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1. EXECUTIVE SUMMARY

This Final Report and at the same time the AnnwegddrR of the SAPARD Programme for
2006 was prepared in line with the provisions ofidde 8 of Annex B of the Multi-Annual
Financing Agreement (MAFA) between Hungary and B¢ Commission concluded on 1
March 2001, and complies with the relevant requeets therein.

In the preparation of the report, the Departmer&gricultural and Rural Development of the
Ministry of Agriculture and Rural Development agfias the SAPARD Managing Authority
(MA), the Agricultural and Rural Development Agen@®RDA, former SAPARD Agency),
the Research and Information Institute of AgrictdtiEconomics (RIIAE) and the Hungarian
Central Statistical Office (HCSO) have had thedwihg contributions:
— SAPARD MA: coordination and elaboration of the rgpds setting into a uniform
structure and translation thereof,
— ARDA: the provision of operative information towardhe attendance of executive
tasks, preparation of certain professional partd@feport,
— RIIAE: collection, processing and provisions of@gconomic data,
— HCSO: collection, processing and provision of ddtaut the national economy, and
in particular the agricultural sector.

This Final and Annual Report embraces the impleatemt of Hungary’'s SAPARD
Programme in 2006, as well as its full life cycterh 2000 through 2006, detailing the
changes having occurred in the course of the imgfeation, the efficiency of execution,
financial implementation, monitoring, as well ag ttomparison of the achievements of the
Programme with the original objectives.

The quantified information of the Final Report @resented and analysed in a systematized
manner for the status as of 31 December 2006.

In the framework of the SAPARD Programmiiroughout the entire period of the
Programme altogether 8,828 applications in a total projesitie of HUF 414.02 billion were
submitted until the closing deadline of 30 Aptla2 with the corresponding support demand
being HUF 216. 95 billion. With regards to the sutiea applications, until 30 September
2004, which was the deadline for contracting, 2.@pglications in a total project value of
HUF 138.04 billion were made subject to decisiorkimg on supports and contracting in a
total support value of HUF 65.25 billion. The sugp@sources backing these contracts have
been made up of the SAPARD funds specified in tAéARD Multi-Annual Financial
Agreements, as well as the Annual Financial Agregm#or 2000, 2001-2002 and 2003, the
interest accrued in the SAPARD accounts alongsitlle the financial resources regrouped
from the funds of the National Rural DevelopmerarP{(NRDP), and the national surplus
financial commitment in order to facilitate thellfscale draw-down of the SAPARD
resources. As of 31 December 2006, contracts wardenwith 2640 applicants taking into
account the failedapplications too. The total pbjalue of the effective contracts was HUF
131.96 billion with their total support amountirgtiUF 62.51 billion.

Regarding projects with existing contracts, a tat@lount of HUF 53.73 billion support has
been paid in 3.693 cases from the original SAPARBJS and the interests accrued on the
SAPARD accounts. From the resources regrouped frmmNRDP, HUF 5.16 billion have



been disbursed in 312 cases. In total, until 31lebdxer 2006, payments were made in 4.005
cases in a total support value of HUF 58.89 billion

With respect to the fact that in Hungary the agtian management and contracting phase of
the SAPARD Programme was closed in 2004 due tadh@try’s accession to the EU, on 1

May 2004 the implementation of the applicationshwekisting contracts continued in 2006,

and during that year, payments were disbursed $oapplications in a total support value of

HUF 12.82 billion. During 2006, institutional taskgere also considerably modified, as the

emphasis shifted to controls, monitoring and ttedization of final payments.



2. INTRODUCTION — BASIC INFORMATION ON THE
PROGRAMME

2.1. Objectives of the SAPARD Programme

Hungary prepared her SAPARD Programme in line Withuncil Regulation 1268/1999/EC,
and put forward to the European Commission, whichurn approved the Programme in
October 2000 by way of its Resolution no. C(200@R27
The objectives of the SAPARD Programme can be suirupeas follow:

- toincrease the competitiveness of the Hungariaicw@tural economy,

+ to reduce harmful environmental impacts originafirogn agricultural activities,

- to promote the adaptation capabilities of ruralorg,

+ to create and retain job opportunities,

- to prepare candidate countries for the receptiche@to-called Structural Funds.

In the planning phase of the Programme, a new fotdgbates emerged around the different
approaches represented by the traditionally sttdaggarian agricultural profession on the
one hand , and the relatively new field of ruralelepment on the other, yet the following
common issues also surfaced:

— agriculture should be a sustainable and multi-ioned sector that is not only
responsible for the sector itself, but for a broagteial layer,

— through the rationalization and support of producti the objective is the
establishment of an export oriented agro-economy,

- the actual achievements of environmental protectamimal welfare, healthy and
high-quality raw-material and food production, aslivas the rural regions offering
appropriate life conditions should be preservediamioved,

— there is need for a transparent, safe, foreseeabl&onsistent support system, as well
as the continuity of this system.

When compiling the SAPARD Plan, the following docmts have been taken into account:
the Programme of the Hungarian Government; the cAfdral, Regional and Rural

Development Strategy; the Comprehensive Developn®mategy of the Hungarian

Economy; the Preliminary National Development Pdad the National Agro-Environmental

Programme.

In the course of programming, the principle of parship was followed, since apart from the
experts delegated by the European Commission aadHimngarian Government, local

governments, a number of non-governmental orgaoizatand social partners were also
involved.

From the 15 agricultural and rural developmentehat were defined by the Commission as
eligible for SAPARD funding, Hungary selected 16as upon which its programme was
built:

1. Towards the improvement of the market efficiencyhaf agricultural sector:
— investments in agricultural holdings



— processing and marketing of agricultural and figh@oducts
— operation of producer groups

— agricultural production methods designed to pratieetenvironment and maintain the
countryside

2. Towards the promotion of the adaptation and devety of rural areas:

— renovation and development of villages, protectiad conservation of rural heritage

— development and diversification of economic adtgt providing for multiple
activities and alternative income

— development and improvement of rural infrastructure

3. Measures horizontally linked with several elemaritdhe programme:
— Improvement of vocational training
— technical assistance

The resources allocated to the selected measumegedhparallels to the average of the
programmes submitted by the other 9 candidate desnacting as the beneficiaries of
SAPARD, except for technical assistance wheretogdunnallocated the smallest funds.

Contrary to the original SAPARD plan, applicatiomsre not invited to three measures.

The call for the application of the measure erditlenprovement of vocational training” was
not announced due to the appropriate level of aljual education, as well as the actual
knowledge of the consultants, and therefore sudlvites came to be supported in the
subsequent support period, i.e. from 2004 to 20@énf ARDOP financed from the
Orientation Section of the EAGGF.

In the case of the measure entitled “Agricultunadduction methods designed to protect the
environment and maintain the countryside”, a mati@gro-environmental target programme
was implemented back in 2000, and the disbursemienajor resources were anticipated
within the NRDP financed from the Guarantee Sectibthe EAGGF in the period of 2004—
2006.

The start-up of the measure entitled “Operationpafducer groups” was hindered by
organizational deficiencies on the part of the maplts and regulatory difficulties occurring
on institutional level, yet this measure came tarttedduced in the period of 2004 to 2006
within the NRDP financed from the Guarantee Seatibine EAGGF.

2.2. Geographical scope of application

The reception of support applications in assoamtioth the measures which served the
restructuring of agriculture had no geographicalits, everyone could submit applications
irrespective of their places of residence or presiis

The three measures of rural development were dkailanly in so-called rural areas. The
concept of rural areas was unambiguously definethen SAPARD Plan: areas with the
population density under 120 personsfkm



2.3. Implementation period that this Report is relaed to

This Report is deemed to be a final implementateport that has been compiled in line with
Section 5 of Article 8 of Annex B of MAFA pertairgnto the SAPARD Programme, and
includes the annual implementation report of thé®SRD Programme for 2006.



3. OPERATIVE INFORMATION

3.1. Description of trends in the socio-economic ¢tors in the course of the
implementation of the Programme, as well as in theolitical and legal
background

In Hungary, the agricultural environment of the S8 Programme was strongly
determined by the sectoral restructuring startéer @lie change of the political regime. The
disintegration of the existing land structure daehe re-distribution of lands, the shrinking
number and decline of large production units caitdhe targeting of the competitiveness of
small holdings upon the launching of SAPARD. Intsmf the disintegrated land structure,
the product structure of agriculture did not seenfotlow an analogous transformation, i.e.
the small holdings continued to produce the sam@jrenmentally (and “historically”)
determined products (e.g. cereals). The smallac@tral businesses were unable to replace
the profitably operated and highly productive latggddings and agricultural cooperatives
with the use of the available physical conditiotesiinologies, machinery). Hereby demand
occurred for prioritising technological development

Increasing, but at least maintaining the actuatlle¥ productivity, the efforts towards
adequate competitiveness turned out to be essdatiadurvivor both on the domestic and
foreign markets. As the Hungarian market of agtical products was also opening up, the
country’s positive agricultural foreign trade batanwas melting. The traditional price-
sensitiveness of domestic consumers shifted consompowards the cheaper import
products, and therefore the agricultural sector wmaseasingly locked up in between the
pincers of import trade and the domestic priced§gasconsumption.

In Hungary, the initial framework of rural developnt was shaped at the time of the
start-up of the SAPARD Programme. As rural develepimwas a relatively new field of
development with yet a smaller weight, it was ghfifor a firm, though justified place in the
support programme. However, this process was stggpdny the European Community, the
positive experience of EU members states gainedlation to the multisectoral influences of
rural development. The process was also catalygetiébrecognition of rural development
within the Community as not being separate fromsudordinate to agricultural development,
but rather a concept that almost embraced all #peds of agricultural development, and
targeted the comprehensive development of ruraasar&6APARD had the function to
disseminate this approach of rural developmentunddry, as well as to bridge the gap being
present due to the lack of systematic rural devetyg that was in fact required by the
Community.

Upon the start-up of SAPARD, such domestic suppasgrammes (procurement of
machinery) existed, which concentrated on the mamagt of the above problems, the
tackling of the associated tasks. With the launglihSAPARD, however, they were cut back
as they would have substituted community resour@ss.the other hand, the funds of
domestic supports were very limited owing to thtéhea poor potentials of the domestic
budget.
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The SAPARD, and concurrently the ISPA and the PHARMEgrammes were
announced as learning programmes in the candidatgries. The allocated resources therein
were not sufficient to trigger in-depth changest yyeir targets were not to achieve such
transformation. Agriculture needed the re-adoptidnong-term, complex and integrative
planning in the light of the above-mentioned, ctehmternal environment. One precondition
was the establishment of a suitable planning—implgation institutional system alongside
with the training of a set of experts. Without ®PARD Programme, the Hungarian experts
of agriculture and rural development, the poterthietheficiaries and even the system public
administration (e.g. legislative bodies) would hatve been able to adapt flawlessly to the
environment and requirements arising with the cgtsaccession to the EU.

3.2. General economical trends

External environment

2006 showed a significant acceleration of Bueopean Union’s growth with a nearly

3% rate. The key national economies of the Europgaron, in particular the German
economy, gained a new impetus. Such growth wasewaetii without the increase in
productivity, and the main drive behind the pogttendencies was export (9.2% increase) as
its growth exceeded that of import volumes. Acrtiss EU-25, the growth of all the
components of GDP went beyond the correspondingldein the previous year. In the
financial markets, the financial conditions deteated, short- and long-term interest rates
tended to rise in spite of the relatively stabliegs.

Table 1 - Key economic indicators of the European Union (change in %, year/year)*

Indicator | 2004 | 2005 | 2006
GDP and its main components

GDP 2.4 1.7 2.9
Final consumption 2 1.6 2.1
Domestic demand 2.4 1.8 2.7
Final governmental consumption 1.6 1.7 ».1
Gross fixed-asset accumulation 3.1 8.0 5.2
Export 7.1 5.1 9.2
Import 7.3 5.7 8.8

Financing conditions

EUR-zone three-monthly interest rate, annual awerag 2.11 2.19 3.08

EUR-zone ten-yearly returns of governmental seiegrit 412 3.42 3.84

annual average

Prices
Harmonized consumer price index | 4.1 2.2 p.2

Source: EUROSTAT.

*Unless indicated otherwise, the data shown ar&fd+25.

Internal processes

Relying on the intensifying prosperity of the fapeimarkets, in 2006 the Hungarian economy grew.8%63
The drive behind such growth was clearly exporstonption hardly changed, while investments drofped
2%. In spite of the reduction of governmental congtion, the deficit of the central budget and thdonal debt
climbed up to heights last perceived in the ye&th®transition to market economy. The labour reark
witnessed favourable processes both in terms cddtieity rate and the employment rate. The outcoofehe
measures aimed at the restoration of the balanteeafentral budget first surfaced in the last tprasf 2006.
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Table 2 — Hungary’s general socio-economic indicate

Indicator | 2004 | 2005 | 2006
GDP and its main components (change in %, yearjyear

GDP 4.9 4.2 3.9
Final consumption 2.8 3.4 0.4
Domestic demand 4.2 0.6 -0.6
Final governmental consumption 1.9 1.9 -2.6
Gross fixed-asset accumulation 7.7 5.6 -1.8
Export 15.7 11.6 18.0
Import 14.1 6.8 12.6

Labour market (data on the 15—-74 age group)

Activity rate 53.8 54.5 55.0

Unemployment rate 6.1 7.2 7.5

Employment rate 50.5 50.5 50.9

Labour productivity per person (EU-25=100) 69.8 71.3 *72.6

Real income index (corresponding period last yeh06) 99.0 106.3 103.5

Prices (previous year = 100)

Industrial producer prices 104.3 106.5

Agricultural producer prices 100.7 110.6

Harmonized consumer price index 106.8 103.5 104.0

Central budget
Balance of the governmental sector in % of GDP -6.5 -7.8 -10.1
Debt of the governmental sector in % of GDP 59.4 61.7 68.5
Source: HCSO, EUROSTAT, Ministry of Finance
*Forecast

Economic growth

In 2006, thegross domestic product{GDP) increased by 3.9% at the previous year’s
prices, which is considerably lower than the cqroesling indicator of the other Central and
Eastern European countries. The growth rate slodedn in the last quarter of the year,
which was attributable to trends in both the constion of households and the investments.
Such deceleration could not be counter-balanced bydoreign trade being in a favourable
course.

The drive behind such growth was clearly exporindstic demands and investments
were declining. The underlying reasons were theegawent’s measures of economic policy
to narrow demands, the decelerating of rate ofem®e of real wages, as well as the cutback
of public welfare expenditure by the governmentctémparison to the previous year, final
consumption by the government decreased by 6.2%.

In foreign trade, the dynamics of export significantly exceeded tifamport in spite
of the continuous and considerable deterioratiorthef terms of trade. The deficit of the
balance of foreign trade totalled to HUF 2 billiosn2006, i.e. HUF 940 million less than in
2005.

Labour market

The number of the economically active populatiooréased by HUF 42,000 in
comparison to the corresponding value in the previgear: such an increase in the active
headcount was mostly (69%) due to the growing eympénmt rate, and to a smaller extent
(31%) to the strengthening intensity of job huntiige employment rate altogether rose by
0.4%.

12



The presence of thage group of 15-24 year$n the labour market was 26.8% in
2005. This low rate for the young generation wikjsstified by the prolonged time spent in
education, training. While in the previous yeatss mployment rate of the young had
reflected a dropping tendency, 2006 showed stagmati

Although to a small extent, the number of emplopedple grew in 2006. According to
the yearly average 3906 thousand people were eegistas employed, which meant an
increase of 27,4 thousand people, therefore tieeafa¢mployment reached 57,3 % in the 15-
64 age group. This increase was primarily contalby a 3,6 % growth in the 55-64 age
group, whereas the labour-market indicators ofith&4 age group deteriorated significantly.

The main explanation behind the relatively low Hagn employment rate is the very
high level of inactivity of those with only basievel of education. This is true for both
genders and also to the middle age groups, whiglt@mnsidered to be the most active on the
labour market. Among the forms of employment, whack considered to be atypical, the
weight of part-time employment didn’t change. P08, less than 4% of all the employed
worked part-time, mainly older women, who as alyebding pensioners decided to take on
this form of employment.

The regional inequalities of the labour market still remained consideralii#ile in
Central Hungary being in a rather favourable situmtthe rate of employment was 56.2%
with 5.1% unemployment rate, Northern Hungary feeguthe worst indicators, as the rate of
employment is 10 percentile under this level, whsrhe unemployment rate is the double of
the said value.

On the level of the national economy, ttemand for labour was 4.5% higher in Q1
of 2006 than a year before, in Q2 and Q3 it renthinaler the corresponding values by 0.5%
and 1.5% respectively, while in Q4 it significantlyy 15.6% exceeded the historical level.
Compared to 2005, the increase in the number ddintgobs in the national economy was
primarily induced by the demands for labour in bass enterprises.

Prices

The rate of increase of tloensumer price indexaccelerated in the last quarter of the
year, and for the entire year a 4% increase coaldinalized. The largest rate of increase
occurred for food (7.7%) and energy for househalkel (6.4%).

Industrial producer prices rose at a pace being slightly larger than in trevipus
year (4.3% vs. 6.5%), while agricultural produceicgs withnessed a rather considerable
aggregate increase (10.6%).

Central budget

In 2006, the balance of the central budget brokéowgn extent that recalled the years
of transition to the market economy in the earlyod® In 2006, thedeficit of the
governmental sectorarrived at 10.1% of the GDP with tmational debts creeping up to
almost 70%.

Changes in the legal background
The most important legal change affecting the SAPARogramme was Decree no.

35/2004 (31/03) by MARD pertaining to the modificat of Decree no. 53/2001 (17/08) by
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MARD on the announcement of “Hungary’s SAPARD Pemgme for 2000-2006". The key
changes in the Decree were as follow:

* Apart from power and other machinery, the measumnétled “Investments in
agricultural holdings” covers the promotion of istreents into other farm machinery
and equipment, as well as the storage of fuelsk¢)amnd the machinery and
equipment of fuel delivery.

« The scope of beneficiaries have been broadened vedjetable and fruit producer
groups, sales organizations and other producempgr(aroduction and sales, as well as
procurement and sales partnerships).

e The measure entitled “4.2. Processing and marketih@gricultural and fishery
products” covers the processing of the followingducts as well: cereals, forages,
spices, biological vinegar, honey.

* In the case of measure 4.2, eligibility criteriav@deen amended in the fields of the
manufacturing of milling-industry products, the méacturing of livestock feeds,
processing of grapes and wine-making.

The financial arrangement of the SAPARD Programmas heen affected by the
modification of Act LXXIV of 1992 on value-addedxt@oming to effect on 1 January 2003,
as the VAT exemption of the products procured i use of supports that were financed
from the SAPARD pre-accession funds ceased. Thertaioties induced by the changes of
the Act on VAT caused some disturbances both tontheagement and settlement of grant
applications. The 2004 Act on VAT failed to cleadgfine the option of VAT reimbursement
on support amounts and partly cancelled this oppdst for the applicants. As a result, some
of the applicants may withdraw from their investiiseaind applications, since they have been
deprived of their VAT incomes.

On 1 May 2004, Hungary became a member state dEdin@pean Union. The Act on
public procurement (Act CXXIX of 2003, hereinafteferred to as Kbt.) harmonized with the
public procurement directives of the European Umtame to effect on 1 May 2004, and
these regulations did affect the relevant chaptérhe Operational Manual governing the
procurements under the Programme, as they werefigwdn the light of the regulatory
changes.

3.3. Situation of agriculture and rural areas

Weight of agriculture in national economy

According to the related figures provided by NC&©2004 agriculture had a 4.8%
share from the gross domestic product, which reflsome improvement in comparison to
2000. In 2005, this indicator showed a downwarchdré€4.3%), yet this unfavourable
direction was reversed in 2006. In comparison te tlorresponding level in 2000, the
proportion of agricultural investments was alsolitéaty.
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Weight of agriculture in national economy

2000 2004 200p 2006
Share of agriculture from GDP 5,4 4.8 4.3 4.8
Share of food industry from total exports of natibaconomy (%) 8,0 6,9 6,4 6,B
Income from export of agricultural and food indygtroducts (billion
HUF) 637, 778,9 8254 9642
Value of import of agriculture and food industrypgucts (billion
HUF) 286,71 503,11 597 6 701}6
Export surplus of foreign trade of agricultural d&odd industry
products 350,4 275,8 2279 2645
Employees in the forestry and fishery sector (thodspersons) 2554 204,9 1940 19,7
Employees in the national economy (thousand pe)sons 3856,4 3900,4 3901|5 393¢,1
Accumulation of agricultural fixed-ass 4,099 3,77% 3,96% 3,716

From the total export of the national economyitfiermation collection of NCSO indicates a
dropping share for food production, while on theesthand incomes from the export of the
products of agriculture and food industry have beerhe rise since 2000, and reached HUF
1,000 billion in 2006. After a period of decline2005, the export surplus of the foreign trade
turnover of products from agriculture and food istily was increasing once again.

In comparison to the corresponding data in the Canity, the output of the Hungarian food
industry is in the 18 position, and more concentrated than the averégieeoEU-25. Food
industry exports a steady one-quarter share giraducts with at least half of these products
delivered to EU member states, yet recent years hatnessed a continuously diminishing
positive balance of foreign trade turnover.

Crop farming

Hungary's total area is 9.3 million hectares witmast 70% being agricultural land (2000:
86.3%). Today, the actual farmlands of the couwrtyer 5.8 million hectares (2000: 6.2
million hectares), which with respect to its sh@reniquely large in Europe. 77% of this area
is made up of arable lands, grasslands cover 18%e whe total proportion of vegetable
gardens, orchards and vineyards is 5% — thesenaitehares have not changed significantly.
In relation to the total area, the size of landsdpénvolved in agricultural cultivation did not
change significantly by 2006 (62.53%), yet remai@&@6o under the size of lands that could
potentially be utilized as agricultural lands. Tpeoportion of areas withdrawn from
cultivation exceeded 17.35%, and it is expectaddrease in the oncmoning years (due to the
support provided to the cutting of vineyards, adl &g the gradual termination of sugar and
cereal intervention).

Plant breeding

200( 2004 200p 2046
Area harvested - cereals (1000 ha) 4763 002 P934 2837
Crop harvested - cereals (1000 ton 10034 16779 16212 146p1

The gross output of crop farming and horticultueeréased by almost 17% in the SAPARD
period from 2000 through 2006. Performance seemdx tflagging the most significantly in
the potato, vegetable and fruit sectors, and tdethst extent in the cereal sector that makes up
more than 29% of the total agricultural output (doe¢he outstanding performance of cereal
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production in 2004—2005: in 2003, the volume ofvieated crops was 8.7 million tons, while
in 2005 nearly a double volume was produced witly X6illion tons). With a view to the
respective agricultural areas, it is still cerellat far outpaces the other cultivated crops
(65%) with almost 90% of this volume produced byividual farms.

The primary reason of the decline of crop produrciias the capital shortage withessed by
the producers alongside with the low technical déats having surfaced in the past decade
and unfavourable weather conditions.

From another point of view, however, the role afproduction has strengthened in the past
decade: in 2006, nearly three-thirds of businedgieswere involved exclusively in crop
production. The favourable weather conditions ia greriod of 2004—2005 brought about
remarkable results, which on the other hand higidid the bottlenecks in storage capacities.

Animal husbandry

In animal husbandry, basically negative proceseaklde seen during the implementation of
the SAPARD Programme. The total stock of cattlepdeal from 805,000 in 2000 to 708,000
in 2005, and further declined in 2006 down to 708,0As concerning pig livestock, 2005

proved to be significant, as the pig stock of tbardry dropped to a level that had not been
witnessed for decades; hopefully, the slight inseeim 2006 could be the forerunner of some
positive tendencies in the future. Polutry stocksild also be characterized by negative
tendencies.

Livestock
Degree of change
2004=100%
Name 2004 2005 2006
2005 2006
Livestock on 1 December (thousand animals)
Livestock 723 70B 702 97.9 97,1
from this: cow 34p 33 322 96,9 93,
Pork 4059 3858 3987 94,9 98,2
from this: sow 29p 247 290 93,4 98,4
Sheep 1397 1495 1298 100,46 92,9
from this: ewe 1088 10$2 1030 99,4 ZA
Poultry 3281/ 31901 30303 97,2 92,8

Prices

The producer price level of agricultural producss been gradually increasing, yet at
the same time it can be established that the s&img tendency has been seen for feeds,
fertilizers, the purchases prices of agriculturahchinery and the investment costs of
agricultural facilities.
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Price indexes
2004 2005 2006

Producer price of agricultural products 94,6 100,] 110p
Producer prices of plant breeding and horticulpnaucts 86,2 99,4 11

Producer prices of animal products 103,9 101,8 10p
Price level of agricultural expenditures 108 10( 105,
Price level of chemical fertilizers 111,9 87, 104y
Price of chemical fertilizers 105 103,4 114.p
Price of pesticides 102,5 102,2 100p
Initial cost of agricultural machinery 105,9 105,% 1064
Investment costs of buildings of agricultural puset 106,4 103,4 107,[2

Labour market, forms of farming in agriculture

In the light of the indicators of the labour marke can be stated that in the implementation
period of the SAPARD Programme the slow and gradiggrease of the number of the
population in their active age was paralleled by tiamber of the employed coming to a halt
and the number of the unemployed increasing faster.

In this respect, an unfortunate tendency is tha2(086 the number of people working in
agriculture, forestry and fishery was just 4.9 patq190,700 people) of the total headcount
of the people employed in the national economyecéhg a decrease in comparison to the
previous year — concurrently, the proportion of veomvas 45.6% —, which would not reverse
the declining trend of the number of people empdoyeagriculture, forestry and fishery.

The employment opportunities in agriculture are seeally restricted, and gradually
decreasing: mechanization is spearding to the disdadge of live labour, except for labour-
intensive employment for the manufacture of higladigy products. As a result, rural regions
can be characterized by higher rates of unemploynmeoderate densities of businesses, as
well as the general shortage of capital and exqeerfThe presence of the service sector is
rather weak and the activity rate is poor.

Nevertheless, the increased incomes still havenaotowed the negative gap of personal
incomes: even in the SAPARD period, the gross aeernacome of those employed in
agriculture did not exceed two-thirds of the averagcome in the national economy (2000:
HUF 67,173, 2006: HUF 111,978).

Within national economy as a whole, in terms of different forms of farming, Hungarian
agriculture can be regarded as the most variedrsesting to its production structure
differing from most of the structures prevailingtimee member states of the European Union:
all the potential forms of enterprises are used.

The bipolar economic structure comprising largedimgs and smaller production units is a
real specialty. The weight of medium-sized productunits started to increase after the
change of the political regime, and a large nundferooperatives and individual farms also
exist. Although the number of this latter type hielined in recent years, yet their very
existence proves that almost one-third or one-foaftthe Hungarian households are more or
less active in agriculture; that is source of gsediminant social function.

As an outcome of agricultural policy encouragingmerative efforts, producer organizations
have an increasing role; there are several typssi@i organizations, yet their function in the
protection and representation of their own intexesstill to be reinforced.

The number of people employed in agriculture, ftsyeand fishery dropped from 255,000 in
2000 to 190,700 in 2006. One-fourth of them anéwbmen, while the incomes of the Roma
population living in rural areas are also largelpendent on seasonal job opportunities
offered by the sector.
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Weather

The weather in recent years can be characterizecigbility. The period from 2001
to 2003 were rather hot, and dry or averaging imse of rain (the national average
temperature climbed up to 11.4°C in 2002, whichvedoto be third hottest year in the past 30
years). The high temperature tendency was therebrbl the year of 2005, when the annual
average temperature came to be 9.7°C, and in the gaar the monthly volumes of rainfall
reflected exceptional variability with sometimedrerme precipitation. In 2006, the hot and
dry weather returned.

The average number of sunny hours was around 1e8@@pt for the especially sunny
year of 2003, when the number of sunny hours exeed200. In view to the amount of
precipitation, in the years from 2000 through 2@0ére was an average annual quantity of
570-600 mm rain, except for 2004 and 2005 (2008:r6&, 2005: 748 mm), which largely
contributed to the outstanding cereal yield.

Environmental protection

The increase in the amount of environmentally hatramissions was not significant,
as since 1992 the emission of greenhouse gasemobamcreased according to the index
calculated on the basis of the associated Kyotov@ution. The energy intensity of the
economy has been decreasing continuously, andotinesponding value is indeed favourable
among the newly acceding countries. On the othed hHungary has some shortfalls in the
utilization of renewable energy resources; suclicabglfcies are foreseen to be considerably
made up by the rural development supports disbuigethe programming period of 2007—
2013.

Environmental protection
Target
2000 2001 2002 2003 200¢
value
Emmission of greenhouse-gases in percentage of thie
reference year according to the Kyoto Protocol (%) 68,( 69,6 67,8 70|7 - 94,0
Domestic energy consumption on one unit of GDP
(kgOE/1000 EUR) 6004 588p 579|6 5§2 304
Electricity produced with renewable energy on total
energy production 0,7 0,9 0.1 op 4% 3,6

(1) GDP calculated on current prices 2006
(2) share of renewable energy (renewable + halfasite) from gross electricity production (%)

3.4. Influence of the national, regional and sectat policies on the
implementation of the Programme

The national, regional and sectoral policies hasteimduced changes in the utilization
of the SAPARD supports, while on the other haretdhare a few fields of activities that can
have potential impacts on agricultural and ruralefi@oment at the present situation and in
the future. These fields of activities are as fotlo

» Towards the moderation of regional differentiatidimere have been changes in the
regional policy of the Government in relation tce tdecentralization of decision-
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making levels, as well as the harmonized developsneof micro-regional
organizations.

* The employment policy of the Government (Nationad@oyment Action Plan) heads
for the attainment of convertible vocational knoside and qualifications, and thereby
the diversification of activities and the preseiwatof workplaces.

« To create a firm foundation for the developmentigyolstrategy, the National
Development Policy Concept (NDPC) was complete@005 with the aim to make
Hungary one of the most dynamically developing ¢oes by 2020, a country where
people experience rising life standards, improuifeg quality, that is where that are
more (and better) jobs, higher wages and salasefg, clean and high-quality
environment, more healthy and all-round life praspe

* As the basis of the spatial planning and regiomaletbpment strategy, the National
Regional Development Concept (NRDC) was also caedpih 2005. This document
sets out the objectives, principles and prioritéshe national regional development
policy in order to ensure the harmonized and effitoperation of the regions, as well
as the balanced and sustainable development abtirgry.

In the course of the planning and implementatiothef SAPARD Programme, the sectoral
policy aimed at enhancing the rate of mechanizatahe Hungarian agricultural sector, and
towards this end certain resources were regroupethé benefit of agricultural machinery

investments, and moreover half of the resourcesntaker from NRDP were allocated to this
submeasure. At the same time, the amounts expemdedllage development were also

outstanding, and therefore SAPARD could well cdntie to the development of typically

abundant, yet somewhat deteriorated rural areas.abbve-mentioned characteristics of the
sectoral policy were taken over to the rural depelent programmes of the 2004-2006
period. (ARDOP, NRDP).

The continuously increasing output of crop produttbrings about the decrease of prices,
while the diminishing level of the product of aninpeoducts tends to rise prices, which on
the whole leads to the moderation of the consdddigirice level. As a consequence, the
agricultural spread has been further opening inpméod after the country’s accession to the
EU.

Resulting from the various processes, the adapssenf the actors in the sector, as well as
their financial positions have improved: by 20Gisdes dropped, while the profitability of the
production units were on the rise. The transitiorthte follow-up financing support system
caused some liquidity problems in the first yedmst in 2005 the difficulties did not re-
emerge. The crediting structure in the sector edlyicchanged with long-term credits
becoming predominant.

The fear that due to the European integration aoesiprice levels would increase fast did
not come true: the actual trends in the consuniee pevels of food products did not deviate
from the average movement of prices.

Among production sectors, agriculture was againathlg sector that had a positive foreign-
trade balance. (By and large, the positive resuttesponded to the country’s energy import.)

Coherence with the national agricultural and rdealelopment policies, programmes

Under Act CXIV of 1997 on the development of agltete, the following main objectives
are to be accomplished:

» Improvement of the competitiveness of agricultpraduction;

» Establishment of equal opportunities;
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* Proportionate capital and labour incomes;

» Provision of financial resources and the improgatof conditions for the sustainable
development of agriculture via production actigtighe harmonization of the interests of the
environment and nature conservation;

» Exploitation of the comparative advantages oficadural production in order to increase
profitability and food export;

* Encouragement of rural employment opportunitiesl dhe generation of alternative
incomes;

* Enhancement of the population retaining capaciierural areas;

» Development of the human resource capacitieseoétonomy;

* Promotion of the spread of agricultural innovatio

Governmental Decree no. 2253/1999 (07/10) on thdioh& Agro-Environmental
Programme and the related measures of enforcenidm. system of the Hungarian
agricultultural supports describes constituentst tu@ similar to the rural development
measures specified in Council Regulation 1257/1069/including the supports to the
following fields of activities:

* Agricultural investments

* Food processing

* Young farmers

* Investments in melioration and irrigation devetwnts

* Afforestation, sustainable forest managemengdibdevelopment

* IT in agriculture, farming and other professiopedctices

* Protection of soil quality, utilization of agritural land

» Conversion to ecological production

* Professional advisory services

» Establishment of new types of cooperatives (fgasimps)
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4. Implementation, operation of the SAPARD Programme,
Program management

4.1. Summary of the activities by the SAPARD Monitang Committee,
major decisions

The SAPARD Monitoring Committee (SMC) was set upspant to Council Regulation
1268/99/EC and 1260/99/EC. The Committee is resplenfor the supervision of the quality
and efficiency of the implementation of the SAPARIDogramme. The duties of Chair are
performed by the Department of EU Coordination amkrnational Relations (formerly
Department of EU Coordination) of the Ministry ofgiculture and Rural Development,
while the duties of the secretariat are performgdhe MARD Department of Agricultural
and Rural Development (formerly Department of Manggiuthority).

4.1.1. SMC meetings

2001

The SAPARD Monitoring Committee held its first miegton 2 May 2001 At the
meeting, SMC'’s rules of procedures were discusset approved; the monitoring
indicators of the SAPARD Programme were discussedgaide with the eligibility
and evaluation criteria in relation to the measuasswell as the strategy of technical
assistance.

2002

The SAPARD Monitoring Committee held its meeting&®@ctober 2002 and at the

meeting the rules of procedures were amended, raaddition, the modifications of

the SAPARD Plan were approved in the following tspand chapters — they were

consented by the meeting of the STAR Committee®N&@ ember 2002:

— measure 4.1 (the topic of economically viable patiden units), measure 4.2
(formal modifications), measure 4.8, measure hfpter 5, 6 and 8;

— modification of the financial tables;

— Modification of the strategy on technical assise@anc

2003

The SAPARD Monitoring Committee held a meeting 2h May 2003 and the
proposed and approved amendments to the SAPARD Wwdae consented by the
STAR Committee convened for 25 June 2003. In these of the modification of the
SAPARD Plan, the project value limits of certairojects were increased together
with the support rate of agricultural enterprisesnf 30-40% to 40-50%, and a
decision was also passed on the repeated modiiicafithe financial table.
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2004

Following the approval of the modification pertaigito the SAPARD Programme by
the STAR Committee (25 June 2003), the third aalldpplications of the SAPARD
Programme was announced in August 2003.

At the meeting of the SAPARD Monitoring Committea 7 November 2003 a
decision was made on the modification of the SAPAREN, as well as on operative
issues connected to the execution of the Plantivétkey elements of such resolutions
being as follow:
- new elements were incorporated into the calls fglieations (cereals,
feeds, biological vinegar, spices, herbs, procegssirthoney products),
- the scope of beneficiaries was broadened with aebietand fruit
producer groups, sales organizations and other upsrd groups
(production and sales, as well as procurement aled partnerships)
- allocation of interests accrued on the SAPARD EWRdd account to
the measure entitled rural infrastructure.
The modifications proposed by the SMC meeting heid 27 November were
approved by the STAR Committee at its meeting ofdl@uary 2004.

The first meeting was held dr8 July, while the second meeting was convenedfbr
November. The most important decisions, commitments angqgsals made at these
meetings were as follow:

SMC meeting 018 June 2004

- approval of the Annual Implementation Report for020as a draft
version, and the inclusion of certain modificationtil 30 June,

- there were plenty of applications received for niaety procurements,
and therefore SMC accepted a proposal allowing ARDAgnore the
FIFO (first in first out) principle in the coursé the processing of the
applications for this sub measure,

- with simple majority vote, the Committee decided the 50-50%
division of EUR 20 million that could be regroupgdm the National
Rural Development Plan — from the Guarantee Sedid®AGGF — to
the SAPARD Programme between the measures erit8lggport to the
investments of agricultural enterprises and villatg/elopment and
renewal, protection and conservation of rural hget,

- the Committee voted for the regrouping of the enfund initially
allocated to the support of vocational trainingthe benefits of the
village development measures, and from the fundthef measure
entitled “Diversification of activities’an additiah amount of HUF 1
billion was re-allocated to village development,

- approval of the report of the Certifiying Body,

- approval of the report on sensitive sectors.

SMC meeting o November 2004

- approval of the ARDA report for Q2 and Q3 in corti@t with the
implementation, the controls executed, the lisaatepted and rejected
SAPARD applications, as well as the indicator taple
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2005

2006

- approval of the report on sensitive sectors,

- a decision was passed that the Monitoring Commiitag to continue
its operations until the closing of the Programme,

- a proposal was made that for the subsequent meatimgterial for
discussion under the title of “Experience and psap® from the
SAPARD Programme” should be compiled.

In 2005 the Monitoring Committee was summoned only of@el3 June 2005This
meeting did not make any decision that would sigarftly influence the
implementation of the Programme. SMC was informed tbe progress of the
Programme, as well as on the main focal pointb®fréport of the Certification Body,
and approved the implementation report on the prevyear.

In 2006, Monitoring Committee meetings were heldlodune and 30 October. At
the meeting on 1 June, the SAPARD Monitoring Corteritapproved the Annual
Implementation Report of the SAPARD Programme f00%, and passed a decision
on the authorization of 10% excess utilization loé tamounts indicated under the
heading of “measures total” — except for the aassi#t defined in Section (4) of
Article 7 of Regulation 1268/199/EC — as dependorg the actual Community
contributions set forth in the annual financingesgnents for the period from 2000
through 2006. The European Commission acknowledtierl decision of the
Monitoring Committee.

In the course of the meeting of the Monitoring Cattee held on 30 October 2006
with visits to successful SAPARD projects, the merstiravelled to the sites of three
successful SAPARD projects.

In conformance with the related request of the Mwimg Committee, after the
closing of the Programme, the SMC will be providedh information on the
implementation of the projects in the period of m@nance in order to conduct
follow-up monitoring on the outcomes, and the SM&yralso meet based on advance
indication.

4.1.2. Written procedures

1 September 2004

SMC decided on the regrouping of resources amongicemeasures by means of
written votes: from the fund of the measure erditiBiversification of activities” and
the fund of Technical assistance to the “Supporth® investments of agricultural
enterprises “and “Village development”in equal pydjns.

28 September 2004

SMC decided on the regrouping of resources amongicemeasures by means of
written votes: from the funds of the measures ledtit Agricultural investments”,
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“Processing of fishery products” and the “Diversdfiion of activities” and “Rural
infrastructure” to “Village development”.

Within the framework of the same written procedutbe SMC decided that an EUR
375,759.33 amount corresponding to EUR 281,84&atéal to cover the costs of the
Committee under Council Regulation 1419/2004 asedddith the amount of the
associated domestic co-financing should be regoipehe measures “Agricultural
machinery procurement” and “Village development’egual proportions.

18 October 2006

In the framework of a written procedure, after tblesing of the deadline of

contracting for SAPARD supports (30 September 20049 SMC decided on the
utilization of the interests accrued on the SAPA&t2ounts for the payments of the
measure entitled “Village development” in an amoohEUR 79,670.7 (national co-

financing: EUR 106,227.6).

4.2. Summary of the modifications of the financiatable, lists of priorities,

measures and regrouping transactions among the resptive years, as well
as of the decision by the Committee, an overview dhe effective (last)
financial table

4.2.1. SAPARD funds

The European Commission approved Hungary’s SAPARD Bnd the financial table
containing the annual — 2000-2006 — resource ditweaof the individual measures
on 18 October 2000by means of its Resolution no. C(2000) 2738; terehe
Commission placed an EU contribution in a total anmtoof EUR 270,988,389 in
relation to the period from 2000 through 2006 fog implementation of the measures
of the SAPARD Plan, which at the same time meaafptiovision of EUR 38,712,627
European Union co-financing on an annual basis.

The first modification of the financial table of the SAPARD Plan was awed by
SMC on 8 October 2002, and then it was also corddoy the STAR meeting of the
Committee on20 November 2002 Under the modification, the EU contribution
allocated to the period of 2000—2006 was increasdflJR 281,273,946, thus raising
the EU co-financing resources of all the SAPARD soeas, and cancelling the limits
of utilizable resources for 2000 and 2001 as sygetih Section (4) of Article 7 of
Regulation 1268/1999/EC by the Commission. In aalditthe annual breakdown of
the EU resources allocated to the implementatiothefindividual measures within
the SAPARD Plan was also modified, and thereby eisdm was made on the
availability of EUR 38,705,309 for 2000, EUR 39,492 for 2001 and EUR
40,615,327 for each year of the period of 2002—-2006

Thesecond modificationof the financial table of the SAPARD Plan was appd by

SMC on 21 May 2003, and then it was also consebyethe STAR meeting of the
Committee or25 June 2003Under the modification, the EU contribution alided to
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the period of 2000—2006 was increased to EUR 283364, thus raising the EU co-
financing resources of all the SAPARD measures, aadcelling the limits of
utilizable resources for 2002 as specified in $eci{4) of Article 7 of Regulation
1268/2002/EC by the Commission. In addition, th@uah breakdown of the EU
resources allocated to the implementation of thdividual measures within the
SAPARD Plan was also modified, and thereby the &durces allocated to 2002 was
increased to EUR 40,578,737, while the amount afuah allocations for the
respective years in the period of 2002—-2006 weenrto EUR 41,273,954,

Thethird modification of the financial table of the SAPARD Plan was efifated by
means oRegulation no. 1419/2004 by the Commissicstating that for Hungary the
resources allocated to 2003 should be increasddUl 41,263,079 by means of
regrouping the utilizable, yet unutilized resourdescribed in Section (4) of Article 7
of Regulation 1268/1999/EC for SAPARD measures28iseptember 2004 by way
of written votes, SMC decided on the division of the resources beinglabig for use
in relation to the SAPARD measures on the basih®fabove-mentioned Regulation
by the Commission, and thus an amount of EUR 2&l,&lding up to EUR
375,797.33 with the associated domestic co-financiwas ruled to be divided
between the measure on “Agricultural machinery”’prements (HUF 47,917,160; at
an exchange rate of 255 HUF/EUR) and the measut¥itbage development” (HUF
47,917,160; at an exchange rate of 255 HUF/EUR}jumal proportions.

The financial tables modified in the framework bé tfollowing SMC decisions were
adopted by way of Resolution nB8(2005) 3625 on 19 September 200% the
Committee.

SMC meeting ordi8 June 2004

- regrouping of the fund for “Vocational trainingEU and domestic on the aggregate:
EUR 1,131,385, HUF 288,503,260, exchange rate 2%8-/BUR) to “Village
development”

- regrouping of an amount of HUF 1 billion from thend for the “Diversification of
activities” (EU and domestic on the aggregate: ERJ®21,568, exchange rate 255
HUF/EUR) to “Village development”

SMC written procedure 0@l June 2004

- regrouping of HUF 546 M (EU and domestic on tlygragate: EUR 2,141,176,
exchange rate: 255 HUF/EUR) from the fund of thévéibsification of activities” and
HUF 36,472,220 (EU and domestic on the aggregdtiR BE43,028, exchange rate:
255 HUF/EUR) from the fund of “Technical assistdhde “Investments of
agricultural enterprises” and “Village developmeim’equal proportions

SMC written procedure o028 June 2004

- regrouping of an amount of HUF 46.857 M (EU araimeéstic on the aggregate:
EUR 183,753, exchange rate: 255 HUF/EUR) from thedf of “Agricultural
investments” ;an amount of HUF 21.648 M (EU and dstic on the aggregate: EUR
84,894, exchange rate: 255 HUF/EUR) from the fuhdhe “Processing of fishery
products”; an amount of 0.321 M (EU and domestictlom aggregate: EUR 1,259,
exchange rate: 255 HUF/EUR) from the fund of thévébsification of activities”; an
amount of EUR 5.242 M (EU and domestic on the agajee EUR 20,557, exchange
rate: 255 HUF/EUR) from the fund of “Rural infrastture” to *“Village
development”, i.e. an aggregate amount of HUF BI1JI6(EU and domestic on the
aggregate: EUR 290,463, exchange rate: 255 HUF/EUR)
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SAPARD financial table in effect

2000 2001 2002 2003
Measure EU national  |Total EU national  |Total EU national  |Total EU national  |Total
|. Investments in agricultural holdings 12083438 [4 027813 |16 111251 |13283411 |4427 804 (17711215 (12650 991 |4 216 997 |16 867 938 |21 625290 (7208430 (28833 720
II. Processing and marketing of agricultural and fisheries products 12023436 | 4007 812]16 031248 |17 405745 15801915 [23 207 660 12867 750 |4 289250 |17 157000 |9733766 (3244589 (12978 355
I1l. Vocational training 0 0 0 0 0 0 0 0 0 0 0 0
|V. Dissemniation of production methods serving agri-environmental protection and
Jland sustainability 0 0 0 0 0 0 0 0 0 0 0 0
V. Establishment and administrative operation of producer groups 0 0 0 0 0 0 0 0 0 0 0 0
V. Village development and renewal, protection and conservation of rural heritage 0 0 0 0 0 0[7845078 (2615026 |[10460104 |140924 46 975 187 899
VII. Diversification of activities, development of business activities ensuring alternative
lincome opportunities 0 0 0 0 0 0]1362408 (454136 [1816544 0 0 0
Il Development and improvement of rural infrastructure 14598 435| 4866 145| 19464 580] 8571154 2857051|11428205)15852510 1950837 [7803347 [9763099 |[3254366 |13017465
IX. Technical assistance 0 0 0f 231692 57 923|289 615 0 0 0 0 0 0
|Measures total 38 705 309] 12901 770{ 51 607 079| 39 492 002 13 144 693|52 636 695 |40 578 737 (13 526 246 (54 104 983 |41 263 079 |13 754 360 |55 017 439

255,00

EU-national co-financing relation 75-25%, except for TA 80-20%

Support provided pursuant to paragraph 4 Article 7 of Regulation EC/1268/1999:-
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4.2.2. Interests earned on SAPARD accounts

The default interests received in relation to the individual measuresreased the
available resources for the respective measures.

The following SMCdecisionswere passed on theterests earned on the SAPARD
accounts

SMC meeting on 27 November 2003

Interests earned on the EUR-based account showdtddeated to the measure entitled
“Rural infrastructure” (EUR 185,226.67, a totalElR 246,968.89 as added with the
associated amount of domestic co-financing)

SMC written procedure ob8 October 2006

After the closing of the deadline of contracting ®APARD supports (30 September
2004) the interests earned on the SAPARD accouotddcbe utilized for the
payments of the measure entitled “Village developthen an amount of EUR
79,670.7 (national co-financing: EUR 106,227.6)e TBMC decision was based on
MAFA provisions (Section A. Article 10. ponit 3.)hich established that all interests
earned on SAPARD accounts must be used for theemmgattation of the Programme.
The decision was a technical financial managemeststn with no effect to the
changing of the rules of procedures for the finahdmplementation of the
Programme.

4.2.3. SAPARD - supplementary resources

The Commission Regulation (EC) no 447/2004 provitiespossibility to Hungary to
finance projects contracted under Commission RégulaEC) no 1268/1999, in
respect of expenditures incured beyond 31 Dece2®@6, from EAGGF Guarantee
Section under Commission Regulation (EC) no 12591 case whre appropiations
under Commission Regulation (EC) no 1268/1999 ahawested or insufficient. Based
on the Commission Regulation (EC) no 447/2004 iiiteal financial allocation of the
SAPARD Plan was increased by the resources retddcaiom NRDP (EAGGF
Guarantee Section — Resolution no. K(2004) 3238byCommission), and in case of
project payments for which appropiations under Raegn (EC) No 1268/1999 were
exhausted or insufficient were financed from EAGGilarantee Serction.

SMC ob 18 June 2004 decides on the use of NRDPcasuwas follows: 50-50%
division of HUF 5.1 billion (EUR 20 M) amounts beten the measures entitled
“Support to the investments of agricultural entesgs” and “Village development and
renewal, protection and conservation of rural hget.

As financial management tool for the full use of tRAPARD funds Hungary gives
10% national surplus commitment resources (HUF .8 by the Governmental
Resolution no. 2212/2004 (27/08) (written decigivacedure adopted by SMC on 01
September 2004) to be used as follow:

- Investments in agricultural holdings: HUF 2,2%84€00

- Processing and marketing of agricultural andeigtproducts: HUF 1,804,929,000
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- Renovation and development of villages, protectend conservation of rural
heritage: HUF 494,316,000
- Development and improvement of rural infrastroettHUF 1,344,337,000.

4.3. Description of Programme management and changén the monitoring
system during the implementation of the Programme

4.3.1. Programme modifications

The European Commission accepted Hungary’'s SAPAR&h By way of its
Resolution no. C(2000)2738. on 18 October 2000.dgdmn promulgated the entire text as
accepted by the European Commission in the foranoAnnex to Decree 53/2001 (17/08) by
the Ministry of Agriculture and Rural Development.

A summary of the modifications of the SAPARD Prograe:

2002 At its meeting held on 20 November 2002, the STEBmMmittee
approved the proposal of Hungarian authorities loa modification of the
SAPARD Programme. Such modifications concerned fingr measures
accredited in September 2002 (111. ,Investmentsgncultural holdings”,
114. ,Processing and marketing of agricultural distiery products”, 1308
.Development and improvement of rural infrastruetur4l. Technical
assistance), Chapter 5 on the national regulata@pplicable during the
implementation of the Hungarian SAPARD Programméaier 6 on the
eligibility criteria of Community supports, Chaptgras well as Chapter 7 and
the related tables on the financial plan, suppatibs and the proportion of
Community supports.

2003 At its meeting held on 25 June 2003, the STAR @ittee consented
the proposal on the modification of the SAPARD Pangme that had been
approved by the SAPARD Monitoring Committee atnitseting in May. From
among the measures having already been accretlie®003 modifications
concerned 111. “Investments in agricultural holdihgnd 114. “Processing
and marketing of agricultural and fishery products well as two additional
measures: 4.3 “Improvement of vocational trainiragid 1305. “Renovation
and development of villages, protection and coraem of rural heritage”.
Moreover, the financial tables of the Programmeeaaiso modified. In the
framework of these modifications, the project valueits of certain projects
were increased together with the support rate ataltural enterprises from
30-40% to 40-50%. As a new element, it was agreatl instead of the
formally applied, fixed-amount profit expectatiomet data of the test
production system were to be taken into accounttifier examination of
economical viability.

2004 The modifications proposed by the SMC meetingd hal November
2003 were approved by the STAR Committee at itstimgen 18 February
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2004. These modifications focused on measures Ililestments in
agricultural holdings” and 114. “Processing and kating of agricultural and
fishery products”, as well as Chapter 8.2.9 of #&ARD Plan (Prevention
and identification of irregularities, reduction,spension and termination of
aids, reimbursement of amounts having been paigharstified grounds).

In addition to the foregoing, 2004 saw the accegitih of two new measures:
1305 “Renovation and development of villages, getibn and conservation of
rural heritage” and 1306 “Development and divecsifion of economic
activities, providing for multiple activities andternative income”. The calls
for applications were published on 14 January 2004.

Regulation no. 1419/2004by the Commission modified the resources
allocated to 2003 for Hungary to EUR 41,263,079rt®ans of regrouping the
utilizable, yet unutilized resources described gct®n (4) of Article 7 of
Regulation 1268/1999/EC for SAPARD measures. By ofayritten votes on

28 September 2004, SMdecided on the basis of the above regulation by the
Commission to divide the resources being utilizalibe the SAPARD
measures between certain measures, and thus ssmiraes could then be
used for the measure “Procurement of agriculturatimmery” and “Village
development” in equal proportions.

— 2005 on 13 June, Hungary submitted a request to tmed&an Commission to
ask that interest incomes accrued on the EUR-basedunts of SAPARD
could be expended on measure 1308. “Developmeningmidvement of rural
infrastructure”, and that the European Commissidoukl approve the
decisions of the Monitoring Committee on the regiaog of resources among
certain measures as depending on the support den@nthe applications
submitted in connection with the SAPARD measures.

4.3.2. Institutional framework

4.3.2.1. The SAPARD Agency

In 2002, the SAPARD Agency (SA) applied for theraditation of the institution in a way
that it could act for the management of applicaiaand payments independently, not
delegating any task or function to external orgamans.

On 20 September 2002, the SAPARD Agency was grantgdaccreditation in relation to
3+1 measures, and thus the “National AccreditatResolution” issued on the act of
accreditation and Commission Resolution no. 2002R2 by the European Commission
dated as of 26 November 2002 on the transfer ofrtheagement of supports, as well as the
accreditation resolution no. 2004/385/EC dated a7 April 2004 regulated the tasks
accordingly.

The tasks of the SAPARD Agency are carried outhgyAgricultural and Rural Development
Agency (ARDA). Since 1 July 2003, ARDA has beenrartas the general legal successor of
the SAPARD Agency. As the legal successor of the SRDA acted for the management of
applications and payments in 2003, 2004, 2005 &b@b6 2n accordance with the said
accreditation independently. With regards to tisdao be carried out in connection with the
SAPARD Programme, it does not have any other orgdion executing delegated tasks.
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From 1 July 2003 to 1 April 2004, the divisions rxgiresponsible for the implementation
tasks in relation to the SAPARD Programme were Directorate or Rural Development
(SAPARD) and Economic Directorate of ARDA.

The Director of Rural Development (SAPARD) was amtrol of the following bodies:

- SAPARD Regional offices involved in the managem@mplementation) of applications
(with their main function being the preparation amglementation of decisions)

- Central Department of the Management of Applaradi

- Department of Applications of Food Industry

The departments being responsible for the prockepayments were under the control of the
Director of Finance:

- Department of Financial Control

- Department of Payments

- Department of Financial Records and Booking

- Department of Onsite Audits

A new directorate involved in the implementationtbé SAPARD Programme was the IT
Department — under the direct control of the Chaiwhose newly established subdivisions
were the Division of Human Resources, the DivisidrCoordination with the Chair, and the
Legal Division.

Directly subordinated to the Chair of the OfficdaetDivision of Internal Audit was
established by merging the former Internal AudippBement of the SAPARD Agency and
the former Internal Audit Department of the Agricuél Intervention Center.

The organization of the Agricultural and Rural Development Agencysvgbject tanajor
changes in 2004in association with the country’s accession to thEuropean Union.

In 2004, the set of tasks related to rural develaminsupports was attended by the Directorate
of Rural Development Supports, and in associatith the SAPARD Programme these tasks
involved the management of applications and fir@nauthorization. Within his scope of
powers, the Director could provide professionatrungions and guidance to the departments
of the management of applications and the depatsm&hnaccounts of the regional county
offices.

In 2004, the majority of the work and tasks to keorited by the Directorate comprised the
closing of the application management phase oPtlegramme, as well as the completion of
contracting operations.

With the termination of the central application ragement tasks in relation to SAPARD at
the Directorate of Rural Development and the offeeel centralization of monitoring
activities, the Department of Rural Development &odal Government Applications, the
Department of Application Management for Agricuétuiand Food-Industry Enterprises, the
Department of Evaluation and Analysis and the Depamt of Rural Development Summary
Reports ceased to exist.

In order to develop the institutional framework uggd for the utilization of development
facilities that were opened with the country’s asten to the European Union, early in 2004
ARDA established the ARDOP Development Departmesigrein from 1 September 2004
two teams were operated under the direct controhe@Director of Rural Development: the
ARDOP Managing Team and the SAPARD Managing Tearnnaks on 1 December 2004

30



when the ARDOP and SAPARD Coordination and MonitgriDepartment emerged from this
latter department to carry out development, co@titim and monitoring tasks.

In view to professional control aspects, the Departt of Financial Authorization was
transferred to the Economic Directorate to the @orate of Rural Development Supports.

In the course of the restructuring of the orgamratthe Department of Financial Records
and Booking entrusted with tasks related to paymamid maintenance of support records
associated with the SAPARD Programme, as well asPdyyment Department of ARDOP—
SAPARD were transferred from the Economic Diredita the Directorate of Finance.

On7 May 2005 the organizational structure of ARDA was subjddtestill another change.

The Regional Directorate and the Directorate ofaRevelopment Support were transferred
from the direct control of the Chair to the direontrol of the Deputy Chair.

Onsite audits and the associated monitoring aigsvin relation to the SAPARD Programme
were taken over by the Department of Control ofdRDevelopment Support.

The Payment Department of the Directorate of Fieabhecame a separate body, while
SAPARD payments were now entrusted to the ARDOP-AAXP Payment Department.

In 2006 two new Organizational and Operational Regul&i@ORS) were issued at ARDA
to reflect the changes having occurred in the argdional set-up of the Agency.

The OORs coming to effect on 1 March 2006 affe¢tedDepartment of Financial Records
and Booking of the Directorate of Finance in coriogc with the oncoming SAPARD
processes, as booking tasks related to SAPARD gsesewere taken over by the ARDOP—
SAPAR Booking Department.

On 29 September 2006, new OORs were adopted athARDnduce new organizational
changes for 2006. The Directorate of Finance arghLBivision belonging to the Chair, as
well as the Directorate of Rural Development Suppelonging to the Deputy Chair was
transferred to the General Deputy Chair. The Redi@ontrol Division belonging to the
Chair was transferred to the Deputy Chair. From Seeretariat of the Chair, a Secretariat
Division was established that now incorporated@epartment of the Preparation of Decision
of Second Instance formerly operated under therabot the Chair.

At the regional county agencies, in 2006 four depents were involved in carrying out
SAPARD tasks: the Legal Department, the DepartneénApplication Management, the
Department of Onsite Audits and the Department@fodint Management.

As of 31 December 2006, ARDA had a total headcaint,220, including 61 associates
working on the SAPARD Programme.

The headcount involved in the SAPARD activities tammously decreased throughout the
years, as application management tasks basicaligedeto exist. Similarly, the volume of
account management and onsite auditing tasks dhadiiminished, and thus in 2006 the
emphasis principally shifted to follow-up supergiss and monitoring. Accordingly,

monitoring associates were appointed at the coaggncies to monitor the projects during
the maintenance periods of the SAPARD projects.
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4.3.2.2. SAPARD Managing Authority

Activities of the SAPARD MA:
— programme management and coordination,
— in the field of monitoring:

0 establishment, operation of the monitoring systesupervision of such
operations,

o analysis and evaluation of the monitoring informatcollected into standard
indicator tables by the Agricultural and Rural Dieygnent Agency (ARDA)
acting as a SAPARD Cooperating Organization,

o sending of monitoring information to the MonitorirQommittee and the
European Commission,

0 preparation of the annual implementation reports famal reports, as well as
the sending of the same to the European Commission,

o inclusion of the comments of the European Commmssio the annual
implementation reports and final reports, as weslltlee finalization of these
reports,

— acting as the secretariat of the Monitoring Comamitt

0 organization, conduct of the meetings of the MC,

0 preparation of background materials and documemisti

0 preparation of the memoranda of MC meetings,

— monitoring of financial fulfillments,
— provision of national resources required for tmaficing of the Programme,
— establishment of the scope of eligible costs.

Organization of the SAPARD MA, changes

Upon the start-up of the SAPARD Programme, it wlas Department of International
Relations (DIR) of the Ministry of Agriculture amdral Development that was appointed as
the division to attend the tasks of the managiribaity.

Tasks in relation to the Programme were executedi fioyl-time associates.

Notwithstanding the institutional changes occurringthe meantime, the manager of the
SAPARD Managing Authority (MA) was acting as theatleof this division al through the
entire life cycle of the Programme (actually it whs same person).

At the same time, the manager of the SAPARD MA hiblel office of the Chair of the
Monitoring Committee (MC).

Shortly before Hungary’s accession to the Europgaion (1 May 2004), the Department of
the Preparations for Structural Funds (DPSF) wtsbbshed, and it took over the tasks of the
SAPARD MA from the DIR.
DPSF was organized with 2 departments:

— DPSF Programme Management Department

— DPSF Finance and Monitoring Department
DPSF had 15 associates, and the following persakegldn specialized jobs:

— 1jurist

— 2 monitoring administrators and MC secretary

— 1 finance administrator

— 1 administrator being responsible for informati@tiaties
The person and the organizational position of gedhof the SAPARD MA did not change.
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After Hungary’'s accession to the European Unionvidy 2004), within the Ministry of

Agriculture and Rural Development the Departmenfothority(DA) was established to act
as the legal successor of DPSF, and attend task®lation to the launching of the
Agricultural and Rural Development Operative Progmee (ARDOP) and operations of
SAPARD MA.

Following the start-up of ARDOP, in December 200d Department of Managing Authority
(DMA) was set up by means of enlarging the DA idesrto handle the increasing volume of
tasks and then — apart from the execution of thlkestaf ARDOP MA — it took over the tasks
of SAPARD MA, as well.

Since the closing of SAPARD, i.e. 31 December 2@66,SAPARD MA has been involved
in the follow-up monitoring of the Programme withnionitoring and 1 financial associate
within the Agricultural and Rural Development Depagnt (ARDD), which was established
in August 2006 within the Ministry of Agriculturend Rural Development.

4.3.3. Changes in the SAPARD Operational Manudéiherespective years
of the implementation of the Programme

2003

In 2003, the SAPARD Plan was modified on two oamasj and the associated changes in the
rules of procedures had to be executed, as well.

At its meeting in May 2003, the SAPARD Monitoringp@mittee approved the proposed
modifications of the SAPARD Plan, and then theyeveonsented by the STAR Committee
convened for 25 June 2003. In the course of theiffnation of the SAPARD Plan, the

project value limits of certain projects were irased together with the support rate of
agricultural enterprises from 30-40% to 40-50%. &Asiew element, it was agreed that
instead of the formally applied, fixed-amount proéxpectation, the data of the test
production system were to be taken into accounthf®rexamination of economical viability.

Among a series of decision made, the SAPARD MomtprCommittee resolved on the
repeated modification of the SAPARD Plan at its timgeheld on 27 November 2003, and as
a result new elements were included in the calisafiplications (cereals, feeds, biological
vinegar, spices, herbs, processing of honey prejludthe scope of beneficiaries was
broadened with vegetable and fruit producer grospkes organizations and other producer
groups (production and sales, as well as procurearah sales partnerships) An opportunity
was opened for the financing of the procuremerttbér farm machinery and equipment, and
clarifications, amendments were added to the pantisgining to the manufacturing of milling-
industry products, the manufacturing of livestoekds, grape processing and wine-making.
The modifications proposed by the SMC meeting loel@7 November were approved by the
STAR Committee at its meeting on 18 February 2004.

2004
Besides the four measures having already beendiatte2004 saw the accreditation of two

additional measures (“Village development” and “@msification of activities”), therefore the
preparative, implementation tasks, as well as thabishment of the specific rules of
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procedures were to be executed similarly to thegs® of the accreditation of the Agency.
After the successful closing of supervision by 8tate Audit Office, the Agency submitted
the accreditation package to the National PrograrAotéorizer to serve as the basis of the
National Accreditation Resolution that was finailssued in November 2003. The EU
accreditation pertaining to the two new measures suecessfully closed at the end of April
2004. The new measures were conditionally announceti4 January 2004, and in spite of
the brevity of time the number of applications sitbed was beyond expectations.

Due to the accession of the Republic of Hungaryho EU, as well as the start-up of the
application phase of Structural Funds, the commitnperiod of the Programme had to be
closed in 2004. In the light of the considerablgr@asing volume of contracting tasks, the
emergence of problems in relation to headcounttages and excessive workloads the right
to execute contracts and contract modifications tressferred from the Center to the legal
departments of the regional offices . These orgditimal changes had to be included in the
effective manual, as well.

In 2003-2004, the implementation of the Programalied for major organizational changes,
including the establishment of ARDA in 2003, as lvesl the most significant organizational
change on 1 April 2004 that also required accrédita Changes in the regulatory
background, which affected that implementationhef BAPARD Programme necessitated the
inclusion of additional modifications.

All the above-referenced changes were includechénSAPARD Operational Manual in a
consistent manner, as involving all the relatedhitketand without the infringement of the
accreditation criteria.

2005
In 2005, the Operating Manual of SAPARD was modifom two occasions.

Such modifications concernealccount managemerdnd financial authorization and in
association with these field thegal and contracting activitieswhile the rationale behind
these modifications was the intent to acceleratgmeats to the beneficiaries. In account
management and financial authorization, certaircggses and documents were simplified,
while the definition of the period being open fboetacceptance of the support applications
packages by the beneficiaries was clarified. As léwal matters, the task to certify the
fulfillments of the eligibility criteria of suppastwas now entrusted to the regional offices . In
the field of on-the spot controls, the repeatedhmnspot controlswere replaced by authority
supervision.

In Chapter B of the Operational Manual, a new (#).directive was adopted to reinforce the
proper practices of the separation of the differecipes of activities by considering the
fulfillment of this requirement also in the courgkrelocation within the Agency or in the
event of any change in the given job.

The other modification affected the routines oftbe-spot controls. As proposed by the
SAPARD Certifiying Body (SCB), the authority supesien procedure included in the

Operational Manual under version number 2005.02:28 cancelled, and instead the process
of a repeated onsite control accepted by SCB wasdunced to ensure that upon the repeated
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on-the spot controls, the persons involved in tmecgss could inspect the conditions
prevailing at the time of the original control.

Under the proposal of the European Court of Audit@ process was introduced wherein
during any on-the spot controls, the auditors cardure that the term of the rental contract
for any piece of land covered the entire periothefproject.

2006
Version no. 2006.11.30. of the Operational Manaahe to effect on 13 March 2007.

The associated changes concerned legal and comdyactivities (Chapter D2A) and account
management (Chapter D3).

The modification of the legal procedures in relatio contracting was necessitated by the
intent to accelerate certain authorization procesidinat were still applied in the given phase
of the implementation of the SAPARD Programme.

According to the rules of procedures being appleadt that time, the cancellation of
mortgage rights established for the benefit of Agency, the withdrawal of the letters of
authorization, the additional encumbrance of maga properties, the authorization of
modifications in relation to the registered mortgsgthe lease-out or alienation of the assets,
facilities purchased or implemented in the framédwarsupports were all subject to the prior
approval of the Chair of ARDA. With the modificationtroduced, the Chair of ARDA
assigned the rights to sign such actions to theagemof the Legal Department.

Changes were to be made in connection with the lsagnprocedure conducted prior to the
financial authorization of support demands, becausethat closing phase of the
implementation of the SAPARD Programme, the volushdolders containing application
claims received on a weekly basis started to dmagtatally. Therefore, towards the proper
taking of 10% samples, the basis of sampling haaetwidened, and therefore — as deviating
from the former sampling routines of the regiontices — samples were randomized from
the application claim folders received from all #even regional offices.

4.3.4. Capacity and other human-resource problenfltiencing the
implementation of the Programme

The final submission deadline tuned for to the ¢otm accession to the EU (30 April 2004)

and the preceding, highly intensive campaign geedra number of new applications, which
corresponded to the amount of applications receivedhe previous two years on the

aggregate. This fact and the execution of addititersks put considerable workload on the
office system that had been designed for a smallerber of applications. In the first half of

2004, the number of applications to be processed bygle application manager increased
by 300%.

Another problem was thahe majority of applications showed someleficiencies to be
made up or supplementary data and information had tcelj@ested. It is obvious that such a
workload on the Agency could have been avoidelédfapplicants and professionals involved
in the preparation of applications had been praVigegh more thorough training.
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In the regional county offices, onsite supervisiomere conducted in parallel with the
management of accounts, which led to peak workloand thugshe number of on-the-spot
controlsproved to be insufficient

The differentregional county offices handle varied amounts of ggications. The workload

to be handled by the regional offices , which reeéiapplications from the Eastern regions
and the Western Trans-Danubian Region was excgptydmgh: Csongrad County, Szabolcs-
Szatmar-Bereg County, Borsod-Abauj-Zemplén Coumty Zala County. The handling of
applications in the Somogy County and Veszprém @Gourgional offices remained
average,whereas the regional agency for BudapesfPast County did not even reach the
average.

Similarly to 2004, with respect to the capacity amadman resource factors influencing
implementation, the majority of the problems wergosed by insufficient resources in the
light of peak workload.

In 2005, personnel conditions became gradually nfaverable in view to the increasing
volume of actual payments. According to the coresiing figures for 2004, the workload to
be handled by the account managers of the regafheds (RA) as well as the Department of
Financial Control and the Department of Paymemdact doubled. The 100% increase in
payments meant extra tasks to the on-the-spot aters, the legal experts of the regional
offices and the associates of the Legal and CatmigaDepartment.

With regards to payments, the first half of 2006ught about the peak in workload — on the
level of account managers, auditors and legal peedpas well as the Center and the regional
offices —, as the total amount of payments autkdrin the course of these 6 months reached
to the aggregate of SAPARD supports having bedoudied in 2003 and 2004. To execute
this volume of tasks that remained over the avkalabpacities for a longer period, working
on the weekeends also became also necessary,rbindlahe situation at the end of 2004.
Considerable delays occurred in connection with plhecessing of financial statements
received. Thus, the simplifying modification of aocot management and financial
authorization activities described in the SAPARD e@pional Manual did mean some
assistance.

On the other hand, the situation was eased byatethat the number of SAPARD claim
submitted tended to decrease as it was foresematblat late phase of the Programme.

Nevertheless, a substantial proportion of the fomnclaim submitted repeatedly called for
the making up of deficiencies, which caused a mateolume of extra work and delays in
the processing time. The time demand of workinggsses attended between the submission
of the financial statements and their submissioth&decision-making bodies considerably
exceeded the time limits, which had been set ferdkecution of the individual working
processes.

The progress of the projects and the control destants also called for significant on-the-
spot control capacities, while the related persbremed material conditions remained
insufficient due to the peaks in workload. The ngmment of ARDA tried to ease the
problem with the regrouping and redistribution afan resources.
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The effectuation of project monitoring tasks alseamt growing problems to the regional
offices, which they tackled with the internal regpimng of the personnel. The regional offices
initiated the setting up of independent monitoriegms.

Eventually, it was the year of 2006 that offeredogportunity to cope with the accumulated
delays, as the peaking workload in 2004 and 2005 terms of application management,
contracting, modifications, supervisions and payimenwas followed in 2006 only by the
submission of the claims of the contracts stillnigein progress, and therefore the volume of
work at the county offices considerably moderatédter the submission of the final
statements, the emphasis is basically shiftedlkoweup activities.

4.3.5. Programme monitoring, operation of the infation service system

4.3.5.1. ARDA’'s monitoring activities

ARDA’s monitoring activities are two-way. It is involved in both project (impientation,
operation) and programme monitoring activities.

The attendance of project monitoring activitiesequired by MAFA in Section 1/f) and 2/f)
of Article 5 and Section 2.11 of Article 14 of Ann€A”. Chapter D/4 of the Operational
Manual regulating the execution of these tasksine Wwith the relevant requirements of
MAFA. The specification of the programme monitoritagsks are included in Article 6 of
Annex “B” of MAFA, as well as in Chapter D/9 of tAdRDA SAPARD Operational Manual.

Under the said regulations, it is required to

— conduct on-the spot controls for the ascertainneéreligibility before and after
the authorization of the project,

— take appropriate measures to ensure the propergzogf the project in process,

— supervise beneficiaries after the payment of thgpsts towards the continuous
fulfillments of eligibility and other criteria,

— to introduce adequate systems towards the preparafireports on the basis of
the pre-specified indicators as pertaining to tia¢us of the implementation of the
individual projects and measures.

Pursuant to the relevant requirements of the Op@@tManual, the application management
experts at the regional offices are responsiliéghfe continuous monitoring of the approved
projects to be implemented by the beneficiariesubhout the period of implementation.

2004

In 2003 and early 2004, the application managers wrecuting project monitoring activities
within the limits of the available capacities. Timass submission of applications at the end of
April 2004, as well as the up-to-date informatioendhnd of the tasks associated with the
closing of the SAPARD Programme clearly highlightied weak points of the system.

Due to the doubling of the number of applicatiotata entering tasks “peaked” at the units
involved in the registration of data, and the remilole persons tried to execute these tasks in
addition to the increased workload in other adgeit The basic data of the submitted
applications (ID, name, project value, requestampstt, date of receipt) were registered and
reconciled, yet due to the large volume of dat@daegistered the updating of the data sets
suffered some delay, and therefore the full uplogaif the database took place only as late as
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at the beginning of 2005. In spite of the tensekwmace and the continuous data uploading
activities of the regional associates, the findinfishe supervisions (e.g. control SCB data
request by the State Audit Office) did not evaluptsitively the quality of information
service, yet they invariably acknowledged and ersjzieal the lack of adequate personnel
conditions.

In the light of their experience, the staff of tAgency made a summary of the problems
occurring in the database and the processes ofugal@ing, and consulted with the staff of
the IT Directorate on the potentials of IT develants.

2005

ARDA programme monitoring activities were performdyy the staff of the Rural
Development Coordination and Monitoring Departm@&hb on a quarterly and annual basis
prepared reports, analyses from manually colledted.

Thereatfter, in the second half of 2005 the Ruratdl@pment Coordination and Monitoring
Department commenced a comprehensive review ontarmg activities. The objective was
the proper attendance of monitoring supervisionthbyassignment of the available personnel
and material conditions to the respective tasks], @@ provision of such conditions as
required.

In order to make programme monitoring more trarsparsimpler and faster, a proposal was
made to set up a centralized Monitoring Departmasityell as to increase the number of staff
involved in monitoring at the regional offices . dér the proposal of the deputy under-
secretary of the Ministry of Agriculture and Ruia¢velopment, in November 2005 a work
team was established with a detailed plan of tashs team belonged to the direct
professional control of MA, and was entrusted witib reinforcement and strengthening of
the entire scope of monitoring activities on theeleof ARDA.

2006

In the second half of 2005 the Rural Developmentr@imation and Monitoring Department
(RDCMD) commenced a comprehensive review on manigoactivities. The objective was
the proper performance of monitoring visits by #ssignment of the available personnel and
material conditions — as relocated from other aretsthe respective tasks, and the provision
of such conditions as required. In 2006, the outemf the activities by the Department
surfaced in the establishment of monitoring teaasswell as the well-organized, scheduled
and high-standard effectuation of project monitgrin

In October 2006, in the form of a professional iempéntation plan RDCMD proposed the
establishment of SAPARD-ARDOP monitoring teams imitithe onsite supervision
departments of the regional offices , and then Dieg 2006 saw the setting up of
monitoring teams in each regional agency.

4.3.5.2. Programme monitoring
On a quarterly basis, the data collected by ARDAhmnproject level are consolidated on the

programme level in the form of the indicator tablequired by the Commission. These data
are put forward to the MC, and then sent to the @@sion.
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4.3.5.3. MA's monitoring activities

Activities of the SAPARD MA:

0 establishment, operation of the monitoring systesupervision of such
operations,

o analysis and evaluation of the monitoring informatcollected into standard
indicator tables by the Agricultural and Rural Dieygnent Agency (ARDA)
acting as the SAPARD Intermediate Body ,

o sending of programme monitoring information to tenitoring Committee
and the European Commission,

0 preparation of the annual implementation reports famal reports, as well as
the sending of the same to the European Commission,

o inclusion of the comments of the European Commmssio the annual
implementation reports and final reports, as wslltlee finalization of these
reports,

4.3.5.4. Development of the IT registration systemmnd database

With respect to the delayed start-up of the Prognanback in 2002, the rules of procedures
of the SAPARD Agency was accredited on a paperébasecess in order to select the least
time-demanding procedure.

The paper-based techniques of the collection agidtration of data were amended in parallel
with the increase in the number of applicationsenesd, and certain tables were also
deployed to facilitate retrieval and summary tasks.

In order to follow-up the processing of applicapithe proper establishment of the data
contents of reports, as well as informing the managnt of the Agency, a database based on
Microsoft Access was prepared. The tables of thebdse were updated by the regional
agencies and the central units being responsibleigtoads on a weekly basis. Due to the
weekly uploads, this data repository could reliafifow the actual processes with two-
weekly delays. Owing to the manual operations, rexonis data registration occurred quite
frequently, the correction of these errors provedd difficult, because the majority of control
operations could only be carried out by means ofarison with paper-based documents,
and moreover the methods and regularity of follgywreconciliation with other records were
not properly defined.

Until 2006, monitoring data for the operating périgere submitted and evaluated manually.

In a public procurement procedure in 2006, ARDA aussioned a company called
“DATEN-Kontor Szamitastechnikai Fejle$ztés Szolgaltatd Kft.” to structure the IT
programme of the SAPARD monitoring system.

The IT system, which has been operating since 20066 did not replace the execution of
tasks and activities accredited on a paper bassgrayas set out in the SAPARD rules of
procedures. The new IT system did not replace tlewiqusly accredited financial and
accounting system. The new IT system supported ettecution of computational and
summing tasks, which were routine tasks and wertegbahe daily round of business. The IT
system gave support in the preparation of the pssgreport on project level according to the
specified indicators of the SAPARD measure. Sinoe T system did not replace the
SAPARD Operational Manual accredited as a papesebagstem, the accreditation of the IT
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system according to the Multi-Annual Financing Agrent (MAFA) was therefore not
necessary.

The IT system meets the criteria set forth in S&c®.2.1 of Article 14 of Annex “A” of
MAFA and Section 1.g) of Article “A” of Annex “A” bMAFA, as it provides the data sets
containing information, which is required for thevakiation of the applications, and
implements the IT support of the reports pertairim¢he progress of the measures in process
and in line with the specific indicators.

Following the test runs, the programme has beeratipg since the middle of July 2006. The
associates of the various functional departmerata dwners and administrators have been
trained about the application of the new IT system

At present, there is a concept about the developofethe IT system, the establishment of a
uniform rural development monitoring informationstym and database, so that the support
details of future funds could be integrated ingrggle system.

4.4. The analysis of the TA funds used for programen management;
information activities

TA funds used for programme management and mongori

Technical Assistance (TA) is the measure of the MRP Plan which ensures the
implementation of the other measures of the Program

At its meeting of 8 October 2002, the SAPARD Moritg Committee approved the
comprehensive strategy of TA, which includes thenitooing plan of the Programme, the
tasks of evaluation, and the communication plan.

Hungary mainly supported information activities the framework of the Technical
Assistance measure, while the management costegirogramme were provided from the
national budget. The TA fund was mainly used fa tiganisation and implementation of
meetings of the Monitoring Committee, as well agleation activities, as shown below:

Activity implemented by the Managing Authority (MA) Cost of project
Meetings of the SAPARD Monitoring Committee (21 Ma@03 HUF 242,836
and 27 November 2003) HUF 384,725

Intermediate-term (interim) evaluation of SAPARD&amme HUF 25,294,887
Meeting of the SAPARD Monitoring Committee (18 Ji©4) HUF 328,125

Steps taken for the more comprehensive involvemklacal entities in the implementation
of the SAPARD programme

Partnership was used in the planning and the poovisf opinions, but mainly in the
framework of the activities of the Monitoring Conttee (SMC). The members of the SMC
included the economic and social partners — inolgdemployers’ and employees’
representatives, the professional/sectoral charabdrthe chamber of commerce, and the
regional development councils - as well as reprasies of the private sector and NGOs.
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Information and diffusion of knowledge

Technical Assistance (TA) is the measure of the SRP which ensures the implementation
of all other measures of the ProgramrAg.its meeting of 8 October 2002, the SAPARD
Monitoring Committee approved the comprehensivatatyy of TA, which includes the
monitoring plan of the Programme, the tasks of @atabn, and theommunication plan

The financial framework of the Technical Assistanmoeasure was mainly used for the
financing of the information and diffusion of knatge activities related to the MA
SAPARD programme, as follows:

Activity implemented by the Managing Authority (MA) Cost of project
8" St. Gyorgy Day Agricultural Exhibition and Fairapa HUF 102,750
Participation at the GodéllIFarmers’ Day HUF 618,000
Participation at Babolna International Farmers’ Day HUF 437,488

Participation at the Pannon Animal Husbandry Daylkaposvar HUF 295,000
Preparatory training for the two new measures ef RnogrammeHUF 20,000,000
(“Village development and renewal, protection of timaterial and
spiritual heritage of the countryside” and “Divéisation of
activities, development of income-generating ecacoaativities”)
in 19 counties

Preparation of wall calendar for Year 2004 (2000ie®) HUF 300,000
Comprehensive, national closing information program HUF 25,000,000
Participation at the"®St. Gysérgy Day Agricultural Exhibition anéfUF 110,625
Fair, Papa
Updating of the publication “20 questions on the PARD|HUF 737,500
programme” with the title “20 questions on the SAHN
Programme and its continuation in ARDOP” (8000 espi

In view of the fact that the financial resourcesilable in the framework of the SAPARD
Programme, the Technical Assistance measure beaaailable for use later, than the time,
when the MA had to start popularising the Programseweral information activities were
carried out with funding from the national budget.

The first step raising consciousness of the SAPAR@ramme was the creation of the own,
official logo of the Programme in 2002, which waslldwed by the preparation of
advertising/qift items showing the SAPARD logo (BQtens and 5000 card calendars), which
were distributed at agricultural trade fairs andfecences, and was also sent to the SAPARD
Agency and its Regional offices , the National Fuentd the State Audit Office.

After the official opening of the Regional officesf the SAPARD Agency, they started their
customer service and information activities fron®20in the interest of the success of which
a strategy was drawn up. This strategy was aimedf@tmation activities in several steps,
building one upon the other, along with the priteipf gradual reinforcement. The
information campaign was tied to the progress efabcreditation process, the final stage of
which was to target the mobilisation of the potaingipplicants. The provision of information
and then the mobilisation activity was built ondbcregional and national levels. In the
framework of its information activities, the SAPARBgency held more than 700
presentations in 2002, and participated in agrasxpn 42 occasions, which provided
opportunities for establishing contacts with paeEnapplicants. In some of the regions,
special information days were designated, lecturesnsultations, presentations and
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information events were held, in the course of Wwha regularly recurring topic was the
implementation of the programme. Participants weranly interested in the topics of
accounting and operation.

In the interest of communication reaching the besagbossible circle, the SAPARD Agency
contacted local representation bodies and publardsoby mail, in order to provide direct

information to their members. In the mobilisatidage, which started following the coming

out of the call for applications, the customer smrvjournal kept in the regional offices

proved to be very useful, as on the basis of entrighe journal, the intention to participate
could be reinforced by contacting interested psrtihe effect of the media mix (printed

press, radio and television coverage) used in ithe stage of the application process was
praised by the press itself.

Also in 2002, a SAPARD link was made available frdime homepage of the MARD. This
link provided access to general information abtwt Programme, the basic documents and
related provisions of law, as well as documentsateel to the SAPARD Monitoring
Committee and its meetings. The list of succesgylications was published in the official
gazette and on the website of the Ministry.

The MA prepared guestionnaire in order to survey the effectivenessf information on
the SAPARD Programme In various locations across the country, includirage fairs,
exhibitions, EU information days, including the S®RD information days organised by the
SAPARD Agency, and especially on village agronontistinings a large number of
guestionnaires were filled in by interested pers®he updated questionnaires in 2003 and
2004 were received by applicants together with thapplication packageat the Regional
offices of the Agricultural and Rural Developmégency (ARDA - the legal successor of
the SAPARD Agency).

On the basis of the evaluated questionnaires, panfarested in agriculture, rural issues and
the Programme most frequently listen to Kossuthi®air which reason social-purpose

advertisements were broadcast on several occasngrsseveral days about the different
measures available under the SAPARD Programme hwhiés funded from the resources of
the MARD.

In 2002, the MA prepared its publication titled “BQestions on the SAPARD Programme”,
which was available at various events related ®@Rhogramme, as well as at the regional
offices of the ARDA. In 2004, the publication wapdated and supplemented with the
current issues related to the SAPARD-ARDOP tramsitiThe publication was printed in
8000 copies with the title “20 questions on the 8RP Programme and its continuation in
ARDOP?”, of which 6000 was delivered to ARDA, whiafas in direct contract with potential
applicants.

On the commission of the Department of Educatiogsdarch and Development of MARD,
the Training and Special Consultancy Institute loé Ministry of Agriculture and Rural
Development (MARD TSCI) asked the colleagues of Managing Authority to prepare a
training material introducing the SAPARD Programme book was published in 2003 with
the title “Textbook on the operation of the SAPAREbgramme in Hungary”. The book was
made available free of charge to concerned panyddl ARD TSCI, ARDA and its agencies
and the MA. MARD TSCI organised a two-day tragiprogramme based on the two-
volume publication in each of the counties, witle fharticipation of the Regional Special
Consultancy Centres, from the SAPARD TA funds. Aycof the training material was also
sent by the MA to all members of the SAPARD MonitgrCommittee.
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The communication activity in 2004 was already feul on the discussion of the
achievements of the Programme.

The MA organised (in all 19 counties) a nationwgdeparatory training/training between 19
February and 30 March 2004 with respect to the uoreastitled Renovation and
development of villages and protection and cond@wmaof the rural heritagé and
“Diversification of economic activities, providingrf multiple activities and alternative
incomé, which was attended by a total of 700 particiganthe training provided an
opportunity in all counties to become familiar witie two new measures and to get answers
to any questions raised. The participants foundmké&odological help with the drawing up
of the applications particularly useful.

The regional offices of ARDA kept regular contagthwthe local media, and they discussed
the achievement, the implementation and the effettthe Programme on the agricultural
sector of the region and the count at professiamfarmation and other events and in the
press.

On the occasion of the closing of the SAPARD Progree, in March and April 2004, with
the help of a company chosen by way of a publicyrement procedure, a nationwide,
comprehensive, multi-channel information activitasvcarried out by the MA in order to
inform the widest possible target group on the faet applications for the non-refundable
SAPARD grants financed by the European Union cdwy lo& submitted until 30 April 2004.

In the framework of the project, a total of 53 peth advertisements were published in
national and county circulation daily newspapergnthly magazines and trade journals;
there were 55 broadcasts of 30-second spots odi@ stations; 100 billboards were installed
on the approach road sections of national highvueading to county seats (except Budapest),
and 1500 B/1 size posters and 1500 handbills weoepainted.

The staff of the MA and the ARDA took every oppaity to introduce the current issues,
news, results and achievements related to the mei&ation of the SAPARD programme at
professional and social forums and in the media.

The implementation of the totality of the infornmmatiand knowledge dissemination activities
related to the SAPARD Programme took place in haymeith the overall strategy of the
TA, and can be regarded successful, since owinghéo properly and efficiently used
information activities, the number of applicatiosgbmitted to the SAPARD Agency was
above expectations and also exceeded the figuithe @ther candidate countries.

4.5. Cooperation with other Community funds and biateral funds;
evidencing that the Community sources did not replee already existing
sources

Similarly to the other candidate countries, apaoinf the SAPARD programme, several
projects were under preparation in the ISPA andhm implementation phase under the
PHARE programmes.

The preparation of the programmes and the defmitibthe aims were coordinated on the
level of the government in order to ensure that deselopment realised are properly
harmonised.

The application management system of the SAPAR@rarame was established in such a
way, so it excludes the reception of funds fromeotRre-Accession Funds or from other
national budgetary funds (with the exception offioencing) for any measure of the
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SAPARD programme. The National Grant Monitoring t8ys (NGMS) operated by the
Hungarian State Treasury (HST) was in place to renthe above.

ARDA, in view of Article 1 of Annex C of the MAFAra in order to protect the financial
interests of the EU, considered the preventiorepéated or parallel supporting of projects of
identical objective and content, or the accountmighe same expense twice, as a priority
task. With respect to the above, the SAPARD Opamati Manual of ARDA contained
detailed mandatory regulations, along with the rdeéin of responsibilities related to the
procedure.

In order to prevent overlaps, contracts for the AWDmeasures could only be concluded
following the closing of the SAPARD contracts.

The following summary shows the different typesafional support systems and resources
that were available prior to Hungary’s accessioth®EU and demonstrates, that community
resources did not replace existing national funds.

Prior to Hungary’'s accession to the EU in 2004, eexiture for investment-type
developments increased significantly. Around h&the support given for such developments
was spent on machinery procurements, the other Wwal spent on construction-type
investments and the plantation of crops.

In the financial year of 2002, the Hungarian Fireméct appropriated HUF 64,7 billion for
investment-type support in connection with basicicadfural activities. The actual paid
support in 2002 was HUF 66,1 billion, which was 18&fgher than the amount paid in the
previous yeatr.

In the financial year of 2003, HUF 51 billion waaig for investment-type support linking to
basic agricultural activities. The SAPARD Programprevided support of some HUF 14
billion for agricultural-investments, however dwethe late start of the Programme, support
was paid only for certain types of investment.

In the financial year of 2004, the original finamlcappropriation available for development-
type support was HUF 23,28 billion. This amountsisted of the resources available for the
purchase of new machinery, construction, plantatadncrops, melioration and other
technological developments.

If we analyse the different measures, the followiesults were achieved:

Construction-type investments:

In 2002, HUF 12,2 billion worth of support was paadthe beneficiaries. Certain sectors of
the food-processing industry were altogether preditHUF 1,6 billion in order to assist the
industry’s investment-type developments. The gstaimportion of this support was given to
meat and fish-processing, and to the productiamitiindustry produce.

In 2003, HUF 10,1 billion worth of support was coitted. Preferential support was given to
the vegetable-and fruit producer groups, sincevalhg Hungary’s accession to the EU, the
fruit and vegetable sector could only be grantedpett through the so called producer
groups.
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Machinery procurement, modernization of technology

In 2002, with the regrouping of funds, the Hungamdinistry of Agriculture spent HUF 32,3

billion in order to meet the financial needs of dboapplications, which were aimed at
purchasing new machines. The regrouping of fundmifstantly contributed to the

modernization of the machine stock, and also helihedd financial endowment and the
technological development of the sector.

In 2003, HUF 28,2 billion was used for the suppaoitthe purchase of new agricultural
machinery, which was complemented by the finanassistance available through the
SAPARD Programme.

Plantation of crops

In 2002, HUF 11,5 billion was committed for the mii@ion of crops. In 2003, HUF 9,1
billion was used for this type of investment.

Owing to the available resources, grapes spedifec ¢ertain region were re-planted, and new
fruit varieties were also planted. Great interestsvehown in the plantation of walnuts,

elderflower, pears, plums and cherries. The propordf the apple plantation increased

compared to the previous years.

4.6. Equal opportunities and environmental sustainiility

With respect to the announced measures of the SAPARgramme, undertaking
compliance with the minimal environmental and natconservation requirements, as well as
documenting the same with permits of specialisdaities if necessary, was a criterion of
entitlement under all investment- type support mess Environmental sustainability also
appears as an aim in case of the individual messanel is one of the selection criteria.

The principles of equal opportunity and environnaéststainability were enforced in
the measures of the SAPARD programme as well asithglementation in all cases.

111 - Investments in agricultural holdings

The measure also contributed to the protectiom@feinvironment by way of raising the level
of efficiency of the production with the upgradegugment and machinery, and by way of
reducing energy use.The wider use ofnvironmentally sound proceduresin animal
husbandry, thenvironmentally friendly manure handling and use also contributes to the
implementation of the Nitrate Directive (676/199W)EAs a result of the developments, the
outdated technologies were replacecehyironmentally sound and efficient technologies

Applicants were required to submit the specialipinmn of the regionally competent
environmental authority on the project, and to pevinformation on the potential
environmental effects of the project (e.g. noiseeleuse of chemicals, air, water and soill
polluting substances, hazardous wastes), as welh asethods for eliminating and managing
the above, especially in environmentally sensiaveas.Projects with an overall negative
effect on the environment were not eligible for fuding.
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Animal farming investment projects were only eligitor funding if the applicant was able to
demonstrate that he would store and use the orgaamre generated on the farm in a way
that the limit value set forth in the Nitrate Ditee is not exceeded.

Favourable evaluation was used in case of projetdated to agricultural-environmental target
programmes.

In case of sub-measures 1113 and 1114, those apisliceceived favourable evaluation,
whose projects could reduce the environmentallyatany effects of operations and storage
losses significantly (by at least 30%). Favourdpéatment was also given to investment
projects supporting environmental and animal welfaponditions in the pig and poultry

sectors.

In the course of the measure, the proportion aftplananaged by women been monitored.
114 - Processing and marketing of agricultural disthery products:

In the framework of the measure support can bengieethe production, processing and sale
of products in compliance with the relevant foofesg hygiene, environmental and animal
protection requirements. The objective wasreéduce environmental loadscaused in the
course of the processing of the products and ingre overall level of technological
standards. By way of enforcing the requirementstfa protection of the environments,
pollution was reduced.

The applicants were required to enclose the spsciapinions of the animal health and
environmental protection authorities of regionainp@tence on the project.

Favourable treatment was given to applications e/tie effect of the development on the
environment was positive. This meant the realisatiof environmentally conscious

management, significant reduction of environmelttatls, compliance with the conditions in
the relevant EU legislations as a result of thestigyment.

1305 - Renovation and development of villages anteption and conservation of the rural
heritage

By way of improving living conditions, this measwentributed to the creation of equal
opportunity for especially disadvantaged regions and theidesds, and to the starting of the
process of catching up economically. The creataintenance and use of high quality built
and broader living environment is an important edatrof the protection of the environment
as well.

1306 - Diversification of economic activities, piging for multiple activities and alternative
income

Favourable treatment was given to applications wlikee effect of the development on the
environment was positive.

1308 - Development of rural infrastructure

The investment projects supported in the framewairkhe measure (alternative energy
sources, innovative wastewater management procgdete) served the purpose of helping
rural settlements catch up and become competifimedy of using cost-efficient solution that

also gave consideration to sustainability and tiséegtion of the environment.
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From among projects related to alternative wastenaianagement, positive treatment was
given to those, where these of by-productsandecological efficiencywere at a high level.

From among projects aimed at the development ofggnsupply for enterprises, positive
treatment was considered for those applicationsergvinnovative technologies using
alternative energy sourcesvere used.

4.7. Public procurement procedures

4.7.1. Public procurement procedures until Hungaagtession to the EU

According to Annex “A” of the MAFA, Article 14, Séion 2.6, beneficiaries that qualify as
public organisations shall be required to condwitiip procurement procedures.

The purpose of public procurement procedures isnsure the most efficient use of the
sources available for the implementation of prgeeith community support, where the
control function of the owner is not enforced dingcmeaning beneficiaries, whose annual
operating and investment sources wholly or to aiggnt extent come from the central
budget.

According to Chapter D/7 |. of the Operational Mahwf the SAPARD Agency, the
following beneficiaries are qualified as public angsations:

the state, the central budgetary organs, and ve#pect to the implementation of the
Technical assistance measure, also the ManagirwpAtyt of MARD;

regional and local municipalities;
organisations under the scope of publictaw

as well as economic associations and other pahipsrédormed by the organisations listed
under 1-3 above.

In case of public organisations, the supply, seracconstruction contracts for the use of the
available development sources can only be concludlgda bidder selected in the course of a
application procedure conducted in accordance prigoise and uniform rules.

In the procedure, the circle of potential suppliensdio needed to be informed of the
application opportunity expanded as a subject ef tibtal amount of investment (direct
commission, simplified procedure, local open tendgernational open tender).

! Organisations falling under the scope of public, laivich

« were formed for the provision of tasks in publiteirests, and who pursue activities other than
production or tradeand

* have a legal personalitgnd

¢ finance their operation mainly from the sourcesoofanisations falling under state, local
government or public law regulation, or whose ocointis under the control of such
organisations or bodies, more than half of the nesbf which are appointed by the state, or
the regional or municipal governments.
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It was the responsibility of the beneficiary pubboganisations to enforce the procedural
order set forth in the Handbook of Regulations ptax by the Commission on 10 November
1999.

The task of ARDA in the procedure was to monitohe@k) the public procurement
procedures of the public organisations, as wellcampliance with the Handbook of
Regulations and the Guidelines. The checked pypinticurement procedures were carried out
by ARDA in accordance with the current OperatioMdnual and MAFA, Annex “A”,
Article 14, Section 2.6. On the basis of the docotn@xamined, all procedures were found in
order.

4.7.2. The application of Act CXXIX of 2003 in tlmeder of procedures of
SAPARD

On 1 May 2004, Hungary became a member of the Earofnion. The public procurement
act harmonised with the public procurement direstiof the European Union (Act CXXIX of
2003, hereinafter referred to as the PPA) camedfitxt on 1 May 2004.

For procurements commenced after 1 May 2004 andefated payments — according to the
Multi-Annual Financial Agreement (MAFA), Annex “A”Article 14, Section 2.6, 2.7 and
Annex "F", Section 8 - the provisions in effect faublic procurements are applicable, the
essence of which is that after the accession ofgeiynto the EU, there is more opportunity
for enterprises and business of other EU membedesstalso to submit their bids for
investment projects to be realised in Hungary.

It is the official position of the Ministry of Jusé that the provisions of the new PPA, which
came into effect on 1 May 2004, cannot be usedase of the already closed SAPARD
programme, because the application phase of thgrddmone was closed on 30 April 2004.

In connection with regulatory and other changesPARnodified the Operational Manual on
9 April 2004, and the proper rules of proceduregablic procurements were incorporated
into this new version.

In the course of the checking of the public promgat procedures used, the SAPARD
Certifying Body (SCB) found that ARDA monitored tipeiblic procurement procedures of
the entities required to conduct public procuremprdcedures in accordance with the
requirements of the Operational Manual. In caséediciencies identified, ARDA ensured
that order is restored according to the regulations

4.8. Competition regulation

In Article 62 of the European Agreement signedhsy lHlungarian Republic and the European
Communities and its Member States in December 18b8hgary undertook an obligation to
observe the relevant rules of the Communities wireriding state aid aimed at enterprises.
According to Section 48 (r) of Act XXXVIII of 1998n the state budget, the Minister of
finance is responsible for the fulfilment of thisdertaking, who carries out this task by way
of the Aid Supervision Bureau (Hungarian abbreviation TVI). Pursuant to Artidk,
Section 4 (b) of the European Agreement, ASB pesparreport annually to the Commission
of the European Union on the amount, form (nonwrééble, interest-supports, provision of
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guarantee, etc.) and purpose (research and devehdpragional development, environmental
protection, SMEs, etc.) of the support provideth®s competition (private) sector.

The support measures of the SAPARD Programme haea beported to the State Aid
Monitoring Office.

The Office maintains active contacts with the Gahdirectorate of Competition of the
European Commission on the basis of Article 62hef European Agreement, either party is
obliged to inform each about any specific suppagecupon request.

4.9. Common Agricultural Policy

The SAPARD programmedoes not support developments resulting in any exsg of the
prescribed quotasin case of products subjected to quotas in relatidh any national level
production extension. With regards to the relatehsnres (investments in livestock keeping
sites), one of the criteria of entittement was thatinvestments cannot result in an expansion
of capacities on county level. Records of the ctiiggovere kept by the county animal health
and food inspection stations under the measurecg®sing and marketing of agricultural and
fishery products”.

Projects for the expansion of capacities of liguitk-processing, powdered milk, casein and
butter production, or pig, cattle and poultry slaieging facilities were only eligible for aids if
the processing capacity on the national level vasrtended thereby.

No support could be awarded to the extension giegprocessing capacities either.

The report for sensitive sectors was on the ageh@ SMC meetings, and it can be stated
that in the course of the implementation of thegpmonme, the SAPARD support did not
result in an increase of capacities in these seesectors.
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5. Auditing and control activities of the SAPARD Pogramme

SAPARD is the first pre-accession instrument, whbeeEU dispensed with the preliminary
(ex-ante) auditing of the expenses by the Euro@anmission, allowing candidate countries
to audit and manage the supports themselves.

The auditing system of the Programme was constiuoteontain the following elements:
v" Performance of independent internal auditing tasks
v' Performance of project-related audits in variouasgs of the implementation (before
decision, in connection with payments and in tlagestof operation)
v External Audits (Certification Body, EU Commissidfl) Court of Auditors)

In addition:

v" ARDA prepares quarterly reports to the Managingh@uty on the experiences of the
implementation of the SAPARD Programme, in which é&xperiences of the ex-ante,
mid-term and ex-post on-the-spot controls, as wsllthe financial controls of the
partial and final accountings are also summarised.

v" ARDA reports orally and in writing to the SAPARD Mitoring Committee at the
meetings of the latter, on the progress of the IRghe and on current issues.

According to the Multi Annual Financial Agreemenhrex “A”, Article 14, Section 2.5,

ARDA is to operate independent internal auditingthwi its organisation. During the
existence of the SAPARD Agency and its legal susmesARDA, the internal audit tasks are
carried out by an independent department, the Dmeat of Internal Audit of Rural

Development Supports, within the Division of IntarrAudit (DIA). The independence of
DIA is provided by Order of ARDA’s President No./3604. (VIIl. 23.), as amended by
Order of ARDA'’s President No. 46/2004. (XI. 29.).

DIA is performing its work under the direct supeion of the president of ARDA, and it is

obliged to submit its reports to the president. Thepartment must operate in compliance
with the relevant provisions of national and commumaw, other legal means of state

administration, the Order of the ARDA’s Presidehg Internal Audit Operational Manual,

and the international auditing standards and recenaations.

The Agricultural and Rural Development Agency ispensible for the following auditing
and controlling tasks in connection with the SAPARI2-accession programme:

v' checking of payment claims (financial control), authorising and executing
payments;

v on-the-spot controls(on-the-spot / fiscal control) in order to determigligibility
prior to the approval of the project (ex ante) &itbwing the implementation of
the project (ex post);

v/ ex-post monitoring (monitoring visit) in order to ensure and assist phogress of
projects being implemented and operation.

The on-the-spot controls are carried out by thetl@aspot Control Departments of the
County Offices of regional competence of the Agenekiile the professional coordination
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and the repeated control tasks are performed byDpartment of Control of Rural
Development Supports of the Regional Control Donsof the Agency.

The financial controlling tasks are carried outthg Account Management Departments of
the County Offices of regional competence of theeday (central physical control unit),
while the professional coordination and the repkatentrol tasks are performed by the
Department of Financial Authorisations of the Diogate of Rural Development Supports.

The monitoring and data collection tasks are carreit by the On-the-spot Control
Departments of the County Offices of regional cotepee of the Agency, while the
professional coordination with respect to projecinmoring is provided by the Department of
Control of Rural Development Supports of the Regid@ontrol Division of the Agency, with
the professional guidance of the Director of Riravelopment Supports.

In the course of the drawing up and the implememadf the rules of procedures and other
documents, the four-eye-principle, as well as tingesvisory control built into the process
were used throughout.

5.1. The internal auditing activity of the SAPARD Agency

As a result of the organisational restructuring tio@k place on 1 July 2003, a Division of
Internal Audit (DIA) was set up on the basis of themer Department of Internal Audit. The
DIA created its Statutes and Operational Manualcamnection with the organisational
changes. The Operational Manual of DIA containsstinecture of the organisation, the basic
principles of the performance of the audit tasks, steps of audit planning, the methods and
process of auditing and the staff issues of theisizin. The audit plans set forth in the
Operational Manual of DIA in a yearly breakdown aretable for the performance of the
auditing tasks, and ensure that each area is duditéeast every 3 years. The Division is
working on the basis of the International Auditistgndards. The results of its activities are
documented in working papers, and on the basibefatdits carried out, it prepares reports
and recommendations for the top management of ARDA.

The audit report of the Department of Internal Awekamined the activity of the application
management of the SAPARD Agency. The report wapgvezl about the processing of the
applications, the method of adapting decisions oppsrts, the conclusion of support
contracts, and the controlling of the activitietated to financial authorisation. The report
summarised the comments related to the procedurdsdacuments of the Operational
Manual, and made proposals and recommendations.

The Re-performance report of the Department of rivaie Audit containes a full-scale
evaluation of the operations of the SAPARD Agenity report stated that Department of
Internal Audit carried out its audits in accordanggh internationally accepted auditing
standards.

The Department of Internal Audit also audits theragion of the County Offices of regional
competence of the SAPARD Agency in the field of lagpion management, account
management and on-the-spot control.. The interintrobreports prepared of the individual
regions contain the description of the risk manag@nand sample taking, a protocol on the
summary of the applications and the sampling, éselt of the sampling, the findings of the
audit, and the general experiences of the confiw. reports provide a comprehensive view
of the work and operation of the individual regions
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5.2. The performed audits and their experiences irtonnection with the
implementation of the Programme

2003

In the course of 2003, the auditing of SAPARD aggtion management took place at the 7
regional offices and at the Department of Food &ssimg Industry Applications. Within the
frame of the audit, 768 applications were inspected

In the course of the audit of account manageme8®&ARD, 53 accountings were inspected
at the 7 regional SAPARD offices..

The summary reports on the application managenuotivitg of SAPARD Programme and on
the accounting management and on-the-spot conttlity stated, that the work processes
were in compliance with the regulations and ruleprocedures, and that the knowledge of
the specialist staff enabled them to carry outtdsks as required. The applied documents
provided a transparent and controllable overviewtled tasks, procedures and data in
connection with the evaluation of the applicatiomsd the controlling of the support
applications.

At the initiative of internal audit, action plan®re also drawn up, which serve the purpose of
implementing the findings of internal audit. Alttglhuthe action plans were prepared over a
long period of time and with several modificatiotise recommendations of internal audit
were implemented into practice in time, and theifdon of Internal Audit was eventually
notified of the steps taken.

2004

In the course of 2004, the auditing of the SAPARBkKs carried out by the regional offices,
the auditing of the central organisational unitspansible for SAPARD application
management, the audit of the processes and opemftiapplication management, and the
auditing of the application management activitykigptace with respect to measures 1305 and
1306. (Organisational units at the time: Departmenigricultural and Food Processing
Industry Entreprises Support Applications, Departmef Rural Development and Self
Governments Application Management.)

Following the auditing of the application managetraocedure of ARDA, internal audit did
not recommend subsequent changes with respeat tetitral application management.

Also in 2004, the audit of the processing of suppemands submitted in 2003 and 2004, the
account management, the on-the-spot control andeviaduation of the accounting at the
regional offices took place. In the course of thieinal audits, there was an isolated case in
which a problem was exposed, as a consequenceidt tie Agency initiated an irregularity
management procedure, and then cancelled the dumootract, and therefore, no
unauthorised support was paid.

The following audits were also carried out in 2004:
v the comprehensive audit of the Legal and Contrgdfiapartment and the audit of
the contracting process of the applications sulechittetween 2002 and April 2004
for the SAPARD Programme and recommended for stppor
v the comprehensive audit of the Financial AuthoiisaDepartment;
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v the comprehensive audit of the applications reckimehe first three months after
the announcement of the SAPARD Programme (firshdlcapplications);

v the comprehensive audit of the activities of thgrRents Department;

v the comprehensive audit of the Financial RecordsAmtounting Department.

The audit found that it proved to be difficult tdoserve the deadlines set forth by the
Operational Manual. This is proved by the fact thatase of one-third of the items inspected,
the deadlines had to be extended.

According to the SAPARD Multi-Annual Financial Agnment, Annex A, Article 8, Section
6, "the SAPARD Agency shall ensure a timely evaturabf the payment claims submitted by
the beneficiaries.” The audit stated that obsergasf the deadline was of utmost importance,
and made a recommendation about staff developmetitei fields of account management
and on-the-spot control.

The comprehensive audit of the SAPARD support paynpmocesses of the ARDOP-
SAPARD Payments Department stated that the beagési received the amounts of the
support in full, and the ARDOP-SAPARD Payments Dapant did withhold any payments.

2005

One of the prioritised tasks of 2005 was the aoflthe SAPARD account management and
on-the- spot-check activities at the offices lodate the regional centres. A summary report
was also prepared on the findings of the audit. Shenmary report was sent to the
management for use.

The central application management of SAPARD was alidited in 2005. This examination
was the final examination of the SAPARD applicatlanagement activity.

In accordance with the plan, the areas dealing with implementation of the SAPARD
Projects, including the Legal and Contracting D#&pant, the Financial Authorisation
Department, the Payments Department, the TerriBogtrol Department, and the Financial
Records and Accounting Department were all audited.

2006

In 2006, the comprehensive audit of the procesagsed out by the Financial Records and
Accounting Department was completed (continuethf2905).

The audit showed that the interest accrued andtededias not managed in compliance with
the requirements set forth in the Operational Manliae credited interest was not added to
the amount of the funds available for support. (@keision on using the credited interest for
increasing the available fund was in the competafithke SAPARD Monitoring Committee
(SMC), and so the Managing Authority initiated #option of the relevant decision on 18
October 2006.)

The audit of the SAPARD irregularity managementvagt at the Legal and Contracting
Department (continued from 2005) was also compleliedas found that the Operational
Manual regulates the procedures to be followed gntgp On the basis of the audit of the
sample, it can be stated that the rapporteurs pertbeir work in accordance with the
requirements and in observance of the deadlindéiseté is no need for the involvement of the
beneficiary, experts or other specialised departsnéa adjudicate the irregularity, the
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procedure is closed in a few days. Otherwise, dftenprocessing time can be significantly
longer.

One of the audit tasks for 2006 was to examinepttoeedures related to the appeals and
complaints submitted in the course of the impleragon of the SAPARD programme.

The audit found that the procedures for the hagdiihcomplaints — with the exception of a
few cases — took place in accordance with the agleprovisions of the SAPARD Decree and
the requirements of the Operational Manual. Thecstre, the personnel and material
conditions of complaint management at the Agen@ngled continuously.

The ex post audit of the internal audit on the gebjmonitoring activity of the SAPARD
programme is currently under way.

In the course of the examination of the supervisanyvity related to the on-the-spot control
of the project, in connection with the checkinglué samples, it can be stated that the on-the-
spot controllers worked in accordance with thegweprocedures, and carried out their tasks
with responsibility, expertise and due care.

The processing of the support demands and therpafee of the on-the-spot controls was
also affected by the fact that during the processihthe SAPARD support demands, the
Rules of Organisations and Operation, the rulggeéedure (SAPARD Operational Manual),
and the sphere of the forms to be used also chahgsgite of the changes, the necessary on-
the-spot controls were carried out in a planned@ntessional manner.

In addition to SAPARD, internal audit also examirtbd various areas of ARDOP, and the
audits related to rural development were carriedtogether for the two types of application
systems.

In 2006, the audit of 7 supervisory activities veasnpleted, and each of them was closed
with a confirmed action plan. Two ex post auditgevstarted in the examined period, and
both of them would continue in the year 2007.

Summing up it can be established, that in the @ofsthe internal audits, the cooperation
between the organisational units of the Agency asopriate, and the audits provided help
for the improvement of the processes and rulesatqulures and for implementation in line
with the regulations. The minor, low-risk admingive deficiencies exposed by internal audit
have been eliminated following the audit by the amigational units concerned; for the
medium and high-risk problems, action plans havenbdrawn up, its implementation was
audited in the course of the following or ex pasdits.

5.3. Audits related to the projects

5.3.1. Madifications of the auditing system for fheriod 2000 - 2006

2003

The modification of the sampling procedure of th®PBRD Agency, the Department of
Financial Audit also had an effect on the on-thetgmntrol tasks. From October 2003, with

54



the approval of the management, the sample fob%eepeated on-the-spot control was not
longer taken by regions, but from the applicatioaseived from all of the regions on the
given week. With the new procedure, the numbeippfieations selected for repeated on-the-
spot controls was significantly decreased, andageregional offices were left out from the
sample. This procedure significantly increasedrible of omitting the second-level audit of
all regional offices and that of measures/sub-mess and therefore, at the recommendation
of the SAPARD Certifying Body, ARDA eliminated tineodified sample taking method from
March 2004. According to the procedure, the samfdeshe documentary audit and the 5%
repeated on-the-spot control were once again taiehe reguional offices.

2004

The number of ex-ante on-the-spot controls carogdby the application management staff
members of the regional offices significantly desed with the progress of time, since the
obligatory visitation was cancelled in case of aggtlons for machinery purchase in th¥ 2
quarter.

The elaboration of the regulatory and implemengimgcedures for the two new measures
(Renovation and development of villages, protechon conservation of rural heritage and
the Development and diversification of economidwataes, providing for multiple activities
and alternative income), and the processing ofhigh number of submitted application
forms put a great work load on those colleagues, wire in charge of the implementation of
the SAPARD Programme.

In order to solve this problem, a Presidential @ac of the SAPARD Agency was issued in
April 2004. According to the Presidential Circultlie preliminary on the spot controls were
not necessary to be carried out before the reaepfiohe applications regarding the measure
1111- Agricultural machinery procurement The SAPARD Operational Manual No.
2004.02.02. issues in April 2004 contained the sarsguction as above of the President of
the SAPARD Agency for the measurd&l111- Agricultural machinery procurementhe
SAPARD Certifying Body in its report ( No. V-06-02006) for the year 2006 accepted
those professional reasons of the Agricultural &wal Development Agency (ARDA),
which were to help the speeding up of the appbeathandling process, without the risk
factors having increased.

(Antecedent and developmentsBased on the relating documents and declaratidres, t
SAPARD Certifying Body in its report for the yead@ notified the European Commission,
that the Presidential Circular No. 5/2004 of theiégjtural and Rural Development Agency
(ARDA) had instructed those colleagues, who werehiarge of application handling, that in
the case of the applications submitted for the momeas 111- Agricultural machinery
procurementpreliminary on the spot visitations must be abawedoas stated in the SAPARD
Operational Manual having been accredited by thegaan Commission.

Based on this report, during its audit carried loeitveen 10-17 October 2005, the European
Commission asked for a declaration from the Dinettofor Rural Development Support of

the ARDA. According to this declaration, the ref@tiOperational Manual was modified as of

9 April 2004.)

2005
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Early in the year, in order to accelerate paymanis for reasons of quality assurance, the
Department of Audit of Rural Development SuppoB&RDS) carried out supervisory audits
instead of repeated on-the-spot controls. An olgeatvas raised by the State Audit Office-
SAPARD Certifying Body (SCB), and so the repeataelte-spot controls were started from
June 2005, but in accordance with the supervisornction set forth in the Rules of
Organisation and Operations that came at in thentiléea, DARDS also continued the
supervisory audits.

2006

No changes of importance were made in the on-tbeegmtrol procedure in 2006.

5.3.2. Experiences of the on-the-spot controls

On-the-spot (physical) checks and financial audisre carried out by a separate
organisational unit, on the basis of the principi¢he separation of competence. The ex ante
and ex post on-the-spot conrols are not preceddthagcial audits, however interim audits
were connected to payments in all cases.

The physical checking of projects was performedtanlevel of both the Regional Offices

and the ARDA. From the preliminary on-the-spot tagons prior to the submission of the

applications for decision-making through the onspet check prior to payment, to the audits
throughout the implementation stage or the progect for 5 years after the physical closing,
the applications are tracked in each stage of tbep@. The Regional Offices kept project-

level records of the applications, projects andaanting, from which data is provided for the

reports on the implementation of the SAPARD Progrenincluding the application process,

the contracting, the management of the projectg, playments, the management of
irregularities and the collection of the receivable

5.3.3. Preliminary on-the-spot visitations — exeamionitoring visit

In the application management stage, after theipecd the applications, the application
management rapporteur ascertained the existenite @pplicant and the coverage of reality
of the application, and also examined the condstiohthe feasibility of the application. The
preliminary on-the-spot controls took place in sti@ge of the undertaking of obligations, i.e.
from early 2003 to the summer of 2004.

The most frequent deficiency found at these visitest was that the documents of the
applicants certifying the availability of own resoes, as well as other accounting documents,
bank certificates, certificates, permits were nmgsir there were formal problems with them.
Most of these and similar minor deficiencies ofht@cal nature could be corrected or
supplemented. In some cases the experiences ofighations did not comply with the
business plarn practice, in very few cases (1-2%) the applaadiwere rejected on the basis
of the findings of the visitation, for reason thia applicant already started the investment.

It can be stated that the on-the-spot controls faake effectively and smoothly, since the
deficiencies of the application could by that tirhe corrected by submitting additional
documents or making changes. The quality (coveohgeality) of the applications improved
significantly with the progress of time. The visibms went on smoothly, the minor
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deficiencies and differences in data were harmonésel corrected, and the processing of the
applications went on without problems.

5.3.4. Interim control — physical control relatedsayment

2003

In the course of the on-the-spot controls carriedl ia the implementation phase of the
project, it was found that the documentation sutaditnay require the submission of further
documents, which slowed down the process of theatpayments. A further problem was
caused by the fact that due to the protractiom@fcbontracting, the beneficiaries were not able
to keep the planned schedule and initiated a nuadiin of the contract, which further
slowed down the realisation of the projects.

In the course of the controls, the following typdésrregularities were the most common:
- Invoicing for unauthorised items, when the benafigisubmitted an invoice for goods
or works that cannot be clearly identified in tloeise of the on-the-spot controls .
- Equipment used or installed by the beneficiary weo¢ originating from EU or
candidate countries.
- Realisation was different from the way describethmapplication.

Interim controls per measure (2003)
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2004

During the on-the-spot controls carried out in timplementation phase of the project, few
irregularity procedures were conducted. The typprablems could be corrected or in a few
cases the reduction of the amount of the suppod mwe@ommended. The most typical
irregularities were the following:

- the accounting submitted included items not apptoneadvance;
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- the invoice contained activities for which the issthad no registration at the
Court of Registry;

- differences from the technical specifications setifin the application material;

- the implementation differs from the plan;

- not acceptable quality certificates or the lackibfer documents;

- ignoring environmental regulations.

900
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2005

In this year, in the course of the interim contrdle implementation of most projects was
found in order. Procedures for irregularities wemmmenced only in a few cases: these
emerged in connection with the following irregulies:

- miscalculations in the support claims submittedHeybeneficiaries;

- making use of the supported facility by renting;

- claiming reimbursement for investments not sengaglic benefit.

On the basis of the general experiences of theinmten-the-spot controls, the quality of the
accountings improved and there were fewer instamt¢esn additional documents had to be
submitted; at the same time, problems were caugduelfollowing:

- inaccurately filled-in documents;

- deficiencies of technical management and techematrol of investments

- ;deficiencies of the construction logs;

- deficiencies of the material quality certificatésahed to the invoices;

- the serial number or factory number of the purctiasachine was missing ;

- quantitative deviation from the breakdown of invesg

- failure to fulfil reporting or data supply obligatis;

- claiming reimbursement on illegible expendituree(item on the invoice had

not been built in or was not present at the preshise
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- the beneficiaries did not execute the constructooording to the support
contract or to the price quotations and breakdownnwoices forming the
attachment thereof (in the case of constructioestments);

- the accounting records of certain groups of bersfes (primary producers,
family farmers) were incomplete, inaccurate.

Number of controls concluded

(pcs)

Interim controls per measure (2005)
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2006

By the end of the implementation stage of the Rnogne, the number of controls related to
the requests for support claim decreased, and #mefieiaries were realising the supported
investments in a proper way. The deficiencies eggas the course of the conrols were not
significant, and the items deducted did not havaagor influence on the feasibility of the
projects.

The most frequent types of irregularities:

inaccurately filled-in documents;

deficiencies of technical management and techimatrol of investments;
deficiencies of the construction logs;

deficiencies of the material quality certificatésaahed to the invoices;
transfer of ownership title, change in project aim;

downgrading of technical content.
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Interim controls per measure (2006)
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5.3.5. Ex-post controls — ex post monitoring visits

The majority of the ex post monitoring visits cadi out subsequently following the
implementation of the project, i.e. in the phaseoptration, were commenced by most
regional offices and the central Territorial AudgiDepartment in August 2004. In the course
of these visits, there were few irregularities iafesd.

The general experience of the conrols was thaethepment and facilities constituting the

subject of the investment were found in the berafyts possession in good condition and

properly maintained, in line with the requiremeses forth in the contract. In some cases the
logo sticker or plague was damaged, which was edi¢éo be replaced. In addition, the

documents to be preserved were found in propeifjatde condition.

In the course of the checking of the physicallyseld projects it was found that:
v’ the farmers were using the facilities in accordanitk their intended purpose;
v the supported investments are in compliance wighahjectives and expectations of
the SAPARD Programme;
v' no irregularities or abuses were found in the cewafsthe operation of the supported
projects;
v no beneficiary was obliged to repay the amounhefsupport.

In a few cases, the suspicion of irregularity wased for the use of IT investment for private
purposes and for the neglect and lack of maintemnafh@gricultural road. In several cases, it
was also found that the beneficiaries fell behimel level of employment undertaken in their
applications and did not fulfil the increase of #raployment as indicated in the application.
Another frequent problem was the failure to sulthitannual reports, while less frequently it
also happened that changes concerning the ontgfiergsation criteria were not reported.
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Number of Ex-post (region) and repeated Ex-post (VIEQ)

visifs

1306 1305

Expostvisit RI) " Repeated Ex-post visit VIEO

The period of ex post monitoring after the impletagon of the projects is continuous in the

5-year period of operation. The largest number isftssr concerned short-term (machine

purchase) projects, while the ex post monitoringsehof projects implemented in 2004 under
the two new measures, which usually require a Iotegen of realisation, only commenced in

2006.

5.3.6. Financial controls

In the first stage of the partial controls, theioegl offices carried out a financial control in
case of each accounting.

The second step of the financial control was theatreé financial authorisation, where the
sphere of accountings included in the repeatedralomtas defined on the basis of the
sampling. The accountings, which were not inclugethe sample also went through a so-
called administrative control, where the Departnadriinancial Authorisation only examined
compliance with the most important criteria.

The phase of financialcontrol was followed by an on-the-spot contrglwhich was carried
out by a separate organisational unit, on the lmdgise principle of the separation of powers.
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5.3.7. Financial control of the partial accountings

2003

The most frequent problem in the course of the kingcof the invoices was that some of the
invoices did not comply with the relevant requirensen terms of form and content, and also,
the other certifying documents were submitted dkfity or were not submitted at all.

Irregularities were found in connection with thddwing:
v' The beneficiary purchased a different machine type,implemented the
investment with a different technical content tlisudertaken.
v" The beneficiary did not purchase the assets sttt iiothe application.

2004

In the course of the financial controls it was rssegy to submit additional documentation in
most of the cases, and only a fraction of the actiogs could be accepted as of the day of
submission.

The most frequent types of irregularities:
v" The invoice did not comply with the relevant redigias in terms of accountancy,
form or content;
v Certain compulsory documents were not attachede@pplication.

In the majority of cases, these problems coulddreected by requesting the beneficiary to
submit additional documents.

2005

The unsolved capacity problems on the level of dbeount management of the regional
offices, the large volume of the accountings sutadjt as well as the provision of the

additional ARDOP tasks had the combined result thate was significant backlog in the

field of processing. The time need of the work psses to be performed between the
submission and forwarding of the accountings sigaiiftly exceeded the time limits set forth

for the fulfilment of the different work processes.

In case of the majority of the accountings submittevas necessary to request supplemental
documents (on several occasions), which causedfisagnt additional work and a longer
processing time. The most typical deficiencies andrs in the accountings submitted were
the following:

v' lack of invoicing discipline;

v inaccurately filled-in documents;

v' no accordance between the invoices and attachn@nts/oices, contracts and

attachments to contracts, certification documents;
v absence of required documents.

In case a significant proportion of the accountiagbmitted to the Authorisation of Payment
Department, the existence of the necessary sexsutiiat were set as preconditions of the
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payments to be made was not certified: in cashesfe accountings, the three-month payment
deadline could not be kept.

2006

It can be observed that the number of accountingsmgted by the regional offices with the
recommendation for payment decreased comparec tinéhprevious year, the reason for this
was the decrease in the number of SAPARD accowmsngmitted as the Programme was
phasing out, and also the fact that the capacittheforganisational units performing the
account management and financial authorisatiowities were divided between the financial
control tasks of SAPARD and of other programmes.

In case of the accountings managed by the regioffiaes, an additional problem was the
time required for the issuing of the certificatelspaiblic procurement procedure and the
contract modification, and for conducting large m@mof irregularity procedures.

Although only in case of a small proportion of thecountings received by the regional
offices, it was still a problem that the existenéehe securities set as conditions of payment
were not properly certified, as a result of whible bbservance of the three-month payment
deadline was not always possible to keep.

In order to speed up the payment and authorizgtiooess, Presidential Circular No. 28/2006
of the Agricultural and Rural Development AgencyR[BA) was issued, which established

the schedule for the payments to be realized i 26@arding the SAPARD accounts. Annex

1 of the Presidential Circular contained an actoden, which set out the tasks and also
appointed those people, who were responsible feretkecution of the payment accounts
regarding the different measures. The Preside@iadular stated, that the Directorate for

Rural Development Support of ARDA must monitor aitebck on a weekly basis, whether

the tasks of each unit set out in the action plad Ibeen executed. The Presidential Circular
and its Annex came to force on the date of its annement.

5.3.8. Financial control of final accountings

There was no remarkable difference between thé fioeounting and partial accounting of
the projects, since the fund monitoring ensurech bot case of the partial and the final
accountings, that only the amount of the suppdartasth in the contract would be authorised.

The processing of the final accountings took plaicthe regional offices, with the use of the
control steps defined for the interim accountinfise typical problems were similar in case
of the partial and final accountings, though feweficiencies were characteristic concerning
the final accountings in comparison with the pariecountings. The most frequent problem
was that the beneficiaries failed to attach themgsrof the relevant authorities, certificates,
documents of putting in operation, etc. These westeally supplemented within the specified
deadline.

It happened less frequently in course of centratrods that the accounting did not include the
relevant permits.

As a final step of the financial controls, the cihiotis of payment were checked. No signs of

fraud were found in any of the cases, and the lmgesf the amount disbursed was necessary
due to modifications without notification, espelyah cases, where a difference in technical
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content was found in the course of the on-the-gpotol, or the amount demanded in the
course of the contract amendments did not comply thie contract amount.

5.4. Handling of irregularities

During the handling of irregularities, the Agriaudl and Rural Development Agency

(hereinafter: the Agency) examines the observesdjudarity, fraud, or other act violating or

threatening the financial interests of the Europ€ommunities or Hungary (hereinafter

collectively: irregularity), examines the cogendybserved irregularity, and then applies the
appropriate legal consequence or measure.

ARDA in conformity with the accreditted rusles ofopedures on quarter early bases
conciliate the list of debtors. This activity wasaeined by the State Audit Office with
regards to the completeness of the debtor’'s registé no remark has been received on this
respect. The irregularities were properly and tinretorded in debtors’ ledger and recovered
according to Community requirements. All irreguii@s were reported in conformity with the
accreditted rules of procedures.

Procedures for handling of irregularities are comeeel in case of acts or defaults of the
Applicant/Beneficiary, whereby the latter breac@smmunity or national laws, regulations,

requirements or the provisions of the support @mttrand thereby violates or may violate the
general budget of the EU, or any other budget mashag the EU, or the national budget.

In the course of procedures for handling of irregtikes, the following substantive decisions
may be taken:

a) the termination of the procedure without applyimg aanction;

b) the application of sanctions;

C) the application of measures.

The procedure shall be terminated without sanctibrisere was no irregularity, or the act of
the Beneficiary did not qualify as an irregularity, the irregularity was remedied by the
Beneficiary, or it was insignificant in compariseith the entirety of the project.

If it is found in the course of the procedure fbe thandling of the irregularity that an
irregularity indeed took place and the procedurenoabe terminated without sanctions, then
the following sanctions may be applied:

a) reclassification of the application or the investinén a higher risk category
(meaning that the Agency would use stricter cordwrad procedural rules for the
Beneficiary thereafter);

b) no payment for unauthorised items;

C) termination (the cessation of the is retroactivehedate of its conclusion, and the
Beneficiary is required to repay the amount readivath interests and other
accessories).

The sanctions under items a) and b) can also béicech

If it is found in the course of a procedure for tlliamgy of irregularities that a sanction against
the Beneficiary cannot be applied or would not keeelient, however the legal relationship
between the parties is to be amended, then th@amly measures may be applied:

a) amendment of the contract in the framework of eegularity procedure;
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b) conclusion of a supplementary agreement.

If it is found in the course of the procedure thatirregularity took place, but it is necessary
to amend the support contract, then the Agency itertes the irregularity procedure and
takes steps for the amendment of the contract.

A team acting on a case-by-case basis, consistiag-boc members and in charge of the task
of preparing decisions, making recommendations preparing drafts is formed for the
purpose of the irregularity procedures.

5.4.1. The distribution of irregularities observied the Agency and the
outcome of irregularity procedures in a breakdowiydars and measures

According to the records of the Legal and ContractDepartment, ARDA started 352
irregularity procedures by 31 December 2006. Mdghese were linked to three measures:
the largest number of procedures (133 procedume87/%) concerned measure No. 111 —
Investments in agricultural holdings, which waddaled by measure 1308 Development and
improvement of rural infrastructure (113 procedues32 percent), and then by measure 114
Processing and marketing of agricultural and figh@oducts (87 procedures, or 25%). The
number of irregularity procedures related to tHeeomeasures was very few.

The reason for the above proportions is that thiese measures involved the broadest sphere
of applicants, i.e. the largest number of suppppliaations were received for these measures.

* Number and distribution of irregularities by measure
(pcs, %)

2, 1%
113; 32% 133; 37%

o4l
m111
0114
01305
m 1306

4, 1% @ 1308

87, 25%

The next figure shows that the majority of thegukarities, over 90 percent, emerged in case
of each of the measures in the implementation phasé 5 irregularity procedures were
started by the Agency in the application stage, @madore in the operation phase. The latter
number may still increase, since the projects haweady been implemented, and so any
future irregularities may only concern the opergiimase.
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Number of irregularities by measure and by the affe  cted
procedural phase (pcs)
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Types of irregularities

The table below shows the types of irregularitiesst occurred during the implementation of
the SAPARD Programme.

The most common irregularity which occurred was ittempliance with the contract (146

cases, 41%), followed by the problems regardingligg( 92 cases, 26%) and the issue of
securities (42 cases, 12%). Insignificant factors whe lack of permits (11 cases, 3%),
incompliance with the project (11 cases, 3%), #sué of origin (4 cases, 1%). There were
some cases (less than 1%), where the reportingatidns were not met. Problems arose
regarding the competence of the technical contralted the forging of private and public

documents.

Type of | Measure | Measure | Measure | Measure | Measure | Measure | Total

irregularity 41 111 114 1305 1306 1308 (case,
(case, %) | (case, %) | (case, %) | (case, %) | (case, %) | (case, %) %)

Issue of| n/a 19 (14%) | 11 (13%)| nla n/a 12 (11%Mu2

securities (12%)

Incompliance | n/a 12 (9%) 2 (2%) 1 (8%) 1 (25%) 2 (2%) | 18

wit the calls (5%)

for application

Incompliance | n/a 3 (2%) 1(1%) n/a n/a 7(6%) | 11

with the (3%)

project

Incompliance | 1 (50%) 548 33 (38%) | 7 (54%) 2 (50%) 55 (49%) 146

with the (36%) (41%)

contract

Lack of permit| n/a 5 (4%) 5 (6%) n/a n/a 1(1%)| 11

(3%)

Not meeting| n/a 8 (6%) 9 (10%) n/a n/a 3(3%) | 20

the criteria of (6%)

disbursement

Not meeting| n/a n/a n/a n/a n/a 1(1%)| 1 (1%)
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the reporting

obligation

Question  of| 1 (50%) 34 (26%) | 24 (28%) 5 (38%) 1(25% 27 (24%92 (26)

legality

Competence | n/a n/a 1 (1%) n/a n/a n/a 1 (1%)

of the

technical

controller

Issue of origin | n/a 1 (1%) n/a n/a n/a 3 (3%) | 4 (1%)

Forging of | n/a n/a n/a n/a n/a 1(1%) | 1 (1%)

private

documents

Forging of | n/a n/a n/a n/a n/a 1(1%) | 1 (1%)

public

documents

Other n/a 3 (2%) 1(1%) n/a n/a n/a 4 (1%)

Total 2 (100%) | 133 87 13 4 (100%) | 113 352
(100%) (100%) (100%) (100%) (100%)

If we look at the types of irregularities per maasuhe following conclusions can be drawn.:

Measure 111: Agricultural investments the most typical problem was the incompliance
with the contract (48 cases, 36%), followed by tbsue of legality (34 cases, 26%) and
securities (19 cases, 14%). This was followed leydiscrepancy with the calls for application
(12 cases, 9%). The lack of permits (5 cases, #ddmpliance with the project (3 cases, 2%)
and the issue of origin (1 case, 1%) occurred tmby small extent.

Measure 114: Processing and marketing of agricultual and fishery products the most
frequent type of irregularity was the incompliawaéh the contract (33 cases, 38%), followed
by the question of legality (24 cases, 28%), tkaesof securities (11 cases, 13%). In a small
number of cases there was incompliance with thgeprgl case, 1%), question arose
regarding the competence of the technical contrgllecase, 1%) and discrepancy with the
calls for application (2 cases, 2%).

Measure 1305: Renovation and development of vill@g, protection and conservation of
rural heritage: three types of irregularities occurred which wire following: incompliance
with the contract (7 cases, 54%), the questiorgdlity (5 cases, 38%) and discrepancy with
the calls for application (1 case).

Measure 1306: Development and diversification of economic activies, providing for
multiple activities and alternative income:four irregularity procedures were started, which
similarly to other measures were the following:campliance with the contract (2 cases,
50%), discrepancy with the calls for applicationcélse, 25%), and the question of legality (1
case, 25%)

Measure 1308: Development and improvement of rural infrastructure. The most
frequently occurring problem was the incompliancghwhe contract (55 cases, 49%)
followed by the question of legality (27 cases, 248bd the issue of securities (12 cases,
11%). The lack of permits, not meeting the repgrtabligations and the forging of private
and public documents were detected in 1% of thescas
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Measure 41: Technical Assistancdwo cases were registered. One type of irregylaras
the incompliance with the contract and the othes tha question of legality.

According to the rules of procedure, irregularitpgedures may conclude with three kinds of
decisions: termination of the procedure withoutaacsion, the application of a sanction, or
the application of a measure. Irregularity procedunay be closed without a sanction in three
cases: false observation, negligible irregularity, when the Beneficiary remedied the
irregularity subsequently.
As an analysis of the irregularity procedures adicwy to the sanction applied, it can be stated
that one-third of the procedures started agaimsb#neficiaries in connection with each of the
measures were closed with the finding of false ntad®n or negligible irregularity, and in a
similar proportion of the procedures the Benefiemrsubsequently remedied the problems
encountered, such as problems related to securlaek of permits, non-performance of
disbursement conditions or deviation from the caettr This means that two-thirds of the
irregularity procedures were closed without theligppon of sanctions.
In cases when sanctions has to be used in the ecair@n irregularity procedure, the
following three options are available:

- reclassification of the application or the invesinia a higher risk category;

- no payment for unauthorised items;

- termination of the contract.

As an analysis of the distribution of the sanctiapglied, it can be seen that reclassification
into a higher risk or refusal of payment for unawibed items took place in 3-4 percent of the
cases in each of the measures, with the exceptiomeasure No. 1308 — Development and
improvement of rural infrastructure, where the mayment of unauthorised items only
happened in 2 percent of the cases.

The most serious sanction for irregularities is témenination of the contract. This happened
most frequently in measure 1308 Development anddwgment of rural infrastructure with
26 cases (23 percent), followed by 111 “Investmentsgricultural holdings”, where 22
contracts were terminated (16 percent). Also dively high number of termination had to be
used within measure 114 Processing and marketiraga€ultural and fishery products (12
cases, 13 percent). Very few cases of the ternoimadif the contract were registered in
connection with measures 1305 “Renovation and opweént of villages and the protection
and conservation of rural heritage” and 1306 “Depgient and diversification of economic
activities, providing for multiple activities andternative income”, with 3 and 1 cases,
respectively.

If it is found during the handling of irregularitiethat a sanction against the Beneficiary
cannot be applied or would not be expedient, howelve legal relationship between the
parties is to be amended, the following measurag lme applied:
a) amendment of the contract in the framework of acedore for handling of
irregularities;
b) conclusion of a supplementary agreement.

According to the statistics, amendment of the @mttwas used most frequently (14 cases, 12
percent) in connection with measure No. 1308 “Depeient and improvement of rural
infrastructure”. In case of measures 111 “Investisi@n agricultural holdings” and 114
“Processing and marketing of agricultural and frghproducts”, the irregularity procedure
was closed with an amendment of the contract owett proportion, in 5 and 8 percent (6 and
7 cases), respectively.
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5.4.2. Irregularities discovered and reported tAAGL

In accordance with Sections 7.3 and 7.5 in Annek OF the Multi-Annual Financial
Agreement, the Republic of Hungary shall reportite Commission all irregularities that
constitute the subject of procedures of authoritiesourts in their initial phase. On the basis
of the records of the Legal and Contracting Depaninmof ARDA, 40 terminations were
reported to OLAF, most of these related to measki# “Investments in agricultural
holdings” (19 cases), further 1308 — “Developmeard anprovement of rural infrastructure”
(12 cases). Fewer terminations were connected m@asures No. 114 (6 cases) and 1305 (3
cases).

If we consider the distribution by year, it candsen that the highest number of irregularities
reported occurred in 2005. In 2004, 4 irregulasitweere reported for measure 1308 and 3
irregularities for measure no. 111. In 2005, 12dtdarities were reported for measure No.
111, 7 irregularities for measure 1308, and 2 retspdy 3 for measure 114 and 1305.
According to the records of the Legal and Contrecepartment, a total of 8 irregularities
were reported by the Agency to OLAF in 2006.
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If the support contract was terminated by the Agetite latter sends a notice of termination
to the Beneficiary, and then takes measures focahection of the amount of the support and
interests and other accessories paid. The orgamshunit in charge of maintaining debtor
records and managing claims is the Department otirf8¢ and Claim Management at the
Financial Directorate of the Agency.

Methods applied for the collection of the claim:
v" Enforcement of prompt collection order;
v Enforcement of securities;
v" Enforcement of mortgage right;
v' Initiation of Tax Office execution procedure.

5.5. External audits

5.5.1. Audits carried out by the State Audit Offies the SAPARD
Certification Body

Its letter dated 15 January 2003, NAO commissiotiexl State Audit Office (SAO) to
commence work as the certification body. Sincecasmission, the SAPARD Certifying
Department of the SAO has been continuously opeyani its function as certifying body.

Under the agreement in force between the SAO an@ N&udits by the SAPARD certifying

body (SCB) are carried out continuously during year from 1 January to 31 December, and
an interim report is submitted by 15 Septemberhenfirst half of the year, and then by 15

70



April of the following year in the second half diet year to NAO, which forwards those
reports to the EU Commission.

The recommendations of the SCB and the implementaif these recommendations by the
Agency can be tracked and is documented in thertepontinuously, from one year to the
next.

One of the prioritised recommendations of the repb2006 concerned the drawing up and
introduction of unified guidelines of evaluation daranalysis for projects managed in
connection with rural development supports, whidswommenced by the Agency in early
2007.

5.5.2. Experiences of the EU SAPARD audit, trackimg the
implementation of the recommendations

The implementation of the SAPARD Programme has aobeen examined within the
framework of three EU audits. 2004. On 3-7 May 289 DG AGRI J, between 17 and 30
September 2004 the European Court of Auditors,thed on 17-21 October 2005 once again
DG AGRI J held audits. ARDA gave comments and ohiiced measures in response to the
findings of the audits, as a result of which thaadits were closed without recommendations
for corrective measures.

The audits devoted special attention to the follmyiareas of the rules of procedure
established for the implementation of the SAPARDBgoamme in Hungary:

v" Checking the compliance with the Community’s envimeental, hygiene and animal
welfare regulations, checking the certification @ampliance and observation of
provisions, as well as the efficiency of the colasl.

v' The practice and efficiency of on-the-spot conrols.

v Definition of the eligible costs of projects sekttfor support, with attention to
criteria of efficiency and cost-effectiveness.

v/ Examination and evaluation of price quotationsasecof private investment projects.

v Information provided to potential beneficiaries.

The audit findings called the attention of the Aggento some weaknesses in the
implementation of the SAPARD programme, the coroecof which became possible in the
course of drawing up the rules of procedure foritmglementation of ARDOP.

By conclusion we can state that the rules of procedand means of control of the
Operational Manual drawn up for the implementatdérthe SAPARD Programme, together
with the well trained and prepared staff of the Agealso proved in practice that they can be
guarantees of the operation of a legitimate anel sapport system.

In the course of 2006, the implementation of thePBRD Programme in Hungary was
neither audited by the European Court of Auditoms,the European Commission.

5.5.3. Audit visit of the European Court of Aud&gan 2004 in Hungary

The European Court of Auditors carried out an agpot controls in Hungary between 17
and 30 November 2004, where compliance with thesrapplicable for the implementation of
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the SAPARD Programme was audited. The audit todceplin the framework of the
preparation of the so-called “Statement of Assugaror the 2004 financial year of the EU.
The European Court of Auditors conducted its aunitthe headquarters of ARDA, at the
regional offices in charge of the applicationsestdd for auditing, and at the premises of the
applicants, and also consulted with the SCB.

On 25 January 2005, the European Court of Audiserst the State Audit Office a list of
problems on the basis of the findings of its auditélungary, which was forwarded by the
SAO to ARDA, the Managing Authority and the Commetduthority, in order to enable
them to respond to the problems listed by the EemopCourt of Auditors. In connection with
the list of problems sent by the European CourAodlitors to ARDA, the Department of
Internal Audit carried out ex-post audits at thgioaal offices, and the regional offices did
the same at the applicants concerned. In the bagie findings of the ex-post audits, ARDA,
the Managing Authority, the Competent Authorityd&®CB prepared comments in response
to the list of problems sent by the European ColiAuditors. ARDA drew up an action plan
for the correction of the problems identified bye tEuropean Court of Auditors, which
concerned avoiding cash payments, and the cheakiindpe entitlements related to land
ownership and leasehold in the project monitoringge. The implementation of this action
plan was checked by the SCB during its audit in5200

In 2006, no Community DAS audit (déclaration diassice — Statement of Assurance) took
place .
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6. Implementation of the SAPARD Programme

6.1. Financial implementatiorf

By 31 December 2005, contracts had been concluate®6¥0 applications, the total costs of
the projects amounted to HUF 131.9 billion, whiteit total support need was HUF 62.5
billion.

With respect to the SAPARD payments it can be éstadal that in the case of the contracted
applications, payments from SAPARD sources werecedtl in 3686 cases, in a total amount
of HUF 53.5 billion (EUR 209.9 million), of which BF 40.1 billion (EUR 157.4 million)
was covered by Community contribution.

On the other hand, in further 7 cases payments eféegeted from the interests on SAPARD
accounts and late payment interests paid by appéican a total amount of HUF 69.6 million
(EUR 0.37 million), of which HUF 52.2 million (EUR.28 million) was covered by

Community contribution.

With respect to the SAPARD sources reallocated ftloenNational Rural Development Plan
(hereinafter: NRDP) — based on Commission Regula(ieC) no 447/2004 -, by 31

December 2006, payments had been made in 312 aasetytal amount of HUF 5.1 billion

(EUR 20 million).

On the whole, it can be stated that — as regard®AHRD projects - payments were effected in

4005 cases, in a total amount of HUF 58.9 billi&wR 230.9 million), of which HUF 44.2
billion (EUR 173.2 million) was covered by Commundontribution.

6.1.1. SAPARD funds

Total payments from the effective financial fram&sthe original SAPARD budget and
SAPARD accounts’ interests are presented by tHe tadow (HUF and EUR as follows).

2 Payments occurred always in HUF, which have beefadsl to the European Commission on HUF/EUR exghaates valid on the
day of the declaration. Considering that all paytsemd available financial frameworks displayethia Report are exchanged on an official
255 HUF/EUR rate (to ease comparison) the euro-@irdsclarations to the European Commission méfgdifom the uniform rate of 255
HUF/EUR. Chapter 6.1.5. contains all exact eurossdetlared to the European Commission exchanged tis official exchange rates
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Year Measure Sub- Hational Community Community cuh::rtill?ztaillm Nur:fber
measure | contribution (HUF) | contribution {HUF) |contribution (EUR)
(EUR) payments

2003 4114130 144 150 576 600 2273 568 2

Total 41 144 150 576 600 2273 568 2

T[T 32573700 97 739097 377 461 125 820 20

1113 37 0839 112 111 267 329 427 444 142 451 26

1114 36 291 613 105 574 542 420 799 140 266 24

Total 111 105 960 425 317 881 268 1225704 408 568 70

1141141 20 B2 375 62 005 133 235325 78 442 5

1142 287 598 562 794 3 368 1123 1

1143 9983 901 29951 702 114 041 38014 3

1145 31974 053 95 522 158 365 265 121 752 158

1146 26 619 874 79 859 920 304 522 101 507 9

Total 114 89 534 904 268 604 707 1022 510 340 837 37

1308 [1308 173 534 551 520 603 643 1994 868 664 956 32

Tatal 1308 173 534 551 520 603 643 1 994 868 664 956 32

Total 2003 369 174 030 1 107 666 218 4 245 355 1414 929 141

2004 4114110 191 137 7E4 549 3015 754 3

4130 5376 123 21 504 430 56 965 21741 5}

41580 5058 977 20 235910 7974 19935 1

Total 41 10 626 237 42 504 949 169 721 42 430 10

1111111 1035 261 186 3105785530 12 556 358 4 185 453 435

1113 375085 111 1125 264 293 4 495 422 1499 474 123

1114 203 113 451 B03 340 315 2418929 805 310 B4

Total 111 1613 462 746 4 540 386 138 19 473 708 6 491 236 622

1141141 o24 371 199 1573 113574 B 296 757 2095 9138 102

1142 90 105 206 270 317 710 1089 695 363 232 10

1143 VB 726 828 230 180 478 907 764 302 5588 21

1144 9104 142 27 312426 110273 36 758 2

1145 156 119 856 463 359 645 1843 939 614 BE3 59

1146 257 526 565 772579670 3 080 905 1 026 968 B&

1147 25755723 77267 168 306 054 102 018 4

Total 114 1139 710 249 3 419 130 671 13 635 437 4 545 146 264

1308 [1308 535 169 811 2505 509 263 9985 701 3 328 567 289

Total 1308 835 169 811 2 505 509 263 9 985 701 3 328 567 289

Total 2004 3 598 969 045 10 807 533 021 43 264 567 14 407 379 1185

2005 111111 21106458 153 B 331 944 332 25 596 919 5 532 306 834

1113 726 966 597 2180893 736 5 507 451 2933 831 164

1114 376 195 B35 1 128 589 867 4 545 327 1515 109 53

Total 111 3 213 811 385 9 641 433 935 38 943 737 12 981 246 1081

114[1141 1012 326 310 3036 975 897 12 252 694 4 084 231 93

1142 132 104 556 396 313 B67 1593 436 531 145 15

1143 146 317 571 4358 952 701 1778 167 592 723 25

1144 17 175 000 51 534 000 205010 B8 337 2

1145 426 780 318 1277 340929 5139915 1713305 85

1146 284 165 BO6 552 496 795 3 425 169 1141723 59

1147 9472 673 28 415 017 116 525 35 842 3

Total 114 2 027 345 034 6 082 035 006 24 510 917 8 170 306 282

1305 [1305 549 964 676 1949 593 548 7 830 640 2610214 242

Total 1305 649 964 676 1949 893 848 7 830 640 2 610 214 242

1306 [1306 79 663 569 235 950 670 964 354 321618 73

Total 1306 79 663 569 238 990 670 964 854 321618 73

1308 [1308 1451 536 703 4 354 605 543 17 556 347 5852 117 364

Total 1308 1451 536 703 4 354 608 843 17 556 347 5 852 117 364

Total 2005 7 422 321 367 22 266 962 302 89 806 494 29 935 500 2042

2006 4114170 4 156 061 15 843939 59698 15 BE0 1

Total 41 4 156 061 15 843 939 99 698 15 660 1

111111 20 734 459 62 203 374 226079 75 360 4

1113 96 543 785 2859 531 340 1 055 366 352 759 12

1114 17 723942 53 171819 197 311 B5 770 5

Total 111 135 002 186 405 006 533 1481 756 493 919 21

1141141 151 532 218 454 596 644 1746 535 582178 15

1142 133 B55 B56 401 095 995 1629 497 a09 832 10

1143 45 204 757 144 514 353 544 522 181 607 g

1144 34 367 257 103 101 772 377 192 125 731 1

1145 265 540 213 795 520 608 3075 205 1025 068 43

1146 217 B72 BB2 B53 015 576 2428 574 809 525 20

1148 B2 073 795 186 221 354 681 261 227 094 1

Total 114 913 089 798 2739 269 332 10 383 107 3 461 036 98

1305 [1305 92 387 189 277 161 544 10258 326 342775 158

Total 1305 92 387 189 277 161 944 1028 326 342 775 18

1308 [1306 24 495 963 73 487 852 280995 93 666 35

Total 1306 24 495 963 73 487 852 280 998 93 666 38

1308 [1308 869 8581 173 2609 643 370 9923513 3 307 838 149

Total 1308 869 881 173 2 609 643 370 9923 513 3 307 838 149

Total 2006 2039 012 370 6 120 412 570 23 157 399 7 714 894 325

Total 13 429 476 8712 40 302 574 117 T60) 473 815 53 472702 3693

SAPARD payments (31122006 including interests HUF and expressed in ELIRO on the exchange rate used by SAPARD AgencyARDA
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HUF

Public contribution paid to

Payments total
compared to

EU payments
compared to EU

o * |
Measure SAPARD sources 2000-2003* | Number of By contracted beneficiaries beneficiaries™* SAPARD funds contributions
contracted of VK o Yk
Iaater (%) (%)
projects*™ Total coet S "
otal costs uppo
Total EU declared demanded Total EU
41 Technical Assistance 73851825 59081 460 13 76 884 949 76 884 949 73851936 58 925 488 100,00% 99,74%
111 Investments in agricultural |20 278 664 370(15 208 998 150 1453 52277 162 541] 24 296 858 838| 20 272 946 618 15204 709 874 99.97% 99,97%
holdings
114 Processing and marketing |17 690 437 065(13 267 827 735 313| 46427502 373) 17 939 371 511| 16 678 719 701| 12 509 039 716 94,28% 94,28%
of agricultural and fishery
products
1305 Renovation and 2715240 7685( 2036 430 510 229| 7800722802 5715568651 2940870957 22058653 167 108,31% 108,31%
development of villages and
protection and conservation of
rural heritage
1306 Development and 463 218 720) 347414 040 57 961 791 759 46 784 806 416 636 0564 312 478 6522 89 94% 89,94%
diversification of economic
activities, providing for multiple
activities and alternative
income
1308 Development and 13 186 967 235( 9690 225 490 575 19414 823 986] 14 021 810 903| 13 136 269 381 9852 201 639 99,62% 99,62%
improvement of rural
infrastructure
Total 54 408 379 980(40 809 977 385 2640| 126 958 888 410) 62 513 279 658| 53 519 296 647( 40 143 008 406 98,37% 98,37%

*Approved by the STAR Committee on 20.07.2005 (Commission Decision B(2005)3625 of 19.09 2005, effective SAPARD funds (without interest)

** Gontracts in force on 31. December 2006.

"* Payments effected exclusively from SAPARD funds (without interest) 31.12.2006.

" In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the

row ,Measures total”.

1 EUR = 255 HUF
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SAPARD sources 2000-

Public contribution paid to

Payments total
compared to

EU payments

Measure 2003* Number of |By contracted beneficiaries beneficiaries™ SAPARD funds corlnpared terli**
contracted (%) contributions (%)
projects™ Total cost: S rt
otal costs uppo
Total EU declared demanded Total EU
41 Technical Assistance 289615 231692 13 301510 301510 289615 231080 100,00% 99,74%
111 Investments in agricultural
holdings 79524 174] 59 643 130 1453 224616324 95281799 79501751 59626 313 99,97% 99,97%
114 Processing and marketing of
agricultural and fishery products 69 374 262| 52 030 697 313 182068 637 70350477 65406744 49055058 94,28% 94,28%
1305 Renovation and development of
villages and protection and
conservation of rural heritage 10648 003] 7986 002 229 30591070 22413995 11532827 8 649 620 108,31% 108,31%
1306 Development and diversification
of economic activities, providing for
multiple activities and alternative
income 1816544 1362408 57 3771732 1814 842 1633875 1225406 89,94% 89,94%
1308 Development and improvement
of rural infrastructure 51713598 38785198 575 76 136 565 54987494 51514782 38636085 99,62% 99,62%
Total 213 366 196( 160 039 128 2640 517 485 837| 245150 116 209 879 594| 157 423 562 98,37% 98,37%

“Approved by the STAR Committee on 20.07.2005 (Commission Decision B(2005)3625 of 19.09.2005, effective SAPARD funds (without interest)

" Contracts in force on 31. December 2006.

** Payments effected exclusively from SAPARD funds (without interest) 31.12.2006.

"** In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the

row Measures total”

1 EUR =255 HUF
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6.1.2. NRDP sources

The Commission Regulation (EC) no 447/2004 provilespossibility to Hungary to finance
projects contracted under Commission Regulation)(BG 1268/1999, in respect of
expenditures incured beyond 31 December 2006, fExGGF Guarantee Section under
Commission Regulation (EC) no 1257/1999 in caseravla@propiations under Commission
Regulation (EC) no 1268/1999 are exhausted or ficgerit. Based on the Commission
Regulation (EC) no 447/2004 the initial financidloeation of the SAPARD Plan was

increased by the resources reallocated from NRD¥SE- Guarantee Section — Resolution
no. K(2004) 3235 by the Commission), and in casepddject payments for which

appropiations under Regulation (EC) No 1268/199%ewexhausted or insufficient were
financed from EAGGF Guarantee Serction.

The breakdown of payments from NRDP sources by uread submeasure is shown by the
table below:

SAPARD payments from NRDP sources

Measure/lsubmeasure e S
National EU Total National EU Total
111 11 £1 600546 184 801636 246402 182 244 97155 734 914 64 979 886,19
1113 A0 428 178 121284523 161712701 16077379 452 321,34 543 095,13
1114 24 969 514 74 908 543 99 878 057 99 298,16 297 894 47 397 192 63
111 Total 126 998 238 380994 702 507 992 940 505 043,50 151513045 2020173485
2005 Total 126998 238 380994 702 507 992 940 505 043,50 1515 130,45 202017395
111 1111] 120330182 360 990 544 451320726 47279166 1418 374,97 15891 166,63
1113] 305088 274 915 294 781 1220393055 1167 72568 350317687 467090255
1114] 131 964 9393 395 594 959 527 859 952 505 069,36 1515 209,50 202027936
111 Total 557 393 449 1672180 284 2229573733 214558719 B 436 761,34 858234552
1305 Total 507 434 052 1822301969 2429736021 2349369 57 7045 108,00 9397477 57
2006 Total 1164 827 501 3494 482 253 4 659 309 754 4 494 956,77 13 484 869,34 17 979 826,11
Total 1291825739 3875476 955 5167 302694 5000 000,27 14 999 999,79 20 000 000,06

*on the exchange rate used by SAPARD Agency/ARDA

6.1.3. Interests on SAPARD accounts

By 31 December 2006, the following interest amotnais been earned on SAPARD

accounts:

- Interests on the euro account of the SAPARD Rnogne: EUR 264,780.29

- Interests on ARDA accounts of the SAPARD ProgramBEUR 117.08
- Penalty interests paid by beneficiaries: EUR 45,58
Total interest: EUR 280,441.55.

Based on the decision made by the Monitoring Comemii{27.11.2003.), the amount of
interests earned on EU accounts till the end ofcttamitment period were committed by
contract for measure No. 1308 EUR 246,968.89 (BURH85,226.67).

Following the closing deadline for the conclusidnrS&\PARD contracts, interests earned on
the SAPARD accounts could not have been used famndoments only for payments.
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According to MAFA provisions (Part A. Article 10opit 3.) all interests earned on SAPARD
accounts must be used for the implementation of Rrmgramme MA lauched a written

procedure on 18.10.2006.a to SMC proposing to bheeiriterests earned on SAPARD
accounts after the closing deadline of SAPARD g for the payments of the measure No.
1305.

Penalty interests — in case of payments by ARDAcWhinust have been paid back by
beneficiary for different reasons (irregularity, nt@ct withdraw by beneficiary, etc.) -

covered the payments of the relevant measure.

Thus, as regards measure 1305, support in the @andEUR 74,363,77 (EU contribution)
was paid in one case from the interests on the $APA&uro account, while as regards
measure 1308, EUR 190,416.52 (EU contribution) paid in 4 cases from the interests on
the SAPARD euro account, and EUR 117.08 (EU coutiioin) in one case from the interests
on the ARDA SAPARD account. Additionally, EUR 154648 (EU contribution) was paid
from penalty interests.

SAPARD interest | HUF

Public contribution paid to beneficiaries SAPARD interest
Measure Total EU

1305 Renovation and development of villages

and protection and conservation of rural
heritage 26 054 997 19 548 742

1308 Development and improvment of rural

infrastructure 63 564 788 52 173 591
EUR
Publicicontribution_paid to beneficiaries SAPARD interest
Measure Total EU

1305 Renovation and development of villages
and protection and conservation of rural

hetitage 93 151 B9 74 363 77
1308 Development and irmprovrment of rural

infrastructure 477037 206077 78
Total 373 922,07 280 441,55
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6.1.4. Total SAPARD sources

The breakdown of total payments from the SAPARDrses (original SAPARD budget, interests, and @olthtl sources from NRDP) is shown

by the table below:

HUF

Public contribution paid to

Total payments
compared to

EU payments

& P
Measure SAPARD sources 2000-2003 Number of By contracted beneficiaries beneficiaries™* SAPARD funds cor_npa.red tan LLH
contracted (ta) contributions (%)
projects™
Total costs Support
declared demanded Total EU
41 Technical Assistance 73851936 59081549 13 76 884 949 76 884 949 73851936 58 925 488 100,00% 99,74%
111 Investments in agricultural
holdings 22828 664 386 [ 17 121 498 098 1453 52277162541 | 24296858 838 | 23010513291 | 17 257 834 860 100,80% 100,80%
114 Processing and marketing of
agricultural and fishery products 17 690 725 209 | 13 268 044 098 313 46427502373 | 17939371611 | 16678719701 | 12509033 716 94,28% 94,28%
1305 Renovation and development
of villages and protection and
conservation of rural heritage 5292 328 824 | 3969 246 427 229 7800722802 | 5715068651 | 5399143278 | 4049357 361 102,02% 102,02%
1306 Development and
diversification of economic activities
providing for multiple activities and
alternative income 463218655 | 347 414 055 57 961791 759 452 784 806 416 638 054 312 478 522 89,94% 89,94%
1308 Development and improvement
of rural infrastructure 13249 944 508 | 9 937 458 381 575 19414823986 | 14021810903 | 13 320487 367 | 9990 365 119 100,53% 100,53%
Total 59598 733 518 [ 44 702 742 607 2640 126958 888 410 | 62 513 279 658 | 58 899 353 617 | 44 178 051 066 98,83% 98,83%

" Approved by the STAR Committee on 20.07.2005 (Commission Decision B(2005)3625 of 19.09.2005, effective SAPARD funds increased - by virtue of the SAPARD Monitoring Committee (SMC) resolution of
27112003 and SMC written resolution of 18.10.2006 - by the interests /late payment interests eamed on the SAPARD account and by the sums reallocated from NRDF funds pursuant to the SMC resolution of
18.06.2004 but not including sources of commitment from national budget (Government Decision 2212/2004 (VI 27)

"* Contracts in force on 31. December 20086.

" Total payments for SAPARD projects (by 31 December 2006)

" Payments effected exclusively from SAPARD funds (without interest) 31.12.2006.

""" In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the row Measures total®

1 EUR=255HUF
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EUR

Payments total EU payments compared
Measure SAPARD sources 2000- Number of By contracted beneficlaries Public contribution paid to compared to topE)l‘J contributigns
2003 beneficiaries*** SAPARD funds B
contracted (%) (%)
applications™ — S
otal costs upport
Tota EU demanded | requested Total EU

41 Technical Assistance 289615 231692 13 301510 301510 289 615 231080 100,00% 59, 74%
111 Investments in agricultural holdings | 89524 174 | 67 143130 1453 224616324 | 95281799 | 90237307 | 67677980 100,80% 100,80%
114 Processing and marketing of
agricultural and fisheny products 69375393 | 52031545 313 182068637 | 70350477 | 65406744 [ 49055058 94 28% 94 28%
1305 Renovation and development of
villages and protection and conservation
of rural heritage 20754231 | 15965672 229 30591070 | 2241399 | 21173111 15879833 102,02% 102,02%
1306 Development and diversification of
economic activities, providing for multiple
activities and alternative income 18165644 | 1362408 57 3771732 1814842 1633 875 1225 406 89,94% 89,94%
1308 Development and improvement of
rural infrastructure 51960 567 | 38970425 575 76136560 | 54987494 | 52237205 | 39177902 100,53% 100,53%
Total 233720 524 | 175 304 873 2640 517485837 | 245150 116 | 230977857 | 173 247 259 98,83% 98,83%

* Approved by the STAR Committee on 20.072005 (Commission Decision B(2005)3625 of 19.09.2005, effective SAPARD funds increased — by virtue of the SAPARD Monitoring Committee (SMC) resolution of
27.11.2003 and SMC written resolufion of 18.10.2006 - by the interests /late payment interests eamed on the SAPARD account and by the sums reallocated from NRDP funds pursuant to the SMC resolution of
18.06.2004 but not including sources of commitment from national budget commitment for sources from the national budget (Government Decision 2212/2004 (VI1.27)

" Contracts in force on 31. December 2006.

“* Total payments for SAPARD projects (by 31 December 2006)

""" In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the row Measures total

1 EUR =255 HUF
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6.1.5. Accounting of SAPARD projects with the Eugap Commission

In the period 2000-2006 the National Authorisatdifice (NAO) of the Ministry of Finance
has declared the following eligible costs by meadorthe European Commission as of the

following table :

Priority axis HUF €
Priority/ . . . .
Measure/ submeasure Public expenditure Private funding| Total eligible costs Public expendiure Private funding T
EC National EC National
1 2 3 4 2+3+4=5 6 7 8

1. Priority total 2767500635] 9225428844 54165129829 91065364 | 110528 310,98 36 844 396,11 216 151 467,30
111 Investment in agricultural holdings 1519761389¢ 5066097945 28123979[124 4838B650| 61097 168,04 20366 601,40 113078 859,08
o rlySSr:(;Sztesss'”g and marketing of agricultwral® | 15 177 399 461 4150330890 26041150p05 42 67B633| 49431142,00 1647779471 103 072 60,66
3. Priority total 12529899033 417663363 6546042868 23252865 | 49565246,70 16521 751,87 25876 221/49:
1305 Renovation and development of vilages andthe | - 57 o5 3991 742351869 1003227296 4062634553 85866,10 | 295208897 4345122441
protection and conservation of rural heritage
1306 Diversification of operations, development of |
economic activies providing altermative income 312478522 | 104159532 470072 811 886 710 86p 19886 | 41528401 1875186,5] 3
ﬁfait?jcvtﬁ';pmem and improverment of rural 9990365119] 3330122238 4982742461  18303289% 3946042880 1315347839 19 655 912/4T:
41 Technical assisstance 58 925 488 14926 448 0 73851936 231 692,40 58658p2 00 0
Total 40263830878 13416988 9p7 60711171897 11499702 | 16032524968 53 424 80550 242 027 68PA-
The HUF/EUR exchange rates valid at the date ofladaton to the European Commission are
summarized in the following table:

Valid exchange rate, HUF/EUR / Date: 241,28/30.10.020 237,95/28.11.02  235,98/20.12.02 233,61.03 243,29/27.02.0!3 246,98/28.03]03  245,68/29304. 2

Valid exchange rate, HUF/EUR / Date: 266,25/27.06.03  263,38/30.07.03  256,6/28.08{03 2529109.03 256,2/30.10.03 264,29/27.11J03 262,75/22313.(¢

Valid exchange rate, HUF/EUR / Date: 258,68/26.02.04f  249,85/30.03.04  253,77/29.04.04 2%27105.04 252,85/29.06.04 247,35/29.07]04  249,33/3040$ 2

Valid exchange rate, HUF/EUR / Date: 246,38/28.10.04) 246,54/29.11.04 245,71/22.12.04 247813105 242,28/25.02.0 247,15/30.03]05 252,09/28504 2°

Valid exchange rate, HUF/EUR / Date: 247,66/29.06.05 245,08/28.07.05 245,05/30.04.05 24B97130.05 252,43/27.10.0 251,46/29.11J05 250,85/2@51% 2°

Valid exchange rate, HUF/EUR / Date: 252,50/27.02.060 265,40/30.03.06 265,38/27.04.06 2630515.06 283,20/29.06.0‘) 271,65/28.07/06 276,28/306313 2

Valid exchange rate, HUF/EUR / Date: 262,88/30.10.06( 257,16/29.11.2406

6.2. Implementation of the individual measures

In December 1999, the Ministry of Agriculture andr® Development handed over to the

European Commission Hungary's SAPARD Plan (2006208 seven-year programme for
the planning of agriculture and rural developmefhe document, as reworked after

consultation, was accepted by the European ConmonigsiOctober 2000.
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Government Decision No. 2349/1999 (XII. 21.) (onaswres taken for the utilisation of

Community supports for agricultural and rural depshent and for the establishment of the
organisational background) approved negotiatiorth vagards to the following measures of
the SAPARD Programme to be submitted to the Coionsafter consultation:

- Investments in agricultural holdings

- Processing and marketing of agricultural anddigtproducts

- Improvement of vocational training

- Agricultural production methods designed to pcotthe environment and maintain the
countryside

- Operation of producer groups

- Renovation and development of villages, protectiod conservation of rural heritage

- Renovation and development of villages, protectod conservation of rural heritage

- Development and improvement of rural infrastruetu

- Technical assistance.

The first prerequisite for commencing the implenaginh of the SAPARD Programme was
thereby complied with.

Hungary’s SAPARD Plan was approved on 18 Octob@02fy Commission Decision No. C
(2000) 2738, whereupon it was rendered into Huagdaw by Decree 53/2001 (VIII. 17.) of
the Ministry of Agriculture and Rural Development ¢éhe announcement of Hungary’s
SAPARD Plan 2000-2006.

A further prerequisite was the signing ofMulti-Annual Financing AgreemenMAFA)
between the European Commission and the Governofetiite Republic of Hungary. The
above referred document contains the rules for ithplementation of the SAPARD
Programme and the accreditation of the SAPARD AgéARDA).

The MAFA was signed in March 2001. Thereupon, theudal Financial Agreements were
signed every year, which set the financial franmesefich year. Until Hungary’'s accession in
2004, four Annual Financial Agreements were conetldetween the European Commission
and the Government of the Republic of Hungary (Hgnigose of 2000, 2001, 2002 and
2003).

Before being able to commence the implementatiorthef Programme, Hungary had the
obligation to solve a complex task successfullythe field of institutional development.
Owing to the efforts made by the Government, trsgitutional structure delineated in the
Multi-Annual Financial Framework was establishedjthwappropriate conditions for
financing, laws and procedures (i.e. operationahunaés) regulating the operation, trained
civil servants and an organisation controlling diperation of the institutions, the existence of
which had been a prerequisite for accreditatiothieyEuropean Commission.

With its Decision No. 927/2002 from 26 November 20the European Commission decided
on the accreditation of the Agency. This first taton permitted the implementation of four
SAPARD measures:

. 111 Investments in agricultural holdings,

. 114 Processing and marketing of agricultural askeiry products,
. 1308 Development and improvement of rural infragtrte,

. 41. Technical assistance.
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The second decision on accreditation was made il 2004. The Agency called for the
introduction of two new measures:

. 1305 Renovation and development of villages, ptatecand conservation of rural
heritage,
. 1306 Development and diversification of economitivéees, providing for multiple

activities and alternative income .

Although Hungary’'s SAPARD Plan had originally caned 9 measures, the Ministry of
Agriculture and Rural Development gave up its ititento procure accreditation for three of
them, with a view to the maximal utilisation of oesces and the simplification of the
Programme implementation.

This document gives a short presentation of onbgeéhmeasures, which were implemented in
the course of the Programme.

6.2.1. A short presentation of the SAPARD Programme@sures

6.2.1.1. Investments in agricultural holdings

This measure aims at the modernisation of agrilltuoldings, machines and technological
equipment, through renovating and modernising exjsbuidings on the one hand, and
introducing new machines and equipment on the other

The main objectives of the measure are the follgima increase the equipment stocks of the
farms, to improve the level of technology, to praen@ompetitiveness and improve the
market efficiency of the farms, to improve prodguaslity, to comply with European hygienic
and animal welfare provisions, to maintain existijups and create new employment
possibilities and meeting the European requirememtserning environmental protection.

The beneficiaries of the measure are natural callpgrsons and companies without legal
personality involved in agricultural production,opided that at least 50% of their sales
revenue originates from agricultural activity, ahd realisation of the investment may enable
them to become economically viable and competitive.

6.2.1.2. Processing and marketing of agricultural red fishery products
(114)

Holdings involved in the processing of meat, pgulmilk and milk products, eggs, wine,
fruit and vegetables or fisheries products may sulapplications for investments which
facilitate the promotion of the conditions necegdar food safety and the compliance with
European hygienic requirements, solve the problefnsaste and wastewater management,
modernise the receiving and resting of livestotle introduction of new products to the
market, modern classification and packaging teadgies and information technology
development.

The beneficiaries of the measure are natural psrsoompanies with or without legal
personality and their associations involved inghenary processing of the said products.
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6.2.1.3. Renovation and development of villages, giection and
conservation of rural heritage (1305)

This measure has the aim to create the necessadjtioos for sustainable farming and to
preserve cultural heritage, whereby general ergrequrial and life conditions could be
enhanced and a living settlements could be credteslmeasure aims at the rehabilitation of
man-built and natural environmental elements, &igadding new functions and ensuring
employment possibilities for the local population.

The scope of beneficiaries comprises the inhalsifeenitrepreneurs, local governments and
civil organisations of rural settlements and horeads.

6.2.1.4. Development and diversification of economi activities,
providing for multiple activities and alternative income (1306)

This measure aims at the creation of alternatiti@iies and sources of income in rural areas,
thereby maintaining employment possibilities andugimg new jobs for the rural population.
This comprises counterbalancing seasonal employarahiow profitability characteristic of
the agriculture, strengthening the positive impattsiversified farming, expanding the range
of services and products offered and improvingctimences of self-supply and market access.
In the frames of the measure, opportunities areredf for developing products and services
connected to supported activities, market reseadorersifying enterprises or developing
traditional arts and crafts and regional specigityducts, improving the technologies and
quality of food processing in small-scale entegwmigproviding supplementary sources of
income, furthermore, for developing village tourisincluding the marketing of local
products and services.

The scope of beneficiaries comprises owners ofeptsjto be realised in the area/settlement
concerned or of projects which are to exercise fhesitive impacts there, inhabitants of rural

settlements and homesteads, owners of real estatd®e settlement/area, entrepreneurs,
registered agricultural producers and their orgdtiues, associations, inhabitants of areas
with a population density below 120 persorfs/m

6.2.1.5. Development and improvement of rural infratructure (1308)

The aims of the measure are the development of iofrastructure in accordance with the
economic, cultural and landscape characteristiod aeeds of rural areas. Within the
framework of the measure, applications could benstibd for the improvement of the

agricultural road network and energy supply, thealdshment of local wastewater

management facilities, the creation and developnwntocal markets and agricultural

procurement points, as well as for the improvemehtinformation technology and

communication systems (e.g. the establishment ohuls, telehouses, telepost networks,
advisory systems).

The scope of beneficiaries comprises agricultureddpcers, entrepreneurs and their
integrative organisations, civil organisations #&hl governments of rural settlements.
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6.2.1.6. Technical Assistance (41)

This measure has the aim to contribute to thegsa&i@n of activities which are required for
the efficient implementation of the SAPARD Prograeynn compliance with the relevant
requirements. This can be easily distinguished fadhmother measures since it cannot be
applied for in the traditional sense as its bemafyjcis the Managing Authority of the
SAPARD Programme. This measure contributes to fifieiemt realisation of the other
measures by supporting the following activities:

a) information provision and publicity: informinghé public on a continual basis,
compiling and distributing application manuals amformation leaflets, organising
presentations and forums, organising professioratings for the beneficiaries of the
Programme, creating a website for SAPARD and poitng the SAPARD Programme by
means of presenting some successful projects;

b) monitoring of the Programme: training the empley of the Secretariat in charge of
assisting the Monitoring Committee, preparing stpdpers on the Programme with a view to
perform large-scale monitoring tasks, organising rireetings of the Monitoring Committee
and performing mid-term evaluations.

6.2.2. Summary of amendments to the SAPARD Progmamm

— 2002 at its meeting on 20 November 2002, the STAR Cdtemapproved the request of
the Hungarian authorities for the amendment of 8®PARD Programme. The
amendment affected the four measures accredit8dptember 2002 (111 “Investments in
agricultural holdings”, 114 “Processing and mankgtiof agricultural and fisheries
products”, 1308 “Development and improvement oftunfrastructure”, 41 “Technical
Assistance”). Also were affected chapter 5 on th&onal regulations applied in the
course of the implementation of the SAPARD Progranchapter 6 on the eligibility
criteria. for Community contribution, chapter 8 ohet institutional network for
implementation and its operation as well as chapten the financial plan, the support
ratios and the ratios of Community contributionrglavith the financial table pertaining
thereto.

— 2003 at its meeting on 25 November 2002, the STAR Cdtemapproved the request of
the Hungarian authorities for the amendment ofSA®ARD Programme. From among
the previously accredited measures, the amendmker2003 affected measure 111
“Investments in agricultural holdings” and measade! “Processing and marketing of
agricultural and fisheries products”, and two ferttmeasures were influenced as well,
namely measure 4.3 “Improvement of vocational Trgh and measure 1305
“Renovation and development of villages, protectomn conservation of rural heritage”.
The financial tables of the Programme were alsoifieadd By these modifications, the
maximum value limits of individual projects werecirased with regards to several
measures. On the other hand, the support ratiagacultural entreprises was enhanced
from 30-40% to 40-50%. Furthermore, a new elemeas added, which provided that
economic viability be assessed on the basis ofi#ite from the Test Production System,
instead of the previously applied fixed performaagpectation.

— 2004 The amendment proposals approved at the NoverbB meeting of the
Monitoring Committee were approved by the STAR Cattee on 18 February 2004. The
amendments affected measure 111 “Investments icudtgral holdings” and measure
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114 “Processing and marketing of agricultural aistidries products” as well as chapter
8.2.9 of the SAPARD Plan (Prevention and exploratiof anomalies, reduction,
suspension and termination of benefits, reimbursgemmieundue amounts paid).

In addition thereto, two new measures were acaedit 2004, namely measure 1305
“Renovation and development of villages, protectmd conservation of rural heritage”
and measure 1306 " Development and diversificatfoaeconomic activities, providing for
multiple activities and alternative income”. Thdlgdor applications were published on
14 January 2004.

The financial tables pertaining to the SAPARD Plegre modified by the Commission
Regulation No. 1419/2004 as well.

— 2005: On 13 June 2005, Hungary submitted a petition ® BHuropean Commission,
indicating its intention to use the interests edroa the SAPARD euro accounts for the
measure “Development and improvement of rural siftecture” and to receive the
approval of the European Commission for the reatioa of sources as approved by the
Monitoring Committee, subject to the support nedd applications submitted for
SAPARD measures.

6.2.3. Implementation of the SAPARD Programme

From 1 July 2003 onwards, the tasks in connectih the implementation of the SAPARD
Programme have been performed by the Agriculturad &ural Development Agency
(ARDA) as successor of the SAPARD Agency. The Ageperforms state tasks serving the
satisfaction of common social needs as its mainiggtin accordance with the provisions of
special laws and - as regards the operation oAgemncy — with the standards incorporated in
the bilateral Multi-Annual Financing Agreement clutted with the European Commission,
along with the administrative, supervisory and infation providing tasks and other
community services listed under poiefsandl) of paragraph (2) Article 8 of the Government
Decree 217/1998 (XII. 30.) on the Operational Ofedhe State Budget.

The Agricultural and Rural Development Agency watablished through the merger of the
SAPARD Agency and the Centre for Agricultural Iviention as their general successor
from 1 July 2003.

ARDA carries out its tasks through its central adgfiand its local organs (regional offices),
which do not possess legal personality. At pres8ntlirectorates and 4 departments are
directly managed by the Chair of ARDA, and furti& regional offices pertaining to the
Regional Directorate are operational, 7 of whichvenaegional competences. Supports
provided through an application system (SAPARD erajtare managed by the 7 regional
branch offices.

6.2.3.1. Process of application management, rate oéceiving and
processing applications

Immediately after the national accreditation onS¥ptember 2002, the SAPARD Agency
announced the first call for applications in respéchree from the four accredited SAPARD
Programme measures (measures 111, 114 and 1308gySwonducted in 2002, in the
course of the activities preceding the submissibapplications, proved that in the area of
agriculture and rural development, notwithstandimg rather strict conditions, there was a
great interest and demand for support.
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The applicants were given relatively short time dompiling their applications. The number
of applications submitted by the given deadlines Klovember and 1 December) for the
measures announced exceeded expectations, whichduweago communication activities
elaborated in detail and coordinated by the SAPARency and the Managing Authority of
the Ministry of Agriculture and Rural DevelopmemMARD). Notwithstanding the short

deadline and the complexity of compiling applicaip the regional offices and the
Department for Applications of the Food Industrycawed applications in a volume
surprising to all (that is 1160 pieces).

The second call for applications was issued by SAARD Agency in February 2003,

without setting a deadline for the submission gdl@ations.

In mid-August 2003, following the approval from Bgeels for the amendments to the
SAPARD Programme, the third call for applicationaswpublished by the new Agricultural

and Rural Development Agency (ARDA) set up as frbrduly 2003. As a result of these
calls, further 1413 applications were receivedh®/Agency during 2003.

The calls for application regarding SAPARD measuf05 and 1306 with rural
development objectives, which had been accreditdié second phase, were announced in
the framework of a ministerial press conferenceaetiing high interest on 14 January 2004,
further increasing the number of applications sutadiby the end of March, beginning of
April, as expected in consideration of the time daded for compiling applications. Owing
to the wide-spread information campaign carried iouR002 and 2003, the Programme
achieved almost general publicity and great intenes expressed about it. The information
published on the SAPARD website hosted by ARDA mted potential applicants with a
further significant aid for accessing informatic@wing to the efficient communication,
altogether 2592 applications were received in 20024, and they were supplemented by
further a 6236 applications (total number of apglans: 8828), which was far beyond
preliminary estimates concerning the interest fa@ Programme. The project value of the
applications submitted amounted to HUF 414,0190Q8® with total support need of HUF
216,952,269,388.

From the beginning of 2003 onwards, the Agency e@dinually evaluating the submitted
applications and in the case of positive decisiaostracts on the provision of support were
concluded with the owners of the projects. The sswent process was significantly slowed
down by the fact that almost all applications had¢ supplemented by missing documents.
In the case of such applications, the processinghef merits of the application could
commence only after submission of missing piecesfairmation. Owing to measures for
organisational and operational modernisation artbrralisation processes implemented
throughout the period of managing and assessingcappns, as well as the wide-spread
practical experiences acquired, the process ofiGgijgn management had been accelerated
by 2003.

Starting from the announcement of the Programmplicgtions were received on a rather
periodical basis, characterised Isygnificant disproportionalities in number and in
composition as well. The reason for this was, -besides initial expemtat regarding the
Programme and the submission deadline set foristeréund of applications-, that the other
available national support possibilities ceased.

The initially low number of applications submittéat the subsequent "open" calls, i.e. calls
without deadlines announced in the summer of 20@3, influenced by the implementation
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of the first round itself (the time demanded forngeting new projects after earlier
applications) as well as the drought damage swuffarethe summer of 2003, which — by
exercising negative impacts on the own resourcesyotultural actors - even resulted in the
withdrawal of some applications already submitted.

Application activity was given a boost in the auturaf 2003, further enhanced at the

beginning of 2004 then closed by record submissibegond hopes in the two weeks
preceding the submission deadline of Programmecgtigins at the end of April 2004.

Temporal distribution of SAPARD applications received and assessed
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The above figure — showing the quantity of appiama received and processed by weekly
breakdown — clearly indicates the relatively corsibd growth of application volumes in the
first period, which was being managed by the Agemeyfull compliance with the
requirements. The period until October 2003 canrdgarded as balanced, at that time
submissions and filings followed the same rate nta@ing a normal volume of applications
to be processed. Due to the conclusion of the Brogre, a new, unexpected wave of
applications could be experienced, which meant dbeumulation of an unmanageable
volume of applications.

Owing to the prompt intervention by the managemdrd, processing staff responded very
fast to the increased rate of applications in Ndwernm2003, however, due to the individual
characteristics of the procedures, the emergingleness regarding staff numbers and
obviously the unexpected volume of applicationsenezd, the rate of processing became
significantly slower than required by the volumesabmitted applications.
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Unfortunately a substantial number of applicati¢4361 pieces) had to be rejected on 31
August 2004, when the assessment period of therdmoge came to an end, as a result of
exhausted funds.

6.2.3.2. Number of applications received, breakdowby area and by
measure, quality, assessment

In the framework of the SAPARD Programme, altoge8&28applications were received
by 30 April 2004. The support need of the applmadi submitted amounted to HUF
216,952,269,388. The composition of applicationsnsitted by 30 April 2004 represents
different volumes by each measure. The highestqrtiom (3638 pieces) belongs to measure
111 “Investments in agricultural holdings”, thispresents 41% of the total number of
applications received. 1788 applications were sttbohifor measure 1308 “Development of
rural infrastructure”, which represents 20% of tb&al number of applications received. For
measure 114 “Improvement of processing and margeth agricultural and fisheries
products” a total of 772 applications were subrditteshich represents 9 % of the total
number of applications received. For measure 13RBrfovation and development of villages
and the protection and conservation of the rurakdge” 2347 applications were submitted,
which represents 27 % of the total number of apgibnis received. Only 264 applications
were submitted for measure 1306 “ Development anersification of economic activities,
providing for multiple activities and alternativecome”, representing 3 % of the total number
of applications received.

Overall number of applications received by measure (pcs, %)
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Overall support needs of applications received by measure (HUF, %)
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In 2005, the SAPARD Programme came into its finage as the contracting for received
and supported applications had been concluded bgeglember 2004; the emphasis was
shifted to the implementation of projects and paytsié 2005.

As regards the breakdown of submitted applicatiopg/ear, it can be established that the
reason for the outstanding number of applicationlsnstted in 2004 was not only the
introduction of the two new measures, as applioatitor the earlier measures were also
submitted in significant numbers.

Breakdown of submitted SAPARD applications by yaad by measure
Overall support needs of applications received by measure (HUF)
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As for the territorial distribution of the applitats submitted, it can be stated that two
regions show outstanding figures, namely North Gremin and South Great Plain,
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accordingly, the most applications were receivednfthe Great Plain area. From the North
Great Plain Region, altogether 1710 applicationseweceived, while 1508 pieces originated
from the South Great Plain Region. Lower numbergapylications were received from the
Western Transdanubian Region (1411) and the regfoNorthern Hungary (1350), and

average numbers came from the Southern Transdaniegion (1196 applications). The

lowest numbers of applications were received frowva tegion of Central Hungary having

Budapest as its centre (644) and from the Centamisdanubian Region (1009).

The ratios by measure showed similar regional idigion (however, it can be emphasised
that the Great Plain regions applied for machin@gcurement projects proportionally more
often than the other regions), thus, no signifiaeiation could be traced in the composition
of applications by region.

Distribution of SAPARD applications received by region (pcs)
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On the other hand, by examining the applicationscas state that the average project and
support need of individual projects had increasédch indicates the planning and realisation
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of bigger investments. The support ratios requeatedgetting close to the maximum value
determined in the call for applications.

As regards the quality of the submitted applicatjotiue to the novelty and peculiarities of
the SAPARD application system, no complete appboatvas received for the calls in 2002 ;

the submission procedure for additional informatieguired 2 months on average.

Applications were rejected due to late submissiam-eligible expenses, viability problems,

failure to submit or undue submission of missingcudoents and provision of untrue

information. For the reasons of various re-subroissi modifications and requests for

additional information, the filing of applicatiossibmitted in November 2002 and December
2002 was still ongoing in February and March 2003.

In the case of applications submitted in 2002, gh&portion of rejected applications was
57%, whereas only 24.4% of applications submitte®003 were rejected, which can be
explained by the increasing knowledge of applicants

Proven by statistics, 50% of rejected applicatioiese turned down due to administrative
errors.

The most frequent types of administrative errorsavike following:

* the request was not submitted on the applicatiam fin accordance with the
objective of the application and/or the documergggning to application packages
for different objectives were mixed in the request;

» the application documentation was incomplete. Ratpidocuments were missing
and/or the application or documents thereto were sabmitted in the prescribed
number of copies;

* the documents submitted had not been filled in detaly, required data were
missing;

» the documents submitted were not duly signed bycthrepany (signature, stamp,
date);

* the request was submitted or signed by a persaar dtlan the one vested with the
power of representation;

» the obligatory content of the business plan wasrmete and not supported by the
requested farming documentation;

» declarations were missing, incomplete or made witls@gnature;

* individual certificates, expert opinions by autlies were missing, were not
submitted in the prescribed form or their validigriod expired;

» documents regarding securities were missing, in¢et@por invalid.

Several applications were rejected for the reakanhthey did not meet the basic criteria for
eligibility.
The following errors regarding the compliance vitie subjective eligibility criteria occurred
most frequently:
» the objective indicated in the application was motompliance with the support
objectives;
» the applicant’s legal, entrepreneurial form did fadt within the scope of subjective
eligibility;
» the applicant had outstanding public debts;
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« the certificates, documents supporting subjectivgbdity were not sufficient to
prove eligibility;

« the data contained in the submitted applicationmditicorrespond to the content of
the declarations and the business plan;

» the authorisations and expert opinions attacheith@écapplications did not apply to
the intended project;

* the authorisations and expert opinions did not euppghe compliance with
Community standards;

» the securities offered were not connected to thgestiof support.

Further frequent errors in connection with theibligy criteria were the following:
» the budget contained non-eligible items;
» the requested support level exceeded the maximteofaupport;
» the request referred to non-eligible product ohtexdogy;
» the intended project would have led to unauthoresqhnsion of capacities;
» the intended project aimed at the processing ofeligible products;
» the factual figures of farming did not support domtent of the business plan;
» the business plan and the liquidity plan did ngipsurt the feasibility of the project;
» the business plan did not prove long-term viabgityl competitiveness;
» the intended project did not meet the horizont@ctives.

In the framework of the SAPARD Programme, altoge8@0)1 applications were rejected in
the value of HUF 150,215,364,428.

Support needs of rejected applications by region (HUF, %)

6 410 000; 0%

29 484 303 051;

0% 45 061 351 813;
30%
1 884 366 428;
1% S
\
21 659 901 326;
52 119 031 81& 14%

359, ~_

O111  Investment in agricultural holdings

m114  Processing and marketing of agricultural and fisheries products

01305  Village development and renewal. protection and conservation of rural heritage

01306 Diversification of activities, development of business activities ensuring alternative income opportunities
W1308 Development of rural infrastructure

41 Technical assistance

93



Overall support needs of rejected applications by measure (HUF, %)
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The most rejected applications pertained to meaddrgé "Investments in agricultural
holdings", this means altogether 2118 such appbicat the support need of which amounted
to HUF 45,061,351,813. 1260 applications had todpected due to the lack of funds. 391
applications were rejected for incompleteness, a@glications for non-eligibility and 67
applications for lacking viability. Applications wee withdrawn in 80 cases. 16 applications
were submitted after the expiration of the deadtipen for submission, while in 9 cases on-
the-spot controls proved that the applications wekein compliance with some eligibility
criteria. 14 applications had to be rejected fog firovision of incorrect information, 5
applications because of the source side of thenplhrbudget, while 3 applicants failed to
apply the requested modifications, whereupon thpplications were rejected. In 140 cases,
the rejection of the application was due to otle@sons.
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111 Support needs of rejected applications by region (HUF, %)
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At the second place we have measure 1305 “Renovatid development of villages and the
protection and conservation of the rural heritage”the frames of which altogether 211
applications were rejected, with a total value &ffH52,119,031,810. 1919 applications were
rejected due to the lack of funds. 15 applicatiorese rejected for incompleteness, 68
applications for non-eligibility and 1 each for theovision of incorrect information and for
late submission. 93 applications were rejectedotber reasons, whereas in 13 cases the
applications were withdrawn by the applicants. fre @ase, rejection was due to review,
which means that the application was first rejedtat the applicant appealed against the
decision, then a final decision on rejection waslena
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1306 Support demand of rejécted ap-plicati'ons by reg'ion-(HUF, %)
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As regards the number of rejected applicationshivd place is occupied by measure 1308
"Development and improvement of rural infrastruetuwith 1158 rejected applications, the
support need of which amounted to HUF 29,484,303,@85 applications could not be
supported due to the lack of funds. 336 applicatioere rejected for various deficiencies,
whereas 130 applications were turned down for rigibédity. 4 applications did not meet the
eligibility criteria, and 5 applications were inckaof appropriate budgets. 17 applications
were submitted after the deadline, and 10 apptinativere rejected for deficiencies revealed
in the course of on-the-spot controls. 7 applicegtibad to be rejected for the provision of
incorrect information, and 6 applications for faduto apply requested modifications. 29
applications were turned down for other reasonsthm framework of this measure, 67
applicants decided to withdraw their applicatioimstwo cases, rejection was due to review,
which means that the application was first rejedbet the applicant appealed against the
decision, then a final decision on rejection waslena
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1305 Support needs of rejected applications by region
(HUF, %)
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In the framework of measure 114 for “Improvement ppbcessing and marketing of
agricultural and fisheries products”, 402 applicas were rejected in a value of HUF
21,659,901,326. Most of these, precisely 166 apptios had to be rejected due to the lack
of funds. 82 applications were rejected for deficies, 64 applications for eligibility
problems and 13 applications for non-compliancé wie viability criterium. 13 applications
did not contain appropriate budget plans, 3 apiina were overdue, incorrect information
was provided in 2 cases, while 2 applicants faitedpply the modifications suggested by the
SAPARD Agency/ARDA, therefore they resulted in otjen. 2 applications were rejected as
a result of the on the spot controls, in 17 caBes¢asons for rejection were other than the
above, while 35 applicants withdrew their applicas.
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114 Support needs of rejected applications by region
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The least rejected applications— altogether 206gsie- had been submitted for measure 1306
“Development and diversification of economic adtes, providing for multiple activities
and alternative income” with a support need amognto HUF 1,884,366,428. A total of
147 applications were rejected due to the lackuofd§. 24 applications were rejected for
deficiencies, whereas 27 applications were turnesvnd due to non-eligibility. One
application failed to meet the viability criteriuranother one was submitted beyond the
deadline indicated in the call for applications;ttbaf these resulted in rejection. 4
applications were rejected for reasons other ti@nabove, whereas 2 applications were
withdrawn.
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1306 Support needs of rejeéted app_licatidns by fegibn (i-IUF, %)
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The measure "Technical Assistance” has to be mesdiceparately since it could not be
applied for in the traditional sense as its bemafjcwas the Managing Authority of the

SAPARD Programme. This measure contributed to tifieient realisation of the other

measures and the successful implementation of ibgrédnme as a whole. In the framework
of this measure, altogether 19 applications wejected with support needs amounting to
HUF 83,294,949.

Considering theerritorial distribution of applications, most rejections were effectethim

North Great Plain Region, where the total numbeamplications rejected by the regional
office was 1127. Second from this aspect is th@regf Western Transdanubia with 1023
rejected applications. That is followed by Northétangary, where rejections were effected
in altogether 947 cases. In the region Southermai@?in 940 applications and in Southern
Transdanubia 698 applications were rejected byréggonal offices. The least rejections
were reported from the Central Hungarian Regiois, rtteans altogether 479 applications.
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Overall support needs of rejected applications by region (HUF, %)
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On the whole, it can be established that a subatgmioportion of applications had to be
rejected for the lack of funds, since Hungary'seasmon to the European Union implied that
the sources allocated for the last three yearseoProgramme could not be utilised any more.

6.2.3.3. Conclusion of the contracts

Given that the submission deadline in the firstnwf applications in 2002 was December
2002, the processing and evaluation of the appbicatwas done entirely in the year 2003,
and the processing was partially done in the y8ad2Until the end of the year 2003, ARDA
concluded a total of 551 support contracts.

By the deadline set by the Commission and in Gawent Resolution No. 2212/2004

(VI.27.), 30 September 2004, ARDA concluded altaif 2774 contracts with the winners,

that is, in the year 2004, 2223 contracts wereezlgnMost of the contracts were concluded
by ARDA in the period between June 1 and Septerd@e2004.

As a result of the above, the implementation of tiegority of these projects started in the
second half of 2004, and the investments with loigen construction could be completed
only by the end of 2006.

The number of contracts concluded in 2004 was 20rdthe basis of the breakdown of the
supported and contracted applications by meaduranibe stated that interest was significant
in two measures. The number of the applicationsltiag in contracts was the largest in the
case of measure 111, "Investments in agricultuoddiings”where we can speak about 1502
applications. This means 54% of all supported apfibns. In terms of applications having

resulted in contracts, “1308 — Development and owement of rural infrastructure” ranks

second, with 620 applications, representing 22%hefsupported applications. In terms of
applications having resulted in contracts, meadliré related to product processing and
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marketing ranks third, with 346 applications, regaming 12% of the supported applications.
There were 235 applications (8%) under measure IB@novation and development of
villages and the protection and conservation of theal heritage”; the measure 1306
“Development and diversification of economic adtes, providing for multiple activities and
alternative income” means only 58 contracted appbos (2%). In the case of the measure
“Technical Assistance” a total of 13 applicatioad to contracts.

On the basis of the breakdown by region of the iagpbns having received support and
resulting in contracts, it can be stated that #ingdst number of contracts — 568 applications —
were concluded in the Northern Great Plain Regidms is followed by the Southern Great
Plain Region, with 552 contracted applications.rdhs the Southern Transdanubia Region,
with 402 applications, and with one applicationslesvith a total of 401 contracted
applications, the Northern Hungary Region follov838 contracts were concluded in the
Western Transdanubia Region, and 306 in the Cehteaisdanubia Region. The number of
contracts was the lowest in the Central Hungaryidtegvhere only a total of 162 contracts
were made.

Until the end of the year 2004 and the final desdlof the commitment, the number of
contracts decreased to 2640 by the end of 2006tadtesignations and dropouts. The overall
support need of the applications having resultecointracts, according to the statistics of 31
December 2006 was HUF 62,513,279,658.

Overall number of contracted applications by measure (HUF, %)
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The number of the applications resulting in cortgagas the largest in the case of measure
111, ” Investments in agricultural holdings”, whereotal of 1453 contracts were concluded.
This is followed by measure 1308, “Development androvement of rural infrastructure”,
where 575 contracts were concluded. Measure 114prGwement of processing and
marketing of agricultural and fishery products” karthird, where a total of 313 contracts
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were concluded. The measure 1305 “Renovation anetlalement of villages and the
protection and conservation of the rural heritagksb proved popular, where 229 contracts
were concluded. The lowest number of contracts eeasluded in respect of measure 1306,
“Development and diversification of economic adtes, providing for multiple activities and
alternative income”, where only 57 support consaeére signed.

A special case is the measure “Technical Assistarfoet available for traditional
applications), where a total of 13 contracts wengctuded.

Overall support needs of contracted applications by measure (HUF, %)
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If we look at the breakdown of the contracts codell by regions, it can be stated that the
largest number of contracts — 538 in number — werecluded in the Southern Great Plain

Region, regarding the five measures open for apipdics. The Northern Great Plain region

ranks second, with a total of 528 contracts sigrieithwed by the Southern Transdanubia

Region, with 383 contracts. Fourth is the Northelumgary Region, where a total of 378

applications resulted in contracts. 365 contraasewoncluded in the Western Transdanubia
Region, and 294 in the Central Transdanubia Rediba.number of contracts was the lowest
in the Central Hungary Region, where only a tofdl®} contracts were signed.
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Overall support needs of contracted applications by region (HUF, %)
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Breakdown of the contracts by the business forms of the beneficiaries

A significant portion of the contracts in effect 8@ December 2006, 40% were concluded
with business associations, 35% with natural pexsd?% with local municipalities and
budgetary organisations, 4% with churches and ather organisations, another 4% with
cooperatives.

Number of contracts by business form
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In a breakdown by the form of business, the nunolbeontracts is largest in the case of the
limited liability companies, about 27%. This isleaed by the Local Municipalities and
individual entrepreneurs, with 17% and 16%, respelst In addition, the number of
primary growers is also important, about 10% of ¢verall number. In the case of other
business forms, this ratio was well below 10%.

Breakdown of the number of contracts, by businesfm and by region

If we look at the number of the concluded contractshe whole, merely in a breakdown by
regions, it can be stated that the largest numlberoatracts — 538 in number — were
concluded in the Southern Great Plain Region, @ctrerall value of HUF 14,825,093,315.

If we look at the number of contracts in a breakddwy the types of business, the business
associations are the most active in the NorthermaGPlain and the Southern Great Plain
regions, with 222 and 216 applications that reduitecontracts. In respect of the business
associations, the Southern Transdanubia Regiorsrdmid, where a total of 175 contracts

were concluded. This is followed by the Northermbary Region, with 131 contracts signed,

and by the Southern Transdanubia Region, with Idkfiracts. The Western Transdanubia
Region ranks sixth, with 113 applications leadimg contracts in the case of business
associations. The lowest number of contracts cambBerved in the Central Hungary Region,

where only a total of 70 contracts were signed thasethe applications.

Natural persons (individual producers, primary geesy family farms, individual
entrepreneurs) were involved in a total of 933 @mis to the value of HUF 7,807,067,326.
The number of contracts concluded with naturalgessvas the highest in the Northern Great
Plain Region, where a total of 210 contracts weezlen The Southern Great Plain region
ranks second, with a total of 189 contracts sigriethwed by the Western Transdanubia
Region, with 145 contracts. 127 contracts were lkemied in the Central Transdanubia
Region, and 124 in the Southern Transdanubia Regiothe Northern Hungary region, a
total of 100 contracts were made. In respect afnagpersons, the lowest number of contracts
was observed in the Central Hungary Region, whehgatotal of 41 contracts were made.

It can be stated that from among natural persamdividual entrepreneurs and primary
growers were the most active, with 434 and 262rectd, respectively. They are followed by
family farmers and individual producers, with 148#®3 contracts, respectively.

In the case of local municipalities and budgetaryaaisations, we can speak about a total
value of HUF 12,824,974,132, in 463 contracts aotetl. In the case of local municipalities,
the largest number of contracts was concludederNibrthern Hungary region, a total of 121
contracts. The Southern Great Plain region rankersk with a total of 86 contracts signed,
followed by the Western Transdanubia Region, with contracts. Local municipalities
concluded 57 contracts in the Southern TransdariRégon, 47 in the Northern Great Plain
Region and 40 in the Central Transdanubia Regiorihé case of local municipalities, the
number of contracts was the lowest in the Centrahddry Region, where contracts were
made only on the basis of 21 applications. In teatfal Hungary Region, 13 contracts were
concluded with budgetary organisations and theger ro applications submitted and
supported under measure 41, Technical Assistance.

In the case of churches and other civil organigsatiave can speak about a total value of HUF
1,952,654,312, in 96 contracts concluded. The sighember of contracts was observed in
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the Northern Great Plain Region, where only a toté3 contracts were made based on the
applications. With two supported contracts lesg 8outhern Great Plain Region ranks
second, with 21 contracts. Third is the Westernn3danubia region, with 17 contracts

signed, followed by the Northern Hungary Regionthwi4 contracts. In the Southern

Transdanubia region, a total of 10 contracts weadenThe lowest number of contracts was
concluded in the Central Transdanubia Region amd Gkntral Hungary Region, where

churches and other civil organisations concludedd 4 contracts, respectively.

As to micro-region associations, only 1 contracsvggned in the Southern Transdanubia
region.

In the case of cooperatives, a total of 104 cotdraere signed, with a support need of HUF
2,822,724,624. The highest number of contractsalasrved in the Northern Great Plain and
the Southern Great Plain regions, where in botlonsg 26 contracts were concluded. Third is
the Southern Transdanubia region, with 16 contraugged, followed by the Western
Transdanubia and Northern Hungary regions with d®racts, each. The lowest number of
contracts was concluded in the Central Hungaryoregnd the Central Transdanubia region,
where cooperatives concluded 7 and 5 contracigectsely.

Breakdown of the number of contracts, by businesgpe and by measure

Support value of SAPARD applications by business form
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In respect of the business associations (limitednpeship; general partnership; public
company; Ltd.; and Plc.) within the framework oétfive measures open for applications, a
total of 1043 contracts were conlcuded. The mogtufay measure was measure 111,
“Investments in agricultural holdings”, where aatodf 589 contracts were concluded. This is
followed by measure 114 “Improvement of processamgl marketing of agricultural and

fishery products”, where a total of 263 contracwravconcluded. Third is measure 1308,
“Development and improvement of rural infrastruetumwhere 167 contracts were concluded.
The two least popular measures for business asemsavere measure 1306, “Development

105



and diversification of economic activities, prowidi for multiple activities and alternative
income”, where only 20 contracts were concluded amshsure 1305 “Renovation and
development of villages and the protection and eosadion of the rural heritage”; where only
4 contracts were made with Ltd’s. It can be stdked from among business association, the
number of contracts is the highest in the casetdfsland PIc's, while limited partneships
rank third.

Natural persons (individual producers, primary geesy family farms, individual
entrepreneurs) were involved in a total of 933 @wis. The support needs of the applications
that led to contracts was HUF 7,807,067,326. Tighdst number of contracts was observed
in the case of measure 111, with 806 applicatidhss is followed by measure 1308, with 59
concluded contracts. Measure 1306 ranks third, evheotal of 35 contracts were concluded,
followed by measure 114, with 29 applications thedulted in contracts. The number of
contracts was the lowest in the case of measurg, 1@tere a total of 4 contracts were signed.

In the case of local municipalities and budgetaryaaisations, we can speak about a total
value of HUF 12,824,974,132, in 463 contracts asthetl. Measure 1308 was the most
popular one, where a total of 306 contracts werelcaled, followed by measure 1305, with

143 contracts. In the case of the measure “TechAgsistance” a total of 13 contracts were
concluded.

The churches and other civil organisations conaudetotal of 96 contracts, with a total

support need of HUF 1,952,654,312. The largest mundf contracts was concluded

regarding measure 1305 “Renovation and developroenillages and the protection and

conservation of the rural heritage”, a total of dghtracts. One contract was signed both
regarding measure 111 and measure 1306, in regpecteasure 1308, 16 applications

resulted in contracts.

Out of micro-region associations, a contract wasckaled only in one case. The application
was submitted under measure 1308, its supportwasd,000,000 HUF.

In the case of cooperatives, a total of 104 cotdrawere signed, with a support need of
2,822,724,624 HUF. Cooperatives could apply foe¢hmeasures. Support under measure
111 “Investments in agricultural holdings” was pd®d in 57 contracts, under measure 114
“Improvement of processing and marketing of agtimal and fishery products”, 21
contracts, and under measure 1308 “Developmenirapcbvement of rural infrastructure”,
there were 26 contracts.

6.2.3.4. Payments

The method for the payment of SAPARD assistanes igost financing This means that the
applicant can submit for settlement in its applaratrequest package only invoices already
paid for, issued in accordance with the respective rulessupplied with the necessary
accessories and attachments required by the adeguegislation. As a smaller portion of the
projects relates to one-off items (e.g. machinexquaition) and the collection of the invoices
relates to an investment made in a period of notentban 2 years, in one of its stages,
therefore,during the implementation of the Programme, the payent processes started
at a far later stage(by the end of the year 2003).

Unfortunately, it can be stated as well thatitheicing discipline (here, formal accessories
and attachments are referred to) in the supplisishz the applicants oftedoes not comply
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with the criteria provided for by the EU or the local legislation, therefore, the
authorisation process of the payments frequentjyired an unnecessarily long time.

In respect of the SAPARD payments, it can be stétad in the case of applications that
resulted in contracts by 31 December 2006, paynfemts the original SAPARD funds were
made in 3686 cases, to the value of HUF 53.5 hil{g@UR 209.9 million), where the
Community contribution amounted to HUF 40.1 billi@JR 157.4 million).

HUF

Payments total EU payments
- Public contribution paid to compared to compared to EU
. *
Measure SAPARD sources 2000-2003" | Number of By contracted beneficiaries beneficiaries™™* SAPARD funds contributions
contracted (%) (%)
projects™ Total cost: S rt
otal costs uppol
Total EU declared demanded Total B
41 Technical Assistance 73851825 59081460 13 76 884 949 76 884 049 73851036 58 925 488 100,00% 99,74%
111 Investments in agricultural |20 278 664 370{15 208 998 150 1453 52 277162 541 (24 296 858 838 20 272 946 618 |15 204 709 874 99,97% 99.97%
holdings
114 Processing and marketing [17 690 437 085(13 267 827 735 313 46427502373 (17939 371 511 (16 678 719 701 |12 509 038 716 94,28% 94,28%
of agricultural and fishery
praducts
1305 Renovation and 2715240765 |2 036 430 510 229 7800722802 (5715568651 (2940870957 |22058653 167 108,31% 108,31%

development of villages and
pratection and conservation of
rural heritage

1306 Development and 463218720  [347 414 040 57 961791759 46 784 806 416638 064 |312478 522 89,94% 89,94%
diversification of economic
activities, providing for multiple
activities and alternative

income
1308 Development and 13 186 967 235]9 890 225 490 575 19414823 986 (14 021 810 903 [13 136 269 381 |9 852 201 639 99,62% 99,62%
impravement of rural

infrastructure

Total 54 408 379 980)40 809 977 385 2640 126 958 888 410 |62 513 279 658 |53 519 296 647 (40 143 008 406 98,37% 98,37%

“Approved by the STAR Committee on 20.07.2005 (Commission Decision B(2005)3625 of 19.00.2005, effective SAPARD funds (without interest)
™ Confracts in force on 31. December 2006
“* Payments effected exclusively from SAPARD funds (without interest) 31.12.2006.

" In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the
row  Measures total’

1 EUR = 255 HUF

EUR

Payments total EU payments
r . N Public contribution paid to compared to compared to EU
Measure SAPARD sources 2000-2003" | Number of By contracted beneficiaries beneficiaries*™ SAPARD funds contributions
contracted (%) (B
projects™ o 5 :
otal costs uppor
Total EU declared demanded Total EV
41 Technical Assistance 289 615 231692 13 301 510 301510 289615 231080 100,00% 98,74%

111 Investments in agricultural
holdings 79524 174 59 643 130 1453 224616 324 95281799 79501751 59626 313 99,97% 99,97%)
114 Processing and marketing
of agricultural and fishery

products 59 374 262

162 068 637 70 330 477 55 406 744 48055 058 94,28%) 94,28%)

en
)
=
@
=
@
w0

—
w
w

1305 Renovation and
development of villages and
protection and conservation of
rural heritage 10648 003 7986 002 229 30591070 22413935 11532 827 8649 620 108,31% 108,31%
1306 Development and
diversification of economic
activities, providing for multiple
activities and alternative
incoms 1816 544 1362 408 57 3771732 1814842 1633875 1225 406 89,94% 89,94%
1308 Development and
improvement of rural
infrastructure 51713 598 38785 198 575 76 136 565 54 987 434 51514782 38636 085 99,62% 98,62%
Total 213366 196 160039128 2640 517485837 245150116 209 879 594 157 423 562 98,37%) 98,37%
*Approved by the STAR Committee on 20.07.2005 (Commission Decision B(2003)3625 of 18.08.2003, effective SAPARD funds (without interest)

——

Contracts in force on 31. December 2008.

*** Payments effected exclusively from SAPARD funds (without interest) 31.12.2006.

*** In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the
row Measures total”.

1 EUR = 255 HUF
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SAPARD payments by measure during the whole lifecycle of the Pro-
gramme (HUF, %)
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Pragramme level annual payments debiting SAPARD funds only (HUF, %)
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Payments by measure debiting SAPARD funds and interests (HUF) 2003
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Payments by measure debiting SAPARD funds and interests (HUF) 2004
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Payments by measure debiting SAPARD funds and interests (HUF) 2005
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Payments by measure debiting SAPARD funds and interests (HUF) 2006
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At the same time, in another 7 cases, payments macke from the interests earned on the
SAPARD accounts and from default interests paidhgy applicants, to the value of HUF
212.7 million (EUR 0.8 million), where the Commundontribution amounted to HUF 159.6
million (EUR 0.6 million).

In respect of the SAPARD funds reallocated from NRDP framework, until 31 December
2006, payments were disbursed in 312 cases, towvahe of HUF 5.1 billion (EUR 20
million).

Annual payments of SAPARD measures financed from NRDP funds (HUF)
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In 2005, payment financed from NRDP funds occured only in respect of measure 111.
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In respect of the SAPARD payments, it can be stdtatl 4005 payments were made to the
value of HUF 58.9 billion (EUR 230.9 million), with Community contribution of HUF 44.2
billion (EUR 173.2 million).

HUF
SAPARD sources S Public contribution paid |Pay total pared | EU pay i to
Measure 2000-2003* Numberof | By contracted beneficiaries | "\ cficiaries™ | to SAPARD funds (%)™ | EU contributions ()™
rojects™ Total costs Support
Total EU prel declared demanded Total EV
41 Technical Assistance 73851 | 59081
936 549 13 76884949 | 76884949 | 73851936 | 58925488 100,00% 99,74%

111 Investments in agricultural haldings 22828 | 17121 D2277182 | 24296858 | 23010513 | 17257 884

664 386 [498 098 1453 541 838 291 860 100,80% 100,80%
114 Processing and marketing of agricultural and 17690 | 13 268 46 427 502 17 939371 16678719 [ 12509039
fishery products 725 209 |044 098 313 373 51 701 718 94,28% 94 28%
1305 Renovation and development of villages and | 5292 | 3969 5399143 | 4049357
protection and conservation of rural hentage 328 824 |246 427 229 7800722 8025715 568 651 278 361 102,02% 102,02%
1306 Development and diversification of econamic
activities, providing for multiple activities and 463 218 [347 414
alternative income 655 055 57 961791759 | 462784806 | 416638 054 |312 478 522 89,94% 89,94%
1308 Development and improvement of rural 13249 | 9937 19414 823 14021810 | 13320487 | 9990 365
infrastructure 944 508 [458 381 575 986 903 357 119 100,63% 100,53%
Total 59 598 | 44702 126958 888 | 62513279 | 58899353 (44178051

733 518 |742 607 2640 410 658 617 066 98,83% 98,83%
* Approved by the STAR Committee on 20.07 2005 (Commission Decision B(2005)3625 of 19.09.2005, effective SAPARD funds increased - by virtue of the SAPARD Monitoring Committee (SMC) resolution of
27.11.2003 and SMC written resolution of 18.10.2006 - by the interests /late payment interests eamned on the SAPARD account and by the sums reallocated from NRDP funds pursuant to the SMC resolution of
18.06.2004 but not including commitment for sources from the national budget (Government Decision 2212/2004 (VI1.27)
** Contracts in force on 31. December 2006
*** Total payments for SAPARD projects (by 31 December 2006)
“* In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, cn the basis of authorisation for exceeding by 10% the sums indicated in the row Measures fotal
1EUR = 255 HUF

EUR
SAPARD ) _— .
. .__ |Public contribution paid to|Pay total 1| EU pay 1 to
Measure sourzcoegsgﬁﬂﬂ- Number ofl By contracted beneficiaries beneficiaries™™ to SAPARD funds (”;n)‘*** Eu contrihulicnsr(%)””
projects™ Total costs Support
Total EU declared demanded Total EU

41 Technical Assistance 289 615|231 692 13 301510 301510 289615 231080 100,00% 99,74%
111 Investments in agricultural heldings 83524 | 67143

174 130 1453 224616324 | 95281799 | 90237307 | 67677 980 100,80% 100,80%
114 Processing and marketing of agricultural and | 69 375 | 52 031
fishery products 393 545 33 182068637 | 70350477 | 65406744 | 49055058 94,28% 94 28%
1305 Renovation and development of villages and | 20 754 | 15 565
protection and conservation of rural heritage 231 672 229 30591070 | 22413995 | 21173111 | 15879833 102,02% 102,02%
1306 Diversification of activities, development of
business activities ensuring alternative income 1816 | 1362
opportunities 544 408 57 3771732 1814 842 1633875 | 1225406 89,94% 89,94%
1308 Development and improvement of rural 51960 | 38970
infrastructure 567 425 575 76136565 | 54987494 | 52237205 | 39177 902 100,53% 100,53%
Total 233720 [175 304

524 873 2640 517 485837 | 245150 116 | 230 977 857 | 173 247 259 98,83% 98,83%
* Approved by the STAR Committee on 20.07.2005 (Commission Decision B(2005)3625 of 19.09.2005, effective SAPARD funds increased — by virtue of the SAPARD Monitoring Committee (SMC) resolufion of
27.11.2003 and SMC written resolution of 18.10.2006 - by the interests /late payment interests eamed on the SAPARD account and by the sums reallocated from NRDP funds pursuant to the SMC resalution of
18.06.2004 but not including commitment for sources from the national budget (Government Decision 2212/2004 (VII.27)
** Contracts in force on 31. December 2006
" Total payments for SAPARD projects (by 31 December 2006)
""" In the case of payment exceeding 100%, subject to the contributions fixed in the annual financial agreements, on the basis of authorisation for exceeding by 10% the sums indicated in the row Measures total
1 EUR = 255 HUF
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Payments by measure during the lifecycle of SAPARD, joint use of SAPARD
and NRDP funds (HUF, %)
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On the basis of the above, it can be stated tleatuiids allocated to the SAPARD measures
were fully covered by settlements from the benafies, by the end of the payment deadline,
31 December 2006.

Regarding applications the beneficiaries obtaingoesence by the end of the programme
implementation and they already submitted the appbn packages supplied with the

appropriate documents, taking account of the neéfdeocessing.

6.2.3.4.1. Developments in the payments, by measure
Measure 111 Investments in agricultural holdings

Under this measure, 306 applications were submitte2D02, 856 applications in 2003 and
2476 applications in 2004. The project value of tgplications received was HUF
158,767,727,626, the total support need was HUR040049,868. In respect of 1453
applications, the contracts were concluded, thep@umeed of these applications was HUF
24,296,858,838. Until 31 December 2006, out of éhd=l40 applications were completed,
payments were made to a total value of HUF 23,A)Z91. Within that, EU funds
amounted to HUF 17,257,884,860, including HUF 2,388,673 (Community contribution
within the latter: HUF 2,053,174,986) from resosrad NRDP. The total amount disbursed
in 2006 was HUF 2,769,582,452, with an EU contidoubf HUF 2,077,186,817.
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Payments debited to SAPARD funds and interests (HUF) 111
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Measure 114 Improvement of processing and marketing of adfical and fishery products

Under this measure, a total of 772 applicationsewsubmitted, in the following annual
breakdown: 251 in 2002, 217 applications in 2008 204 in 2004. The project value of the
772 applications was HUF 106,239,935,442, the sapport need was HUF 41,965,463,647.
The number of the applications having resultedantiacts was 313, the support need was
HUF 17,939,371,511. By 31 December 2006, 298 apiphics were completed. The total
amount disbursed for the 313 contracted applicatiwas HUF 16,678,719,701, where the
Community contribution was HUF 12,509,039,716.Ha tase of this measure, no payments
were made from the funds of NRDP. The amount of gheport paid in 2006 was HUF
3,652,359,130, thereof, the Community support waé i,739,269,332.

Within the measure, the most important payments wasle in the field of Measure
“Introduction of new technologies”. Second is threaaof “Compliance with EU provisions
(hygiene, protection of the environment, wastewatanagement, animal protection).

In a breakdown by sectors, the largest paymente wexde in the sector of "beef, pork and
other meat", this is followed by the wine sectondahen, by the sector of fruits and
vegetables.
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Payments debited to SAPARD funds and interests (HUF) 114
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Measure 1305 Renovation and development of villages and tloégation and conservation
of the rural heritage

Under this measure, a total of 2347 applicationseveeibmitted, with 1 application in 2003
and the remaining 2346 in 2004. The project valfi¢ghe applications received was HUF
79,780,501,920, the total support need was HUFE/830,182. Contracts were concluded
in the case of 229 applications, with a suppordneeHUF 5,715,568,651. The number of
projects completed was 224. The total amount payad 31 December 2006 was HUF
5,399,143,278, with a Community contribution of H4P49,357,361. The amount of the
support paid from NRDP funds was HUF 2,429,736,08igreof, the Community
contribution was HUF 1,822,301,969. The amounth&f support paid in 2006 was HUF
2,799,284,754 (thereof, the Community contributias HUF 2,099,463,513).

Most of the accepted and contracted application® wedated to the activity “Protection and

revitalisation of historical and architectural osli revealing and establishing building in new
functions”, the second most to the activity relgtio “Maintenance and enhancement of local
character in terms of the structures of towns altages, renewals of streets, public areas”.

The lowest number of applications accepted andracteid was observed in the framework of
the activity “Revitalisation, protection of landpeaelements relating to villages”.
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Payment of total support in 1305 from the interests of SAPARD accounts and
penalty interests (HUF)
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[ Amount paid (HUF) 2 599 858 524 369 548 733
[n 2003 and 2004, no payment was macde in respect of measure 1305.

Measure 1306 Development and diversification of economic atig, providing for
multiple activities and alternative income

The total number of applications submitted was 262004, with an overall project value of

HUF 4,796,473,149, and a total support need of HJB56,047,500. Contracts were

concluded in the case of 57 applications, and @itiDecember 2006, 53 applications were
completed. The total amount disbursed for the eatéd applications was HUF 416,638,054,
where the EU contribution was HUF 312,478,522. @hwunt of the support paid in 2006

was HUF 97,983,815 (thereof Community contributidilF 73,487,852). No payments were
made from the funds of NRDP.

If we establish a ranking of the applications ttesteived support, we can state that the most
popular activity was the “Development of villageitem”. This is followed by “Development

of local products, development of the technologied quality of food processing”, as well as
“Development and sales of homemade and handiamadiuots”.

The lowest number of applications having led totamis was observed in the framework of
the activity “Development of products and services”
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Payments debited to SAPARD funds and interests (HUF) 1306
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In 2003 and 2004, no payment was made in respect of measure 1306.

Measure 1308 Development and improvement of rural infrastroetu

Out of the five measures open for applications time was the second most popular measure,
as the total number of applications submitted w&&81with an overall project value of HUF
64,351,557,097, and a total support need of HUR4B}543,242. If we look at the
submission of the applications in an annual breakdat can be stated that there were 601
applications in 2002, 346 applications in 2003 84d in 2004, submitted to the SAPARD
Agency/ARDA.

Contracts were concluded in the case of 575 appits with a support need of HUF
14,021,810,903. According to statistics of 31 Deloen2006, 547 projects were completed.
In the framework of the measure, the total amowayed until 31 December 2006 was HUF
13,320,487,357, with a Community contribution of H9,990,365,119. Within that, in the
year 2006, the payed support was HUF 3,479,524(8%3eof, Community contribution:
HUF 2,609,643,370). No payments were made fronfuthés of NRDP.

Out of the activities included in the frameworktbé measure the most popular one was the
activity “Provision of local technical infrastructl followed by the activity “Development of
agricultural road network”.

The activity “Development of information technologgd communications systems" was less
popular, but within that activity, most of the cadts were concluded in relation to the
“Development of IT junctions”. Within this activitythe sub-activity “Telehouses, telepost
networks, advisory system” was also very popular.
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Payments debited to SAPARD funds and interests (HUF) 1308
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Measure 41 Technical Assistance

Until 31 December 2006, there were 13 contractsfiect, payments were made to a total
value of 76,884,949 HUF. Until 31 December 2008&, afuthat, 73,815,936 HUF were paid
(EU contribution: 58,925,488 HUF), payments in 2@6ounted to HUF 20,000,000 (EU:
15,843,939 HUF). In the case of this measure, nanpats were made from the funds of
NRDP.

Payments debited to SAPARD funds and interests (HUF) 411
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In 2005, no payment was made in respect of 411.
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On the whole, it can be established that from antbedive measures open for applications,
the largest number of contracts fully paid by 3X@&uaber 2006 were related to measure 111.
From among the measures, 1308 “Development andoweprent of rural infrastructure”
ranked second in terms of fully paid applicatioAs. for the whole period, measure 114
“Improvement of processing and marketing of agtimall and fishery products” ranked third
from the point of view of applications paid for. Bre 1305 “Renovation and development
of villages and the protection and conservatiorthef rural heritage” occupied the fourth
place. Among the SAPARD measures, the least integeproved to be measure 1306
“Development and diversification of economic adtes, providing for multiple activities and
alternative income”.

6.2.3.4.2. Payments 2006

2006 was the year of closing tBAPARD programme from the point of view of payments.
With the end of the year, the possibility of dragvidown of EU support was also oveut
the EU funds (SAPARD, SAPARD interests, resourcesenllocated from NRDP) were
fully exhausted for the payments of support portionof the accounts received already in
November.

Total SAPARD payments in 2006 by measure (HUF, %)
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Developments in the payments of the year by sources

SAPARD payments 2006 HUF
Measure Public contribution paidto  [Public contribution paid to beneficiaries| Public contribution paid to Total
beneficiaries SAPARD SAPARD interest beneficiaries NRDP
Total EU Total EU Total EU Total EU
41 Technical Assistance 15843
20000 000 165843939 20000 000] 939
111 Investments in agnicultural holdings 2769582 (2077186
540008 719 405006 533 2229573733 | 1672180284 | 452 817
114 Processing and marketing of agricultural and fishery products 3652359 [2739269
3652359130 | 2739269332 130 332
1305 Renovation and development of villages and protection and 2799284 (2099 463
conservation of rural heritage 341012433 255 759 319 28 536 300 21402225 2429736021 | 1822301969 | 754 513
1306 Development and diversification of economic activities, providing 73487
for multiple activities and alternative income 97983815 73487 852 97983815 852
1308 Development and improvement of rural infrastructure 3479524 (2609643
3295306567 | 2471479890 184 217 976 138 163 480 543 370
Total 12818 734(9 614 894
7946 670 664 | 5960 846 865 212754276 159 565 705 4659309754 | 3494482253 | 694 823
Exchange rate:
255.00 HUF/Euro
EUR
M Public contribution paidto  [Public contribution paid to beneficiaries| Public contribution paid to Total
easure beneficiaries SAPARD SAPARD interest beneficiaries NRDP ot
Total EU Total EU Total EU Total EU
41 Technical Assistance 78 431 62 133 0 0 0 0 78431 | 62133
111 Investments in agricultural holdings 10861 | 8145
2117681 1588 261 0 0 8743426 6557 570 108 831
114 Processing and marketing of agricultural and fishery products 14322 | 10742
14322977 10742233 0 0 0 0 917 233
1305 Renovation and development of villages and protecfion and 10977 | 8233
conservation of rural heritage 1337 304 1002978 11907 83930 9628 317 7145282 587 190
1306 Development and diversification of economic activities, providing 384
for multiple activities and alternative income 384 250 286188 0 0 0 0 260 | 283188
1308 Development and improvement of rural infrastructure 13645 | 10233
1292271 9692078 122423 541818 0 0 194 896
Total 50269 | 37705
31163 414 23375870 834 330 625 748 18 271 803 13703852 548 410

In an analysis of the regional distribution of #agsayments it is clearly visible that the
payment ratios were high partially in the regiomstbe Great Plain, where the number of
projects was important and partially in the Northelungary region, where the weight of the
measure 1308 with a longer implementation period mare important, and the beneficiaries

were mostly local municipalities, required to applblic procurement procedures.

In the more developed parts of the country — Cértumgary and Transdanubia — the overall
picture looks better, both in terms of the proj@ex and from the point of view of the speed

of the implementation . Here, there were no magbays in the completion of the projects.
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Paid support amounts in 2006 by measure and region (M HUF)
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6.2.3.5. Implementation of the projects

6.2.3.5.1. Summary of the results, qualitative godntitative description on the basis of
the relevant monitoring indicators

Analytical methodology, scaling of the plan figul®ssources of support

The composition of the programme’s funds and theeld@ment of drawings are covered in a
separate chapter of this report. The present podfothis paper focuses on the programme
and the measures and projects implemented inatadwork, irrespective of the proportion
distribution of the financing of the different funéxceeding own contribution, such as:

— SAPARD funds,

— funds reallocated from the National Rural Developti@lan (NRDP),

— interests earned on SAPARD funds,

and the proportions of these. This approach isfiggtby the fact that the SAPARD plan
indicates the amounts of the support received filtenEU and from national sources and the
proportion of these two sources only in a breakddwnmeasures, not by projects. The
Multiannual Finaning Agreements do not provide doseparate presentation of the amounts
by measures and projects or contain a provisiontabeparate accounting for these amounts
resulting from a reallocation of NRDP funds andnirause of the interests paid for
implementation, taking account of the results. He tables showing the progress made in
terms of the different measures, only the SAPARDd& (increased by interests) and the
NRDP resources are shown.
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Out of all projects that received disbursements¥@B(225 projects) were realised making use
of mixed financing, i.e. received suppoit exclusivelyfrom the original SAPARD funds
and SAPARD accounts interests but also form the RRDurces (based on Commission
Regulation (EC) no 447/2004) in case of sourceseur@bmmission Regulation (EC) no
1698/1999 were exhausted or insufficinet and frow tespective 10% national surplus —
overcommitment -sources. The list of projects fowhin this way are properly registered.
But these projects make parts of the Programmiedrsame way like the ones with no mixed
financing. The support contracts of these projeces no different from the ones financing
exclusively from SAPARD funds.

From an economic and financial point of view, itulcb make no sense to split the result
reflecting the implementation and, in subsequerdrgiethe impact indicators regarding
operations by compound of financing (e.g. to presetractor as an acquisition made from
SAPARD in 75% and from NRDP funds in 25%). Thigliso supported by the fact that there
was no obligation and no possibility to make plabsut the differences of the projects and
measures in terms of financing sources. Any dewvetays in the compound of support funds
were completely incidental, depending on the abditg of the different funds at the time
when the invoices were submitted by the beneficiary

On the basis of the above considerations, thergrali the actual and the planned data below
reflects the relationship between thepport sources planned in the SAPARD plan for
2000-2006and the actually available SAPARD sources betw2@p0-2003 and later, the
additional funds allocated to the programme froenMRDP funds to thamount of support
sources disbursed until the end of 2006

That is, development projects implemented by makiseg of supports are analysed without a
breakdown by sources, as components of a solidg@muge.

General characteristics of the programme’s impleatem, scaling of the planned result and
impact indicators by the sources of support

The primary goal of SAPARD was — as this was clelaid down in the respective provisions
— to allow preparations for accession, that iscteate a system, viable in practice and
complying with the EU requirements that is suitdiolean efficient allocation of Community

resources. The programme fully met this goal, eérpees gathered during its implementation
were used in the creation of the operating condititor both ARDOP and ERDF as well.
About this, detailed information is provided in pker “Use of the experiences of the
SAPARD programme in the implementation of post-astn programmes” of the present
report.

The initial SAPARD plan, approved and published aadinister's Regulation and later

amended three times, was prepared for seven calgedes. However, only the first four and

half years were available to achieve the goalstisatein and to use the funds allocated,
because due to the accession on 1 May 2004, tkallsal “pre-accession programmes” had
to be closed. But the time actually available fog implementation of the programme was
actually reduced to less than two years, becauigegbreparations for its administration and
the dragging of the creation of the institutionatganisational and technical background
required.

The scaling prepared on the basis of the plannddaatually available sources, is shown in
the following table:
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Actually disbursed EU (SAPARD + interests + NRDP

reallocation) and national supports together, as at

2006, €

end of

Support approved in the SAPARD plan for

the years 2000-2006, €

Scaling
%

EU

National

Total

EU

National

Total

41. TA 231692 58 658 290 350 1166 432 291 608 1 458 040 20
111. Agricultural investment 69 076 797 23025 599 92 102 396 96440101 | 32146700 | 128586 801 72
114. Processing of agr. product 49551 972 16 517 323 66 069 295 67134348 | 22379449 89513797 74
1305. Development of villages 15907 074 5302 358 21209 432 16 856 882 5618 961 22 475 843 94
1306. Diversification of economic activities 1245 852 415284 1661136 27 291 955 9097 318 36 389 273 5
1308. Rural infrastructure 39 460 429 13 153 478 52 613 907 55084 672 | 18361 557 73 446 229 72
TOTAL 175 473 816 58 472 700 233946516| 263974390| 87895593 | 351 869 983 66

Dropout measures

113. Vocational training

3450715

1150238

4600953

116. Agro-env.protection, landscape preservation

6172 255

2057418

8229673

117. Producer groups

9099612

3033 204

12132 816

TOTAL

18 722 582

6 240 860

24 963 442

Grand total

233 946 516

376 833 425

62

Note: In the columns with heading “National”, omigtional funds to co-finance linked Community furglare included, but the funds of
the so-called additional commitments is excluded.

From the figures in the table it is evident that dpite of significant reduction in the
implementation time, in the case of one measur@3),3he commitments and later the use of
the funds almost attained the amount planned f@rstven year period. On the other hand,
there was a significant backlog, also in a compariwith the sources in proportion, in the
support funds available for the diversificationrofal income and its use. It is noteworthy that
out of the implementation, with the exception ofhieical assistance, used to the extent of
20%, exactly the targets with the highest, 100%psupntensity were completely left out.

Out of a total of 80 result and impact indicatougigested for monitoring in the SAPARD
plan, 34 could be identified after the processifithe actual monitoring data of the projects
shifting from the development stage into the opegastage. Each of the identified indicators
measures the results of the development projectaddition to the data comparable with the
planned figures, the monitoring database underldpreent contains a number of data that
can be used to measure the effectivity of the pnogne. These are shown in the tables of a
special part of this report, discussing the measuréetail.

The majority of the factual data of result indigatocompared with in the plan-fact
relationship exceeded in the case of measuresdd 1#4, as well as measure 1305 not only
the values adjusted to the reduced support amooutslso the appropriations for the whole
of the seven-year programme. At the same timénarcase of measures 1306 and 1308, there
is a major lag, with the length of the newly buaittd/ or modernised agricultural road network
as the only exception.

On the whole, the implementation of the Programnas & success in the case of targets
where the purpose was to improve the technicassetaconditions of production (machinery,
equipment, building) and were in accordance with development endeavours of the larger
production units (agricultural plants operatingatand area exceeding 1000 ha, enterprises
with a turnover of more than HUF 2 billion). Inteten portions of the programme requiring
enhanced inter-sectoral cooperation (between argesy local municipalities, non-profit
organisations) and targeted towards farmers aretgmeneurs representing smaller units, but
important in number was significantly lower thanpegted. The main identifiable reasons
were the following ones:

— Lack of capital and sources characteristic forgbential beneficiaries;

— The complicated application system and legislafcgpared for large organisations with
extensive administration, with short submissiondiieas, modified four times within a
year,;

— Lack of information and skills at the small and mueal-sized enterprises ;
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— Extreme risks (full loss of property), multiplied/ the uncertainties on the market, in
financing, in the legislation;

— Lack of confidence, based on experiences, betweemoenic players belonging to
different sectors and representing different sizes;

— The time required for the official acquisition diet required documents and its difference
to the deadline of the submission.

The survey prepared on the basis of inquiry formghle compiler of the mid-term evaluation

of the programme also confirmed that these were rdasons why the pattern of the

beneficiaries was different from the plan, in terohsizes and sectors.

Implementation of the different measures of thegpaome

Measure 111 —linvestments in agricultural holdings

Main indicators of the measure’s implementation

Measure 111 Applications received Hrojects contracted Applications completed
SAPARD NRDP combined

piece 306

2002 | project value 14 304 159 409
support demand 5426 707 104
piece 856 138 28

2003 | project value 37 090 700 361 6 818 023 800 774 848 604
support demand 16 046 758 455 2620 290 948 273 166 660
piece r 2 476 1364 451

2004 | project value 107 372 867 856 51 893 444 323 13 280 480 729
support demand 48 730 584 309 22276 060 714 5300673 722
piece 847 7 11

2005 | project value 30 767 075 959] 352 284 698 |1 301 290 827
support demand 12 931 574 834 141323 200 | 537 721 561
piece 8 28 60

2006 | project value 1028 865 221 |2 463 540 9045 465 569 986
support demand 480961 864 [1 130473 613]2 608 832 995
piece [ 3638 1502 1334 35 71

Total |project value 158 767 727 626 58 711 468 123 5851 27 0513]2 815 825 6026 766 860 813
support deman 70 204 049 868 24 896 351 662 18 986 377 080[ 1 271 796 813| 3 146 554 556

Investments in agricultural holdings were the mepspular measure of the SAPARD
Programme, to which the largest fund was allocafed. this measure, 72% of the support
planned for seven years could be used. Insteagopport intensity of 45%, as planned, even
the calls for applications mentioned first a vabfe30%, later 40%. Nevertheless, the most
important excess application, almost sixfold wasewsbed in the case of this measure.

As a consequence of this strong interest, onlybdst applications could receive support,
thus, the utilisation of the support funds reach®@%. Withdrawal or non-utilisation for
other reasons occurred only in a few cases anc thwounts could be used elsewhere. The
results achieved are shown in the table below:

Implementation of Measure 11 —Investments in agridtural holdings- , monitoring
indicators with physical metrics
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SAPARD plan

) . S SAPARD plan
Indicator measure_zment Realised from | Realise indicator indicator (as
unit SAPARD d % (scaled to
72%) per plan
Character of the development
New, greenfield Number 81
Renovation, modernisation of existing Number 266
holdings
Newholding, on existing site Number 70
New technology Number 1032
Total beneficiaries 1449 | 183,91 788 1100
Purchase of machinery
Tractor Number 864 46,88 1843 2573
kKW 85 784 77,77 110 305 154 000
Self-propelling machinery
Harvesting machine for grains Number 190
kW 38 416
. . Number 65
Harvesting machine for coarse fodder W 5601
! . Number 80
Other harvesting machines W 7819
Work machinery
soil cultivation machinery Number 1 308
dispensers for organic and artificial fertilizers Number 201
materials handling machinery Number 304
njachmery for plant protection and weed- Number 317
killing
. Number 255
tractor trailer 1 7450
machinery for seeding and plantation Number 329
other work machinery Number 613
kW 2525
Building development
cattle units 242560 | 247,19 98 128 137 000
pig units 341620 | 132,97 256 925 358 700
poultry (15 animals /m2) units 3 063 558 47,52 6 446 397 9 000 000
Technological element
keeping technology Number 40
other investments connected with keeping Number 68
technology
ventilation kW 701 797
lighting kW 100 308
heating kW 397 823
forage t 5977
manure treatment
litter manure t 126 164
liquid manure m3 191 468
milking 1,000 | 106 783
Other investments connected with farm buildings
Storage capacity m2 50 636
m3 60 260
t 189573 | 174,12 108 872 152 000
Storage type
tower silo Number 14
with deck Number 35
silo between walls Number 5
groove silo Number 2
other Number 43
Cleaner tons/ha avg 26
Material handling tons/ha avg 27
evaporated
Drying water, kg/ha avg 1780
tons/ha avg 16
Mixing tons/ha avg 7
Forage type
coarse fodder Number 6
Fermented Number 2
Grains Number 36
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For support under the measure, SAPARD and ARDA lcoec contracts with 1456
beneficiaries. From among there, 7 withdrew thppligations prior to the disbursement, and
so, the number of the beneficiaries became 144&uth them, people in more than 1100
villages learnt about support provided by EU toelepment initiatives. Regarding the sub-
measure “Agricultural machinery procurements”, ilghbe emphasised that a great number
of applications were submitted and committed.

Thenumber of the beneficiaries significantly exceedsot only the appropriation reduced in
proportion of the sources, but alf#we appropriation for the whole of the period and
amount of the support. This is an indication that significantly more apureneurs benefited
from the available sources than it had been planfikd support demand of the successful
applications submitted for the submeasure “Agrigalt machinery” procurements (1111)
accounted to 58 % within the measure, which essgnexceeded 10,7 % value of the plan.
The average size of the projects, due to lower-thgrected demand for higher-value power
machinery (tractors and self-propelling harvestimgchines — combine-harvester), was
smaller than expected. At the same time, it did prolve true that for smaller farms, the
farmers and entrepreneurs would buy machinery witialler capacities. Instead of an
average planned capacity of 60 kW, the averagecdgpaf the power machinery purchased
was 100 kW.

On the market of animal-origin products, a downwaetd is observed since the early 1990s.
There was a decline and some polarisation in dethdbmestic and foreign demand, that is,
in the medium category, there was a drop, in raspiethe high quality (so-called premium)
items and in the case of the cheap mass prodbetg was some increase. Parallel to that, a
strong concentration and centralisation procesgestan the production of basic materials,
implying that small farms, with a lower number afiraals, gave up these activities and the
larger ones increased their livestock keeping aépagctogether with modernisation steps.
This trend was reflected in the result indicatdrSAPARD as well, because the investments
not only exceeded the scaled appropriations ofplae, but they even reached the goals
initially set. The establishment of new/modernizstdrage facilities in the cattle sector was
doubled, which is an outstanding result. An exoepthereof is the poultry sector, where
only 47.5% of the reduced appropriation was redligénis lag was caused by the fear from
the South-American and Asian dumping of poultrywasl as the rumours about avian flu,
decreasing demand and increasing risks.

In agriculture and in grain trading, a large-scaterage construction and modernisation
programme was implemented in the years 1982-198@iafly financed from World Bank
loans. Since that time, there was a major drop fileenproduction levels typical at that time
(about 13.0 million tons of grains and another hillion tons of oil-content seeds). As a
result of the change occurred in 1990 in the mamagé of the economy and due to
privatisation, a significant portion of the storaggpacities built at that time, 80% of which
were suitable for multi-function use, underwentharme of functions, therefore, in a year of
good harvest and/or in the case of an accumulatficstocks, the placement of grains is a
problem for a significant portion of theoducers. This is the reason why instead of 108.9
thousand tonnes (in proportion of the sources) &58.0 thousand tonness (as initially
planned), the capacity development appropriatioa Yeaerfulfilled” by the beneficiaries, at
the level of almost 190.0 thousand tonnes.

To summarize the results, it can be stated thantbasure reached the set objectives. The
support demand essentially exceeded the availasleurces. By means of the Programme,
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“new types” of applications became known throughthét country, and the applicants now
were more prepared to submit their applicationstteer Programmes, such as the ARDOP
(Agricultural and Rural Development Operational gteonme,) and the NHRDP (New
Hungary Rural Development Programme).

Analysing the economical-social impact of the measthe evaluation stated that one of the
main objectives (increase the competitiveness sinasses) of the Programme was met, since
78 % of those asked about the results of the Pnogeasaid, that there was an improvement
in the competitiveness of the businesses, andrnit@me of the farmers also exceeded the
planned value.

The number of retained workplaces of the suppoheldlings was 19242 (persons), the
number of established workplaces was 770. The measas very significant in the field of

employment. More than half of the farmers thoudtdt tthe general working-conditions
improved patrtially. 21 % of those asked talked alsognificantly positive changes.

At 16 % of the supported investments, the primaijedive of the investment was to meet
the environmental conditions. 71 % of the suppoitecgstments promoted this objective
indirectly.

Measure 114: Processing and marketing of agricaltand fishery products

In the SAPARD programme’s measure, 114 “Procesamd) marketing of agricultural and
fishery products”, two main priorities were detened. Regarding that the basic objective of
the SAPARD programme was to promote the prepardébioaccession, it was considered that
the primary objective in connection with the progme was to provide support to food
processing companies, to create the conditionsssacg for compliance with EU provisions.
The priority of this objective was supported by thaet that compliance with the provisions on
food safety, hygiene, protection of the environmemd animal protection became a
requirement for the operation of the enterprisesddition to the compliance with provisions,
developments aimed the improvement of competitiserad quality represented the second
priority.

A large number of micro- and small entreprisesipgdted in the measur®artially as a
consequence of a delayed start of the Programnségraficant portion of the enterprises
initiated the investments required for complianaehwthe provisions from their own sources
(basically, to ensure hygiene and food safety). Bt support gave an impetus to start
investments in capital-intensive areas of enviramaeprotection, basically, the treatment of
wastewater, and the number of applicants was ldahger expected.

In the light of the above, it becomes clear why tnenber of applications was higher also in
the case of investments to improve competitivenagsere the introduction of new
technologies was an especially important objective.

In respect of the sectoral breakdown, it can babdished that the meat processing industry
and winery applied support in far larger proporsidhan planned, while the support need of
the dairy industry and poultry processing was lothan expected.
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Breakdown of support funds by sectors

Sector plan, % actual, %
Processing of beef, pork and other meat 28,5 37,7
Processing of poultry 12,6 8,3
Processing of milk and milk products 23,3 9,4
Processing of eggs 2,1 1,9
Wine production 6,8 20,2
Fruit and vegetable processing 24,4 20,4
Processing of fishery products 1,7 0,8
Processing of grain 0,0 1,3
100,0 100,0

772 applications under Measure 114 “Processingraatketing of agricultural and fishery
products” were received, with an overall projedueaof HUF 106,239,935,442 and a support
need of HUF 41,965,463,647 (“received applicatipng4.8% of the applications received
won (346 applications), which means that with apsup of HUF 19,328,419,131, the
investment value (supported) was HUF 50,025,258,04%e food economy within the
framework of the SAPARD programme. Out of the withprojects mentioned above, 298
were completed, with an investment value of HUF 940,040,826, with a support
contribution of HUF 16,597,309,840.

From the indicators it is evident that about hafrauch companies achieved the planned
“compliance with the provisions” than it was pladn&here might be two reasons for that.
One of them is that due to different reasons (lakckources, eligibility), about half of the
applications were rejected. The other reason i¢ iy of them either completed the
appropriate investments of own sources, or theyndidstart costly investments that do not
always generate income. From another portion ofiridecators it becomes evident that the
“development of the technology, introduction ofe@wtechnology” affected more companies
than expected. The reason for that is that thergmges recognised in due time that
technological development is a major contributioniicrease their competitivenesghe
number of the business introducing new technologyificantly exceeded (330 %) the
planned indicated number, which is a very imporfaator of competitiveness.

“Quality improvement” brought an extremely highnmioer of investment projects, mainly in
the area of “indication of geographic origin” angeW branded products”, as opposed to the
expectations.

Most of the applications were received from the tegions in the Great Plain and from
Northern Hungary. In the case of applications sufeahito the regions, the proportion of the
winning applications was the highest in the Soutl@reat Plain region.

Both in terms in invested and support amounts,ethibsee regions are at the top. But in
comparison with their share in numbers, an impérteeed for investment and support is
observed in the Central Hungary region, where thetroapital-rich companies are located.
The SAPARD programme brought significant investmemd support volumes in respect of
four sectors. These are: meat processing induddiyy industry, production of wine and the
processing of fruits and vegetables. Accordinghi indicators, these sectors were the most
involved in connection with the investments, thgthiere we can find the largest number of
products affected by and, manufactured with SAPASRpPport.

To sum it up it can be stated that due to developmmjects implemented by the means of
the support granted meant a fundamental contributidhe implementation of the targets set
by the programme and the measure within.There veasiderable interest towards the
measure, due to the lack of capital in these sectrven though in the elaboration of the
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strict application rules and evaluation criteria wmade an attempt to allow only well-
prepared and basically viable applicants to comptte large number of applications
rejected due to the lack of funds also indicateel nleed of the sector for development
resources and the correctness of the objectivdsysbe measure.

Main indicators of the measure’s implementation

Applications completed

Measure 114 Applications received Hrojects contracted

2004

SAPARD NRDP [combined
piece 251
2002 | project value 25232 916 936
support need 9771 111 859
piece 217 148 11
2003 | project value 29 804 407 243 16 387 036 583 279 417 900
support demand| 11 562 969 748 6 335 592 150 111 765 106
piece 304 199 93

project value

51 202 611 263

33 654 208 466

8 480 744 475

support demand

20 631 382 040

12 999 220 981

3318 357 638

2005

piece

135

project value

18 642 423 649

support demand

7274678 278

2006

piece

59

project value

15 537 454 802

support demand

5892 508 818

Total

piece

772

347

298

project value

55 037 324 179

16 387 036 583

4 459 296 351] -

support deman

41 965 463 647

19334 813 131

16 597 309 840

Prior to becoming a Member State, 74% of the suppitially planned could be used for this
measure, subject to an appropriated aid inten$ity0%. Mostly large processing companies
showed an interest in this part of the programnie Jubmitted applications seeked to obtain
2.5 times more support than it was available inftimels.

The number of applications was sufficiently highnb@ke a proper selection of those that
really deserve support in their implementation. Pneblem was rather the ranking, which
was only possible by very slight differences betwtee different applications, compiled with

high level professional skills.

The results of the uses of support are summans#tkifollowing table:
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Measure 114: Processing and marketing of agrialland fishery products
monitoring indicators of the measure’s implemenptati

_ measur Realised from _ SA_PA_RD plan _ S_APARD plan
Indicator ement SAPARD Realised % indicator indicator (as per
unit (scaled to 74 %) plan
Character of the development
New, greenfield Number 8
Rgn_ovatlon,_ modernisation of Number 34
existing holdings
New holding, on existing site Number 6
New technology Number 248
Marketing Number 15
Total 311 178 175 237
Food processing sector
Beef, pork and other meat t 1493123
Poultry t 223 758
Milk and dairy products 1,000 1325342
Thousan
Eggs d ps. 279 602
Wine 1,000 | 3206 732
Fruits and vegetables t 501 083
Fishery products t 2 020
Milling industry t 14 250
Development area
Compliance with provisions
EU food safety and hygiene Number 185 78 236 320
provisions of animal protection Number 22 31 70 95
Environmental protection
Water treatment procedures Number 29 131 22 30
water use m3 2 034 438
reduction of wastewater output m3 1234 881
wastewater treatment within the m3 1103 869
holding
Waste management Number 5 10 52 70
Waste produced (not hazarduous)
from technologies m3 1122
Technological treatment of
hazarduogs waste m3 4555
Technological treatment of
hazarduous waste
solid t 6 196
liquid m3 210
Development of the technology, transformation of th e sector
New technology Number 110 186 59 80
New raw material supply and N 21 71 30 20
acceptance system
Creation of capacity coordination Number 45
Informatics tephnology Number 15
development:
Improvement of quality
;r;;ct)grtéctlon of a quality assurance Number 12
ISO 14000 Number 4 36 11 15
EMAS Number 0
HACCP Number 9 3 258 350
Launch of a new product on the Number 71
market
Certified quality product Number 53 19 273 370
Indication of geographic origin Number 41 278 15 20
Organic products, New branded Number 8 17 48 65
products
New branded products Number 43 583 7 10
Modern_ classification, marking, Number a4
packaging
Products with higher added value Number 71 321 22 30

The number of the beneficiaries exceeded the sqalu figures by 78%, and was 31%
higher than initially planned. This is the consetpesof the circumstance that in most of the
processing industries, privatisation took placéhm early 1990s and, after that, as a result of
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ownership changes, the larger production units &rthexport-orientation potential became
managed by foreign, mostly multinational companigs.companies that exported to EU
Member States and to other developed countriegeead well, the new owners carried out
investments to ensure the safety of sales andhsihei years of the SAPARD programme’s
implementation, no large, complex or multi-elememtsjects were due. For the average size
of the development projects, a limitation was thatperiod available from the announcement
of the call to the deadline for submissions wasdbort to prepare investments with higher
requirements as construction, environmental pratecnd for involving the authorities. The
average support available for a project was EURMI® as opposed to the initially planned
and scaled figure of EUR 378,000.

The main target in most cases was an overall madgion of some segment of the

technology, but almost each project contained selm@ents with lower costs (e.g. hygiene,
animal welfare, transmission system for raw andchasterials, quality assurance, treatment
of wastewater and wastes etc.). Due to the comgilaracter of the development projects and
the problems with determining the separation of difeerent development elements , the
result indicators can provide only an approximagswon the whole of the programme.

The number of projects aimed primarily at the depgaient of hygienic conditions and animal
welfare was substantially lower than planned, ewrerthe scaled figuresln respect of
compliance with European provisions, moderate tesn be seen. In regard miovisions of
food safety, animal protection and hygiene, onle-thrd or two- thirds of the planned
objectives were performed. At the same time, thenbber of smaller investments and
transformations planned for the repair of refrigierg heat treating systems, the raw material
supply and transmission systems and at the foeedirthe slaughtering within the framework
of technology modernisation was much higher thammped and indirectly, these improved
the hygienic conditions and made the slaughteripgpaess with less stress, more indulgence
for the animals.

In the area of water treatment procedures, the purob projects realised was more than
planned in the scaled figures, almost as many talynplanned. This is largely due to the

higher costs of technological water needed. In dase of the other environmental

consideration, the treatment of waste, interestlessthan 10% of the initially planned level.

This was patrtially attributable to the fact thatwneechnologies nowadays produce some
minimal volume of unutilisable waste, because ahionigin materials not suitable for human

consumption are processed to become food for agimal

Projects serving, as a primary objective, qualggueiance and the manufacturing of products
with certified quality were also substantially lawa number than planned. The reasons for
that can be probably found in the business poliofabe processing syndicates, which focuse
at their Hungarian interests on the production cénpum products sensitive for rather
guantity than quality.

With the support provided for product developmenbwever, significant results were

achieved. The indicators regarding the number oflpets ditributable with the indication of

geographic origin, the number of branded produat af the products with higher added
value, were significantly overfulfilled. The onlyxeeption thereof is the group of the so-called
organic product, where the Hungarian market andymstion environment is not prepared for
an expansion yet.
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The objective of employment can only be interpretedn indirect objective in respect of this
measure.

Measure 1305: Renovation and development of vidlagel protection and conservation of
rural heritage

Main indicators of the measure’s implementation

2005 | project value 2 282 267 563
support demand 1685 227 764
piece 7 50 62
2006 | project value 321 854 037 2 132 192 740| 2 848 310 053
support demand 240908 911] 1 576 397 561] 2 051 682 186
piece r 2 347 235 112 50 62
Total |project value 79 780 501 920 7 880 205 099 p 604 121 6 00f 2 132 192 740] 2 848 310 053
support deman 755 523 -1 1926 136 675 1 576 397 561| 2 051 682 186

In the case of this measure, the original plan cetarhad to be scaled, because the
disbursements were less than 6% below the approptiop. In the case of non-profit
organisation (mainly local municipalities), the amdensity of 75% did not change, but if an
enterprise was involved in the measure, it coub@ire only a support of 50%.

Following the modification of the financial tabl&5% of the resources planned for the 7 year
period remained unused. To gear to this resularnt loe stated, that the number of villages,
which as a result could be renovated in the franmkwbthis measure was much higher than
originally planned. Applications submitted unddrist measures exceeded the amount
available three times. At the same time, this wa&smeasure where the ratio of applications
rejected because of basic deficiencies was theebigh

The results of the uses of support are summanstteifollowing table:

Measure 1305: Renovation and development of vilaagel protection and conservation of
rural heritage

Realised . SApFI?nRD SAPARD
Indicator MeasllJJrr]ﬁment from Rea(l)l/sed, indicator in dicie);tac‘) nr (as
SAPARD °  |(scaled to 94
%) per plan

Renovation of settlement structure, streets, public
places conserving and enhancing the character of th e number 98 260 38 40
settlement
Lbuildings for living and public buildings Number/m2 60/4389
Renovation of facade, repair in line Number/m2 6/3273
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Renovation of elements, building ornaments Number/m2 46/4891
Renovation of roads and streets Number/m2 121/154489
Buildings and monuments enriching public places Number/m2 222/12533
Resting places, footpaths, bycicle tracks Number/m2 36/18055
others Number/m2 7154/15770
Renovation and protection of architectural and

o . number 124
historical monuments of villages
Cathedral, church, chapel, belfry, castle number 72
Buildings, castles, mansions, statues and national

. number 19

monument protection
Renovation and construction of look-out tower number 3
TOTAL RENOVATED BUILDINGS number 218 116 189 200
Telepiiléshez tartozé téji elemek védelme,
. evitgliz aeitin / number 5 2 302 320
novényallomany ha/m2 31/9905
parkositas ha/m2 23/144172
te(,m’eszeyes- s mivi V|zpe}rt9k rendbetétele, ha/m2 12/5129
mitargyainak, feldjitasa, potlasa
csatorna tisztitasa m 6 769
vedelmfet igényld fasorok, védett fak kornyezetének m2 2010
rendezése
Vonzaskorzet jellemzéi
Telepillés lakosainak szama person 223 587
Turista- és idegenforgalom évente number 1000

Within the framework of the Measure, support cartgacould be concluded with 229
beneficiaries. This shows an interest exceedinggbyhe number of projects planned at the
beginning. The structure by targets was also abiey@ppropriation, but the proportions were
the same. An exception thereof represent projeoiechat the development of protection of
landscape elements, their revitalisation, wherteats of the expected 320, only 5 appropriate
applications were submitted.

If we examine the economic impact of the meastirean be stated that there was a boost in
the field of tourism, travel and entertainment. Huenber of renovated and rebuilt buildings
was 12% higher than planned, which means that otainige development possibilities, many
more buildings were given new functions. Accordinga survey based on questionnaires,
81% of the people thought that the measure hadrextdand significant impact on the
conservation of rural heritage, however this actedifior only 6% of the population living in
rural areas.

The measure had the most significant impact oritheof local communities as the newly
renovated community grounds became the scene foraluand community programmes and
therefore community life was renewed.

The measure also had significant economic and e@mviental impact owing to the different
developments, which were made possible within teasure. These were as follow:

Direct impact:

Economic impact: renovated building were given m@anomic functions
Environmental: revitalised villages, green areas

Indirect impact:
Economic impact: the renovated villages and monusnattracted more tourists, therefore the

number of nights spent by tourists in guest housagased, or/and tourists spent longer time
in the countryside.
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Environmental impact: in the newly rebuilt villagentres, small businesses, entrepreneurs
and private individuals also decided to improve litnek of their own surroundings. Local
residents started to have a new kind of attituthesrefore villages started to show a better, a
more integrated image.

Measure 1306: Development and diversification @ineenic activities, providing for multiple
activities and alternative income

Main indicators of the measure’s implementation

Applications completed

Measure 1306 Applications received Hrojects contracte d
SAPARD |[NRDP Jcombined
piece
2002 | project value
support demand
piece
2003 | project value
support demand
piece 264 58
2004 | project value 4796 473 049 979 434 292
support demand 2 356 047 500 471 681 072
piece 29
2005 | project value 494 983 570
support demand 236 996 638
piece 24
2006 | project value 365 274 388
support demand 177 372 629
piece 264 58 53] - -
Total project value 4796 473 049 979 434 292 B60 257 958 | -
support deman 2 356 047 500 471 681 072] 414 369 267| - -

This measure could not succeed in achieving thectibgs from the support funds reduced to
5% of the initially planned figures. Very small nber of applications were submitted to this
measure. A contradiction, which must be mentiosetthat taking into account the very small
number of submitted applications, half of them wesgcted due to the lack of financial

resources available for the measure. If not susilgraficant amount of the available had been
reallocated to other measures, than twice the numbsubmitted applications could have

been supported.

The results of the uses of supports are summainsie following table:

Monitoring indicators for Measure 1306: Developmandl diversification of economic
activities,providing for multiple activities and alternativecome

SAPARD SAPARD
Realised, % plan plan
indicator indicator (as

Realised from

Indicator Measurement unit SAPARD
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(scaled to per plan
5%)

Character of the development
New, greenfield Number 2
Rgnpvanon, modernisation of Number 40
existing plants
New plant, on existing site Number 2
New technology Number 12
Development of local products,
development of the
technoﬁ)g ies and quality of food Nl = =) e e
processing
dried fruits and vegetables: t 30 001
pickles t 571
winery hi 6
bee keeping t 28
Development and sale of
homemade and handicraft Number 6 31 19 420
products
woqd processing, carpenter, Number 2087
furniture, toys
textile industry m2 800
leather processing + products Number 2 350
glass, ceramics Number 51]
Village accommodation Number 36| 74 48 1060
village tourism beds 256

rooms 13
Devglopment of products and Number 3
services
Newly launched products, services Number 12

One of the aims of the measure was to establistrglfied economic activities and provide
alternative income opportunities for those who liveéhe countryside. By this workplaces can
be retained and new ones can be established. hisvas realized regarding agri-tourism,
since 12% more activities were supported, thagimally planned.

The other aim of the measure was to counterbalas@asonal employment and low
profitability characteristic of the agriculturerestigthen the positive impacts of diversified
farming, expand the range of services and prodoféésed and improve the chances of self-
supply and market access. According to a survegdas a questionnaire, 57% of the
respondents thought that the measure considerablyilouted to the growth of the income of
businesses not deriving from agricultural actigtie

The measure mainly had an economical impact byt omimicro level. On the level of the
macro economy, the measure had no significancesobatr. The measure had no social or
environmental impact.

It seems that in Hungary, no traditions exist yetihdependently initiated changes in jobs
and activities, therefore, even with an aid intgnef 50%, only very few people were ready
to implement projects improving their existentiadbnditions, creating a basis for self-
employment. The lack of interest was due to insigfit, not clear information that failed
reaching the target group, consultation on an ewa basis and without personalised
character, as well as the complicated calls fotiegpons and system of general conditions.

Measure 1308, Development and improvement of infedstructure

Development of agricultural infrastructure is mainustified by the changes in land
ownership and land use. In agriculture, the econdnainsformation in the 1990s meant an
organisational desintegration of large plants,udoig state-owned farms and holdings, the
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privatisation of cooperatives. All that, throughredistribution of capital, land and other
production resources led to a radical change inepsinp relations. A mixed ownership

structure was created, characterised by a signifioaajority of the small farms with very

fragmented lands, small- and medium-sized entreqrisevertheless, the decisive majority of
land, capital and other production resources aneadrated in a much smaller number of
individual farms and business partnerships. Theapisation of agricultural land affected

about three-fourth of the country’s territory, besa the remaining portion of land was,
irrespective of the character of its use, in pevatvnership, already earlier.

A change in land possession relations induced rifrastructure development implemented
within the framework of SAPARD. It became necesdaryransform and renovate the roads
and channels, established previously accordingnéostze of fields of large farms, to build

new facilities between the fields and to build ine tonnection to the existing recipients.
Nevertheless, even today, there are several demliter works in poor condition, not

fulfilling their functions.

After the change of regime, due to unemployment @engperization of a significant parts of
the population, for a large portion of the popuwatit was impossible to ensure their own
resources to the development of wastewater draiaagdevastewater cleaning, coupled with
the construction of potable water networks. As aseguence, even today, there are still
ongoing programmes for wastewater treatment, uswailhin the framework of regional
development projects.

One of the basic conditions for the operation cfibesses and farms is energy supply. Due to
its extremely high costs, only the strong farmsenasle to build such facilities or to renovate
the existing ones. Hunger for energy, typical far days and the detrimental environmental
effect of the traditional energy resources excedtlecenvironmental sensitivity threshold of
the society. “Green” organisations, scientific imsicalled the attention to the necessity of an
enhanced use of alternative energy sources. Both@Rand NHRDP continue to provide
support for projects, investments aimed at theofisenewable energy.

The change in the society’s job structure (worke$aclosed, relocation of urban population
to the outskirts, appearance of new sectors ofsinghs, creation of new workplaces) induced
measures to keep rural population in place, crggbobs. In addition to the development of
the conditions of production, it became necessargréate the conditions for sales of local
products on local and distant markets.

On the whole, the changes in the society were pilynatimulating the new stratum of
owners to implement investments promising direchebiés, while the development of
infrastructure remained in the background. The petidn development, the manufacturing of
quality goods, the access of goods to the markeessitate the construction of the
infrastructure elements, logistics structure coreetavith the production.

By the end of the year 2006, the resources availabtler the programme represented 72% of
the initial appropriation. This amount was fullylized by the beneficiaries. Actually, this is
attributable to one single reason: the increasexkssty and demand of agricultural road
construction. As it can be seen from the followiagle, among the indicators planned, road
construction was the only one where the initialrappation was reached — actually, it was
exceeded two times.
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Main indicators of the measure’s implementation
2003 | project value 11 901 829 125 6 867 076 093 863 026 841
support demand 8 231 625 145 4922 722 972 620 008 433
piece 841 348 182
2004 | project value 38 183 357 114 13 419 448 481] 4 003 682 908
support demand 25 948 091 459 9 728 547 864] 2935422 471
piece 248
2005 | project value 8171 053 692
support demand 5954 195 717
piece 91
2006 | project value 4 463 232 778
support demand 3208 285 817
piece r 1788 619 547 -
Total project value 50 085 186 239 20 286 524 574 [L7 500 996 219] -
support deman 44 448 543 242 14 651 270 836] 12 717 912 438 -

Monitoring indicators for Measure 1308, Developmamd improvement of rural

infrastructure
SAPARD| SAPARD
. lan lan
Indicator Metric Realised from Realised, % indﬁcator indF:cator
SAPARD (scaled tq (as per
72%) plan
Character of the development
New, greenfield Number 103
Renovation, modernisation of existing plantsumber 273
New plant, on existing site Number 40
New technology Number 147
Development and improvement of local Number 441
infrastructure
Agricultural road network Number 312
length km 524 318 165 230
cover
solid Number 292
dirt road Number 18
Size of affected area ha 142 88
Number of farmers affected Number 17 921
Energy supply for the enterprise Number 69 51 136 190
Type of the energy
solar Number 18
wind Number 1
geothermical Number 3
biogas Number 1
agricultural waste Number 4
other Number 35
Quantity of energy produced, per year MW 21 22§
Energy from the network
Electricity MW 9 08(
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Natural gas MJ 2 421 983 938 74

Alternative wastewater cleaning Number 37 65 57 80
Capacity created m3 111 48]

Water quantity used m3 138 26

Wastewater produced m3 119 611

Cleaned wastewater m3 120 14

Affected population capita 39 881

Number of farms affected Number 600

Local markets and procurement places | Number 23 12 186 260
Ground area m2 87 0415

Turnover of goods thHUF 132 59¢

Number of selling points Number 2 154

Characteristics of the area Number

Affected population capita 1561 97

Affected enterprises Number 7 954

Distance from the closest similar market km 522

Development of IT and communication Number 129

systems

setting up IT junctions Number 63 17 373 520
Telehouses, telepost networks, advisory Number 59

system

Number of computers installed Number 717

Number of printers Number 336

Number of software items Number 975

Internet use per year (based on ISP invoicehours 285 861

Affected population capita 913 26(

Affected enterprises Number 25 457

Owing to the available support within this measarsjgnificant length (524 km) of modern
agricultural road was built. A very small numbe®)6f the enterprises made developments in
the field of energy supply. In case of the settletveaffected by the developments, the
average distance from the closest market was eeldiac22,36 km. These facts improved the
competitiveness of the enterprises locally, bus #ffect of the measure cannot be measured
on macroeconomic level.

There were 16199 preserved (40662 pc of plannedkplare, and 659 newly established
(559 pc of planned) workplace.

There was a considerable number of application8 (8, the objective of which was the
reconstruction or construction of agricultural read

69 projects were realised in the field of the egesgpply serving the purposes of the
enterprises. The plan indicated 232 enterpriseardaéty energy supply, from which the
achieved result of 69 projects differs to a gredemt. The projects, which were realised in
connection with alternative local sewage waterréea affected 44 settlements, which meant
a 55 % backlog in comparison with the plan. The obshe elaboration of the documentation
was very high, and this cost should have beenipasifed by the applicants. Generally the
applicants were local governments who did not heweugh resources available for such
projects.

In the SAPARD Plan there were 634 newly built ITn@e (telehouses, data banks, etc) as
result indicator. The number of realised appliaadi¢121 ) fell behind the expectations.
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The SAPARD Plan planned 317 local markets but @8ly(7 %) were realised.

On the level of the settlements/micro-regions tk&atdishments of local markets had a
significant economic effect. The establishment @ivage water cleaners and the supply of
enterprises with renewable energy had a positiviecefon the environment. The
establishment of telehouses stimulated the sodmldf the settlement. On the level of
enterprises both the energy supply and developwofeagricultural roads indirectly improved
the competitiveness of the affected enterprises.

In the case of indicators lagging behind planngdrgs, the most important problem was
cooperation between sectors. The monopolistic @sgHans in service provisions are not
interested in energy rationalisation, difficultiaghe cooperation between the interested
parties belonging to different sectors (entrepresidocal municipalities, public institutions,
non-profit and other civil organisations) repregeind hindrance for the solution of
wastewater cleaning, the creation of markets andysement points and the creation of
logistics centres.

6.2.3.5.2. Cancellations

The beneficiaries completed by the end of Decer2bé5 2,192 projects, representing about
82% of all contracts in force. In early 2006, thesere 490 projects in process, and a large
portion of these was completed in 2006.

Cancellation of the aid commitments can take piadke form of any of the types below:

a) the beneficiary desisted from the contract

b) ARDA desisted from the contract

c) the project cannot be realised, because of soméoregeeable reason at the time of the
application’s submission and/ or the start of thgjqxt.

The tables and charts below, show the data ofdaheedled contracts; about projects cancelled
in the decision-making stage, but prior to the dasion of the contract, only textual
information is provided.

The reasons for the cancellation of contracts hagtoportions of the reasons for
cancellation in a comparison with the total numtiferoncluded contracts were different
measure by measure. In case of all measures, itywasl that the main reason (in the
propotions fifty-fifty, usually prior to the condion of the contract) was the lack of special
technical conditions required for the investment(sas authority license) or of own
resources required for the disbursement.
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Number and distribution of cancelled applications by measure (pcs, %)

49 | 36%
45 ; 34%
o111
w114
D 1305
0 1306
1 1% B 1308
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Distribution of cancelled applications by the reason for cancellation and
by measure (%)

OCancelled: ARDA rescinded the contract I

BCancelled: the beneficiary rescinded the
contract

111 114 1305 1306 1308

Annual breakdown of cancelled applications by measure (pcs)

pcs
60
50
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15 0 2005
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1
. 8
111 114 1305 1306 1308 measure

In 2006 a total of 30 contracts were cancelled. A propect be cancelled after the
conclusion of the contract if the beneficiary dessrom the contract (21 applications) — this
was more typical in the SAPARD programme —, butiire cases, ARDA desisted from the
conclusion of the contract.
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In the case of Measure 111, "Investments to adticall holdings”, in 6 cases the
beneficiaries, in 3 cases ARDA desisted from th&re@t. In respect of Measure 114,
“Processing and marketing of agricultural and fighroducts”, in 9 cases the beneficiaries
and in 4 cases ARDA desisted from the contract.

In respect of Measure 1305 “Renovation and devedspraf villages and protection and
conservation of rural heritage” and of Measure 13velopment and diversification of
economic activities, providing for multiple acti@$ and alternative income”, there was 1
case under each measure, where the beneficiastel®siom the contract. In respect of
Measure 1308 “Development and improvement of rnfahstructure”, 4 beneficiaries
desisted from the conclusion of the contract anvimcases ARDA desisted from the
contract.

Number of cancellations in 2006 by measure and by the reason for cancellation
pcs

14

12

W Cancelled: ARDA
rescinded the
10 contract

E Cancelled: the
beneficiary rescindedt
the contract

9 .
4

0 [ T

111 114 1305 1306 1308 measure

Note: In the column of aid requested, all finansialirces playing a role in the financing projectsiacluded
(SAPARD EU and national, NRDP reallocation, EU aational, interests earned on SAPARD EU).

Out of the aid amounts, totalling HUF 79,171,219 the end of the year 2006, HUF
52,454,265 were repaid by the beneficiaries. Téia recovery rate of 72%, very high in a
comparison with other forms of support. The totabant of support affected by the failures
was less than 0.15% of all disbursements.

In the case of Measure 111 “Investments to agrcailtholdings”, the decisive majority of the
cancellations occurred within the scope of projecisnected to construction. There were 19
applicants, having obtained positive evaluatiortlmir applications, who withdrew from the
implementation already prior to the conclusion lé tontract. After the conclusion of the
project, 49 projects failed, including 7 contracggarding machinery acquisitions and 42
relating to construction works. Out of the 7 maehyndevelopment projects, the reason for
the failure was irregularity in procurement andhree other cases, the lack of own resources.
In these cases, no payments were made yet, natbhgf aid recovery arose. In the case of
projects necessitating construction, the main medsp failures was that the beneficiary did
not have adequate resources for financing the dprent project, so he/she was unable to
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start the investment in the timeframe prescribedHe start or completion of the investment
or for settlement. In 13 cases (together with trecmmery purchases, in 17 cases), ARDA
desisted from the contract because of some senicegularity. Irregularities were mostly
discovered in the course of a check of the procargmand of the underlying content of the
invoices issued regarding the construction worlesyises provided (e.g. procurement not
from the supplier with cheapest offer, inclusioruagligible costs into the bill). Cancellations
represented 4% of all projects under the measuwr&&mnof the contracts. The total amount in
guestion was only HUF 18.4 million in terms of sagpwhich was less than one thousandth
of all support amounts paid. In respect of this soe@, in the remainder of the operating
period (1-2 years), further withdrawals can ocaolywery occasionally, as a consequence of
an extraordinary event or force majeure event.

The share of projects that were cancelled wasattge st within Measure 111, “Processing and
marketing of agricultural and fishery products”, 9% a comparison with all contracts
concluded and 15% in a comparison with the autbdrisnes. These included some large,
partially settled projects, therefore, out of the disbursed, almost HUF 61 million had to be
recovered, making use of the collaterals — reptexgonly 0.35% of all support disbursed
under the measure. 32 of the beneficiaries withdrem the conclusion of the contract and
another 16 decided to give up the project priotthe first disbursement, because in the
meantime there was a drastic deterioration in drteeoconditions, seemingly advantageous
at the time when the application was submittedmivst cases, the reason was the loss of
markets or a reduction in the price achievable odeerioration in the efficiency.
Deterioration in the prospects of the project’sragien prompted the financing institutions as
well to change their opinion, in spite of a fornpasitive decision, on several beneficiaries.
Out of the projects already contracted, in 5 cagesas necessary to abandon the project,
because some of the authorisations required (typicde one for waterworks or
environmental protection) were not finalised. le tase of 8 projects, ARDA desisted from
the contract because of an irregularity procedar@rogress. In the case of this measure,
liquidation proceedings started against severakét@aries, at the end of 2006 and in 2007.
In respect of each measure, when a project ntigualation situation, ARDA attempts to

let those projects be operated by other enterprisesneeting the elegibility criteria

In case of Measure “1305, Renovation and developn@nvillages, protection and
conservation of rural heritage”; and Measure “13D@velopment and diversification of
economic activities, providing for multiple actigs and alternative income” a total of 8
applications failed because of support commitnfigiire. Out of these, 2 dropped out from
the system prior to the conclusion of the conteaad another 6, after that. No disbursement
was made in any of these cases, therefore, nomep@yobligation arose. The reason for the
failure was lack of own capital, in each case. fdssons for withdrawals on behalf of ARDA
was not some serious irregularity, but overdue lileesl caused by the lack of own capital or
a consequence of settlements falling out completelythe case of these two measures,
further withdrawals occur only in a few cases, ttusome extraordinary event or other event
of force majeure character (such as elementary geyrfae, invalidation or death of the
beneficiary).

In the framework of Measure 1308“Development angrmmement of rural infrastructure”,

7% of the contracts concluded or 9% of all projeatsepted for support were cancelled. This
relatively large proportion is attributable to otype of development, the construction of
agricultural roads. The reason for withdrawal wasthe case of 22 contracts out of 45, the
impossibility to arrange the financing, in the atl28 projects, a misunderstanding about the
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purpose of the development project. In each ca&HA carried out an on-the-spot control
prior to the first disbursement on the road cormsions, and where the public road character
of the facility could be established, it suggesiedhentioned the possibility of a waiver.

6.2.3.5.3. Analysis of the economic, social andremmental situation

Interest towards the different measures and theldpment of the result indicators shows the
economic and social effects that the programmedcenkrcise and reveals which types of
organisations could be reached with the messagevaatl was its effect occured on these.
But the programming instructions, based on the eapees of other Member States did not
take into consideration the circumstances in Hungduat agriculture is a net contributor to
the budget since 1983, not only at the entrepréselut also at the activity levels. Even in
the once least developed countries that became Ele®tates (Portugal and Greece) the
amount of taxes and affixes paid by people earthieg living from agriculture is lower than
the amount of support received by the sector. Asosed to that, in Hungary, the size and
extent of the net budgetary drain (the balanceayiments and grants), with the exception of
short and temporary terms, increased permanenthylstwat the same time, in a world
comparison, an almost unprecedented transformatiok place in the production of basic
materials, in processing and logistics. The vagopntg of people living in the countryside
and earning their living from agriculture were losed not winners of this transformation.
The new proprietory and entrepreneurial stratunthefpopulation had an almost unlimited
source of cheap, relatively well-trained manpowent this sociological group.

The size of the SAPARD support did not reach alletesre a statistically significant effect
could have been measured in agriculture and foodegsing, in the supply of the rural towns
and villages. At the same time, both the affectedemtial beneficiaries (companies,
enterprises, enterpreneurs, farmers, local muritgs non-profit and civil organisations)
and the members of the allocation’s institutionatem were pushed towards the acqusition
of new information. This could make them more cépab overview the more complicated,
more transparent relationships coming with the s&io@ (with better documentation,
controlled by the authorities, more precisely doentad etc.), there was an increase in their
capability to absorb support and to adapt themsebee the more complex system of
conditions. In this respect, SAPARD managed toisealhe objective expected from the
preaccession programme in full. In addition to thiaé implemented projects contributed to
the maintenance of the existing relative positiook the beneficiaries, promoted,
proportionately to the funds received an improvenerthe economic and social situation of
a given town or village and of a micro-region, ltileast they slowed down the process of
deterioration.

Due to the drains, the basic asset developmentsniegat accumulating and, because of the
large risks experienced, interest focused compseblgn on traditional, multi-function
investments with theoretically quick return (purs@af machinery, construction of storage
facilities, breeding units etc.).
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6.2.4. Using the recommendations of the mid-termlwation by the
implementation of the Programme and in the implett of
programmes after the accession

The mid-term evaluation of the SAPARD programme weasied out by a Belgian company,
Agriconsulting Europe SA, its report was close®ictober 2003.

In the opinion of the independent evaluators, i@ tourse of the programme preparation
process, the planners identified a series of nemutd requirements applicable to the
agricultural sector and rural regions, without amyestigation about their urgency or

necessity or ranking them by their order of urgency

In order to avoid that in the future, a comprehemsEWOT analysis was prepared on
ARDOP 2004-2006 and NHRDP 2007-2013, with the imgoient of professionals and social
partners as well. The amendments in the SAPARDrprome improved in the meantime the
objectives, as well as the conditions for the imp@atation of the programme.

Job fluctuation was high at the SAPARD Agency, dhdt had a negative effect on the
efficiency of the programme’s implementation.

This is exact the reason why, in the process oirtipbementation of the programmes, a stable
core team and management shall be kept. Recehnifyséems to work and therefore, within
the relatively strict limits of public administrati, at least a relatively high level of
professional continuity can be ensured.

Information required on the general criteria ofgidility did not meet properly the
expectations of the applicants. It would have bmeportant that the potential applicants
receive clear information and guidance, prior tompding their documents for the
applications.

Having realised the necessity of information andbligity, a wide-scale communications
strategy was developed for SAPARD and, in the stggogrammes to come, more attention
shall be paid to these segments, using funds &fldda the technical assistance measures.
We also improved the quality and quantity of intestitutional communications.

Due to the fear from a failure of the projects,esal applicants were rejected, even if they
had potentially viable projects. The measure-specibjectives described in the SAPARD
Plan were not supported by selection criteria. Tdrge size of the deadweight in the
programme shall be highlighted. An extremely lag@tion of the rejected applications
meant an increase in the administrative burdens.

In order to avoid all of these problems, a systesparations for decision-making, with a
decision-making preparatory committee ("DEB — D&raékészit Bizottsag") was set up,
where the applications were assessed by a permdeamt of professionals, based on
professional evaluation, with the involvement of B&R Doing so, a consistent ponderation
system of criteria was ensured to assist the psooesaking decisions on support.

The main reason for the slowliness in the use @pstt funds was the late start of the
programme’s implementation, and this is the resdlthe slowliness in establishing the
institutional system. The other reason was thetlengss of the evaluation procedure.

The previously mentioned problems could be elingdain the case of ARDOP, but in the
case of NHRDP, the start took place later thann®dn The system of the decision-making
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preparatory committee made it easier and more btelian ARDOP to evaluate the
applications. In respects of the NHRDP for 2007204 learning from the previous
programmes — the background of the implementatimhthe assessment is ensured (ex ante
evaluation).

The applicants considered that the information iveck from colleagues at the SAPARD

Agency on occasion of consultation meetings wasuyseut the information provided and

conditions set in the call for applications andtive guidance on the applications were
sometimes confusing.

We are trying to develop information activities kviproper informational background and
training for our colleagues and by providing exaapplicant-friendly and up-to-date

information.

In the opinion of the evaluators, the monitoringprmation system did not collect properly
the indicators determined in the SAPARD Plan.

Actually, the paper-based monitoring system wassatisfactory effective, but in the case of
ARDOP, SMIS was developed and in the case of NRBES, and so, data collection and
processing became fully electronised.

The structure of the selected measures was ngtifullne with the priorities, objectives and
expected effects of the SAPARD Plan.

The reasons explained in the executive summaryedot to launch some of the selected
measures and, in our opinion, a fragmentation ef #APARD funds would have been
harmful for the efficiency of the implemented measu The free space left by the measures
not launched within SAPARD was filled up at the ¢éirmhen ARDOP and NRDP were
launched.

In the opinion of the mid-term evaluators, SAPARI3, a preaccession programme, met its
role of a learning programme well.

SAPARD was a useful tool for the development ofghevice levels of private consultants as
well, as a result, high-level consulting serviceslsbe available for the applicants in the

course of the implementation of future developn@ngrammes.
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7. Using the experience gained during the SAPARD Bgramme
for the execution of programmes following the acceson

Contrary to SAPARD, learning from the mistakes maaled causing delay in the
commencement of its execution, the Agricultural aRdral Development Operational
Programme (hereafter referred to as ARDOP) andNagonal Rural Development Plan
(hereafter referred to as NRDP) between 2004 - 200600t start with such a significant
delay following the accessibility of funds as itdhhappened in case of the pre-accession
programme.

Subsequent to the accession of Hungary to the Camtynon 1 May 2004, the measures of
both new support schemes were open for applicatinesady in the year of accession and
results could also be obtained. On the one harslighpartly due to the change in attitude
started by SAPARD; on the other hand, to the stremang of the institutional and
professional background, as well as, obviouslyh&orise of the trust index of beneficiaries.
One of the consequences of the timely programmeclaas was, for instance, that in case of
ARDOP, funds could essentially be regarded as cdimdnby contracts in the second quarter
of 2006, even though they significantly exceedeal fthancial means of the SAPARD. The
time-proportionate implementation of NRDP also thetexpectations.

In case of SAPARD, the mainly paper-based admatisin and data filing caused many
obstacles and much delay. To the impossibilityoterate this situation was called attention to
by the mid-term evaluators of SAPARD and the exeavaluators of ARDOP.

In order to avoid the same problem in the futuree so-called Single Monitoring and
Information System (hereafter referred to as SMI& been developed for the ARDOP, as
well — in cooperation with the managing authoritidsother operational programmes. SMIS
meanwhile has greatly contributed to the creatiba successful, efficient, and transparent
database compliant with community and nationalsiidad regulations. SMIS is in online
connection with the HSMS (i.e. the Hungarian Suppdonitoring System), and therefore,
e.g. it always contains up-to-date information dbpublic debt data (from the Central
Statistical Office and the Hungarian Customs amthiite Guard - hereafter referred to as
HCFG - databases), which also serves the purpopeotdction of the financial interests of
the Community.

The Integrated Administration and Control SysterA(Q$), originally developed for the
management of area-based and product-type sup@@MGGF Guarantee Section)
applications, handles the NRDP. The system is figbmplex and still suffers from some
deficiencies, but it works adequately and securelyd this is why it will tackle the
management of agricultural- and rural developmempsrt measures for the period 2007-
2013.

Realizing and acknowledging the significance ofoiniation activities and the role of
publicity, in case of programmes following the SARA these means are used to their fullest
extent in the management of community funding. @hthe really favourable examples was
the communication campaign of the last tender windd305 and 1306) of the SAPARD
opened for 3 months prior to termination. This caigp was concluded by MARD in
cooperation with co-ministries and additional ongations. As the result of the campaign, the
number of submitted rural development projects ledchalf of the total number of
applications (in case of 1305, 2,345 applicationth & total resource demand of HUF 57.8
billion).
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Encouraged by this success, in terms of ARDOP aR®MN both the Managing Authority

and ARDA were conscious and consequent to usejnfiance, the possibilities of the
Internet, and with further development, in casehef ARDOP, the programme had its own
website where not only the concept could be intcedubut also opinions were welcome.
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8. The coordination of SAPARD and Additional International
Financial Instruments

The SAPARD Agency, in the accreditation procedurehe institution system, and as the

consequence of the successful implementation gbrearation strategy, has gradually made
its way up to the top and thus became the engirtkeoprocess. Probably the most important
column the successful preparation and accreditdéigdnon, was that between the institutions,
such new type of cooperation was born that targeb¢dining results and eased to cope with
difficulties with joint effort. As a result, thefefiency of task solution grew dramatically.

Instead of cooperation, during the implementatibpreparation strategy, a completely new,
and solution-seeking external institutional coopierawas successfully established which had
an interest in finding those solutions. This, nesslto say, also required the commitment of
partners, as well. Fortunately, parallel with thehiaving of the results, such dynamic
cooperation was established — both in terms ofgoexsl composition and institutional
attitude in strong connection — on which furthesules are based upon today.

Within the framework of internal institutional coemation, the SAPARD Agency had to
establish cooperation inside MARD. During the elshment of this cooperation, an
agreement was signed by the SAPARD Managing Authoat MARD, the Budget
Department, the Human Resources Department, arnféoibe Industry Department and in the
area of file management, animal health care, afodnration technology.

The most vital document of the external institusibrcooperation is the Cooperation
Agreement which regulates the financial implemeotatprocedure of the SAPARD
Programme in detail, and which was signed by thitoNal Authorising Office (NAO) at the
Ministry of Finance, the MARD, the Hungarian Stateasury (HST) and the SAPARD
Agency. This document was also included among #yeckiteria for accreditation.

The SAPARD Agency concluded a cooperation agreemghtthe HFCG and the Hungarian
Tax and Financial Control Administration (HTFCA) aell for the implementation of the
Programme. Extremely intensive cooperation has loeeated with units of the State Audit
Office (SAO), also responsible for the national rad¢tation of ARDA and acting as the
Certification Body, so MARD and ARDA did their best meet their requirements to the
fullest extent.

Paralell to the SAPARD programme the implementabbrthe ISPA programme was also
under preparation, and the multiannual financiakaments signed within the framework of
the Phare programme were also under preparatiofadymto other to-be-members, like
Hungary too. Pursuant to relevant Community ruled gegulations, both the preparation of
the programmes and the definition of targets wererdinated at a governmental level, in
order to implement harmonized development. An tuastin, i.e. the Joint Monitoring
Committee (JMC) has been set up for coordinating) supervising the pre-accession, EU-
financed financial means and programmes: the SAPABBA and Phare resources. After
the accession Government Decree No. 102/2006 @\).r2gulates the activity of IMC. The
institution responsible for the organising the Jih€etings (JMC Secretariat) is the National
Development Agency. The representative of the Megpdhuthority of the SAPARD
Programme is a member of JMC.
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The application management system of the SAPARQrarame was created in a way that it
would exclude the possibility of any measure undlerSAPARD programme to be supported
from other Pre-Accession Fund or other nationaritial resources (except for co-financing).
The Hungarian Support Monitoring System (HSMS) epet by the Hungarian State
Treasury (HST)certifies the fulfilment of this cotian.

During the implementation of the Programme, MAREaking into consideration Article 1 of
Annex C of the Multiannual Financial Agreement -agiders a primary task to avoid parallel
financing of projects with identical contents aiggets, i.e. to avoid financing of the same
expenditure twice, in order to protect the finahuigerests of the Community.

For the means of prevention, the SAPARD Operatioanihl of the SAPARD Agency
contains strict and detailed rules and regulatidngether with the definition of
responsibilities connected with the procedure. Withis frame, in case of each and every
application:

1. The Applicant declares in writing and under penaityperjury both on the application
sheet and its attached declaration where and wihersabmitted application received
support, and where a parallel application was stibthiwith the intention of receiving
support.

2. During the processing of the application it is t8PARD Operation Manual that
regulates if it is needed to be proven by a writlecumentation that the project in the
application in question has received or receivess@sice from an other fund. The
Government Decree No. 217/1998 (XIl. 30) the operational order of the state budget
bindingly regulates the process of data supplyrpiosupport and of the information
procedure on the awarding of the support within filaenework of the HSMS, i.e. the
Hungarian Support Monitoring System operated by H&T. Since the issue is really
significant, the Cooperation Agreement, in accocgawith the relevant Government
Decree, signed by the parties cooperating in thplementation of the SAPARD
programme strengthens and obviously ensures mdé&talsupply. The HST, responsible
for the operation of the Separate Department ofpStpMonitoring is an independent
party to sign this Cooperation Agreement.

3. The Operation Manual of ARDA (former SAPARD Agencyiming at the
implementation of the SAPARD clearly regulates tih#the project in the application has
previously received support (e.g. from Phare)hdlisbe rejected. Both the certification
and the decision are documented in writing besitegting the requirements of the
procedural controls prescribed in MAFA. The ainmthat the same project shall not be
supported twice. Provided that the declarationhefdpplicant and the registration of the
Separate Department of Support Monitoring showedaffitly, so ARDA launches the
procedure for fraud.

4. The SAPARD Operation Manual clearly regulates thaing the permission-granting of
payments the invoices submitted by the benefigaall be marked by “ARDA” stamp so
as to avoid further supports granted based onahee snvoices. Prior to submission the
beneficiary declares, under penalty of perjuryt tha invoice submitted to ARDA has not
been accounted for anywhere else.

5. ARDA besides and above the conciliation with thep&8ate Department of Support
Monitoring conducts the conciliatory control of theanted support at a regional level. In
case of possibly revealed double funding, ARDA sakemediate action in line with the
procedure described under the heading of managemhémringements in the Operation
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Manual. Furthermore, the target is that, in accocdawith the comparison in Article 1 of

Annex C of MAFA and of Point 3 of Article 8 of MAFANnd Points 6 and 7 of Article 5

of Annex A, taking the same expenditure twice iatzount should be prevented and
avoided. The detailed procedure is described iaildet Chapters D/2, D/3 and D/6 of the

SAPARD Operation Manual.

The independent Internal Audit Department of ARD#rols the practice of the previously
described Manual, and in case it is required, ekthe preventive suggestions.

In 2004 in Hungary ARDOP was prepared for the aagilon of rural development measures
supported from the EAGGF Guidance Section, whileDRRwas elaborated for the
application of measures of the EAGGF Guaranteei@edduring the compilation of these
documents, the programmers — who mostly devise@&RARD plan, too and participated in
its Monitoring Committee, as well — considered SAHA measures and the experience
gained throughout the implementation of these measihe programmers of ARDOP and of
the other four OP’s maintained in close consuleatennection during planning, which made
the harmonization of measures possible.

In order to avoid any overlapping, the contracts ARDOP measures could only be
concluded following the conclusion of SAPARD contsga
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