire control equipment and alarm and warning equipment, as well as the related counter-electronic systems
and equipment specially designed for military purposes with specially designed related components and
accessories.

Land vehicles and their components, specially constructed or modified for military use.
Highly toxic materials, tear gas, related equipment, components, materials and technology.
Military explosives and charges, including propellant charges and similar substances.

War ships, special marine equipment and tools and components specially designed for military use.

. Aircrafts, unmanned airplanes, air navigation motors and equipment, components specially designed or

modified for military use.

Electronic equipment and its components specially designed for military use that have not been listed
elsewhere.

Missile systems with high speed and kinetic energy missiles and their related equipment and special
components.

Armoured or protective equipment and their related components.

Special equipment for military drills and simulation of military scenarios, and its specially designed
components and complements.

Image formation equipment or counter-measure equipment and its specially designed components.

Welded, molten and other semi-products that can be identified in controlled items by means of material
composition, geometry or function, and that have been specially designed for any products mentioned under
items 1t0 4, 6,9, 10, 12 or 19.

Various equipment, materials and documentation, with their specially designed components.
Equipment and technology for production of the items listed herein.

DEW - directed energy weapon systems, their detection models, their equipment or equipment for combating
them and their specially designed components.

Cryogenic and super-conducting equipment, as well as its specially designed components and related
parts.

Software.

Technology in accordance with general technological note on technology for development, production or use
of controlled goods listed herein, except for technology referred to under item 7 and item 18.

Safety and para-military equipment.
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Enclosure 2

Structure of the EU Dual-Use List

The list of dual-use goods and technologies has been broken down by 10 technical categories that have been
further divided into 5 groups.

Every item from the list is marked with a label consisting of: the number of technical category (0-9), group (A-E)
and number of international control regime the item is subject to.

Technical categories:

0 - Nuclear materials, production capacities and equipment
1 - Materials, chemicals,”micro-organisms” and “toxins”

2 - Processing of materials

3 - Electronics

4 - Computers

5 - Safety of telecommunications and information tools

6 - Sensors and lasers

7 - Navigation and flight electronics

8 - Sea navigation

9 - Power systems, space ships and related equipment

Groups:

A - Equipment, structures and components
B - Production and testing equipment

C - Materials

D - Software

E - Technology

Multilateral and unilateral control regimes:
000 - 099 - Wassenaar agreement

100 - 199 - Missile technology control regime
200 - 299 - Nuclear suppliers group

300 - 399 - Australia group

400 - 499 - Chemical Weapons Convention
500 - 599 - Reserved

600 - 699 - Reserved

700 - 799 - Reserved

800 - 899 - Reserved

900 - 999 - Unilateral control regimes
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ANNEXES 1/05-13/05

Foreign Trade in Controlled Goods in 2005
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Annex 1/05

List of legal entities registered for foreign trade in arms, military equipment and dual-use
goods in 2005

NAME OF LEGAL PERSON

FORM OF OWNERSHIP

ORIGIN OF CAPITAL

1. ACORDA INTERNATIONAL DOO Belgrade Private Local
5. ALBA TRADE INTERNATIONAL Belgrade Private Local
DOO
3. ARSENAL CO DOO Belgrade Private Local
4, ASTRA ITB DOO Belgrade Private Local
5. ATOM ELEKTRONIC DOO Belgrade Private Local
6. AUTORING BALKAN DOO Belgrade Private Foreign
7. BALKAN HUNTER DOO Belgrade Private Local
8. BAPS DOO Zrenjanin Private Mixed
9. BELOM DOO Belgrade Mixed Local
10. BETRAM EKSPORT-IMPORT DOO Belgrade Private Local
11. BONUM INZENJERING DOO Belgrade Private Local
12. BOOM COMPANY DOO Belgrade Private Local
13. BULLET DOO Belgrade Private Local
14. gféfAe\giEc?nalna elektronika DOO Belgrade Social Local
15. CALYPSO GROUP DOO Belgrade Private Local
16. CAN-YU DOO Belgrade Private Local
17. CAPRIOLO DOO Backa Topola Private Local
18. COFIS Export-import DOO Belgrade Private Local
19. DDA-KOMERC DOO Leskovac Private Local
20. ELEKTRO INTEREX DOO Belgrade Private Local
21. ELEKTRONSKO ODELJENJE DOO Belgrade Social Local
22. EVACO INTERNATIONAL DOO Zemun Private Foreign
23. FAP-TRANSPORT DOO Priboj Mixed Local
24, G2 MITCHELL ARMS DOO Belgrade Private Local
25. GIM DOO Belgrade Private Local
26. | GROF MBM DOO Petrovac on the Private Local
Mlava river
27. ZKNI?)F\Q/lIJj/IIIE‘B ;S i%l KA Mojkovac Social Local
28. HUBERTUS DOO Ada Private Local
29. IMK 14. Oktobar AD Krusevac Mixed Local
30. INTER STYLE COMPANY Belgrade Private Local
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SER.

NO. ‘ NAME OF LEGAL PERSON ‘ SEAT FORM OF OWNERSHIP ORIGIN OF CAPITAL
31. INTERATIONAL CG DP Belgrade Social Local
32. J.N.J Export-Import DOO Belgrade Private Local
33. JOMIL DOO Belgrade Private Mixed
34. JUGOHEMIJA AD Belgrade Mixed Local
35. JUGOIMPORT-MONT DOO Podgorica Mixed Local
36. JUGOIMPORT-SDPR JP Belgrade State-owned Local
37. KIPAL EXPORT DOO Belgrade Private Local
38. KOMET-TIM 93 OD Cacak Private Local
39. KRUPEX DOO Belgrade Private Local
40. KRUSIK AD Valjevo Social Local
41. Livnica preciznih odlivaka AD Ada Mixed Mixed
42. LIVONA DOO Belgrade Private Local
43. MAG ETROL DOO Belgrade Private Local
44, METALIJA Export Import DOO Belgrade Private Local
45. METEL DOO Novi Sad Private Local
46. METEOR-STILL DOO Kragujevac Private Local
47. MIKRO DOO Beorpaa Private Local
48. MILAN BLAGOJEVIC-NAMENSKA Lucani Social Local
49. MOL COMMERCE DP Belgrade Social Local
50. NB I.N.A.T DOO Kragujevac Private Local
51. OMNICO SYSBI DOO Belgrade Private Local
52. 0ZMO COMPANY SZR Belgrade Private Local
53. PAMPERO DOO Belgrade Private Local
54. PATRIMONS DOO Belgrade Private Mixed
55. PMC Inzenjering DOO Belgrade Social Local
56. PRODUCT COMEX Belgrade Private Local
57. PROIZVODNJA MILE DRAGIC DOO Zrenjanin Private Local
58. EEX’?;?SS@&';“SENSKA Baric Social Local
59. PRVI PARTIZAN Uzice Social Local
60. PUPIN-TELECOM AD Belgrade Private Local
61. REMONT-REMPROM DOO Cacak Social Local
62. RTC DOO Belgrade Private Local
63. RUTEL DOO Belgrade Private Mixed
64. SAVIHEM DOO Belgrade Private Local
65. SLOBODA AD Cacak Mixed Local

48




Annual Report on the Realization of Foreign Trade Transfers

of Controlled Goods for 2005 and 2006

SNE(E' NAME OF LEGAL PERSON SEAT FORM OF OWNERSHIP ORIGIN OF CAPITAL
66. SNAJPER DOO Belgrade Private Local
67. SR ALEKS ARMOR Belgrade Private Local
68. SSB International Inter Trade Belgrade Private Mixed

DOO
69. TENEX&BOLDRINI Subotica Private Mixed
70. | TP LEMAX SABAC Sabac Private Local
71. TRANSJUG DOO Belgrade Private Local
72. TRAYAL KORPORACIJA Krusevac Social Local
73. TROFEJ COMERCE DOO Belgrade Private Local
74. TURBO COMMERCE DOO Belgrade Private Local
75. UNI GLOBAL Belgrade Private Local
76. X?;d§€§g+oégiA§\§go Belgrade Private Local
77. VIZUS DOO Belgrade Private Local
78. YUCONSUP DOO Belgrade Private Foreign
79. YUGIT COMPANY DOO Belgrade Private Local
80. ZASTAVA ORUZJE DP Kragujevac Social Local
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Foreign Trade in Controlled Goods in 2006
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Annex 1/06

List of legal entities registered for foreign trade in arms, military equipment and dual-use
goods in 2006

NAME OF LEGAL ENTITY OVWNERSHIP ORIGIN OF CAPITAL
1. CATENA NET d.o.o0. Belgrade Private Local
2. CHORTAN Co d.o.o. Belgrade Private Local
3. CPR IMPEX d.0.0. Belgrade Private Local
4. DEX d.o.0. Belgrade Private Local
5. ELMONT-ENGINEERING d.o0.0. Belgrade Private Local
6. GALEB AVIATION d.o.0. Belgrade Private Local
7. HUBERTUS d.o.0. VRSAC Vrsac Private Local
8. IVEX d.o.o0. Belgrade Private Local
9. MELVALE CORPORATION d.o.0. Belgrade Private Local
10. PROANALYTICA d.o.o0. Belgrade Private Local
11. S.G.PROMET d.o.0. Sremska Mitrovica Private Local
12. TISAB d.o.0. Belgrade Private Local
13. TRION d.o.o0. Belgrade Private Local
14. UNIVERZAL-HOLDING AD Belgrade Private Local
15. ZASTITA PLUS d.o.0. Belgrade Private Local

7
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Annual Report on the Realization of Foreign Trade Transfer

of Controlled Goods for 2005 and 2006

For all details please contact:
Republic of Serbia
Ministry of Economy and Regional Development
Foreign Trade Policy and Regime Sector
Department for Foreign Trade in Weapons, Military Equipment and Dual-Use Goods
Bulevar kralja Aleksandra 15
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State Secretary for International Economic Relations

Cabinet
Ten: 0113617583
Tea: 011 361 76 28

Ana Blagojevi¢, M.Sc.
Assistant Minister

Foreign Trade Policy and Regime Sector
Tel./Fax: 011 334 60 67
Tel./Fax: 011 324 49 08

E-mail: ana.blagojevic@merr.sr.gov.yu
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Department for Foreign Trade in Weapons,
Military Equipment and Dual-Use Goods

Ivan Arandjelovi¢
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Tel: 011 33341 28
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Advisor
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E-mail: tatjana.mojsejev@merr.sr.gov.yu
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